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Part I
THE MILITARY PROGRAM OF THE UNITED STATES

This section consists of official statements of Secretary
of Defense Robert S. McNamara on defense programs and
budgets.
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STATEMENT OF SECRETARY OF DEFENSE
ROBERT S. McNAMARA

(Before the Subcommittee on Department of Defense Appropriations
of the Senate Committee on Appropriations (amendment to the
fiscal year 1966 defense budget), August 4, 1965) '

Mr. Chairman, members of the committee, last Wednesday President
Johnson informed the Nation of the mounting Commuinist aggression
in South Vietnam and the additional measures which we plan to take
to assist the people of that country in defending their freedom and
independence. We are here today to report on that situation, to
review with you the additional military actions involved; and to
request the funds required to finance these actions pending the sub-
mission of a detailed fiscal year 1966 supplemental request to the
Congress when it convenes in January. .

Although Vietnam is now the focus of attention, we are not over-
looking the possibility that trouble may arise in other areas of the
world, perhaps as a reaction to our increased effort in that country
or for other reasons. Accordingly, in planning for the increased
deployment of U.S. forces to southeast Asia, we have also taken into
account the forces which may be needed to meet contingencies else-
where. Although we have no basis to assume at this time that the
Soviet Union or Communist China would deliberately provoke new
crises in other areas, prudence dictates that we be prepared for such
emergencies. . e i

The issue in Vietnam is essentially the same as it was in 1954 when
President Eisenhower said: .. ' o SRR

I think it is no longer necessary to enter into a long argument or exposition to
show the importance to the United States of Indochina and of the struggle going
-on there., o matter how the struggle may have started, it has long since become
one of the testing places between a free form of government and dictatorship.
Its outcome is going to have the gréatest significance for us, and possibly for a
Jlong time into the future. ) N o . .

We have here a sort of cork in the bottle, the bottle being the great area that
includes Indonesia, Burma, Thailand, all of the surrounding areas of Asia with
its hundreds of millions of people *'* *-’ AT _ e

What is at stake there is the ability of the free world to block Com-
munist armed aggression- and prevent the loss of all of southeast Asia,
a loss which in its ultimate consequences could- drastically alter the
strategic, situation in Asia and the Pacific to the grave detriment of
our own security and that of our Allies. While 15 years ago, in Korea,
Communist aggression took the form of an overt armed attack, today
in South Vietnam it has taken the form of a large scale intensive
guerrilla operation. The covert nature of this -aggression, which
characterized the earlier years of the struggle in South Vietnam, has
now all but been stripped away. - The control of the Vietcong effort
by the regime in Hanoi, supported and incited by Communist China,
has become increasingly apparent. '
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The struggle there has enormous implications for the security of the
United States and the free world, and for that matter, the Soviet
Union as well. The North Vietnamese and the Chinese Communists
have chosen to make South Vietnam the test case for their particular
version of the so-called wars of national liberation. The extent to
which violence should be used in overthrowing non-Communist gov-
ernments has been one of the most bitterly contested issues between
the Chinese and the Soviet Communists. Although the former
Chairman, Mr. Khrushchev, fully endorsed wars of national liberation
as the preferred means of extending the sway of communism, he cau-
tioned that ‘“this does not necessarily mean that the transition to
socialism will everywhere and in all cases be linked with armed up-
rising and civil war. * * * Revolution by peaceful means accords
with the interests of the working class and the masses.”

The Chinese Communists, however, insist that:

Peaceful coexistence cannot replace the revolutionary struggles of the people.
The transition from capitalism to socialism in any country can only be brought
about through proletarian revolution and the dictatorship of the proletariat in
that country. * * * The vanguard of the proletariat will remain unconquerable
in all circumstances only if it masters all forms of struggle—peaceful and armed,
open and secret, legal and illegal, parliamentary struggle and mass struggle, and
so forth. (Letter to the Central Committee of the Communist Party of the
Soviet Union, June 14, 1963.)

Their preference for violence was even more emphatically expressed
in an article in The Peking Peoples Daily of Ma,rcIIJ) 31, 1964:

It is advantageous from the point of view of tactics to refer to the desire for
peaceful transition, but it would be inappropriate to emphasize the possibility of
peaceful transition. * * * the proletarian party must never substitute parlia-
mentary struggle for proletarian revolution or entertain the illusion that the
transition to socialism can be achieved through the parliamentary road. Violent
revolution is a universal law of proletarian revolution. To realize the transition
to socialism, the proletariat must wage armed struggle, smash the old state ma-
chine and establish the dictatorship of the proletariat * * ¥’

“Political power,” the article quotes Mao Tse-tung as saying,
“grows out of the barrel of a gun.”

Throughout the world we see the fruits of these policies and in
Vietnam, particularly, we see the effects of the Chinese Communists’
more militant stance and their hatred of the free world. They make
no secret of the fact that Vietnam is the test case, and neither does
the regime in Hanoi. General Giap, head of the North Vietnamese
Army, recently said that “South Vietnam is the model of the national
liberation movement of our time. * * * If the special warfare that
the U.S. imperialists are testing in South Vietnam is overcome, then
it can be defeated everywhere in the world.” And, Pham Van Dong,
Premier of North Vietnam, pointed out that “the experience of our
compatriots in South Vietnam attracts the attention of the world,
especially the peoples of South America.”

It is clear, therefore, that a Communist success in South Vietnam
‘would be taken as positive proof that the Chinese Communists’ posi-
tion is correct and they will have made a giant step forward in their
efforts to seize control of the world Communist movement. Further-
more, such a success would greatly increase the prestige of Communist
China among the nonalined nations and strengthen the position of
their followers everywhere. In that event we would then have to be
prepared to cope with the same kind of aggression in other parts of
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the world wherever the existing governments are weak and the social
structures fragmented. If Communist armed agression is not stopped
in Vietnam, as it was in Korea, the confidence of small nations in
America’s pledge of support will be weakened and many of them, in
widely separated areas of the world, will feel unsafe.

Thus, the stakes in South Vietnam are far greater than the loss of
one small country to communism. Its loss would be a most serious
setback to the cause of freedom and would greatly complicate the
task of preventing the further spread of militant Asian communism.
And, if that spread is not halted, our strategic position in the world
will be weakened and our national security directly endangered.

It was in recognition of this fundamental issue that the United
States, under three Presidents, firmly committed itself to help the
people of South Vietnam defend their freedom. That is why Presi-
dent Eisenhower warned at the time of the Geneva Conference in
July 1954 that “* * * any renewal of Communist aggression would
be viewed by us as a matter of grave concern.” That is why Presi-
dent Johnson in his statement Iast Wednesday made it clear to all
the world that we are determined to stand by our commitment and
provide whatever help is required to fulfill it.

ConpITIONS LEADING TO THE PRESENT SITUATION IN SOUTH VIETNAM

Essential to a proper understanding of the present situation in
South Vietnam is a recognition of the fact that the so-called insurgency
there is planned, directed, controlled, and supported from Hanoi.
True, there is a small dissident minority in South Vietnam, but the
Government could cope with it if it were not directed and supplied
from the outside. As early as 1960, at the Third Congress of the
North Vietnamese Communist Party, both Ho Chi Minh and Vo
Nguyen Giap, the commander in chief of the North Vietnamese
armed forces, spoke of the need to “step up” the “revolution in the
South.” In March 1963 the party organ Hoc Tap stated that the
authorities in South Vietnam “are well aware that North Vietnam is
the firm base for the southern revolution and the point on which it
leans, and that our party is the steady and experienced vanguard unit
of the working class and people and is the brain and factor that decides
all victories of the revolution.”

Yet through most of these years the North Vietnamese Government
denied and went to great efforts to conceal the scale of its personnel
and materiel support, in addition to direction and encouragement, to
the Vietcong. It had strong reasons to do so.

First, of aﬁ, in 1954 the authorities in Hanoi had pledged to ‘‘respect
the territory under the military control of the other party’—South
Vietnam—“and engage in no hostile act against the other party.”
In 1962 those same authorities pledged that they would ‘“not use the
territory of the Kingdom of Laos for interference in the. internal
affairs of other countries.” . : . .

The North Vietnamese regime had no wish.to force upoti the atten--
tion of the world its massive and persistent violations of those pledges.’
Nor was it anxious for its own citizens to dwell upon the ultimate
risks of committing,; unequivocally, aggression across international
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boundaries. Nor could the Vietcong cause be anything but harmed
if it were to be recognized openly in the South as an instrument of the
North Vietnamese regime.

However, in building up the Vietcong forces for a decisive challenge,
the authorities in North Vietnam have increasingly dropped the dis-
guises that gave their earlier support a clandestine character.

Through 1963, the bulk of the arms infiltrated from the North were
old French and American models acquired prior to 1954 in Indochina
and Korea. Now, the flow of weapons from North Vietnam consists
almost entirely of the latest arms acquired from Communist China;
and the flow is large enough to have entirely re-equipped the main
force units, despite the capture this year by government forces of
thousands of these weapons and millions of rounds of the new ammu-
nition.

Likewise, through 1963, nearly all the personnel infiltrating through
Laos, trained and equipped in the North and ordered South, were
former Southerners. But in the last 18 months, the great majority
of the infiltrators—more than 10,000 of them-—have been ethnic
Northerners, mostly draftees ordered into the People’s Army of
Vietnam for duty in the South. And it now appears that, starting
their journey through Laos last December, from one to three regi-
ments of a North Vietnamese regular division, the 325th Division of
the North Vietnamese Army, have deployed into the Central High-
lands of South Vietnam for combat alongside the Vietcong.

Thus, despite all its reasons for secrecy, Hanoi’s desire for decisive
results this summer has forced it to reveal its hand even more openly.

The United States during the last 4 years has steadily increased its
help to the people of South Vietnam in an effort to counter this ever-
increasing scale of Communist- aggression. These efforts achieved
some measure of success during 1962. The South Vietnamese forces
in that year made good progress in suppressing the Vietcong insur-
rection. Although combat deaths suffered by these forces in 1962
rose by 11 percent over the 1961 level (from about 4,000 to 4,450),
Vietcong combat deaths increased by 72 percent (from about 12,000
to 21,000). Weapons lost by the South Vietnamese fell from 5,900
m 1961 to 5,200 in 1962, while the number lost by the Vietcong rose
from 2,750 to 4,050. The Government’s new Strategic Hamlet pro-
gram was just getting underway and was showing promise. The
economy was growing and the Government seemed firmly in control.
Therefore, when 1 appeared before this committee in early 1963, 1
was able to say:

* ¥ * victory over the Vietcong will most likely take many years. But now,
as a result of the operations of the last year, there is a new feeling of confidence,

not only on the part of the Government of South Vietnam but also among the
populace, that victory is possible.

But at the same time I also cautioned:

We are not unmindful of the fact that the pressures on South Vietnam may
well continue through infiltration via the Laos corridor. Nor are we unmindful
of the possibility that the Communists, sensing defeat in their covert efforts,
might resort to overt aggression from North Vietnam. Obviously, this latter
contingency could require a greater direct participation by the United States.
The survival of an independent government in South Vietnam is so important to
the security of all of southeast Asia and to the free world that we must be prepared
to take all necessary measures within our capability to prevent a Communist
vietory.
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Unfortunately, the caution voiced in early 1963 proved to be well
founded. Late in 1963, the Communists stepped up their efforts
and the military situation began to deteriorate. The Diem govern-
ment came under increasing internal pressure and in November it
was overthrown. A year ago last February, I had to tell this com-
mittee that:

The Vietcong was quick to take advantage of the growing opposition to the Diem
government and the period of uncertainty following its overthrow. Vietcong
activities were already increasing in September and continued to increase at an
accelerated rate in October and November particularly in the Delta area. And I
must report that they have made considerable progress since the coup.

Following the coup, the lack of stability in the central government
and the rapid turnover of key personnel, particularly senior military
commanders, began to be reflected in combat operations and through-
out the entire fabric of the political and economic structure. And,
in 1964 the Communists greatly increased the scope and tempo of their
subversive efforts. Larger scale attacks became more frequent and
the flow of men and supplies from the North expanded. The inci-
dence of terrorism and sabotage rose rapidly and the pressure on the
civilian population was intensified. The deteriorating military situa-
tion was clearly.reflected in the statistics. South Vietnamese combat
deaths rose from. 5,650 in 1963 to 7,450 in 1964 and the number of
‘weapons lost from 8,250 to 14,100. In contrast, Vietcong combat
deaths dropped from 20,600 to 16,800 and, considering the stepped-up
tempo of activity, they experienced only a very modest rise in the
rate of weapons lost (from 5,400 to 5,900).

At various times in recent months, I have called attention to the
continued buildup of Communist forces in South Vietnam. I pointed
out that although these forces had not been committed to combat in
any . significant degree, they probably would be after the start of the
monsoon season. It is now clear that these forces are being committed
in increasing numbers and that the Communists have decided to make
an all-out attempt to bring down the Government of South Vietnam.
The entire economic and social structure is under attack. Bridges,
railroads, and highways are being destroyed and interdicted. Agri-
cultural products are being barred from the cities. Electric power-
plants and communication lines are being sabotaged. Whole villages
are being burned and their population driven away, increasing the
refugee burden on the South Vietnamese Government. :

- As I mentioned, in addition to the continued infiltration of increas-
ing numbers of individuals and the acceleration of the flow of modern
equipment and supplies, organized units of the North Vietnamese
army have been identified in South Vietnam. We now estimate the
hard-core Vietcong strength at some 70,000 men, including a recently
reported increase in the number of combat battalions. In addition,
they have some 90,000 to 100,000 irregulars and some 30,000 in their
political cadres, i.e., tax collectors, propagandists, etc. We have also
identified at least three battalions of the regular North Vietnamese
Army, and there are probably considerably more. At the same time
the Government of South Vietnam has found it increasingly difficult
to make a commensurate increase in the size of its own forces, which
now stand at about 545,000 men, including the regional and local
defense forces but excluding the national police.

Combat deaths on both sides have been mounting—for the South
Vietnamese from an average of 143 men a week in 1964 to about 270
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a week for the 4-week period ending July 24 this year. Vietcong
losses have gone from 322 a week last year to about 680 a week for
the 4-week period ending July 24. Most important, the ratio of South
Vietnamese to Vietcong strength has seriously declined in the last 6
or 7 months from about 5 to 1 to about 3 or 3% to 1; the ratio of
combat battalions is substantially less. This is far too low a ratio
for a guerrilla war even though the greater mobility and firepower
provided to the South Vietnamese forces by the United States help to
offset that disadvantage. The South Vietnamese forces have to
defend hundreds of cities, towns, and hamlets while the Vietcong are
free to choose the time and place of their attack. As a result, the
South Vietnamese forces are stretched thin in defensive positions,
leaving only a small central reserve for offensive action against the
Vietcong, while the latter are left free to concentrate their forces and
throw them against selected targets. It is not surprising, therefore,
that the Vietcong retains most of the initiative.

Even so, we may not as yet have seen the full weight of the Com-
munist attack. Presently, the situation is particularly acute in the
northern part of the country where the Communists have mobilized
large military forces which pose a threat to the entire region and its
major cities and towns. Our air attacks may have helped to keep
these forces off balance but the threat remains and it is very real.

Clearly, the time has come when the people of South Vietnam need
more help from us and other nations if they are to retain their freedom
and independence. We have already responded to that need with
some 75,000 U.S. military personnel, including some combat units.
This number will be raised to 125,000 almost immediately with the
deployment of the Air Mobile Division and certain other forces. But,
more help will be needed in the months ahead and additional U.S.
combat forces will be required to back up the hard pressed Army of
South Vietnam. Two other nations have provided combat forces—
Australia and New Zealand. . We hope that by the end of this year
others will join them.

Roie orF U.S. CoMmBaT ForcEs IN SouTH VIETNAM

As I noted earlier, the central reserve of the South Vietnamese
Army has been seriously depleted in recent months. The principal
role of U.S. ground combat forces will be to supplement this reserve
in support of the front line forces of the South Vietnamese Army.
The indigenous paramilitary forces will deal with the pacification of
areas cleared of organized Vietcong and North Vietnamese units, a
role more appropriated for them than for our forces.

The Government of South Vietnam’s strategy, with which we
concur, is to achieve the initiative, to expand gradually its area of
control by breaking up major concentrations of enemy forces, using
to the maximum our preponderance of air power, both land and sea
based. The number of “fixed-wing”’ attack sorties by U.S. aircraft
in South Vietnam will increase manyfold by the end of the year.
Armed helicopter sorties will also increase dramatically over the
same period, and extensive use will be made of heavy artillery, both
land based and sea based. At the same time our air and naval
forces will continue to interdict the Vietcong supply lines from North
Vietnam, both land and sea.
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Although our tactics have changed, our objective remains the same.
We have no desire to widen the war. We have no desire to overthrow
the North Vietnamese regime, seize its territory, or achieve the uni-
fication of North and South Vietnam by force of arms. We have no
need for permanent military bases in South Vietnam or for special
privileges of any kind. What we are seeking through the planned
military buildup is to block the Vietcong offensive, to give the people
of South Vietnam and their armed forces some relief from the unre-
lenting Communist pressures—to give them time to strengthen their
government, to reestablish law and order, and to revive their economic
life which has been seriously disrupted by Vietcong harassment and
attack in recent months. We have no illusions that success will
be achieved quickly, but we are confident that it will be achieved
much more surely by the plan I have outlined.

IncrEAsEs IN U.S. Minitary Forces SiNcE 1961

. Fortunately, we have greatly increased the strength and readiness
of our Military Establishment since 1961, particularly in the kinds of
forces which we now require in southeast Asia. The Active Army
has been expanded from 11 to 16 combat-ready divisions; 20,000 men
have been added to the Marine Corps to allow them to fill out their
combat structure and at the same time facilitate the mobilization of
the Marine Corps Reserve. The tactical fighter squadrons of the Air
Force have been increased by 51 percent. Qur airlift capability has
more than doubled. Special Forces trained to deal with insurgency
threats have been multiplied elevenfold. General ship construction
and conversion has been doubled.

During this same period, procurement for the expanded force has
been increased greatly: Air Force Tactical aircraft from $360 million
in 1961 to about $1.1 billion in the original fiscal year 1966 budget;
Navy aircraft—from $1.8 billion to $2.2 billion; Army helicopters—
from 286 aircraft to over 1,000. Procurement of ordnance, vehicles
and related equipment was increased about 150 percent in the fiscal
year 1962-64 period, compared with the preceding 3 years. The
tonnace of modern nonnuclear air-to-ground ordnance in stock
tripled between fiscal year 1961 and fiscal year 1965. In brief, the
Military Establishment of the United States, today, is in far better
shape than it ever has been in peacetime to face whatever tasks may
lie ahead.

Nevertheless, some further increases in forces, military personnel,
production and construction will be required if we are to deploy -
additional forces to southeast Asia and provide for combat consump-
tion while at the same time maintaining our capabilities to deal with
crises elsewhere in the world.

FUuRTHER INCREASES IN THE FORCE STRUCTURE AND MILITARY
- PERSONNEL

To offset the deployments now planned to southeast Asia, and pro-
vide some additional forces for possible new deployments, we propose
to increase the presently authorized force levels. These increases
will be of three types: (1) additional units for the Active Forces, over
and above those reflected in the January budget; (2) military personnel
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augmentations for presently authorized units in the Active Forces
to man new bases, to handle the larger logistics workload, etc.; and
(3) additional personnel and extra training for selected Reserve
component units to increase their readiness for quick deployment.
We believe we can achieve this buildup without calling up the Re-
serves or ordering the involuntary extension of tours, except as already
authorized by law for the Department of the Navy. KEven here the
extension of officer tours will be on a selective basis and extensions for
enlisted men will be limited, in general, to not more than 4 months.

Our present estimate of the numbers of military personnel involved
are shown on the table following this statement.

1. INCREASE IN ARMY FORCES

For the Army, we plan to activate one division force, three brigade
forces, a large number of helicopter companies, and their combat
service support units. In addition, we plan to replace the military
personnel drawn from the Strategic Army Forces to provide logistic
support in Vietnam. The buildup of thase forces will require a sub-
stantial expansion of the Army training establishment. The larger
deployments to South Vietnam and the increase in Army military
personnel generally will result in a higher number of men in transit
and other support activities. A military personnel strength increase
in the Army of 235,000 is provided for these purposes.

2. AUGMENTATION OF THE THREE MARINE CORPS
DIVISION/ATRCRAFT WINGS

Some 30,000 additional military personnel have been provided
for the Marine Corps to augment existing units and to activate
certain new units, such as helicopter squadrons, and communication,
engineer, and military police battalions, and to provide for ‘the
increased training and manpower pipeline requirements.

3. STRENGTHENING THE NAVAL FORCES

The increased tempo of attack carrier operations and the intensified
coastal patrol off Vietnam will require a small increase in the number
of active ships in the Navy as well as an increase in the manning of
the ships deployed to that area. These ships are required to operate
at close to wartime tempos and therefore require higher manning levels
than normally provided other fleet units. Furthermore, additional
Navy personnzl are needed to operate the new ports now being built
mn South Vietnam and to support the heavier logistics load at other
bases. Other support activities, including pipeline, account for the
balance of 35,000 additional personnel provided for the Navy.

4. AUGMENTATION OF THE AIR FORCE STRIKE AND
AIRLIFT CAPABILITIES

In addition to the increased number of tactical attack sorties, we
are also planning more B—52 sorties from Guam. To support the
B-52 aircraft to be utilized for this mission, additional personnel will
be needed at Guam, to handle ammunition, increased maintenance,
and so forth. Support of the additional tactical fighter and troop
carrier squadrons deployed to southeast Asia will require more men.
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With the greatly increased flow of traffic to South Vietnam, a further
early increase in our airlift capability is indicated. We plan to
approximately double our existing capability for sustained operations.
through higher rates of utilization of present airlift aircraft. The
more modern MATS aircraft, which now have a planned utilization
rate of 5 hours per day, will be raised and held at 8 hours per day.
The C-130E troop carrier aircraft in Tactical Air Command and in
the Pacific, which now have a planned operating rate of 1% hours per
day, will be raised snd held at 5 hours per day. More personnel will
be needed.

The increase in the number of Air Force military personnel wiil
require an expansion of the training establishment, which together
with other support activities, principally the logistics base, will require.
a total increase in the Air Force end fiscal year 1966 military personnel
strength of 40,000.

In total, 340,000 military personnel will be added to the active
forces. To provide this additional strength, the current draft call
rate of about 17,000 per month will be approximately doubled.

5. INCREASED READINESS FOR THE RESERVE COMPONENTS

As T noted earlier, we must be prepared to deploy additional forces
to southeast Asia over and above those now planned. Furthermore,
we must also be prepared to deal with crises elsewhere in the world.
Accordingly, steps should be taken now to raise still further the readi-
ness of selected Reserve component-forces so that they could be
quickly deployed if the need should arise.

There are a number of steps which could be taken towards this end.
The units could be manned at full strength, the number and duration
of the paid drills could be increased, additional tours of active duty for
training could be provided, the equipment required for movement
could be identified and earmarked, etc. '

Shown on the table are the selected Reserve component forces
whose readiness we believe should be raised over the next few months.-
The Army forces (three divisions and six brigades) will require
additional personnel to raise their manning to the desired levels.
These personnel can be obtained by enlisting additional men from
civilian life or by reassigning men from Reserve units for which
there is no military requirement. :

The required increase in Reserve Force readiness could be greatly
facilitated by the realinement of Reserve Forces which we proposed
in the fiscal year 1966 budget. The realinement would permit us to
concentrate men, equipment, and civilian technicians in the units we
need for our contingency plans, instead of spreading them over a
large number of umits for which there is no military requirement.
This was the primary objective of our realinement proposal and the
events of the last few months have demonstrated the soundness of
that objective. In my judgment, the realinement should go forward
without further delay.

For the Marine Corps Reserve, we prepose to add 2,500 paid drill
training spaces to raise the manning of the 4th Division/Aircraft
Wing (nine battalions and nine attack/fighter squadrons).

About 4,000 additional paid drill spaces will be provided to the
Air Force Reserve components to raise the manning of nine fighter
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squadrons, four tactical reconnaissance squadrons and 11 airlift
squadrons to full authorized strength. We expect that all of these
units will be ready to deploy on 24-hour notice by the end of this
calendar year.

6. OTHER MILITARY PERSONNEL AND OPERATION AND
MAINTENANCE COSTS

Over and above the costs of the additional military personnel, there
will also be increased costs for the operation of installations and
facilities in southeast Asia; the increases in flying and steaming
hours; the consumption of spares and repair parts; and the trans-
portation of supplies and equipment to southeast Asia. An increase
of almost 36,000 “direct hire’’ civilian employees, raising the total at
end fiscal year 1966 to just short of 1 million, will also be required.

None of these personnel and operation and maintenance costs can
be estimated with any degree of precision at the present time. We
have yet to work out detailed personnel plans and to calculate, on a
phased basis, the increases in activity rates, movements of troops
and materiel and other operation and maintenance costs associated
with the buildup in southeast Asia. However, by the time we appear
here next January with the fiscal year 1967 budget estimates, we will
have completed this work and we will have a much more precise
estimate of all of these additional costs and our financial requirements
for the balance of fiscal year 1966. Accordingly, we propose that
these additional military personnel and operation and maintenance
costs be financed during the interim under section 512 of the fiscal
year 1966 Defense appropriations bill, as approved by the House
(H.R. 9221).

Subsection 512(a) of the Bill provides that:

During the current fiscal year, the President may exempt
appropriations, funds, and contract authorizations, available
for military funections under the Department of Defense, from
the provisions of subsection (c¢) of section 3679 of the Revised
Statutes, as amended, whenever he deems such action to be
necessary in the interests of national defense.

Subsection 512(c) provides that:

Upon determination by the President that it is necessary to
increase the number of military personnel on active duty beyond
the number for which funds are provided in this Act, the Secretary
of Defense is authorized to provide for the cost of such increased
military personnel, as an excepted expense in accordance with
the provisions of Revised Statutes 3732 (41 U.S.C. 11).

ProcurEMENT AND CONSTRUCTION

As in the case of personnel and operation and maintenance costs,
we have not as yet had sufficient time to develop detailed require-
ments and production and construction plans for the additional
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materiel and facilities needed for the.support of the expanding oper-
ations in southeast Asia. And again, we will be in a much better
position next January to provide these details and to state our addi-
tional requirements for the balance of fiscal year 1966. The $1.7
billion amendment to the bill now before the committee which we
are proposing at this time will provide the additional financing needed
through January to gear up the production machine—to accelerate
the delivery of essential items already in production and to initiate
the production of new items required for the support of our forces
in southeast Asia, as well as the construction of the most urgently
needed facilities. We suggest that this amendment take the form
of a new appropriation account—‘Emergency fund, southeast
Asia”’—and that the language be similar, except for the amount, to
the $700 million fiscal year 1965 supplemental for southeast Asia.

As you know, we have planned in our fiscal year 1966 and prior
year budgets a substantial buildup of war consumable stocks, partic-
ularly modern ordnance and ammunition. If we are to fulfill these
plans, we must replace what we are drawing from these stocks for
consumption in southeast Asia. Furthermore we must provide
replacements for the aircraft being lost there in combat. And
finally, we must buy some additional helicopters for the new Army
and Marine Corps aviation units which we now plan to activate.

The higher activity rates planned for our forces in southeast Asia
will increase considerably the consumption of spares and repair parts
for many types of equipment. Stocks of these items must be restored
through increased production. We will also need to replace in our
inventories the additional quantities of equipment for the new bases
being established or expanded in southeast Asia. Funds for these
purposes are included in the $1.7 billion supplemental.

Finally, the increased deployments of U.S. forces to southeast
Asia will require an extensive program of construction in South
Vietnam and along the lines of communication back to the United
States. Included in this program are airfields, ports and troop sup-
port and logistics facilities.

SuMMARY

_I(iast Wednesday in his statement on Vietnam, President Johnson
said:

“T have asked the Commanding General, General Westmoreland,
what he needs to meet this mounting aggression. He has told me.
We will meet his needs.”

The program I have outlined here today and the $1.7 billion amend-
ment to the fiscal year 1966 Defense appropriation bill now before the
committee will, in the collective judgment of my principal military
and civilian advisers and myself provide the men, materiel, and
facilities required to fulfill this pledge, while at the same time main-
taining the forces required to meet commitments elsewhere in the
world. I earnestly solicit the full support of this committee and the
Congress for this program and budget request.
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Summary by program of proposed personnel increases

1. Increase in Army forces:
(a) 1 division force
(b) 3 brigade forces
(c) Aviation companies
(d) Combat service support
(¢) STRAF support forces
(f) Expand training
(g) Transients and other support
Total, Army_____ . . ____________________._._ 235, 000
2. Augmentation of the three Marine Corps division/aircraft wings:
(a) Bring units to be deployed in Vietnam up to full strength
(b) Activate new units to augment the forces to be deployed
(¢) Expand training
(d) Provide increased pipeline
Total, Marine Corps__ ___ _______________ o _____ 30, 000
3. Strengthening the naval forces:
(@) Retain ships
(b) Activate ships )
(c) Incie.ase manning for deployed ships and bases in southeast
Asia
(d) Other support (pipeline, Marine Corps, ete.) .
Total, Navy _ .. 35, 000
4. Augmentation of the Air Force strike and airlift capabilities:
(a) B-52 aireraft deployed to Guam
(b) Tactical fighter and troop carrier squadrons deployed to
southeast Asia
(¢) Retain 1 reconnaissance squadron scheduled to be phased
out in fiscal year 1966
(d) Raise airlift aircraft utilization rates:
MATS
PAC-TAC
(e) Expand training
(f) Other support (logistical base)

Total, Air Foree__ ... ____. 40, 000
5. Increased readiness for the Reserve components:
Army:
(a) 3 division forees_ . __ el ___ O]
(b) © brigade forces. - ... .. ______. ®
Marine Corps:
(¢) 4th Division/aireraft wing_ _________________________ 2, 500
Air Force:
(&) 9 F-100squadrons_______________________________.__ 1, 667
(¢) 4 RF-84 squadrons_ ___ . _ . _ . __________________ 697
(f) 11 C-124squadrons_ __ _____ . ___________._____. 2, 205
Total, Air Foree__ .. __ . ____ . ... 4, 569

6. Recapitulation of personnel increases:
(a) Active duty military personnel:

Army e 235, 000

NaVY oo o 35, 000

Marine Corps_ ... 30, 000

Air Foree. . .. . 40, 000

Total. - . P 340, 000

(b) Reserve component paid drill spaces: o
Army e O]

Marine Corps. _ . ... 2, 500

Air Foree. . o . 4, 569
Total . _ . "

(¢) Direct hire civilian personnel, total . _____________________ 35, 762

! Ariny numbers still to be determined.



STATEMENT OF SECRETARY OF DEFENSE ROBERT S.
: McNAMARA

(Before a.joint session of the Senate Armed Services Committee and
the Senate Subcommittee on Department of Defense Appropriations,
fiscal year 1966 supplemental for southeast Asia, January 20, 1966)

Mr. Chairman and members of the committee, when I appeared
before this committee last August with the aniendment to the fiscal
year 1966 Defense budget, I described to you the actions we were
taking to-carry out the President’s decision to deploy a force of 125,000
U.S. military personnel to South Vietnam and to be prepared to deploy
still more forces if that should become necessary. I noted at the
time that if we were to maintain our capabilities to deal with crises
elsewhere in the world, these deployments would require some increases
in forces, personnel, operating rates, production rates, and construction
-i))f facilities above the levels provided in our original fiscal year 1966

udget. ‘ S

Because we had not had time to work out detailed personnel plans
and to calculate on a phased basis the increases in activity rates,
the movements of troops and materiel, and the other operation and
maintenance costs associated with the buildup in southeast Asia, we
proposed to finance the additional military personnel and O. & M.
costs under section 612 of the fiscal year 1966 Defense Appropriation
Act. Similarly, because we had not had time to develop detailed
estimates of production and construction plans for the additional
materiel and facilities required, we proposed, and the Congress
appropriated, an additional $1.7 billion in a separate account, “Emer-
gency fund, southeast Asia’”. This appropriation was intended to
provide for the additional financing needed through early 1966 to
gear up the production machine, accelerate the delivery of essential
1tems already in production, initiate production of new items required
for the support of our forces in southeast Asia, and construct the most
urgently needed facilities.

I said at the time that when we appeared here this January we
would have a much more precise estimate of the additional require-
ments -and our financial needs for the balance of -ficsal year 1966.
These- estimates are now available, and total $12,345,719,000 in new
obligational authority.

INcLusioN oF CERTAIN MILITARY ASSISTANCE SUPPORT IN THE
' DEereEnsE BubgeTr :

Included in our supplemental request for fiscal year 1966 is about
$200 million for the support of South Vietnam’s Armed Forces and
other free world military assistance forces engaged in that country.
These requirements have heretofore been financed in the military
assistance program. However, now that large U.S. and other free
world military assistance forces (e.g., Korean) have joined in the

379
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defense of South Vietnam, the maintenance of separate financial and
logistic systems for U.S. and military assistance forces is proving to
be entirely too cumbersome, time-consuming, and inefficient. The
same problem was encountered at the outset of the Korean war.
It was solved, then, by programing, budgeting, and funding for all
requirements under the “military functions” appropriations and
providing a consolidated financial and supply system for the support
of United States, Korean, and other friendly forces engaged in that
effort. This arrangement gave the field commanders maximum
flexibility in the allocation of available resources and improved the
support of the forces employed. We are proposing essentially the
same solution for the problems now being encountered in South
Vietnam.

Under the (froposed arrangement, all unexpended balances of fiscal
year 1966 and prior year military assistance funds for South Vietnam
would be transferred to and merged with the accounts of the military
departments; and all additional funds required for the support of the
forces of South Vietnam and other free world military assistance
forces in that country would be authorized for and appropriated to
the accounts of the military departments. The remainder of the
military assistance program would be legislated separately.

IMPLEMENTATION OF THE AUGUST 1965 FORCE AUGMENTATIONS

Since my appearance here last August, our requirements in support
of the military effort in Vietnam have continued to grow. We have
already deployed a total of about 190,000 U.S. military personnel to
South Vietnam, excluding the elements of the 7th Fleet now operating
off the coast of Vietnam. And we must be prepared to deploy even
more forces if the Communists choose to expand their operations in
South Vietnam.

The force augmentations approved in August included:

For the Army: An increase of one division force, three brigade
forces, and a large number of aviation companies.

For the Marine Corps: An increase of two helicopter training
squadrons, and additional communications, engineer, and military
police battalions.

For the Navy: An increase of 25 active ships in the fleet plus
four for MSTS, for a total of 29.

For the Air Force: An increase in airlift aircraft utilization
rates, from 5 to 8 hours per day for Military Airlift Command
(formerly MATS) aircraft, and from 1.5 to 5 hours per day for
C-130E’s in other commands.

For all the Active Forces: Additional personnel to round out
the manning of units to be deployed in Vietnam and for increased
training and logistic support.

For the Reserve components: Additional drill pay spaces to
raise the manning and readiness levels of three divisions and six
brigades and necessary supporting forces in the Army Reserve
components, 24 squadrons in the Air Force Reserve components,
and the Marine Corps Reserve division/aircraft wing.

‘An additional 340,000 military and 36,000 direct hire civilian per-

sonnel were approved to support these force increases.



ECONOMIC EFFECT OF VIETNAM SPENDING 381

FurTHER FORCE AUGMENTATIONS AND RELATED PERSONNEL
: INCREASES

If we are to be prepared to deploy additional forces to southeast
Asia, some further augmentations of our forces and personnel strengths
are required. The increases in forces and personnel now proposed are
summarized in table 1. The first column shows the personnel increases
approved In August 1965 and the second column the increases as
revised in January 1966. A number of these changes require some
explanation.

In the Army, the major change since last August is in the number of
additional military personnel required for the support forces. Inas-
much as it appears desirable to be in position to deploy additional
forces without calling up Reserves, these support units must be pro-
vided in the Active Force structure. In addition to that change, we
have also added another large increment of Army aviation companies
to the number approved in August.

The major increase in the Marine Corps over last August is an
additional division force, together with a number of tactical helicopter
squadrons, observation squadrons and an air support control unit.

In the Navy, we have added to the forces approved in August: 11
LST’s and one refrigerator stores ship for logistic support, more
SWIFT boats and a mother ship to augment our coastal patrol
activities, a number of river control boats and yard craft, and one
destroyer. We have also augmented the Navy construction battalions
in the Pacific area and are adding four new construction battalions to
the Navy structure.

The increases in the Air Force are related to the retention of B-57
and F-102 aircraft previously scheduled to be phased out, a major
expansion in the rotation and training base and the logistic support
required for the forces in Vietnam.

As shown on the bottom of table 1, a total of about 510,000 military
personnel will be required to man the additional forces and support
the increased training, rotation, and logistic base. Other adjustments
in forces and activities will add another 17,000, but our decision to
substitute some 58,000 civilian for 74,000 military personnel spaces
will reduce the net increase over the original end fiscal year 1966
military personnel strength to about 453,000, some 113,000 more than
the increase approved last August.

When I appeared before this committee last August, we had not as
yet determined the number of additional drill pay spaces needed in
the Army Reserve components to raise the manning of three division
and six brigade forces to 100 percent, or how these spaces should be
made available. The number of additional spaces required for this
purpose is now estimated at 30,000—18,500 in the Army National
Guard and 11,500 in the Army Reserve. The additional spaces needed
in the Army Reserve have been provided by a redistribution from
units for which there is no requirement in our plans. The 18,500
spaces needed for that purpose in the Army National Guard, plus
20,000 spaces needed to man other Guard units at their authorized
strengths, have been'added to the 380,000 spaces provided for in the
fiscal year 1966 Defense Appropriation Act. o

- . i . ..
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With regard to civilian personnel, the major part of the increase
over the number approved last August is related to the substitution of
civilian for military personnel, as shown in table 1.

Table 2 provides a recapitulation of the proposed personnel in-
creases, including those related to southeast Asia. The second column
shows the additional personnel required for the support of the south-
east Asia effort over and above the numbers provided in the original
fiscal year 1966 budget as shown in column 1. The third column
shows the adjustments resulting from the substitution of civilians
for military personnel. The fourth column shows other adjustments
(pluses and minuses) related to productivity savings, nonsoutheast
Asia related force changes, etc. The fifth column shows the net
additions to the original end fiscal year 1966 strengths. The next
column shows the number scheduled to be on hand at end fiscal year
1966 and the last column the balance to be added thereafter.

AppitioNaL Fiscan YEArR 1966 REQUIREMENTS FOR PROCUREMENT,
R.D.T. & E. axp CONSTRUCTION

Table 3 shows the additional funds required for the balance of the
current fiscal year for procurement, for research, development, test,
and evaluation, and for military construction in support of our combat
operations in southeast Asia. Of the $1.7 billion added to the fiscal
year 1966 budget last August, about $1,534 million was applied to
procurement, particularly for long leadtime components, new pro-
duction equipment, tooling, and all the actions necessary to accelerate
production rates—but not actually to finance these higher production
rates beyond about February 1966. That is the purpose of the
additional $7 billion which we are now requesting for procurement in
this fiscal year 1966 supplemental for southeast Asia. .

The balance of the $1.7 billion added to the fiscal year 1966 Defense

budget last August, about $166 million, was used to finance (through
February 1966) the most urgent construction projects needed for the
support of our military operations in southeast Asia. . The additional
$1,238 million included in the supplemental will complete the financing
of the fiscal year 1966 increment of that construction program.
- In preparing the estimates of our financial requirements for the
balance of fiscal year 1966, we have assumed, for budgeting purposes,
that combat operations will continue through the end of June 1967;
thus the entire requirement for the longer leadtime items through
that date is included in this supplemental. :

AMMUNITION

As shown on table 3, about $2.1 billion is included in the fiscal year
1966 supplemental for ammunition which, together with the approx-
imately $1.1 billion included in the original fiscal year 1966 budget and
$800 million from the August amendment, gives us a total of about
$4.1 billion for fiscal year 1966. This is, admittedly, a very high
figure; but our operational plans call for a massive application of
ﬁr(fgower to enhance the effectiveness of our forces and reduce cas-
uaitles. .

We estimate that our ground forces (including associated helicopter
units) are now consuming ammunition at the rate of about $100
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million per month, and we are budgeting for a consumption rate con-
siderably higher. Tt is important to note that whereas in 1964 we
had no artillery in Vietnam, we now have a substantial number of
artillery battahons there. In 1964, the U.S. Army and Marine Corps
flew an average of 19,000 helicopter sorties per month; by the middle
of last year they were flying about 60,000 sorties per month and at
the end of the year, about 125,000. This intensive use of helicopters
greatly increases our mobility, making it possible to operate with a
much smaller central reserve and to conduct offensive operations
without prolonged depletion of our forces in areas already under our
control. Many of these helicopters are armed and provide a highly
mobile source of firepower. ‘

With regard to air ‘munitions, we are now consuming at a rate of
about $110.million-per month;.and-we-are preparing to support a much
higher rate. For example, in March 1965 we flew 800 attack (ord-
nance consuming) sorties in order to stem the flow of war materiel and
personnel into.South Vietnam. By June of last year, the number of
these sorties had increased to 2,800 and by December to over 5,000.
The number of attack sorties flown by fixed-wing tactical aircraft
against targets in South Vietnam has increased from a monthly average
of 1,200 in 1964 to 7,200 in June 1965 and almost 13,000 in December
1965. In addition, we have been flying approximately 300 B-52
sorties, consuming about 6,000 tons of bombs per month since July
1965. Overall, we consumed about 25,000 tons of aircraft-delivered
munitions in July 1965 and more than 40,000 tons in December of that
year, or at an annual rate of 480,000 tons; and this supplemental will
support a considerably higher rate.

AIRCRAFT

- Although the aircraft loss rate continues low, the rapidly increasing
number of sorties,is. resulting in-larger total losses. In 1964, we lost
38 fixed-wing aircraft and 24 helicopters to hostile action. In 1965,
with both the very large increase in activity and the attacks against
North Vietnam, we lost 275 fixed-wing aircraft and 76 helicopters.
We anticipate that 1966 losses will be somewhat higher. A total of
about $1.8 billion for the replacement of ‘aircraft losses is included in
the fiscal year 1966 supplemental. ; Another $168 million is included
for the Army to equip new:aviation units.

The considerably higher rates of utilization of many types of air-
craft in all the services will also increase the consumption of spares.
For example, Air Force tactical aircraft in Vietnam are now flying
60 percent more hours per month than they normally do in peacetime.
And you may recall that I mentioned last August, we were increasing
the utilization rate of Military Airlift Command aircraft also by about
60 percent. Accordingly, we have included in the fiscal year 1966
supplemental about $1.2 billion for aircraft spares and other aircraft
equipment for all the services. L

~OTtHER MATERIEL

'The additional funds req{;ested for vehicles, electronics, and com-
munications, and other procurements are mostly to equip new units,
notably the additional Army and Marine Corps divisions, and for
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logistic and training support as well as to equip the new facilities
being built in southeast Asia.

IncrEAsEs 1IN PropuctioN RATES

To support these higher rates of consumption and combat attrition,
rebuild inventories and provide for the additional forces, we have
greatly increased production rates and started new production lines.
Planned production rates of the principal types of helicopters used in
Vietnam have been just about tripled and certain fixed-wing types.
just about doubled. Production rates of the principal munition items
have been increased many fold and major increases have been made
in the production of tropical uniforms and jungle boots.

REesearcH, DEvELOPMENT, TEsT, AND EvaLuaTION

The $152 million included in the fiscal year 1966 supplemental for
R.D.T. & E. is to accelerate certain development projects of particular
interest to our operations in southeast Asia. You may recall that
one of the items mcluded in our first set of amendments to the fiscal
year 1962 budget was the sum of $122 million for research and de-
velopment of nonnuclear weapons and equipment specifically designed
for limited wars and counterinsurgency operations. Since that time,
we have vigorously pursued our efforts in that area and many of the
new weapons, equipment and techniques now being employed in Viet-
nam came out of this work, e.g., the armed helicopter, jungle communi-
cations equipment, battlefield radars, defoliation agents, emergency
airfield equipment, lightweight body armor, minigun armed aircraft,
ammunition for M—79 grenade launchers, jungle boots, etc.

Many other items of this type are now well along in development.
In order to make them available for use in Vietnam at the earliest
possible time, we have undertaken a new effort called Project Provost.
(priority research and development objectives for Vietnam operations
support), designed to identify those current R. & D. projects which
could make a significant contribution to our military operations in
Vietnam, and which, with additional funds, could be brought to frui-
tion relatively quickly. So far the military departments have identi-
fied over 150 items of this type, and we have already utilized about $58
million from the fiscal year 1966 R. & D. emergency fund for their
support. . We are now requesting an additional $152 million for fiscal
year 1966 to continue and expand this effort and to meet other urgent
requirements. . Among the items to be supported with these additional
funds are the development of a therapeutic drug for fulciparum malaria
and a wide variety of surveillance devices, weapons, munitions, and
personal equipment. S o o

, ' MiuiTaARY CONSTRUCTION . .

As shown on 'table 3, the bulk of the $1.2 billion reqitested for mili-
tary construction is for facilities in southeast Asia. ~The balance is
for a variety of supporting facilities along the lines of communication
back to the United States, and, to a small extent, for traininz; and
troop facilities within the Uinted States. The $1,238 million requested
in this supplemental, together with the.$166 million provided by the
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August amendient, will make a total of $1,404 million available for
construction in support of southeast ‘Asia in fiscal year 1966, $355
million more than the entire appropriation for military construction
in -fiscal year 1965. ' -

The explanation for this large request lies in the nature of the mili-
tary operation we have undértaken in southeast Asia. South Viet-
nam itself is primarily an agricultural country; the only major port is
Saigon. . The deployment of large U.S. military forces, and other
friendly forces such as the Korean division, in a country of this sort
requires the construction of new ports, warehouse facilities, access
roads, improvements to highways leading to theinterior of the country
and along the coasts, troop facilities, hospitals, completely new air-
fields and major improvements to existing airfields, communications
facilities, etc. We will be prepared to house and support additional
units if their deployment should be required in the future. Since
counstruction is a long leadtime activity, the greéat bulk of this require-
ment has to be financed in -the fiscal year 1966 supplemental. In
order to provide some flexibility in the utilization of these funds, we
are requesting that $200 million of the $1,238 million total program
be appropriated to ““Military construction, Defense agencies,” for
later transfer to the military departments as required. ., . .
* "Although I cannot .assure you that the funds requested in this
supplemental will complete our construction program in southesst
Asia, since we do not know how the conflict thére may evolve, I can
tell you that the amount included in the fiscal year 1967 budget for
military construction is very much smaller.’ o o

.= "Fivaxcial REQUIREMENTS '
- -Table 4 summarizes out findancial requirements for the current fiscal
yeéar.. ~The first column shows the-amounts thus far enacted, less the
$1.7 billion amendment which is shown in the second column. "The
third column shows the net additional amounts required in fiscal year
1966 to defray the costs of the pay raises enacted last year. The
fourth ‘column is the supplemental for southedst Asia which I have
discussed, and the fifth column shows the total, $63,308,175,000 i
new obligational authority, which would be available for the current
fiscal year if the military and civilian pay supplemental and the
southeast Asia supplemental are enacted as requested.

I should point out that we have included in the southeast Asia
supplemental for the military personnel accounts of the Active Forces
a total of $440 million which, last January, we had planned on obtain-
ing by transfer from the working capital funds of the Department of
Defense in lieu of new appropriations. You may recall that the total
amount planned for transfer last January was $470 million—$30
million from the cash balances of the Army Industrial Fund and $440
million from the cash balances of the Army, Navy, Marine Corps,
Air Force, and Defense Stock Funds. Because of the expansion of
the forces and the higher rates of activity, the stock funds have had
to increase their inventory levels, thus decreasing their balances to a
point where no excess cash is available for transfer to the military
personnel accounts. Indeed, we are proposing a new general pro-
vision which would relieve the stock funds of the present requirement
that their cash balances must be at least equa{) to the amount of
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accounts payable at all times. They would, of course, continue to
retain sufficient cash to meet their day to day disbursement needs.
In addition, this general provision would also permit transfer between
such funds in such amounts as may be determined by the Secretary
of Defense with the approval of the Bureau of the Budget.

The $30 million from the Army Industrial Fund is still available
and will be transferred, as planned, to the “Military personnel, Army,”
account in fiscal year 1966. Accordingly, we are requesting the
appropriation of only $440 million to replace the balances which were
to have been transferred from the stock fund.

As shown on table 4, $1,620 million has been included in this supple-
mental for military personnel, of which $64 million is for the Reserve
components to raise the manning of the selected forces. About $2,316
million will be required for operations and maintenance, including the
additional funds needed by the Reserve components for the support
of the additional personnel and the higher readiness levels. I have
already discussed the amounts required for procurement, R.D.T. & E.,
and military construction.

ADDITIONAL AUTHORIZATIONS

The additional amounts requested to be authorized for aircraft,
missiles, naval vessels and tracked combat vehicles, and R.D.T. & E.,
are shown in tables 5 through 7. The additional military construction
authorizations are identical to the amounts requested for appropria-
tion, as shown on table 3.

* * *

The President, in his state of the Union address to the Congress
on January 13, discussed the reasons for our greater military involve-
ment in southeast Asia and the resulting increases in Defense expendi-
tures. I have attempted in this statemeént to outline the purposes
for which the additional funds requested in this supplemental are
required. I can assure you that my associates in the Defense Depart-
ment and I have reviewed this supplemental with great care, and we
now stand ready to help vou in every way we can to facilitate the
passage of the necessary legislation.
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TABLE 1.—Summary of force and personnel increases related to southeast Asia

" Approved
August
1965

Revised
January
1966

*. Increase in Army Forces:
(a) Division and initial SUpport forees. - .. oo oeaeee
(b) 3 brigades and initial support forces. ..

(¢) Aviation companies_ - .. .|
(d) Sustaining support for 1 division, 3 brigades, and other forces
(¢) STRATF SUPPOTY fOTCOS -~ o e oo oo oo
(f) Expand training base and pipeline_ ... ... ____.______

Total, Army_. .

2. Increase in Marine Forces:
(a) 1division

. (b) Activate forces to be deployed to Vietnam..

(¢) Bring units to be deployed to full strength. .

(d) Expand training and support base...___.._

(¢) Provide increased pipeline

Total, Marine Corps...___.__ -

3. Increase in Naval Forces:
(a) Retain ships___

(b) Activate or proc _.

(¢) Increase manning for deployed ships and basi

(d) Augment coastal and river patrol .. ... . ...

. (¢) Augment construction forces

(f) Support of Marine forces.

(g) Flight training.. .o cceeaae

Total, NavVy .o ococmamcaccccacaal

4. Increase in Air Forces:
+ (a) B-52 aircraft deployed to Guam._...__ ... . ... ______ P
(b) Tactical fighter and troop carrier squadrons deployed to SEA an
their CONUS rotation base..- ... _______________
(c) Raise airlift aircraft utilization rates. J—

(d) Expand training. . . e
(e) Other support (including logistical base) ..o

Total, Air Force......_.._

Total Active Force, military...

Adjustment for substitution of civilians....
Other adjustments..___

Net increase.___. —ie-

510, 521
—74,300
-+16, 622

5. Increased readiness for Reserve components:

my: -— -
(a) To raise 3 division and 6 brigade forces to 100 percent manning...
() To man other ANG units at their authorized strengths_.____.___|

’i‘ota]-, Army... pleea

Marine Corps: .
(¢) Reserve division/wing team..

452, 843

218, 500
20,000

- 388,500

+ Air Force: e

©  (d)-9 F-100 squadrons._ ...
(¢) 4 R¥F-84 squadrons_.___ -
(f) 1 Tactical'control group. mmmmm——mmn

(9) 11 C-124 squadrons. ..___________ -1 1 1T -

- - Total, Air Force

6. Increase in direct hire civilian personnel:
(a) Army.

(b) Navy (including Marine COIps) - -« - cwoeocomooeomeae e
(c) Air-Force....___.____ -
(d) Defense agencies.

Total personnel.__
Adjustment for substitution of civilians
Other adjustments

Net Increase..........

1 Was to be determined.

2 The remaining 11,500 personnel required to raise the manning of the selected Reserve Force to 100 pe-cent
is being provided by redistribution from units for which there is no requirement in the contingency plans.
¢ Represents increase over the end fiscal year 1966 Army National Guard drill pay strength of 330,000

provided for in the fiscal year 1966 Appropriation Act.
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TaBLE 2.—Recapitulation of military and civilian personnel authorizations

Budgeted | Increases Strength inerease
strength proposed Adjust- to be realized
as of June as of ment for Other Net
30, 1966 August substitu- | adjust- | increase
per 1965 and tion of ments | proposed | By June | After
original January civilians 30, 1866 | June 30,
budget. 1966 1966
m @ @) @ ® ® @
Active duty military
personnel:
Army.__.oo.o..o_ 953, 094 306. 657 —~36,500 | 410,432 | 280,599 |- 205,949 74, 650
Navy__....... 684, 848 55, 450 ~15, 600 42, 575 43,025 38,875 4,150
Marine Corps. 193, 190 85,169 -2, 800 42,625 84,994 56, 889 28,105
Air Force.__.._._..__ 809, 134 63,245 —20, 000 --980 44, 225 45,364 | 1—1,139
Total . ...._........ 2, 640, 266 510, 521 —74.300 | 416,622 | 452,843 | 347,077 105, 766
Direct hire civilian
personnel:
Army. ... 317,152 31,133 26, 585 | —16, 947 40,771 42,480 | 1 —1,709
320,125 21,400 414,415 -+6, 953 42,768 37,476 5,292
286, 099 18, 355 +17.000 | —12,737 22, 618 15,279 7,339
40,778 4,893 ... +18,177 23,070. 27,727 | 1 —4,657
964, 154 75,781 | 2 458,000 —4, 554 128, 227 122, 862 6, 265

1 Denotes a small decrease in strength after end of fiseal year 1966.
2 Excludes 2,500 additional indirect hire civilians, brirging the total to 60,500.°

TaBLE 3.—Fiscal year 1966 supplemental for procurement, R.D.T. & E. and
military construction related to southeast Asia (new . obligational authority)

{In millions of dollars]

Army Navy Marine Air - Defense Total
Corps Force | agencies
Procurement: :
Ammunition consumption..______..__ 671 366 338 - 7 P, 2,133
Alfreraft:
Attrition_ _______________ 400 562 Q) 1,789
Equipment of new units. 168 |occonnana- (1) 168
SPAreS. .« o eoomccccaceeeeae 221 149 ) 925
Other aircraft equipment 37 27 o) 1258
Total afreraft. ... occeonen 826 - 738: o 3,150
Vehicles. oo oo 329 39 71 505
Electronics and communications... ... 241 45 42 404
Other.._. 308 184 66 827
Total procurement . .. cccoeacmconco 2,465 1,372 517 7,019
RDT.&E_ ... oo 28 53 m k4 N PR 152
Military construction: )
South Vietnam_ . 408 207 (O] 725
Other locations - 172 83 (O] 453
Planning . oo oo a. 30 15 (O] 61
Total Program .- oo -ooooccecnna- 610 305 1) 1,238
To be appropriated to military de- ’
. partment. .. oo eoomimeaeeaas 510 255 (O] 274 { e 1,038
Tobe appropriated to defense agencies. |- oo cemvfumoomacoclaamomaac ) amceeaan 200 200
‘Total appropriation .. -_-ooococeoee 510 255 (O 214 200 1,238

1 Included in the Navy.

NoTE.~Detail may not add to totals due to rounding.
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TABLE 4.—Financial summary of fiscal year 1966 budget including the proposed
supplemental for southeast Asia

(In thousands of dollars]

NOA $1,700 | Military SEA
enacted million and supple- Total
excluding | amend- | civilian mentat NOA
amendment] ment | paysup-
plemental
Military personnel
ANy . e 4,002,200 {_._.______ 222,100 833, 600 5,147,991
Navy ............ - 3 3, 556, 100
Marine Corps. ..._.._____. - 976, 900
AirForee._ - oo i - 4, 840. 700
National Guard personnel, Army_ 322, 200
Reserve personnel, Army_.________ - 246, 100
National Guard nezsormel Air Force. 80, 500
Reserve personnel, Navy___.______ _ 109, 700
Reserve personnel, Marine Corps.. - 36, 800
Reserve personnel, Air Force.._. RE 64, 400
Retired pay, Defense..-.._.__........_.... 1, 600, 000
Total military personnel . ..____._______. 14,600,201 |._......_. 761,100 { 1,620,000 | 16,981,391
Operation and maintenance: . L
Army: S| 3,434,067 |_._______ 33,400 | 1.077,200 | 4, 544, 667
-f 3,202,137 506, 0600 3,821,137
- 192,101 102, 600 295, 755
_| 4,408,737 544, 900 4,976,237
Defense agencies. ... 683, 620 41,769 739, 805
Army National Guard-. - -—208, 796- |- 35,700 |- 246, 496
Air National Guard 238, 000 8,100 247,100
National Board for Promotlon o
Practice, Army. 459 || 459
Claims, Defense. ... 24, 000
Contingencies, Defense......___. 15, 000
Court of Mlhtary Appeals, Defense ........ 5980
Total operation and maintenance._______ 12,492,556 | . ...~ 102,421 | 2,316,269 | 14,911,246
Procurement: R
Equipment and missiles, Army___.___._._ 1,204,800 | 504.500 |__________ 2, 465, 000 4,174,300

’

Aircraft and missiles, Navy .......
Shipbuilding and conversion, Navy.
Other procurement, Navy....___._
Procurement, Marine Corps.. ...
Alreraft procurement Air Force.
Missile procurement, "Air Force. .
Other procurement, "Air Force...
Defense agencies

R

Total procurement .....................

Research, development, testing, and evalu- |
ation: : ‘

Mlli{ary construction:

Amy.. -
Navy.
Afr¥oree ... ... ...
Defense agencies_.__.______
Emergency fund, Defense

Total, RD.T. & Bur oo

Navy.
Air Force.._..__
Defense
Army Reserve
Naval Reserve_._.______.___..__

Army National Guard.
Air National Guard._.
Loran stations, Defense.

[

Total, military construction

Family housing, Defense ... .o_ooooooeooo_..
Civil defense:

Operation and management, civil defense..
Research, shelter survey and marking,
CIVI] AefenSe o oo
Total, civil defense. ._____.__..__._.__..

Total, military functions. .. ...........

11,327,387 |1,534,290 |-._.__._. 7,019,400 | 19,881,077
1,433,088 97,005 | 1,461,083
1,513,130 52,570 | 1,565,700
3,181,056 71,085 | 3,253,041

491,300 491,300
19,426 (.. CITII\TIIIIIIIIIIT 19,426
6,639,800 |..________| _________ 151,650 | 6,791,450
346,843 | 64,600 |.._.._____ 509,700 921,143
320,405 | 43,210 254,600 627,215
361,773 | 57, 274,100 603,773

1768 |oaeer oo 200, 000 219,768
""" 9,500 | IIITTTas00
4,000 4,000

10, 000 10, 000
10,000 10,000
5,000 | ... Il 5,000
1,006,280 | 165,710 |..____.___ 1,238,400 | 2,500,309
665,846 |__________| ________| ___________ 665,846
64,066 |-t | 64,066
42,700 | e 42,700
106,766 |- oo | 106, 766
46,928,935 {1,700,000 | 863,521 | 12,345,719 | 61,838,175
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TaBLE 4.—Financial summary of fiscal year 1966 budget including the proposed
supplemental for southeast Asia—Continued

[In thousands of dollars]

NOA $1,700 | Military SEA
enacted million and supple- Total
excluding | amend- | civilian mental NOA
amendment| ment pay sup-
plemental
Military assistance: Executive. ..o __...... 1,470,000 jo oo oo feme e 1, 470, 000
Total, Department of Defense_._. ... 48,398,935 {1,700,000 | 863,521 | 12,345,719 | 63,308,175
Recapitulation:
Ve e e cmmmmmmmm e 11,241, 644 569,100 | 262,000 [ 5,002,595 17,075,339
Navy .- 14,268,960 | 549,600 | 255,254 | 3,309,670 18,383, 484
Air Force...__.. 17,842,766 | 581,300 | 260,900 | 3,791,685 | 22,476,651
Defense agencies_ . 3,468,799 985,367 241,769 3,795,935
Civil defense. ____._. 106,766 |- .| |eam s 106, 766
Military assiStance. o eooccoooooooaoaon 1,470,000 |- |emmmee e e e 1, 470, 000
L 3 7 48,398,935 |1,700,000 | 863,521 | 12,345,719 | 63,308,175

TABLE 5.—Amounts requested for aircraft, missiles, ships, and tracked combat
vehicle procurement authorization in fiscal year 1966 supplemental request

[In thousands]

Authorized ! | Appropriated! [ Supplemental
fiscal year fiscal year (NOA) fiscal
1966 1966 Yyear 1966
Aircraft:

$485, 400 $485, 400 $825, 600

2,104, 8 738, 300

3,675, 800 1, 085, 700

277, 000 64, 000

358, 200 26, 200

15,200 , 27, 500

800, 100 63,700

1, 590, 500 |eamaoooaiiaooen

............ N 75,800

10, 900

9, 306, 700 3,417,700

1 Included amounts totaling $496,100,000 provided through emergency fund for southeast Asia, Public

Law 89-213.
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TaBLE 6.—Source of funds for aircraft, missiles, ships, and tracked combat vehicles,
fiscal year 1966 supplemental procurement program

{In thousands]

Funding
Total fiscal | available! NOA
year 1966 for financing | requested for
program program in | authorization
part
Aijreraft:
Procurement of equipment and missiles, Army.__.___.____ $1, 333, 200 $507, 600 $825, 600
Procureruent of aircraft and 1u1>snles, Navy (and Marme
8207 J 1.3 J P . 3,224,000 -2, 485, 700 738, 300
Aircraft procurement, Air Foree. * 5, 586, 200 4,010, 500 1, 585, 700
Subtotal, aircraft 10, 153, 400 7,003, 800 3, 149, 600
Missiles:
Procurement of equipment and missiles, Army 368, 600 304, 600 64, 000
Procurement of aircraft and missiles, Navy 381, 600 355, 400 26, 200
Procurement, Marine Corps 42, 700 15, 200 27, 500
Missile procurement, Air Force_ ... 1,242, 800 1, 179 100 , 700
Subtotal, missiles_ . oo iiiciaiaiaiaas e liooan 2,035, 700 1, 854, 300 181, 400
Naval vessels: Shipbuilding and conversion, Navy._........__ 1, 930, 500 1,930,500 |ocooomoaaa
Track combat vehicles: i
Procurement of equipment and missiles, Army._ ___._..._. 375,700 299, 900 75, 800
Procurement, Marine CorPsS-cuemuomeancmacaraceacccnscan-s 13,400 2, 500 10, 900
Subtotal, tracked combat vehicles. ... ___._.__ 389, 100 302, 400 86, 700
Grand total). . e cceccacecccaen 14, 508, 700 11, 091, 000 3,417, 700

! Includes total amount of $496,100,000 provided through emergency fund for southeast Asia, Public

Law 89-213.

TABLE 7.—Amounts requested. for R.D.T. & E. authorization in fiscal year 1966
supplemental request

{In thousands)

Appro- Supple-

Authorized, priated, mental

fiscal year fiscal year. (NOA),

1966 - 1966 fiscal year
1961
Besearch development, test, and evaluation:

ATIDY oo oo dcaiacceae e $1, 406, 400 $1, 406, 400 $27,995
Navy (including the Marine Corps) 1, 439, 200 1, 439, 200 52,570
Air Force__ ... ... ... 3, 103, 900 3,103, 900 71,085
Defense agencies_ 495, 000 495, 600 0
Emergency fund.... - (O] 125, 000 0
Total....... 6, 444, 500 6, 569, 500 151, 650

i Not available.

78~516—67—rvol, 2




DEFENSE BUDGET HIGHLIGHTS*

ArPProacH 10 THE FiscAL YEARs 1968-72 PROGRAM AND THE
Fiscar YEar 1967-68 Bupcets

(Editor’s Note: This issue of the Defense Industry Bulle-
tin is devoted almost entirely to Secretary of Defense Robert
S. McNamara’s statement on January 23, 1967, before a
joint session of the Senate Armed Services Committee and
the Senate Subcommittee on Department of Defense Appro-
priations on the fiscal years 1968-72 Defense program and
the 1968 Defense budget. .

While space limitations permit only an abbreviated treat-
ment of the statement, an attempt has been made to excerpt
those portions which are of special interest to Defense indus-
try.  Using the method established in previous years, para-
graph inarkings have been deleted from the original text for
the sake of clarity.

The statement of the Secretary of Defense on the fiscal year
1967 supplemental for southeast Asia will be carrted in next
month’s issue of the Bulletin.)

Last year when I appeared before this committee in support of the
fiscal years 1967-71 program and the fiscal year 1967 budget I said:

With regard to the preparation of the fiscal years 1967-71 program and the
fiscal year 1966 supplemental and the fiscal year 1967 budget, we have had to
make a somewhat arbitrary assumption regarding the duration of the conflict in
southeast Asia. Since we have no way of knowing how long it will actually last
or how it will evolve, we have budgeted for combat operations through the end
of June 1967. This means that if it later appears that the conflict will continue
beyond that date, or if it should ex(]%and beyond the level assumed in our present
plans, we will come back to the Congress with an additional fiscal year 1967
request.

‘Throughout the spring and summer of last year in my appearances
before various congressional committees, I reiterated the fact that the
fiscal year 1967 budget was based on the arbitrary assumption that
the conflict would end by June 1967, and that additional funds would
be required if the conflict continued.

What we were trying to do was to aveid the overfunding which
occurred during the Korean war when the Defense Department re-
quested far more funds than were actually needed. For example,
the Defense Department requested a total of about $164 billion for
the 3 fiscal years 1951-53; the Congress appropriated a total of $156
billion; the amount actually expended was $102 billion; and the un-
expended balances rose from $10.7 billion at the end of fiscal year
1950 to $62 billion by the end of fiscal year 1953. It took about 5
years to work the unexpended balance down to about $32 billion;
and we were able to support a Defense program of about $50 billion

*Reprinted from Defense Industry Bulletin, February 1967,
392
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a year during fiscal years 1962-64 with about $30 billion of unexpended
balances.

Although we still have no way of knowing when the conflict will end,
it is perfectly clear that we must take whatever measures are neces-
sary to ensure our ability to support our forces in the event the conflict
does continue beyond June 30, 1967. Indeed, when it became ap-
parent last summer that this was likely to be the case, we continued
the buildup of our military personnel strength beyond the level
anticipated in the fiscal year 1967 budget and took action to ensure
that deliveries of long lead.time items would continue beyond June 30,
1967, 'without interruption. The Congress was informed of these
actions through the reprograming process and relited hearings. .

:But, while it was clear ‘even last, summer -that additional funds
would-be required for fiscal year 1967 if the conflict in southeast Asia
were.to.continue, the timing and the amount.of the additional request
posed ‘& problem.., With regard to timing, we had.essentially two
alternatives: request an amendment to the fiscal year 1967 budget
in the summer of 1966, while it was still before the Congress;or wait
until early the following year and request & supplemental appropria-
tion.. Each of these: alternatives had certain advantages and dis-
advantages. : . P

The major disadvantage of waiting for a supplemental has been
the need to reprogram, on a rather large scale, available fiscal year
1967 funds to meet our most urgent longer lead time procurement
requirements, pending the availability of the additional funds. We
recognize that this extensive reprogramming has placed an extra
burden not only on the Defense Department but on the Armed
Services Committees and the Defense Appropriations Subcommittees
as well. Some of these reprogramming actions required the prior
approval of this and other interested committees; all .of them have
been reported to the committees concerned. However, in order to
facilitate your consideration of the fiscal year 1967 supplemental re-
quest we have prepared a recapitulation of all of the major procure-
ment program adjustments affecting that fiscal year, which wili be
furnished separately.

Now, with a year and a half of combat experience in southeast Asia
behind us, I believe that we have a much better understanding of our

“future requirements. In October 1965, when the fiscal year 1967
budget was being developed,.we were in the midst of an explosive
buildup in South Vietnam; it was then that we moved over 100,000
men 10,000 miles in less than 120 days. The future was impossible to
predict with accuracy. In contrast, in October 1966, at the time of
the preparation of the fiscal year 1968 program, we could look ahead
to the time when our forces in southeast Asia could be expected to
level off. -~ - - = ' AN L . .

Since we can now project our requirements for the conflict in south-.
east Asia with far greater confidence than last year, we have changed
our-basic approach in preparing the fiscal year 1967 supplemental as.
well as the fiscal year 1968 budget. Sufficient funds are being re-
quested in both the fiscal year 1967 supplemental and the fiscal year
1968 budget to protect the production lead time on all combat
essential items until fiscal year 1969 funds would become available.
Thus, if it later appears that the conflict will continue beyond June 30,
1968, we would be able to use fiscal year 1969 funds to order additional
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ammunition for delivery after December 1968 and keep the production
lines going without interruption.

In the case of tactical aircraft, which have a production lead time on
the average of about 18 months, we have included sufficient funds in
the fiscal year 1967 supplemental and the regular fiscal year 1968
budget to cover deliveries at rates sufficient to offset combat attrition
in southeast Asia to January 1, 1970. If it later appears that all of
such aircraft will not be required to replace combat attrition, the pro-
duction of some might be cancelled and some used to modernize the
forces at a faster rate than presently planned. :

Similar provisions have been made in the fiscal year 1967 supple-
mental and the fiscal year 1968 budget for other categories of material
which would be affecied by the continuation of combat operations in
southeast Asia beyond June 1968. Accordingly, barring a signifi-
cant change in the character or scope of the southeast Asia conflict,
or unforeseen emergencies elsewhere in the world, the fiscal year 1967
supplemental and fiscal year 1968 budget should be sufficient to cover
our requirements until fiscal year 1969 funds become available, even if
the conflict continues beyond June 30, 1968.

Because of the large demands of the southeast Asia conflict, I have
deleted from both the fiscal year 1967 supplemental and the fiscal year
1968 budget, procurement funds which are required simply for the
replacement of items already in the inventory with later models,
except for tactical aircraft and helicopters and where the newer item
is being procured to replace consumption. This type of marginal
modernization can be safely deferred to & later time.

With regard to military construction, we have included funds in the
fiscal year 1968 budget for military family housing and other cate-
gories of “noncombat’ facilities, e.g., replacement of old barracks,
BOQ’s, maintenance shops, administration and school buildings, etc.
We deferred these types of construction programs in fiscal year 1966
and 1967 in order to reduce our demand on an economy already labor-
ing under inflationary pressures. Now that these pressures appear t0
be subsiding, we should be prepared to assume the orderly moderniza-
tion and expansion of our physical plant, which represents an invest-
ment, in terms of acquisition cost, of well over $35 billion. The rate at
which we do so will depend upon economic developments during the
next 12 to 18 months. In any event, we would first release the balance -
of the fiscal year 1966 military construction program (about $565 mil-
lion), and then move forward with the fiscal year 1968 program, for
‘which a total of $2,123 million has been included for military construc-
tion and $267 million for the construction of military family housing.

Needless to say, we are continuing our cost reduction efforts with
undiminished vigor. And, as you know, we have developed another
list of base closings and consolidations, none of which will in any way
affect our combat capabilities in southeast Asia or elsewhere.

By eliminating unneeded and marginal activities and deferring
whatever can be safely deferred, I have been able to reduce the fiscal
year 1967 supplemental and the fiscal year 1968 budget requests of the
services and E[))efense agencies by about $23.3 billion, while at the
same time providing for all essential military requirements. We are
requesting for fiscal year 1967 a total of $72.8 billion in new obliga-
tional authority, of which $12.3 billion is in the special supplemental
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for southeast Asia. For fiscal year 1968 we are requesting a total of
$75.3 billion in new obligational authority. Expenditures are now
estimated at $67.95 billion for fiscal year 1967 ($9.65 billion above the
original budget estimate) and $73.1 billion for fiscal year 1968.

IMPACT OF THE DEFENSE PROGRAM ON THE BALANCE OF PAYMENTS

During the past year the progress that the United States has been
making m its efforts to eliminate the troublesome deficit in its inter-
national balances of payments was arrested. By 1965, the overall
“liquidity”’ deficit was slightly over $1.3 billion, down substantially
from the $2.8 billion level of the previous year, and we were hoping
for a further improvement it 1966. However, we now expect that
when final date are available for that year, they will show that on'a
liquidity -basis the deficit was roughly the same as the year before.
The chief factors in- this development were some deterioration on the
trade accounts stemming from the rapid domestic economic expansion
during the period and higher Defénse expenditures abroad. ,

.As you know, for many years the Department of Defense has been
making a vigorous effort to reduce the net impact of its program on the
U.S. balance of payments while still maintaining ‘all necessary combat
capabilities and avoiding undue hardships for the individual service-
man or his dependents. , Figure 1 summarizes the results .of this
effort over the fiscal year 1961-66 period. :

Ficure 1
tIn billions]
Fiscal year—
1961 1962 1963 1964 19865. 1966
Expenditures: . K
U.S. forces and their support (excluding increase |
in SEA expenditures over fiscal year 1961) ______ $2.5 $2.4 $2.4 $2.5 $2.3 $2.4
Military assistanee. ... .3 .2 .3 .2 .2 .2
Other (AEC, etC.) . oo iececans 3 .3 .3 a .1 -1
Total i 3.1 3.0 3.0 2.8 2.6- 2.6
ReCeI DS o oo e e cm e ammeamae -.3 -9 ~1.4| —1.2}| -—-1.3 —-1.2
Net adverse balance (excluding increase in SEA
-expenditures over fiscal year 1961) - _________..._ 2.8 2.1 1.6 1.6 1.2 1.4
Increase in SEA expenditures over fiscal year 1961 . ___|-..._... o1 .1 .2 .7
Net adverse balance. ..o 2.8 2.1 1.7 L7 1.4 2.1

As you can see, between fiscal year 1961 and fiscal year 1965 we
succeeded in reducing the net adverse balance on the ‘“Defense”
account by half, from $2.8 billion to $1.4 billion. This reduction was
achieved through a dramatic rise in receipts from sales of U.S. military
goods and services to foreign countries, coupled with a successful
effort to hold down overseas expenditures in face of substantial in-
creases in foreign prices and wages and in the pay of U.S. Defense
Department personnel. For example, in Eurépe the cost of living
went up about 16 percent and wage rates rose more than 30 percent.
However, during fiscal year 1966 the requirements of the southeast
Asia conflict, together with & modest though, hopefully, temporary
decline in malitary sales receipts, combined to raise the net adverse
balance to $2.1 billion.
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The major factor underlying this rise, of course, has been the war in
Vietnam. Military expenditures abroad are closely related to the size
of our deployments overseas. Between June 1965 and June 1966, the
total number of U.S. military personnel in south Vietnam rose from
59,900 to 267,500, an increase of 207,600. In addition, it was neces-
sary to undertake very large construction and logistics efforts in
support of operations in southeast Asia, both of which added to the
payments deficit. These additional foreign exchange costs were not
unexpected (once the dimensions of our commitment there became
apparent), and I reported to you a year ago that the conflict might
raise such costs several hundred million dollars above prebuildup
levels; indeed, we now estimate that there were approximately
$500 million of such additional expenditures in fiscal year 1966.

We recognized this threat to our balance of payments from the
beginning and we have taken extraordinary measures to minimize its
impact. Nevertheless, we must expect that the higher southeast Asia
deployments planned over the next year and & half will inevitably
cause our overseas spending to rise still higher in the months ahead.
Indeed, it now appears that Vietnam-related foreign exchange costs
in fiscal year 1967 will run over $1 billion higher than the prebuildup
vear of fiscal year 1965.

In previous years I have described in some detail the Defense
Department’s actions to limit the balance of payments effects of our
overseas programs, including:

The prompt withdrawal of U.S. forces from overseas areas
whenever changes in circumstances, our own capabilities, or those
of our allies permit such action.

A continuing review of the requirement for and the efficient
utilization of overseas installations with a view to eliminating or
consolidating these facilities in order to reduce their costs to a
minimum.

Acceptance of up to 50 percent cost penalties (in some cases
more) in order to favor procurement of U.S.-produced goods and
services over those of foreign countries. Through fiscal year
1966, nearly $300 million of such procurement was diverted to
U.S. sources.

The virtual cessation of new offshore procurement for the
military Assistance Program. In fiscal year 1966, expenditures
{or Tuch procurement were less than a third the fiscal year 1963

evel.

Efforts to encourage Defense Department personnel to reduce
their overseas spending and, conversely, to increase their personal
savings.

Sh;:rp curbs on the size of U.S. headquarters staffs abroad and
on the number of foreign national employees.

With the escalation of the conflict in southeast Asia, a number of
special measures have been added. For example, in the area of per-
sonal spending, disbursement procedures were modified to make it
easier for a serviceman to leave his pay “on the books’ or increase the
size of the allotment sent home. A most promising step was the
enactment by the Congress last August of the uniform service savings
deposit program which authorizes interest rates of up to 10 percent
to encourage savings by servicemen overseas. We have initiated a
vigorous educational program to complement this new savings oppor-
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tunity and the results to date have been most encouraging. Total
deposits under this legislation in the first 3 months (September—
November 1966) totaled $23.4 million.

In the construction area, special procedures have been put into
effect to minimize the balance of payments costs of our large building
program in southeast Asia, again with gratifying vesults to date.
For example, during fiscal year 1966; only about one-fifth of the $372
million paid our principal contractor in Vietnam entered the balance
of payments. The rest in effect was “returned’’ to the United States
to buy American goods and serviges, including transportation on U.S.-
flag vessels. Most important, this was accomplished without imped-
ing in any way the progress of the construction work itself.

With respect to military receipts, the decrease in fiscal year 1966
can be traced almost entirely to the phasing of actual receipts from the
Federal Republic of Germany, with whom we have had an agreement
to offset U.S. military expenditures in that country. The basic
agreement called for the Germans to make payments in fiscal year
1966-67 of $1,350 million for purchases of U.S. military goods and
services required to meet their defense needs.

With regard to our military sales program, I have the impression
that our policies and objectives in this area are not very well under-
stood, either at home or overseas. For example, allegations have
been made: L

That we are forcing unwanted arms on countries. '

That we are selling arms to countries which have no legitimate
ise for them and which could better use their scarce resources
to improve the lot of their people.

That by indiscriminately selling arms, we are promoting the
arms race and undermining the peace. »

That in some cases our military sales efforts are thwarting the
objectives of our own economic aid programs.

‘That our military sales efforts are motivated primarily by
balance of payments considerations, abetted by the desire for
profits on the part of U.S. manufacturers.

All of these allegations are false and are based on a misunderstanding
or lack of knowledge of the facts involved. I believe it would be
useful, therefore, to review briefly the background and origin of the
present foreign military sales program.

It has been widely recognized in our country, at least since the
orean war, that the collective defense of the free world required
armed allies, and somewhat more belatedly, that the internal security
of most countries requires some armed forces. Circumstances of
history, in particular the greatly weakened economic condition of
most countries following World War II, forced on the United States
the role of major armament supplier to the free world. Accordingly,
during the decade of the 1950’s, the United States had to meet the
legitimate armament needs of its friends primarily through a large
grant aid program. Indeed, of the $22 billion of U.S. military
exports during the 1950’s, $17 billion were financed by Congressional
appropriations.

By the latter part of the decade, however, many of these countries
had become prosperous again, enabling them to produce more of their
own arms or buy them abroad. At the same time, this rising affluence
allowed several of these countries to rebuild their monetary reserves.
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Also, between fiscal year 1957 and the end of fiscal year 1961, the
United States lost about $5 billion of its gold holdings while its liquid
liabilities to foreigners (which represent potential claims on our
gold) had risen from about $15 billion to about $22 billion.

The increasing prosperity of many of our allies was reflected in our
military assistance policies. Grant aid by fiscal year 1961 had already
declined from an average annual level of $2 billion plus during the
1950’s to about $1.5 billion. Since fiscal year 1961, this downward
trend has continued with grant aid declining both absolutely and
relatively. Whereas in fiscal year 1961, there were two dollars of
grant aid for every dollar of military sales to foreign recipients, by
fiscal year 1966 the ratio had been reversed. Moreover, I think it is
important to note that, in terms of total value, U.S. military exports
in the 10-year period, fiscal year 1962-71, are not expected to be
measurably higher than in the decade, fiscal year 1952-61; the big
change will be in the shift in the way these exports are financed—
from grant aid in the 1950’s to military sales in the 1960’s.

With this shift in emphasis from grant aid to sales, it was decided
to organize the latter on a more formal basis within the Department of
Defense, indeed, to make it a separate program. The principal
objective of this foreign military sales program is, however, basically
the same as that of the grant aid program, i.e., to promote the de-
fensive strength of our allies in a way consistent with our overall
foreign policy objectives. Encompassed within this objective are
several specific goals:

To further the practice of cooperative logistics and standard-
ization with our allies by integrating our supply systems to the
maximum extent feasible and by helping to limit proliferation of
different types of equipment.

To reduce the costs, to both our allies and ourselves, of equip-
ping our collective forces, by avoiding unnecessary and costly
duplicative development programs and by realizing the economies
possible from larger production runs.

To offset, at least partially, the unfavorable payments impact
of our deployments abroad in the interest of collective defense.

Three basic standards were established to govern the conduct of
our foreign military sales program:

We will not sell equipment to a foreign country which we
believe it cannot affor% or should not have.

We will never ask a potential foreign customer to buy any-
thing not truly needed by its own forces.

We will not ask any foreign country to purchase anything
from the United States, which it can buy cheaper or better
elsewhere.

These standards are fully consistent with the spirit of the provisien
added to the Foreign Assistance Act last year, which calls for the sales
program to be administered in such a way as to encourage reciprocal
arms control and disarmament agreements and discourage arms races.

Over the next 5 years, we estimate that the countries of the non-
Communist world will have legitimate requirements for substantial
amounts of new military equipment. Based on past experience, we
believe that many of these requirements can be most effectively met
by purchases from us. However, our ability to realize this potential
will depend on one major condition: we must convince our allies that
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the U.S. military sales program is not a threat to their long-range
national interests. And, as I mentioned previously, we must be
willing, as a nation, to make military trade a “two way’’ street. For
our part, the Defense Department will continue to take every oppor-
tunity to promote cooperative logistics arrangements—including co-
operative research and development efforts—and to empbasize the
important contribution which the sales program can make in furthering
the objectives of collective defense.

Turning again to our international payments position, for the near
term future, the prospects for any reduction in the net adverse balance
on the “military”’ account must rest on an increase in sales receipts,
and there are both practical and desirable limits as to how much
relief we can or should expect from this source. In Europe, we
should be able to make a net reduction in the size of our logistics
support establishment in the process of relocating from France,
although there will be some initial offsetting costs for the relocation
itself. ~In the Far East, we will face continuing high foreign exchange
costs as long as our Vietnam deployments remain large.

Let me assure the committee, however, that despite our preoccupa-
tion with the important national security objective we are charged
with accomplishing, we remain keenly aware of the burden that our
overseas programs place on ‘the Nation’s international balance of
payments. In this regard, we have no’ intention of relaxing our
efforts to make that burden as light as possible. ‘

StraTEGIC FORCES

In this section-of my statement I will discuss' the three major pro-
grams which, together, constitute the foundation of our general
nuclear forces, and civil defense. Because of their close interrela-
tionship and, indeed, their interaction, it is essential that all three of
these programs be considered within a single analytical framework.

THE GENERAL NUCLEAR WAR PROBLEM

-During the past several years, in my annual appearances before
this committee, I have attempted to.explore with you some of the
more fundamental characteristics of the general nuclear war problem
and the kinds of strategic forces which it involves. ' I noted that our
general nuclear war forces should have two basic capabilities: .

To deter deliberate nuclear attack upon the United States and
its allies by maintaining, continuously, & highly reliable ability
‘to inflict an unacceptable degree of damage upon any single
aggressor, or combination of aggressors, at any time during the
course of a strategic nuclear exchange, even after absorbing a.
surprise first strike. ' '

In the event such a war nevertheless occurred, to limit damage

to our population and industrial capacity. - - ‘
The first capability we call “assured destruction’” and the second
“damage limitation.”” The strategic offensive forces—the ICBM’s,
the submarine-launched ballistic missiles (SLBM’s), and the manned
bombers—which we usually associate with the first capability, can
also contribute to the second. They can do so by attacking enemy
delivery vehicles on their bases or launch sites, provided they can
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reach those vehicles before they are launched at our cities. Con-
versely, the strategic defensive forces—manned interceptors, anti-
bomber surface-to-air missiles, antiballistic missile (ABM)-—which
we usually associate with the second capability can also contribute
to the first. They can do so by successfully intercepting and destroy-
ing the enemy’s offensive weapons before they reach our strategic
offensive forces on their bases and launch sites.

As long as deterrence of a deliberate Soviet (or Red Chinese)
nuclear attack upon the United States or its allies is the overriding
objective of our strategic forces, the capability for assured destruction
must receive the first call on all of our resources and must be provided
regardless of the costs and the difficulties involved. Damage hmiting
programs, no matter how much we spend on them, can never substitute
for an assured destruction capability in the deterrent role. It is our
ability to destroy an attacker as a viable 20th century nation that
provides the deterrent, not our ability to partially limit damage to
ourselves.

What kind and amount of destruction we would have to be able to
inflict on an attacker to provide this deterrent cannot be answered
precisely. However, it seems reasonable to assume that in the case of
the Soviet Union, the destruction of, sav, one-fifth to one-fourth of its
population and one-half to two-thirds of its industrial capacity would
mean its elimination as a major power for many years. Such a level] of
destruction would certainly represent intolerable punishment to any
industrialized nation and, thus, sheuld serve as an effective deterrent
.to the deliberate initiation of a nuclear attack on the United States or
its allies.

Assured destruction with regard to Red China presents a somewhat
different problem. China is far from being an industrialized nation.
However, what industry it has is heavily concentrated in a compara-
tively few cities. We estimate, for example, that a relatively small
number of warheads detonated over 50 Chinese urban centers would
destroy half of the urban population (more than 50 million people)
and more than one-half of the industrial capacity. Moreover, such
an attack would also destroy most of the key governmental, technical
and managerial personnel and a large proportion of the skilled workers.
Since Red China’s capacity to attack the United States with nuclear
weapons will be very limited, even during the 1970s, the ability of even
a very small portion of our strategic offensive forces to inflict such
heavy damage upon them should serve as an effective deterrent to the
deliberate initiation of such an attack on their part.

Once sufficient forces have been procured to give us high confidence
of achieving our assured destruction objective, we can then consider
the kinds and amounts of forces which might be added to reduce
damage to our population and industry in the event deterrence fails.
But here we must note another important point, namely, the possible
interaction of our strategic forces programs with those of the Soviet
Union. If the general nuclear war policy of the Soviet Union also
has as its objective the deterrence of a U.S. first strike (which I
believe to be the case), then we must assume that any attempt on
our part to reduce damage to ourselves (to what they would estimate
we might consider an “acceptable level”’) would put pressure on them
to strive for an offsetting improvement in their deterrent forces.
Conversely, an increase in their damage limiting capability would
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require us to make greater investments in assured destruction, which,
as I will describe later, is precisely what we now propose to do.

It is this interaction between our strategic forces programs and
those of the Soviet Union which leads us to believe that there is ¢
mutuality of- interests in limiting the deployment of antiballistic
‘missile defense systems. If our asumption that the Soviets are also
striving to achieve an assured destruction capability is correct, and
I am convinced that it is, then in all probability all we would accom-
plish by deploying ABM systems against one another would be to in-
crease greatly our respective defense expenditures, without any gain
in real security for either side. It was for this reason that President
Johnson decided to initiate negotiations with the Soviet Union,
designed, through formal or informal agreement, to limit the deploy-
ment of ABM systens, while including at the same time about $375
million in his fiscal year 1868 budget to provide for such actions—e.g.,
protection of our offensive weapon systems—as may be required if
these discussions prove unsuccessful.

In this connection, it might be useful to reiterate anotherffunda-
mental point, namely, that the concept of assured destruction implies
a “second strike’’ capability, i.e., a strategic force of such size and
sufficient strength to destroy the attacker. Thus if assured destruc-
tion is also a Soviet objective, they must always view. our strategic
offensive forces in their planning as a potential first strike threat (just
as ‘we view their forces) and provide for a second strike capability.

THE SIZE AND CHARACTER OF THE THREAT

In order to assess the capabilities of our general nuclear war forces
over the next several years, we must take into account the size and
character of the strategic forces which the Soviet Union and Red China
are likely to have during the same period. Again, let me caution that,
while we have reasonable high confidence 1n our estimates for the
close-in period, our estimates for the early part of the next decade
are subject to much uncertainty. As I pointed out in past appear-
ances before this committee, such longer range projections are, at
best, only informed estimates particularly since they deal in many
cases with a period beyond the production and deployment leadtimes
of the weapon systems involved.
1he Soviet strategic offensive-defensive forces

Two significant changes have occuired during the last year in our
projéctions of Soviet strategic forces. The first is a faster than ex-
pected rate of construction of hard ICBM silos; the second is more
positive evidence of a deployment of an antiballistic missile defense
system around Moscow. (Both of these developments fall consider-
ably short of what we assumed in the “higher than expected’ threat,
against which we have been hedging for several years.) Our current
estimates for other elements of the Soviet strategic forces are generally
in line with those T discussed here last vear.

Summarized in the following table are the Soviet’s strategic offen-
sive forces estimated for October 1, 1966. Shown for comparison are
the U.S. forces.
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United States versus Soviet intercontinental stralegic nuclear forces

Oct. 1, 1966
U.8.1 U.8.8.R.
ICBM's2... 934 340
SLBM’s (UE launchers) 3._. 512 130
Total intercontinental ballistic missiles 4. e mcccaanaan 1,446 470
Intercontinental bombers é_... 680 155

1 These are mid-1966 figures.

1 Excludes test range launchers and Soviet MR/IRBM’s capable of striking Eurasian targets.

3 In addition to the SLLBM’s, the Soviets possess submarine-launched cruise missiles whose primary tar-
gets are naval and merchant vessels.

41n 1965, intelligence reports estimated Soviet intercontinental missiles as of mid-1966 to number between

430 and 500.
s In addition to the intercontinental bombers shown in the table, the Soviets possess medium bombers
capable of striking Eurasian targets.

Intercontinental ballistic missiles. As of now, we have more than
three times the number of intercontinental ballistic missiles (i.e.,
ICBM’s, and SLBM'’s) the Soviets have. Even by the early 1970’s,
we still expect to have a significant lead over the Soviet Union in
terms of numbers and a very substantial superiority in terms of overall
combat effectiveness. In this connection, we should bear in mind
that it is not the number of missiles which is important, but rather
the character of the payloads they carry; the muissile is simply the
delivery vehicle. Our superiority in intercontinental bombers, both
in pumbers and combat effectiveness, is even greater and is expected
to remain so for as far ahead as we can see. There is still no evidence
that’the -Soviets intend to deploy a new heavy bomber in. the late
1960’s. i : .

Antiballistic missile defense: We have been aware for many years
that the Soviets have been working on an antiballistic missile defense
system, just as we have been. After a series of abortive starts, it
now appears that the Soviets are deploying such a system (using
the “GALOSH” missile, publicly displayed in 1964) around Moscow.
They are also deploying another type of defensive system elsewhere
in the Soviet Union, but the weight of the evidence at this time
suggests that this system is not intended primarily for antiballistic
missile defense. However, knowing what we do about past Soviet
predilections for defense systems, ! we must for the time being,
plan our forces on the assumption that they will have deployed
some sort of an ABM system around their major cities by the early
1970’s. Whether made up of GALOSH only, or a combination of
GALOSH and other types of missiles, a full scale deployment would
cost the Soviet Union at least $20 to $25 billion.

The Red Chinese nuclear threat

There has been no basic change in our estimates fo the Red
Chinese nuclear threat. Their firing of a nuclear armed missile
over a distance of a few hundred miles last October falls within the
limits of that estimate.
mr more than a decade have spent substantially more on air defense against strategic bombors
than has the United States. Bnt if our Strategic Air Command is correct in its judgment that a very high
proportion of the U.S. incoming bombers could penetrate the Soviet defenses and reach their targets,

and I have no reason to dispute it, then we must conclude that the bulk of these Soviet expenditures has
been wasted.
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With regard to an ICBM, we believe that the Red Chinese nuclear
weapons and ballistic missile development programs are being pursued
with high priority. On the basis of recent evidence, it appears pos-
sible that they may conduct either a space or a long-range ballistic
missile launching before the end of 1967. However, it appears un-
likely that the Chinese could deploy a significant number of opera-
tional ICBM’s before the mid-1970’s, or that those ICBM’s would
have great reliability, speed. of response, or substantial protection
against attack. . o

Red China also has some bombers which could carry nuclear
weapons, but most of then have an operational radius of only a few
hundred miles. It is highly unlikely, on the basis of cost alone, that
they would undertake the development, production, and deployment
of a new, long-range bomber force. If they chose to do so, it would
take them a decade or more before they could deploy-it. Accord-
ingly, we have no reason on this account to change our estimate that
a significant Red Chinese nuclear threat to the continental United
States will not develop before the mid-1970’s.

CAPABILITIES OF THE PROPOSED FORCES FOR ASSURED DESTRUCTION

The most demanding test of our assured destruction capability is
the ability of our strategic offensive forces to survive a well coordinated
surprise Soviet first strike directed against them. Because no one
can know how a general nuclear war between the United States and
the Societ Union might occur, prudence dictates that we design our
own strategic forces on the basis of a greater threat than we actually.
expect. .

Capability against the expected threat

Even if the Soviets in the 1972 period were to assign their entire
available ‘missile force to attacks on our strategic forces (reserving
only refire missile and bomber-delivered weapons for urban targets),
more than one-half of the total forces programed last year for 1972
would still survive and remain effective. . , )

Considering the overall size and character of that force, it is clear
that our strategic missiles alone could destroy. the Soviet Union as a
viable 20th century society, even after absorbing a well coordinated,
surprise first attack.. Indeed, the detonation of even one-fifth of the
total surviving weapons over Soviet cities would kill about 30 percent
of the total population (73 million people) and destroy about one-half
of the industrial capacity. By doubling the number of warheads
delivered, Soviet fatalities and industrial capacity destroyed would
be increased by considerably less than one-third. Beyond this point
further increments of warheads delivered would not appreciably.
change the result, because we would have to bring smaller and smaller
cities under attack, each requiring one delivered warhead.

Although it is not at all certain that they will do so, we must, as I
noted earlier,. base our force planning on the assumption that the
Soviets will deploy a reasonably effective ABM defense around their
principal cities; and we must be prepared to overwhelm it.

We have been hedging against this possibility for some time, and
last year we took a number of actions of which the following are the
most important:
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Accelerated development of the Poseidon missile.
Approved production and deployment of Nhnuteman II1.
‘Developed penetration aids for Minuteman..

Now in the fiscal year 1968 program we propose’ fo take a number of
additional actions to enhance the future capabilities of our assured
destruction forces, of which the following are the more important:

Produce and deploy the Poseidon missile.

Produce and deploy-improved missile penetration aids.

Increase the proportion of Minuteman I1I in the planned force
and provide it with an improved third stage.

Initiate the development of new reentry vehlcles, specifically
designed for use against targets heavily defended with. ABM’s.

T will discuss each of these actions in greater detail later in con-
nection with our other proposals for the strategic forces. But for
now, let me point out that the net effect of these “actions would be to
increase greatly the overall effectiveness of our assured destruction
force against the Soviet Union by mid-1972. Even if the Moscow-type
ABM defense were deployed at other cities as well, the proposed
U.S. missile force alone could inflict about 35 percent (86 mullion)
fatalities on.the Soviet Union in 1972—after absorbing a surprise
attack.

As I noted earlier, a relatively small number of warheads detonated
over 50 cities would dest troy half of Red China’s urban population and
more than one-half of her industry.

Thus the strategic missile forces proposed for the fiscal year 1968-72
period would, by themselves, give us an assured destruction capability
against both the Soviet Union and Red China, sxmultaneously

Capability against “higher than expected threats”’

As I indicated last year, our assured destruction capability is of
such crucial importance to our security that we must be prepared
to cope with Soviet strategic threats which are greater than those
projected in the latest 1ntelhgence estimates.

The most severe threat we must consider in planning our assured
destruction forces is an extensive, effective Soviet ABM deployment
combined with a deployment of a substantial ICBM force with a
hard-target kill capability. Such a Soviet oflensive force might
pose a threat to our Minuteman missiles. An extensive, effective
Soviet ABM system might then be able to intercept and destroy
a significant portion of our residual missile warheads, including those
carried by submarine-launched missiles. (The Soviet offensive and
defensive threats assumed here are both substantially higher than
expected.)

To hedge against the possibility of such a threat to our land-based
missile forces, we have authorized the development and production
of the Poseidon. Should still additional offensive power be required,
and such a requirement is not now clear, we are considering the
development and deployment of a new Advanced ICBM, designed
to reduce vulnerability to such a Soviet threat. The deployment of
the Nike-X as a defense for our Minuteman force would offer a
partial substitute for the possible further expansion of our offensive
forces.

But again I want to emphasize that we don’t know whether the
Soviet Union will develop and deploy the kind of forces assumed
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here. Even against this higher than expected threat, and even
without a Nike~X defense-of Minuteman, our proposed strategic
missile and bomber forces could still inflict 40 ‘percent or more fatali-
ties onthe Soviet population throughout thé time period involved.
More extreme threats are highly unlikely. In any event, the
changes we are now proposing-in-our strategic offensive forces would
make it dangerous and expensive for the Soviet Union to move in
the' direction of more ‘extreme threats 'to our assured destruction
capability. “If we assuine, as'I believe we should, that the Soviets
would want to reduce the vulnerability'of their own offénsive forces
against the possibility of a first strike by our very-accurate forces
in the fiscal vear 1972-73 period, they must further disperse and
hatden their strategic missiles, which is exactly what they appear to
be doing now. To do so is expensive and for the same budget outlay
results in reduced missile payloads. Not to do so would leave the
Soviet force highly vulnerable.” Thus we can, in planning our forces,
foreclose any seemingly ‘‘easy’” and ‘‘cheap” paths to their achieve-
ment of a satisfactory-assured ‘destruction capability and a satis-
factory damage limiting capability at the same time. .

. We' of course, cannot preclude the possiblity that the Soviet Union
may increase its strategic forces budget at some time in the future.
That is why we are now undertaking a very comprehensive study of a
new strategic missile system. And that is why we are not precluding
the possible future construction of new Poseidon submarines or the
defense of our presently deployed Minuteman silos with Nike-X.
While I believe we should place ourselves in a position to move for-
ward promptly on all of these options if later that should become
necessary, we need not commit ourselves to them now.

" CAPABILITIES OF THE _PROPOSED FORCES FOR DAMAGE LIMITATION

" The principal issue in this area of the strategic forces program con-
cerns the deployment of an ABM defense system; 1.e., Nike-X.
There are three somewhat overlapping but distinct major purposes
for which we might want to deploy such a system at this time: k

To protect our cities (and their population and industry)
against a Soviet missile attack. _

To protect our cities against a Red Chinese missile attack in
the mid-1970’s. -

To help protect our land-based strategic offensive forces (i.e.,
Minuteman) against a Soviet missile attack.

After studying the subject exhaustively, and after hearing the views
of our principal military and civilian advisors, we concluded that we
should not initiate an ABM deployment at this time for any of these
purposes. We believe that: .

The Soviet Union would be forced to react to a U.S. ABM de-
ployment by increasing its offensive nuclear force still further with
the result that the risk of a Soviet nuclear attack on the United
States would not be further decreased; and the damage to the
United States from a Soviet nuclear attack in the event deter-
rence failed, would not be reduced in any meaningful sense.

As I noted earlier, the foundation of our security is the deterrence of
a Soviet nuclear attack. We believe such an attack can be prevented
if it is understood by the Soviets that we possess strategic nuclear
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forces so powerful as to be capable of absorbing a Soviet first strike
and surviving with sufficient strength to impose unacceptable damage
on them. We have such power today. e must maintain it in the
future, adjusting our forces to offset actual or potential changes in
theirs. '

There is nothing we have seen in either our own or the Soviet Union’s
technology which would lead us to believe we cannot do this. From
the beginning of the Nike~Zeus project in 1955 through the end of this
current fiscal year, we will have invested a total of about $4 billion on
ballistic missile defense research—including Nike-Zeus, Nike-X and
Project Defender. And, during the last 5 or 6 years, we have spent
about $1.2 billion on the development of penetration aids to help en-
sure that our missiles could penetrate the enemy’s defenses. As a
result of these efforts, we have the technology already in hand to
counter any offensive or defensive force changes the Soviet Union
might undertake in the forseeable future.

We believe the Soviet Union has essentially the same requirement for
_a deterrent or assurred destruction force as the United States. There-
fore, deployment by the United States of an ABM defense which would
degrade the destruction capability of the Soviet’s offensive force to
an unacceptable level would lead to expansion of that force. This
would leave us no better off than we were before.

With respect to protection of the United States against a
possible Red Chinese nuclear attack, the lead time required for
China to develop a significant ICBM force is greater than that
required for deployment of our defense-—therefore the Chinese
threat in itself would not dictate the production of an ABM
system at this time.

Similarly, although the protection of our land-based strategic
offensive forces against the kind of heavy, sophisticated missile
attack the Soviets may be able to mount in the mid- or late 1970’s
might later prove to be worth while, it is not yet necessary to
produce and deploy the Nike-X for that purpose.

T have already discussed, in connection with my review of the capa-
bilities of our strategic forces for assured destruction, the third major
purpose for which we may want to deploy an ABM defense (i.e., the
protection of Minuteman). Now I would like to discuss the other
two purposes.

Deployment of Nike-X for defense of our cities against a Soviet attack

What is involved here is an analysis of the contribution the Nike-X
system might make to the defense of our cities under two assumptions:

That the Soviets do not react to such a deployment.
That the Soviets do react in an attempt to preserve their
“assured destruction’ capability.

As you know, the major elements of the Nike-X system are being
developed in such a way as to permit a variety of deployments; two
have been selected for the purposes of this analysis. The first, which
I will call “posture A,’” represents a light U.S. defense against a Soviet
missile attack on our cities. It consists of an area defense of the
entire continental United States, providing redundant (overlapping)
coverage of key target areas; and, in addition, a relatively low-density
Sprint defense of a number of the largest cities to provide some pro-
tection against those warheads which get through the area defense.
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The second deployment, which I call “posture B,” is a heavier defense
against a Soviet attack. With the same area coverage, it provides a
higher-density Sprint defense for. twice the number of cities.

Shown on the figure 2 are the components and the costs (which, if
past experience is any guide, may be understated by 50 to 100 per-
cent for the systems as a whole) ? of posture A and posture B.

Ficure 2

Investment cost
{In billions]

Fosture A Posture B

Radars: L
MAR
- TACMAR
PAR
MSR
. Investment cost... - U, $6.5 $12.6
Missiles: : .

DOD investment cost._
AEC investment CoSt . e ae e el cm s

4

]

0

Total investment cost (excluding R. & D) ceeeeccoemmemcmomoccmoemane 9.9
Annpual operating ost. . aeoeoaaaen .38 LT

Number of cities with terminal deficiencies X

The multifunction array radar (MAR) is a very powerful phased-
array radar which can perform all the defense functions involved mn
engaging a large, sophisticated attack: central control and battle
management, long-range search, acquisition of the target, discrim-
ination of warheads from decoys or ‘“‘spoofing” devices, precision
tracking of the target, and control of the defense interceptor missiles.

The TACMAR radar is a scaled down, slightly less complex and

less powerful ‘version of the MAR, which can perform all the basic
defense functions in a smaller, less sophisticated attack.
- The perimeter acquisition radar (PAR) is a phased-array radar
requirecf) for the very long-range search and acquisition functions
involved in area defense. 'To achieve the full potential of the extended
range Spartan, the target must'be picked up at much greater distances
in order to compute its trajectory before the Spartan is fired.

The missile site radar (MSR) is & much smaller, phased-array radar
needed to control the Sprint and Spartan interceptor missiles during
an engagement. It can also perform the functions of the TACMAR
but on a considerably reduced scale. Actually, a number of different
sizes are being studied. This “modular” approach will permit us to
tailor the capacity of the radar to the particular needs of each de-
fended area. S

The Spartan is & three-stage missile with a nuclear warhead capable
of intercepting incoming objects at relatively long range above the
atmosphere.

Even before the systems became operational, pressures would mount for their expansion at a cost of still
additional billions. 'The unprotected, or relatively unprotected, arcas of the United States would claim that
their tax dollars were being diverted to protect New York and Washington while they were left naked.
And critics would point out that our strategic offensive force is premised on a much larger Soviet threat (the
“possible,” not the “prohable” threat); they would conclude that the same principles should be applied
t0 our strategic defensive forees. For these and other reasons, I believe that, once started, an AR M system
deployed with the objective of protecting the United States agoinst the Soviet Union would require an
expenditure on the order of $40 billion over a 10-year period.

78-5186—67—vol. 2——4
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The Sprint. is a shorter rangé, high-acceleration interceptor missile
designed to make intercepts at lower altitudes.

"The technical principles involved in' the radars are now fairly well
established. One research and development MAR-type has been
constructed at the White Sands Missile Range. A contract has been
let for the power plant of a second MAR-type radar, which is to be
constructed on Kwajalein Atoll. The missile site radar is well along
in development and the construction of one of these radars on Kwaja-
lein Atoll has also begun.

Testing of the Sprint missile was started at White Sands in Novem-
ber 1965 and the tempo of testing will steadily increase during the
current year. The Spartan is still on the drawing boards. It rep-
resents a very substantial redesign of the original Zeus and we will
not know until it is flight tested how well it will perform.

Facilities for testing both the Sprint and the Spartan will be con-
structed on Kwajalein Atoll. These, together with the TACMAR
and MSR and the programs for the computers, will give us all of the
major elements of the Nike-X system which are essential to test its
overall performance against reentry vehicles fired from Vandenberg
AI'B, Calif. (We feel we know enough about the PAR technology

_to be able to use the mechanically steered radars already on Kwajalein
as simulators.) The system will be tested in stages, starting with
the MSR and Sprint, then the Spartan missile and the TACMAR
radar. A laree number of test shots will be launched from the west
coast of the United States to Kwajalein to test the system thoroughly
as a whole. The most important objective of this effort is to deter-
nmine proper system integration and computer programing, since the
individual components of the system will have already been tested.

But even after this elaborate test program is completed, some
technical uncertainties will still remain unresolved; this is to be
expected in a system designed for such a highly complex mission.
Moreover, we have learned from bitter experience that even when the
development problems have been solved, a system can run into trouble
in production or when it is put into operation. All too often the
development prototype cannot be produced in quantity without exten-
sive reengineering. Production delays are encountered and costs
begin to spiral. Sometimes these problems are not discovered until
the new system actually enters the inventory and has to function in
an operational environment.

In this connection, it is worth noting that had we produced and
deployed the Nike-Zeus system proposed by the Army in 1959 at an
estimated cost of $13 to %14 billion, most of it would have had to be
torn out and replaced, almost before it became operational, by the
new missiles and radars of the Nike-X system. By the same token,
other technological developments in offensive forces over the next 7
years may make obsolete or drastically degrade the Nike-X system
as presently envisioned. We can predict with certainty that there
will be substantial additional costs for updating any system we might
consider installing at this time against the Soviet missile threat.

The deployment of a Nike-X system would also require some im-
provement in our defense against manned bomber attack in order to
preclude the Soviets from undercutting the Nike-X defense; and we
would want to expand and accelerate the fallout shelter program. The
investment cost (including research and development) of the former is
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estimated at about $1.5 to $2.4 billion and would provide for a small
force of F-111 or F-12 type interceptors and airborne warning and
control aircraft (AWACS). " The expanded- fallout shelter program
would cost about $800 million more than the oné we are now producing.
We would also need'some of our antisitbmarine warfare (ASW) forces
for-use against Soviet missile submiarines, but we are not yet -clear
whether these ASW forces woiild: actlially have to be increased over
the currently planned levels: " In any event, the “‘current” estimates
of the investment cost of the tétal damqoe hmltlng packaoe would
amount to-at least $12 bllhon for postme A and at: leabt $21.7 billion
for posture B. -~

To test the contmbutlon that each of these \lee-X deployments
might make to our damage limiting objectives, we "have projected
both the United States and Soviet qtratecrlc nuclear. forces (assuming
no reaction by the Soviets to the U.S.ABM: deployment) to the time
when posture B, the heavier defense, could be fully in place.

The fatalities which these Soviet forces could inflict upon the United
States (with and without a U.S. ABM- defense) and the fatalities
which the U.S. forces could inflict on the Soviet Union (with a Soviet
ABM defense) are shown in the figure 3.

FIGURE 3

Number of fatalities! in an- all-out shategw cxchange (assumes no Soviet reaction to
U.S. ABM deployment)

- [In millions] 2 . . \

SBviefs étrike first,, g United States strikes first,
United States retaliates Soviets retaliate 3
. b ouas, © Soviet | US, . . Soviet
. fatalities | fatalities fatalities fatalities
U.S. programs: R R . . ’
Approved. Y : - 120 : 1204 100 70
Posture A_ 40 1204 . 30 70
Posture B. 30 120 20 70

1 Fatality figures shown above represent deaths from blast and fallout; they do not include deaths result-
ing from fire, storms, disease, and general disruption of everyday life.
?rThe ldatal in this table are highly sensitive to small changes in the pattern of attack and small changes -
in force levels.
3 Assumes United States minimizes U.S. fatalities by maximizing effectiveness of strike on Soviet offensive
systems.

The first case, “Soviets Strike First, United States Retaliates,”
the threat against which our strategic forces must be designed. The
second case, “United States Sbnkes First, Soviets Reb&hate,” is the
case that would determine the size and character of the Soviet reac-
tion to changes in our strategic forces, if they wish, as they clearly
do, to maintain an assured destruction capability against us.

These calculations indicate that without Nike-X and the other

- damage limiting programs discussed earlier, U.S. fatalities from a

Soviet first strike could total about 120 million; even after absorbing
that attack, we could inflict on the Soviet Union more than 120 million
fatalities. Aswmmv the Soviets do not react to our deployment of
an ABM defense asmmst them, which is a most unrealistic assumption,
posture A might reduce our fatalities to 40 million and posture B to
about 30 million.
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Although the fatality estimates shown for both the Soviet Union
and the United States reflect some variations in the performance of
their respective ABM systems, they are still based on the assumption
that these systems will work at relatively high levels of effectiveness.
If these ABM systems do not perform as well as our technical people
postulate, fatalities on both sides could be considerably higher than
shown in figure 3, or the costs would be considerably higher if major
improvements or additions had to be made in the systems to bring
them up to the postulated level of performance.

If the Soviets are determined to maintain an assured destruction
capability against us and they believe that our deployment of an
ABM defense would reduce our fatalities in the ‘“United States
Strikes First, Soviets Retaliate’” case to the levels shown in figure 3,
they would have no alternative but to increase the second strike
. damage potential of their offensive forces. They could do so in
several different ways. Shown in the table below are the relative
costs to the Soviet Union of responding to a U.S. ABM deployment
in one of these possible ways:

Level of U.S. fatalities which Soviets believe will provide deterrence!

Fatalities (millions) . Cost to the Soviets of offsetting U.S. cost to deploy an ABM
40 e 81 Soviet cost to $4 U.S. cost.
60 .. $1 Soviet cost to $2 U.S. cost.
90 ... $1 Soviet cost to $1 U.S. cost.

1 U.8. fatalities if United States strikes first and Soviets retaliate.

If the Soviets chose to respond in that way to our ABM deployment
the results would be as shown in figure 4.

In short, the Soviets have it within their technical and economic
capacities to offset any further damage limiting measures we might
undertake provided they are determined to maintain their deterrent
against us. It is the virtual certainty that the Soviets will act to
maintain their deterrent which casts such grave doubts on the advisa-
bility of our deploying the Nike-X system for the protection of our
cities against the kind of heavy, sophisticated missile attack they could
launch in the 1970’s. In all probability, all we would accomplish
would be to increase greatly both their defense expenditures and ours
without any gain in real security to either side.

Defense against the Red Chinese nuclear threat

With regard to the Red Chinese nuclear threat, an austere ABM
defense might offer a high degree of protection to the nation against a
missile attack, at least through the 1970’s. The total investment cost
of such a program might amount to $3.5 billion, including the cost of
the nuclear warheads.
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Ficure 4

Number of fatalities in an all-out strategzc—exchange (assumes Soviet reaction to
U.8. ABM deployment) .

[In millions]
Soviets strike first, United States strikes first,
United States retaliates Soviets retaliate
US. .| Soviet UG.8. | - Soviet
fatalities fatalities fatalities fatalities
U.S. programs: .
Approved (no response) 120 120+ 100 70
Posture A 120 120+ 90 70
Posture B 120 120+ . 90 70

The effecmveness of this deployment in reducing U S f&balmes from
a Red Chinese attack in the 1970’s is shown in the table below:

Chinese strike first (Operational inventory)

X missiles | 3X missiles

U.S. fatalities (m millions):
Without ABM._.__

e R ©o5 10
_ With ABM .......

...... e

This austere defense could probably preclude damave in the 1970 s
almost entirely. A$ the Chinese force grows to ‘the level’ it might
achieve by 1980-85, additions and’ unprovements might beé reqmred
but relatively modest’ additional outlays could probably limit’ thﬂ
Chinese damage potential to low levels well beyond 1985." -

It is not clear that we need an ABM defense’against China. ~ In’ any
event, the lead time for deploymént of & s1crn1ﬁcant Chinese ¢ffensive
force is Jonger than'that required for U.S. ABM deployment therefore
the decision for the latter need not be made now.

"In the light of the foregoing analysis, we propose: ' '

~To pursue with undiminished vigor the development test and
evaluation of the Nike-X system (for which purpose a total of

.about $440 million has been included in the fiscal year 1968
budget), but to take no action now to deploy the system. -

_To initiate negotiations with the Soviet Union desw'ned
through formal or Informal agreement, to'limit’ the deployment of
ABM systems.

To reconsider the deployment decision in.the évent these dis-
cussions prove unsuccessful; approximately $375 million has been
included in the fiscal year 1968 budget to provide for such actions

as may be required at that time, e.g., the production of Nike-X
for the defense of dur offensive weapon systems.

I would now like to turn to our specific proposals for the strategic
forces in the fiscal year 1968-72 period.

StraTEGIC OFFENSIVE FoORCES

The force structure proposed for the fiscal year 1968-72. pemod is
shown in the classified table furnished to the committee.
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Missile forces

Last year I told this committee that:

The U.S. response to a Soviet deployment of an ABM defense would be the in-
corporation of appropriate penetration aids in our strategic missiles. Against
area defense interceptors, penetration aids can be provided for U.S. missiles (so
that an assured destruction capability is maintained) at a cost to us of less than
10 percent of the cost of an ABM defense to the Soviets. The leadtime for the
Soviets to mount an ABM defense is greater than the time for us to produce and
deploy penetration aids, provided we take timely action to develop them and can
move forward promptly to produce them, and this we are doing. The decision
actually to deploy new penetration aids can be made later this year. If the
Soviets did attempt a large ABM defense we would still be able to produce and
install the necessary penetration aids before the Soviets could achieve an extensive
deployment.

* % * goainst a combined Soviet expanded strategic missile/ABM threat, the
most efficient alternative available to us would be to develop Poseidon (with the
new penetration aids) and retrofit it into Polaris boats. To hedge against the
possibility of such a threat, we now propose to accelerate the development of the
Poseidon missile (which was initiated last year). The timing of a decision to pro-
duce and deploy the missile would depend upon how this threat actually evolved.

This is essentially the program we now propose to pursue.

Minuteman. Last year we had planned a Minuteman force which
would ultimately have consisted of a mix of 1,000 Minuteman 1I’s and
Minuteman 1II’s with all the Minuteman 1’s phased out. Now, in
order to increase the capability of this force against a possible strong
Soviet ABM defense, we propose to increase the proportion of Minute-
man ITI’s in the force and equip them with a new improved third stage
which will increase the payload of each missile. This increased pay-
load will enable the Minuteman III to carry more penetration aids to
counter an ABM defense. The total cost of this program is estimated
at $400 million, but it will cost the Soviet Union many times more in
ABM defenses if they try to offset it.

We also propose to step up the schedule for reequipping the Minute-
man IT’s with an improved reentry vehicle and to procure penetration
aid packages for all Minuteman II and IIT missiles. KEngineering
development was started on these penetration aid packages last year.
The total cost of this program is estimated at $315 million, of which
$100 million was provided through fiscal year 1967, $125 million 1s
required in fiscal year 1968, and another $90 million in subsequent
years.

Eventually, it will probably become necessary to replace the earliest
Minuteman IT missiles because of their age. At that time we could
add more Minuteman I1I’s if that should appear desirable. Mean-
while, I believe we should initiate the development of a new improved
reentry vehicle for the Minuteman III, and funds for this purpose
have been included in the budget request.

Polaris-Poseidon. By the end of the current fiscal year, 39 of the
planned 41-ship Polaris force will have become operational. The
last two Polaris submarines will be deployed by September 1967.

I also believe it would be prudent at this time to commit the
Poseidon missile to production and deployment. In order to hold
to a minimum the number of submarines which would have to be
withdrawn from the operational fleet, we propose to spread the
Poseidon retrofit program over a period of years on a schedule tied to
the regular overhaul cycle.
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The total incremental cost of developing Poseidon, and producing
and deploying the proposed force is estimated at $3.3 billion. A total -
of about $900 million is included in the fiscal year 1968 budget for
Poseidon. (The decision to deploy Poseidon will produce an off-
setting saving of about $200 million in the Polaris program.)

Funds have also been included in the budget for the development
of certain desired improvements for the Polaris missile.

Titan II. The Titan II force, consisting of 54 missiles deployed in
bard silos, presently makes a unique contribution to our strategic
offensive capabilities. However, with the deployment of Minuteman
IIT and; later, of the Poseidon, this capability of the Titan II will no
longer be unique. The Minuteman III from the continental United
States and the Poseidon from forward undersea locations will be able
to reach all the important targets in the Soviet Union.

- Accordingly, we now propose to end procurement of new Titan
boosters for testing and operational reliability demonsiration with
the fiscal year 1966 buy, and, instead, use boosters aiready in the
inventory for these purposes in the future. With about six follow-on
tests per year, the force of 54 Titan missiles on launchers can be main-
tained for a number of years. . . ,

New strategic missile systems. Although we believe the strategic
missile programs now proposed will be adequate to meet the threat,
even if the Soviet Union were to carry out a full scale deployment of
an ABM system and develop more effective ICBM’s, we are making
a very comprehensive study of a new long-range missile system. To
shorten the lead time on any option selected as a result of this study,
we have included funds in the FY 1968 Budget for contract definition
should such a decision become warranted.

Strategic bomber forces

The manned bomber forces we propose to maintain through fiscal
year-1972 are the same as those I presented here last year for the
fiscal year 1967-71 period. The B-52C-F’s and B-58's will be
phased out as planned, leaving a force of 255 B-52G-H’s and 210
FB-111A’s.

Since the new FB-111’s with the SRAM air-to-surface missile
will be entering the bomber force during fiscal year 1969-71 and the
B-52G/H’s can be maintained in a suitable operational condition
well into the 1970’s, there'is no pressing need to decide on the produc-
tion and deployment of a new bomber in the fiscal year 1968 budget.
Clearly, the first order :of business in the strategic offensive forces
program at this time is the provision of penetration aids and other
improvements for our presently planned strategic missile force, and
the production and deployment of the new Poseidon. Nevertheless,
we plan to continue work on the engine, avionics, and the related
airframe studies, for which a total of $26 million is programmed for
fiscal year 1968.

Avr launched missiles

Last year I said that we planned to keep the Hound Dog missiles
in the operational inventory through fiscal vear 1970, phasing their
number down in step with the phase out of the B-52C-F’s. We now
propose to phase out the older Hound Dog “A” by end of fiscal year
1968, retaining only the ‘“B’’ models.
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The SRAM program is unchanged from that which I presented last
vear. While we still do not plan to deploy SRAM on the B-52G/H’s,
we are continuing the development of the necessary avionics to per-
mit such a deployment if it should become desirable. . :

Strategic reconnaissance .
The strategic reconnaissance force is the same as that presented a
year ago.
StraTEGIC DEFENSIVE FORCES

The strategic defensive forces proposed for the fiscal years 1968-72
period are shown on the classified table provided to the committee.
The civil defense program for fiscal year 1968 is shown separately.

Surveillance, warning, and control

The programs shown under this heading are, with two exceptions,
the same as those I presented last year. Activation of BUIC III
control centers will slip somewhat from the schedule shown last year
due-to delays in firming up the technical details of the program.
The delay will be made up by the temporary retention of two of the
BUIC 1I control centers and 12 of the manual backup centers through
fiscal year 1968. By end of fiscal year 1969 all 19 BUIC IIIl’s should
be operational and the remaining BUIC II and manual contro] centers
will be phased out.

The second change pertains to the search radars. Last year we
had planned to reduce the number of these radars to 151 by end
fiscal year 1967. As you may recall, this reduction was predicated
on the internetting of our radar system with that of the Federal
Aviation Agency (FAA). However, in order to make the inputs from
the FAA radars compatible with the SAGE-BUIC III system, they
must first be converted into appropriate computer language by a
special piece of equipment called a “digitizer.” Because of a slippage
in the production of this digitizer, five more Defense Department
radars will have to be operated until fiscal year 1969, when we expect
to be able to reduce the number to 149.° o

Manned interceptors :

The manned interceptor forces are .generally the same as those
presented last year. : : : ‘

As you know, we have been studying during the past several years
various ways of modernizing our air defense forces. Interceptor
versions of both the SR-71 (F-12) and the F-111 have been considered
for this role. Either one, equipped with the improved ASG-18/ATM
47 fire control and missile system and used with an effective airborne
warning and control system (AWACS), would be better than the
present interceptors in operating from degraded bases and inde-
pendently of the vulnerable fixed ground environment, and in counter-
ing concentrated bomber attacks, including air-to-surface missiles.
In fact, a small force of such aircraft operating with AWACS would
have a combat capability superior to the programmed force of several
hundred Century series fighters and the hundreds of ground radar
and control sites.

The feasibility of this plan, however, depends upon the successful
development of the AWACS.  We now have a test program under way
to examine three proposed solutions to the problem of developing an
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overland airborne radar which could provide effective coverage at all
altitudes. Design efforts are also being pursued on the airframe and
avionics. We hope that by the end of this year sufficient data will
be available to demonstrate the feasibility of the AWACS. Only
then will we be in a position to make a decision on the interceptor
force. Accordingly, we propose to continue development work on
both the F-12 and the F-111 types of interceptors and on the fire
control and missile systems, and $20 million is included in the fiscal
year 1968 budget for this purpose. Although no additional funds are
requested for work on the AWACS airframe, another $10 million is
included in the fiscal year 1968 budget to continue work on overland
radar technology.

Surface-to-air missiles i

The Nike Hercules and Hawk missile forces are the same as planned
a year ago except that we now intend to replace eventually some of
the present Hawk missiles with the new Improved Hawk which is now
in development. N

In addition to the improved Hawk, which is designed primarily for
the field forces, we also have in advanced development a new surface-
to=air missile called the SAM-D. While this system is also primarily
oriented toward air defense of the field forces, it also has a potential
application for continental air defense. This effort, thus far, has been
directed mainly to development of the required components or “build-
ing blocks” and a’ deployment decision at this time would be pre-
mature. Additional funds have been included in the fiscal year 1968
budget to continue development. . :
Ballistic missile warning

The numbers of ballistic missile early warning systems (BMEWS)
and over-the-horizon (OTH) radar sites are the same as shown last
year. ; : : :

'}Ve are also continuing work on ‘“back scatter’” over-the-horizon
radars.

An interim capability to detect sea launched ballistic missiles
(SLBM’s) is being phased in during fiscal year 1968. The SLBM
degection system will include modified SAGE and SPACE-TRACK
radars.

Antisatellite defense

As described in previous years, we have a capability to intercept
and destroy hostile satellites within certain ranges. This capability
will be maintained through fiscal year 1968.

CIVIL DEFENSE.

The civil defense program proposed for fiscal year 1968 is essentially
the same in content and objectives as that approved for the current
year. The funds requested would carry forward the civil defense
program at about the.same level as the current fiscal year. A finan-
cial summary of the program, estimated to cost $111 million in fiscal
year 1968, appears in figure 5.
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FiGURrE 5

Financial summary of civil defense
{TOA t dollars in millions]

Fiscal year—
1962 1963 1964 1965 1966 1967 1963

Shelter sUrvey. . oo 58.4 9.3 7.1 10.6 17.7 18.4 18.0
Shelter improvement__________ || . 1.4 L P D,
Shelter development. . .3 1.4 1. 3.6 5.1 5.0 33.7
Marking and stocking . 90.3 32.7 24. 2.3 1.1 1.5 4.8
Shelteruse. | 4.5 2.7 2.3 3.8
Warning 6.8 4.1 1 2.7 .6 .8 .9
Command, control, and communication 422.9 3.1 6.5 8.4 11.6 3.9 2.3
Emergency operations sapport.______.__ 16.8 10.1 6.7 6.0 6.6 6.5 9.7
Financial assistance___________ 18.9 21.5 23.7 25.6 23.9 27,0 30.0
Information activities. 3.9 3.4 2.0 1.4 1.7 2.3 2.5
Management______________ 12. 4 13.6 13.9 14.3 12,0 12.6 13.2
Research and development.__ 19.0 11.0 10.0 10.0 10.0 10.9 10.0
Training and edueation. _____________________ 2.6 9.2 12.9 10.7 11.6 11.7 11.6
Total & 252,3 125.4 110. 5 101. 5 105.1 102.1 1nLo

Shelter spaces ¢ (millions, cumulative):
fdentified ... 103.7 121.4 135.6 152.1 162.0 170.0
Marked 7__ 42.8 63.8 75.9 85.3 7.0 112.0
Stocked 7. Pemmmenes 9.7 23.8 33.8 41.3 49.0 56.0

1

I Total ohligationa! authority.

2 Includes packaged ventilation kits.

3 Tncludes architect and engineer advisory services on design techniques.

4 Inciudes $2,300,000 carryover from OC DM for construction of a regional center; $13,400,000 returned to
Treasury—not used by GSA in Federal building construction.

3 Totals may not add due to rounding.

¢ Shelter spaces resulting frorn the currently approved program: fiscal years 1963 to 1966 are actual, fiscal
vears 1967 and 1968 are estimated.

7 Only public shelters having 50 or more spaces are eligible for marking and stocking.

FINANCIAL SUMMARY

The strategic forces programs I have outlined will require total
obligational authority of $8.1 billion in fiscal year 1968. A comparison
with prior years is shown below:

1962 1963 1964 1965 1966 1967 1968
actual actual actual actual actual | estimate | proposed
Strategic l0r¢eS. o v ome oo l 11.2 10.3 9.3 ' 7.1 I 6.8 7.1 8.1

GeNERAL PurpostE Forces

The General Purpose Forces include most of the Army’s combat
and combat support units, virtually all Navy units (except for the
Polaris forces), all Marine Corps units, and the tactical units of the
Air Force. These are the forces npon which we rely for all military
actions short of general nuclear war, ie., limited war and counter-
insurgency operations.

REQUIREMENTS FOR GENERAL PURPOSE FORCES

Over the last few years I have presented to the committee in con-
siderable detail or analysis of the limited war problem and our require-
ments for General Purpose Forces. I have pointed out that our stra-
tegic nuclear capability is designed to deter attack at but one end
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of the spectrum of aggression and that we must, therefore, have other
forms of military power, both to deter lesser aggressions and to defeat
them if deterrence fails. We need these other forms of military power,
not so much for the defense of our own territory as for the support
of our commitments to other nations under the various-collective
defense arrangements we have ‘entered into since the end of World
War II. These include the Rio Pact in the Western .Hemisphere,
NATO in Europe, SEATO and ANZUS in the Far. East,:and the
bilateral mutual defense agreements with Korea, Japan, the Republic
of China, and the Philippines.

All of these mutual defense treaty commitments, involving a total
of some 40-odd sovereign nations, stem from the great policy deci-
sion, made at the end of the Second World War, to base our security
on the collective defense of the free world.

In fact even without these treaty obligations, I suspect that our
country’s action would not have differed significantly in the more than
two decades which have elapsed since the end of World War II. We
must remember that we twice came to the assistance of our friends
in Western Europe without any prior treaty commitments; we did
so because we deemed it vital to our own security. ‘We came to the
assistance of South Korea—and we are now assisting South Vietnam—
for the same reason. So it is not the treaties themselves that cause
our greater involvement in the affairs of the rest of the world, but
rather what we deem to be our own vital national security interests
over the longer run. :

While the distinction between General Nuclear War Forces and
Limited War Forces is somewhat arbitrary in that all of our forces
would be employed in a general war, and certain elements of our
strategic forces in a limited war (e.g., the B-52’s against the Vietcong
forces in Vietnam), it is primarily the limited war mission which
shapes the size and character of the General Purpose Forces. Because
we cannot predict in detail the actual contingencies we may bave to
face, we must build into our forces a capability to deal with a very
wide range of situations. This accounts for the great diversification
in the kinds of units, capabilities, weapons, equipment, supplies, and
training which must be provided and seriously complicates the task of
determining specific requirements.

Nevertheless, our continuing study of these requirements has re-
affirmed my conclusion that the General Purpose Forces which I pre-
sented here a year ago are about the right order of magnitude. This
conclusion takes into account the contributions to collective defense
which our allies can be expected to make, as well as our own going
capability to concentrate our military power rapidly in a distant
threatened area. ‘ '

Although our General Purpose Forces ave primarily designed for
nonnuclear warfare, we do not preclude the use of nuclear weapons
even in limited wars. However, as I have pointed out in previous
years, the employment of such weapons in a limited war would not
necessarily be to our advantage in every case, and it would present
some extrem>2ly difficult and complex problems.

A careful review of our General Purpose Force requirements, includ-
ing the temporary augmentations for southeast Asia, indicates a need
in fiscal year 1968 for a total land force of about 31} division force
equivelents. By ‘“‘division force” I mean the division itself, plus all
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of its support forces. The Army will have active division equivalents;
and Marine Corps, four.

With regard to tactical air power we now have a total of about 4 ——
fighter, attack, and reconnaissance aircraft which constitute the——
equiprent of the combat squadrons of both the Active and Reserve
Forces of the Air Force, Navy, and Marine Corpas.

The nonaviation naval forces are more difficult to summarize in
this manner and I will discuss them in detail later in the context with
—— Navy General Purpose Forces.

As T have pointed out on numerous occasions in the past, it is not
enough that our forces be of the right ——————— and composition;
they must also be provided with the weapons, equipment, ammunition,
and supplies needed to sustain them in combat. And, since most
combat operations will usually involve all the services the logistics
objectives which inscribe in broad terms the equipping and stockage
standards to be followed, must be as uniform as possible throughout
the Department. The objectives, together with the force to be
supported and our contingency deployment plans, determine the
content (and costs) of the annual procurement programs.

Of course, the specific procurement programs to achieve these
logistic objectives must realistically take account of the state of the
production base, especially for ammunition. The purpose of our war
reserve inventories is to provide our forces with sufficient supplies to
conduct sustained. combat until production can be raised sufficiently
to offset combat consumption. In peacetime, therefore, when pro-
duction rates are tailored to low levels of consumption and attrition,
it is important to have large stocks on hand, equal or nearly equal to
the calculated war reserve objectives. However, once .our forces
have been committed to combat and production has been built up to
offset current consumption, as is now the case in the current conflict,
it is not necessary (indeed, it would be imprudent) to rebuild those
stocks to their precombat inventory level before the conflict ends.
It is not necessary because our present expanded production base
will be able to provide for all expected southeast Asia consumption as
well as any other contingency or contingencies which might arise.
It would be imprudent because we know from experience that when
the conflict ends, we either would have to shut down the lines abruptly,
with all of the resultant adverse consequences for our economy, or we
would have to acquire unwanted surpluses.

Accordingly, we have planned our fiscal year 1967—68 procurement
program in such a way that if the war should end suddenly, we can
taper off production gradually, using the excess production capacity
to rebuild our inventories to the desired procombat levels. At the
present production rates this could be achieved very quickly. For
1items which are not, currently in expanded production for southeast
Asian operations, or for new items just entering the inventory, we
will, of course, continue to procure toward our logistics objectives
with the goal of achieving them, wherever feasbile and desirable, with
the fiscal year 1968 buy.

CAPABILITIES OF THE PROGRAMED FORCES

As I noted earlier, our General Purpose Forces requirements are
derived from analyses of contingencies, including the support of our
allies around the world. Accordingly, our General Purpose Forces
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capabilities must be assessed in conjunction with the capabilities of
these allied forces. Although we have considerable knowledge of
the force plans of our allies, we cannot be sure how they will change
with the passage of time. "This creates some uncertainty about the
spemﬁc requirements for U.S. forces in the more distant years of the

5-year programing period, for which we must make .allowances in our
force planning.

ARMY GENERAL PURPOSE FORCES

The Department of Defense for many years, and under several
administrations, has been striving to make the “One Army’’ concept
a reality as well as a slogan. You may recall that when I appeared
before the congressional committee in May 1961 in support of Presi-
dent Kennedy’s recommendations on the realignment of the Arm
Reserve components, I noted that “they must be so organized,
trained, and equlpped as to permit their rapid integration into the
Active Army Since that time we have not only been working on
the question of how the Reserve components should be organized but
also on how the Reserve and Active Army structures could best be
meshed together. This latter question requires not only a com-
prehensive analysis of the total Army force requirement but also a
very careful and detailed analysis of which elements of the total
structure should be provided in the Active Forces and which in the
Reserve Forces.

Fundamental to this type of analysis is the concept of a *“division
force.” Although the combat division has long been the most
widely used standard for measuring the strength of the land forces,’
it accounts for only about one-third of the combat and support units
required to sustain the division in combat over an extended period
of time. A “ready” division without “ready’’ support elements
would be incapable of combat. The division force concept ensures
that our planning explicitly recognizes this relationship (indeed,
interdependence) between the division and its major support ele-
ments, since it requires us to identify these elements in detail.

As a first approach to the problem, we have grouped all of the
organized (T.0. & E.) units of the division force 1nto three categorles

The division itself.

The initial support increment (ISI), i.e., the nondlwsmnal
combat and combat support units which are required to support
the division in the initiaf)combat phase.

The sustaining support increment (SSI), ie., the additional
nondivisional units including the combat, combat support, and
service support needed by the division for sustained combat
operations beyond the initial phase.

By structuring the division force in this way, we can see more
clearly the relationship of the divisions themselves to the other Army
units shown on the classified table provided to the committee.

In addition, the division force concept helps us to:

Relate standards of unit readiness, manning levels, etc., directly
to the time phased unit deployment schedules, which underlie
our contingency planning.

Determine more precisely which units must be provided in the
actual forces and which could be prowded in the Reserve com-
ponents.
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Tailor forces for particular missions, operational environments,
and tempos of activity.

Understand better the relationship between support functions
(supply, maintenance, transportation, etc.) and combat func-
tions (maneuver and firepower), thereby enabling us to achieve
a better allocation of resources among them.

Calculate more precisely the personnel and materiel require-
ments of each unit.

While the concept still needs considerable development before all
of the foregoing advantages can be fully realized, it has already
proved of significant value in our force planning.

Army force structure . .

The integrated Active-Reserve Army force structure proposed for
the fiscal year 1968-72 period is grouped under three main headings—
division and brigade forces, major supporting forces, and combat and
support battalions. :

Jivision and brigade forces. Because of the temporary Vietnam
augmentations to the Active Army, the force structure we are pro-
posing at the end of fiscal pear 1968 is the equivalent of 2714 division
forces in the active and Reserve structure combined (1814 Active and
nine Reserve components).

You may recal{) that funds were included in the fiscal year 1967
budget to initiate procurement of long leadtime items for the con-
version of a second division to the airmobile configuration, if experi-
ence proved this desirable. The existing airmobile division, the 1st
Cav&llry, proved its worth in Vietnam and I have, therefore, tentatively
approved the conversion of an airborne division to an airmobile con-
figuration. The actual timing of this action is subject to the prepara-
tion of a detailed conversion plan by the Army and the JCS, but for
planning purposes we have scheduled it for early fiscal year 1969.

Magjor supporting forces. This grouping covers the major support-
ing forces, most of which represent the initial or sustaining support
for the division and brigade forces. In fiscal year 1969 (when an
airborne division is converted to airmobile), the Army will keep a
portion of the airborne assets to form a new permanent airborne
brigade, thereby establishing the brigade total at seven.

Combat and support battalrons. We now propose to make a smali
increase in the number of maneuver battalions.

With respect to artillery battalions, the demands of the conflict in
southeast Asia together with our continuing study of the peacetime
force requirements have caused us to make a number of changes in
the structure. First, we now plan to increase the number of artillery
battalions in the active forces. Second, our experience in Vietnam
has shown that the mix of separate artillery battalions could contain
more heavy 8-inch howitzers and 175-mm. gun battalions. Ac-
cordingly, a significant portion of the increase in artillery battalions
will be of these types. :

The number of engineer combat battalions in the active forces has
been temporasily increased in order to meet southeast Asia needs.

The buildup of aviation units in the Army will continue through
fiscal year 1968.

We now plan to initiate in fiscal year 1968 a new development
program designed to ensure that the Nike-Hercules can continue to
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operate effectively in the 1970’s. This new program together with
the Hawk improvement program will provide a hedge against possible
slippage in the development of the SAM-D which is tentatively
planned as a replacement for both Hercules and Hawk.

Last year we bad tentatively planned to start prccurement of the
Improved Hawk in fiscal year 1968. However, the project has en-
countered some development problems and the program has slipped.
Meanwhile we will go ahead with production preparations using the
funds provided in fiscal year 1967 and those requested in fiscal year
1968 for production engineering and production prototype missiles.
" Three types of operational gun/Chapatral battalions are. being
formed: a fully self-propelled battalion .for the armored and mecha-
nized divisions; a meodified self-propelled version (including one towed
gun battery which can be airlifted) for the infantry division; and an
all-towed version for the airmobile and airborne division. ;o
Army procurement IR -

The revised fiscal year 1967 Army procurement program now totals °
$5,863 million, of which’ $2,130 million is included in the supple-
mental. The 1968 program totals $5,881 million. _

The fiscal year 1967 program now totals $1,202 million for 2,697
aircraft, of which $533 million is'included in the supplemental request.
The fiscal year 1968 program includes $769 million for 1,479 air-
craft. The aircraft to be procured include the UH-1B/D (Iroquois)
tactical utility transport helicopter, the AH-1G (Cobra) armed heli-
copter, the CH~47 (Chinook) transport helicopter, the CH-6A obser-
vation helicopter, the CH-54A heavy Ilift helicopter, the U-21A
administrative support aircraft, the OV-1C (Mohawk) fixed-wing
observation aircraft, as well as a large number of training helicopters.

Funds are also requested for the procurment of long leadtime
components for the AH-56A advanced aerial fire support system
(AAFSS) to permit early initiation of production, when development
warrants such a decision. .

Army missile procurement (including spares) will total $561 million
in fiscal year 1967 and $769 million 1 fiscal year 1968. The fiscal
year 1968 program provides for ground support equipment for the
Quick Reaction Alert Pershing battalions deployed in Europe; Lance
missiles and related ground support equipment; initial procurement
of the TOW missile system; a large quantity of Shillelagh missiles;
Redeye and Chaparral air defense missiles; and ground support and
training equipment for the Hawk missile system.

The revised fiscal year 1967 program for weapons and combat
vehicles totals $589. million (383 million in the supplemental request),
and $554 million is included in the fiscal:year 1968 budget request.
These funds will provide for completion of the planned procurement,
of the M~139 (HS-820) 20 mm. gun; substantial quantitiés of the
20 mm. Vulcan air defense gun and the 5.56 mm. rifle; and additional
81 mm. mortars and self-propelled 155 mm. howitzers. The funds
requested will also .provide for procurement of the M-578 light
recovery vehicle, the General Sheridan armored reconnaissance and
airborne assault vehicle, the M~113 armed personnel carrier, the 81
mm. and 107 mm. self-propelled mortars, the M-577 command post
carrier and the M—54 cargo carrier. We have also included funds for
M-60’s with the 105 mm. gun, M-60’s with the Shillelagh 152 mm.
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gun, the armored vehicle bridge, and the combat engine vehicle, all
of which use the M-54 chassis.

In fiscal year 1968, advance production engineering for the main
battle tank will require $11 million. Additional funds will be required
for the U.S. share of the development costs.

The revised fiscal year 1967 program for trucks and other non-
combat vehicles total $653 million ($154 in the supplemental request).
For fiscal year 1968 $483 million is requested for a variety of these
vehicles. Included in the fiscal year 1968 program are %-ton, 1};-ton
(M715), 2%-ton and 5-ton trucks of all types.

For communications and electronic procurement, the revised fiscal
year 1967 program provides $617 million ($30 million in the supple-
mental request and the fiscal year 1968 request totals $55 million.

For ammunition the Army’s revised fiscal year 1967 program in-
cludes $1,36* million ($584 million in the supplemental request).
For fiscal year 1968, $2,2** million is requested. Ammunition pro-
curement will continue to increase in fiscal year 1968 in order to meet
the projected needs of southeast Asia. Among the major items are:
small arms ammunition (5.56 mm., 7.62 mm., and 30 caliber); 40 mm.
ammunition; 81 mm., 105 mm., 106 mm., 152 mm., 155 mm., and
4.2-inch cartridges; and 2.75-inch rockets.

The revised fiscal year 1967 program for other support equipment
(road graders, tractors, etc.) totals $608 million ($247 million in the
supplemental request) and $437 million is requested for fiscal year
196S. The revised fiscal year 1967 program for production base
support totals $272 million, ($220 million in the supplemental request
and $95 million is requested for fiscal year 1968.

Navy GeNEraL PurrosE ForcEes

The Navy General Purpose Forces proposed for the fiscal year 1968-
72 period are shown on the classified tabl% provided to the committee.
Except for the Vietnamese-related forces, the major changes from the
program planned last year concern the antisubmarine warfare forces,
the guided missile ships, the amphibious ships and the minesweepers.
There is, however, one general problem in this area which deserves
special mention, and that is the dolorous state of the American ship-
building industry.

It has become increasingly apparent in recent years that our ship-
building industry, both public and private, has fallen far behind its
competitors in other countries. Not only does it cost twice as much to
build a ship in this country, it also takes twice as long.

This is a startling development in view of the fact that the United
States is the most highly industrialized nation in the world. It is
even more startling when we realize that the modernization of the
European and Japanese yards has been achieved by applying, on a
massive scale, U.S. automobile and aircraft manufacturing technology
to shipbuilding.

Unfortunately, public discussion of the shipbuilding problem in
this country has been focused on what is actually the minor part—its
relationship to the Merchant Marine problem. I can well understand
why the American flag line operators should wish to sever the present
interlocking relationship between the Merchant Marine and the
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shipbuilding industry; they could buy ships abroad- at; half the price
and get. delivery. infabout-half- the time. But -while :this -divorce
might solve the problem of the Merchant.Marine, it would not solve
the:problem of the Defense Department. - The U.S. Merchant Marine
provides only a few hundred million dollars of work per -year. to. the
shipbuilding industry; Navy work .amounts to between $2 and $2.5
billion & year.. Thus the Defense Department, and the taxpayer,
has & stake in. the American shipbuilding industry which goes far
beyond the. immediate’ problems concerning the Merchant Marine.

Obviously, the more fundamental solution is to .revitalize the
American shipbuilding industry. . Although we 'may never ‘be able to
overcome- completely the wage rate differential, there is no reason
why the American shipbuilding -industry should not be, in a tech-
nological ‘sense, as good as the best any other country has to offer.
We have -the technology and the manufacturing “know-how;”’ what
we need to-do-is to find some way in which they can be applied. to
the American shipbuilding industry and’some way to finance the
relatively large investments that would be required. ..

With regard to Navy .work, the Defense Department has already
embarked on such ‘a -program. . Wherever -feasible, we. are. grouping
our annual shipbuilding' program ;into multiyear procurement. - -
- Of perhaps greater significance over the longer run is the new
procurement package approach, of which the fast deployment logistics
(FDL) .ship 1s an outstanding example.; Under this approach, the
shipbuilder is asked-to .bid: on .the entire package—design,- develop-
ment, and construction—of a relatively large-number of ships to be
delivered over-a period.of years, much like the package -approach to
aircraft- procurement. *.Several new programs of this type are con-
templated,: and-1;will discuss these in-context with our proposals for
the Navy General Purpose Forcesin the fiscal year 1968-72 period.

" Last yéar, T desciibed to the committee & new plan under,which we
would maintajn an active fleet of'15 attack carriers and.12 air wing
éqiiivalents; instéad of the’ 13 éarriers‘and 13 air wings we were plan-
ning on before. We made this change because of new force structure
promises to provide significantly more usable corbat power than' the
one previously,planned——and, at. no, increase in cost... ,However, a
force;of. 15 carriers and.12.air. wing equivalents would require some
.change: in,the ‘present .mode -of operation. . -Carriers would.normally
deploy:in peacetime with.Jess -than the maximum complement of air-
craft and .additional aircraft would be flown. to the carriers when and
aspeeded.. - In effect, we would ;be . treating the attack carrier as a
forward floating. airbase, deploying .the aircraft as the.situation re-
quires, much. as iwe do.in the.present-carrier operations.off Vietnam:
Tt is this kind of operational flexibility that.enables the attack carriers
to make a.unique contribution :to.our overall tactical air capabilities.
.. Although the:adjustment of the air wings to' the new force structure
is-scheduled. to.-begin.in fiscal year:1968 and.be completed by fiscal
year:1971, the i»tqtﬁ' number of combat aircraft assigned.to the attack

carrier. force will rémain. virtually ‘unchanged. You:may recall that
.2 years ago, in.a:decision unrelated to the -number of carrer wings, we
decided -to increase the number of light attack aircraft per squadron,
and the number of light attack squadrons per Forrestal-class carrier.

78-516—67—vol, 2——5
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In terms of aircraft assigned, these increases, together with the re-
placement of Essez-class carriers with the much larger Forrsestal’s and
Enterprise’s will just about offset the reduction to 12 equivalent air
wings. In other words, each equivalent air wing will have about 25
percent more aircraft than the present average air wing.

Ships. The attack carrier force at the end of the current fiscal year
will consist of one nuclear-powered carrier, the Enterprise, and seven
Forrestal, two Midway, and five Essez class. In fiscal year 1969, the
last of the conventionally powered attack carriers now under construc-
tion, the Jokn F. Kennedy, will join the fleet, followed in fiscal year
1972 by the second of the nuclear-powered carriers. A

As I stated last year, if we are to retain a force of 15 carriers, two
more will have to be provided. One is scheduled for fiscal year 1969
and one in a later year; both will be nuclear powered. Fifty million
dollars is included in the fiscal year 1968 budget for long leadtime
components for the fiscal year 1969 carrier. When these ships are
delivered to the fleet the remaining Essex-class carriers will be retired
from the CVA force, which would then consist of four nuclear powered,
eight Forrestal- and three Midway-class carriers, for a total of 15.

Carrier aircraft. No major change is contemplated in the compo-
sition of -the aircraft complement of the attack carrier forces from
that projected a year ago. The decline in the number of fighter air-
craft after fiscal year 1967 reflects two factors—the previously men-
tioned reduction from 15 to 12 air wing equivalents beginning in
fiscal year 1968 and the substitution of the more capable ¥-111B for
other fighter aircraft on a less than one for one basis. - .

In contract to the fichters thé number of attack aircraft will have
increased substantially by the time the transition to the 12 equivalent
‘air wings is complete. At that point, the attack aircraft force will
consist of A—6’s and the new A-7’s. : : o

Inasmuch as the A-3 heavy aircraft are no longer required for the
strategic mission, they. are now-being used as tankers to extend the
range of ‘‘shorter legged” Navy aircraft.’ ,

No significant changes have been made in the combat readiness
training aircraft forces. B

ASW and destroyer forces . : L ' :
Three years ago in recognition of the uns’atis;fatt_olt\}y state :of ‘our
knowledge in antisubmarine warfare I requested the Nsavy.to under-
take systematic long-term-studies of all of the related ‘aspects of: the
problem.  From these studies has come a much better understanding
of both the character and extent of the threat and the capabilities
of the. forces required to cope with if.  As a result it now appears
that some additional changes should be made in our ASW program.
These involve the size of our ASW carrier forces and the substitution
of land-based patrol aircraft for the seaplanes. .
" " ASW carriers. Wé now have eight Essex-class ASW carriérs, one:
of which, the Intrepid, is temporarily operating as an attack carrier in
support of southeast Asia- operations. Our studies show that com-
pared with other ASW forces, -the CVS ASW Group is a high-cost.
system. in relation to its effectiveness; the annual operation: cost of
a CVS is about $32 million, including about $17.5 million for -the
aircraft complement. I A
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As the newer ASW systems—the SSN’s, the DE’s, the P-3 patrol air-
craft, etc.—join the fleet in increasing numbers, the relative value of
the ASW carriers will continue to decline. -Accordingly, we now pro-
pose to reduce the force somewhat when the conflict in Vietnam ends.

The older SH-34 helicopters or CVS’s have already been replaced by
the new SH-3, and the CVA’s are now also being provided some of
these helicopters. :

The older S-2’s will have been completely replaced by the newer
S-2E’s by the the end of fiscal year 1967.. While full scale development
and procurement of a replacement aircraft should not be undertaken
until the role of the CVS in the overall ASW effort of the 1970’s
has been clarified and until the need for a more sophisticated capability
has been clearly demonstrated, we have included funds for contract
definition of a new aircraft (VSX) should further study warrant our
going ahead with this program. :

In addition to its ASW aircraft each CVS is authorized a few A—4—

in order to provide a limited intercept and air defense capability.
Finally we will continue to maintain eight squadrons of carrier-based
ASW search aircraft and four squadrons of ASW helicopters in the
Naval Reserve Forces for the four CVS’s we plan to retain in the
Reserve fleet. : :
- Attack submarine forces. By the end of the current fiscal year the
submarine force, excluding Polaris will number 105 submarines, 32 of
which will be nuclear powered. - We have continued to encounter diffi-
culty in getting the’SSN program on schedule, principally because'of
the-submarine'safety program and a shoftage'sf skilled workers.. | As'a:
result we will have a few less SSN’s'in‘the force at end fiscal year 1967
than planned last year but we hope to make up most of this shortage
next year. In the meantime, we propose to offset this slippage by
delaying the phaseout of an’ equivalent number of conventionally
powered submarines, o o Do

As I pointed out last year, a force of about 64 ‘““first class’” SSN’s
would be needed. Five SSN’s were provided by the Congress in
fiscal year 1967, leaving a total of six 'SSN’s still to be funded. We
now propose to start three more ‘SSN’s iri fiscal year 1968 and three
in fiscal year 1969. This program will'give us a total of 64 first class
SSN’s, plus four other SSN’s which: could be-used together with the
conventionally powered submerines-for other ASW ‘missions.’ “If our
continuing study . of the ASW .préblem.should. idicate that-additional
SSN’s are required, wé can add’ to this prograin'mext yéar: <+ <" -

Originally, we: had intended. to modernize- 12" conventionally
powered submarines “(Koréean war- vintagé of later), including pro-
vision of improved 'sonar. Last yéar, when it became apparent that
these sonars were not going to be available in'time, we decided to.go
ahead with the moderpization'of the first five subinarinés withbut: the
sonar improvements: * It now appears that the new sonar comiponents
will still not be available for installation’in' the remaining seven
submarines in fiscal year 1968. “Moreover, other modernization: costs
have risen .to- the pointwhere ‘we ‘now -believe that it is mo longer
practical'-to - proceed i with ‘the ‘program! ' Accordingly, the. plan- to
modernize these'seven submsrines infigéal year 1968 has been dropped!
" In ‘the submarine -direct’ support, catégbry, ‘we: propdse”a’ \’pﬁas'éd
replacement program for our present submarine rescue ships (ASR's),
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Therefore we tentatively propose to construct five new ASR’s over
the next few years. These new ASR’s will have catamaran (ie.,
twin) hulls and provide- much greater deck space, including a heli-
copter platform, and better sea-keeping qualities than the present
ships. They will be capable of operating two rescue submersibles
and supporting divers at greater depths for prolonged periods. We
are requesting $17.7 million for the ASR in fiscal year 1968.

In addition to the 10 ASR’s, which we plan to maintain throughout
the period, the submarine direct support force includes six submarine
tenders (AS) and nine auxiliary submarines (AGSS). Two new
submarine tenders are tentatively scheduled to be constructed in
future years.

ASW escorts. 'The requirement for ASW escorts can be met by
several different types of ships most of which are also capable of per-
forming other missions such as patrol, fire support and antiair warfare.
In planning for our future ASW escort forces, all ships with an ASW
capability are taken into account. However, only the destroyer types
without & SAM capability are included under the ASW category; the
SAM ships will be discussed later.

Two years ago we proposed a phased replacement program for the
destroyer escort force. In accord with that plan, $298 million has
been included in the fiscal year 1968 request for 10 more of these ships.

‘With respect to the years beyond fiscal year 1968, it now appears
that substantial construction and operating economies could be
achieved with a newly designed ship (tentatively designated the DX)
employing the “total package’ procurement concept and a large
mui)tiyear buy. It may also be possible to use the same approach
and the same or a similar design for a new class of guided missile ships
(tentatively designated the DXG.) Accordingly, we propose to
initiate a new program which would provide for: .

Standardized design and serial production of a sizable quantity
of -identical ships in order to minimize total h})rocuremen_t cost.
Incentive to the contractor to design a highly automated -ship
requiring minimum manning in order to reduce operating costs.
Standardization in order to reduce logistic support costs.
Possible standardization/integration -of the DX and DXG
" in order to maximize further advantages of standardization and
serial construction (e.g., both.ships might have the same hull
“and differ only in their weapon systems, or perhaps their hulls
‘could have common bow and stern sections with separate mid-
sections for each type). . . o Co
Possible use of modular design concepts so that major com-
. ponents (e.g., specific weapon systems) could be installed and
" removed en %loc, facilitating both repair and future modernization.
 'We have included $30 million in the fiscal year 1968 budget . to
initiate.concept rormulation and contract definition of the DX/DXG.
At the conclusion of the contract definition phase the entire program
will be reevaluated in the light of the detailed designs and cost esti-
mates which result. : ) S . S

We are also continuing to improve the SQS-23 sonars on most of
the earlier DE’s and- on, a large number of DD’s, guided missile
destroyers (DDG’s), .and cruisers (CG/CGN’s). About $18 million

was programed for this purpose;in fiscal year 1966, about $11.million
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in fiscal year 1967, and we are requesting another $24 million in fiscal
yeal 1968. : ‘ C o -
As I described a year ago, we are taking steps to improve the ASW
capabilities of 13 remaining D-931 class destroyers, of which are
less than 12 years old. We are providing them with ASROC, im-
roved communications, a new variable depth sonar (VDS), improved
CM capabilities,” the improvement to the SQS-23 sonar,-a modern
ASW combat information center, etc.—at a cost of about $14 million
each. Since the VDS equipment: will not be available this year; the
ships are being rewired now to accept it later when it does become
available. With these improvements, the 13 remaining DD’s should
offer comparable, and in some ways even better, ASW performance
than the new DE’s we are building, o o
Originally, having funded one In fiscal year 1964, we planned on
five of these DD-931 conversions in fiscal year 1966 and five this year,
with the last three scheduled for fiscal year 1968. However, because
of equipment procurement problems, we have rescheduled the pro-
gram. We have one in conversion now and plan to start three con-
versions this year, seven more in fiscal year 1968, and the last three
in fiscal year 1969. .- o L
Patrol aircraft. While we still. plan to maintain a totdl of 30
squadrons of ASW patrol aircraft, we now propose to phase out the
three remaining squadrons of seaplanes (SIE—S) and retain, instead,
three squadrons of SP-2 land-based patrol.aircraft. Oné squadron
will be converted this year and the other two in fiscal year 1968,
This change will permit us to decommission the three remaining
seaplane support ships (AV’s) and thereby save $17 million per year
in operating ‘and indirect costs, with no’ reduction in our overall
ASV&? or surveillance capability. Except for these three squadrons,
all the SP-2’s will be phased out of the active ASW patrol forces over
the next few years and replaced with 27 squadrons of the new P<3’s.
(Ten squadrons of SF—2’s will be retained in the.Navy Reserve.)
Beginning in fiscal year 1968, all new P-3’s will be procured with the
A-NEW avionics system and when the force buildup is completed: we
will have nine squadrons so equipped. ST
Multipurpose SAM ships. The multipurpose surface-to-air missile
(SAM) ships provide an important part of the fleet’s antiair warfare
(AAW) capability. As I described last year, our cuirent program ob-
jective for the SAM force is 79 ships. By the erd of fiscal yesr 1967
the SA(Il\/I ship force will consist of 70 ships, three of them nuclear
powered. : coE R
Last year Congress added funds to our original budget request for
construction of a nuclear-powered frigate. =As you know, we did not
recommend the inclusion of such a ship in our fiscal year 1967 program.
However, we have decided to proceéd with construction this year.
-~ I am also again_recommending the construction of two guided-
missile destroyers (DDG’s). R - Co
“The new DDG’s and DLGN would have significantly improved
AAW and- ASW _capabilities compared with présent SAM ships,
particularly in a hostile ECM environment. They will employ the
new Standard missile and be equipped with the latest ASW equipment,
the Navy tactical data system, and the improved SQS-26 sonar.
Provisions would, of .course, be made to incorporate new systems and
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technologies as they become available, and space will be -provided for
this. Some $167 million is requested for the two DD G’s 1n fiscal year
1968.

In addition, we are continuing the SAM improvement program,
under which the Standard missile is now being procured to replace
both Tartar and Terrier.

_Last year I mentioned that we were studying the feasibility of pro-
viding a ‘“‘close-in’”’ or ‘“‘point’’ air defense capability for other types of
combat ships. We now propose to procure and install a basic point
defense surface missile system (PDSMS) on ships which are not likely
to encounter the more sophisticated forms of air attack and which do
not generally operate in the company of regular SAM ships—e.g.,
amphibious assault ships and destroyer types operating independently
near hostile land areas. This system makes use of existing hardware
(e.g., Sparrow IIT missiles) and can be installed on existing gun mount
foundations.

About $14 million has been included in fiscal year 1968 budget for
the first procurement. :

Other combatant ships ‘

At end fiscal year 1967, there will be 23 ships in the small patrol
category. These ships are used for coastal surveillance and patrol
boats (PTE'’s) costing $17 million have been added to the fiscal year
1967 program. . .

"The primary mission of fire support ships, also included in this cate-
gory, is to provide a heavy concentration of ship-to-shore fire during
amphibious assaults. The Navy is presently studying the feasibility
of a new type of landing force support ship which would combine the
fire support capabilities of the cruiser’s heavy guns and th¢ rocket
ship’s saturation fire. ’ I ‘

Amphibious assault ships: . :

Last year I informed the committee that.while our objectives of
achieving a modernized" (20-knot) amphibious lift for one and a half
Marine Expeditionary ‘Forces (MEF, of .division/wing teams) and
sufficient older ships to provide a'slower lift for another half of a MEF
remained the same, further study of the competition of the force had
convinced us that some modification of the future construction pro-
gram was desirable. T also noted.that the Navy was investigating the
possibility of designing: a multipurpose ship which could ¢ombine the
features of several different types of amphibious ships and that one of
the reasons we had rescheduled the program was to provide time to
develop a design for this new ship. '

Unfortunately, experience has shown that our current-LPD’s are
too small .to be truly effective ss a multipurpose amphibious. ship in
the assault role and they cannot by themselves serve as.a replacement
for a variety of specialized ships. For this purpose we need a bigger
assault ship capable of landing, either by air or by sea, a much larger
and more balanced land force than is now possiblé with any existing
amphibious vessel, and this was the type of ship I mentioned last

year., : S

Our further study of this problem indicates that the development of
such' a ship is not only feasible but highly desirable. ~ On the basis of
the Navy’s preliminary design work, this amphibious assault ship,
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now designated the LHA, would be quite large (about 40,000 tons,
compared with less than 18,000 tons for the LPD) and would have both
a boat well and a'helicopter deck. e '

In-view of these advantages, we now propose to substitute LHA’s
for a variety of specialized amphibious ships which we had previously
programed. The first of these LHA’s has been included in the fiscal
year 1967 program. As in the case of the C-5— and the fast deploy-
ment logistic ships, we plan to use the -two-step’ contract. definition,
total package procurement technique for the LHA’s and $18 million
is included in the fiscal year 1968 budget for contract definition in
addition to funds for the construction of the first ship.

One of the goals we hope to achieve in this program is a considerable
reduction in operating costs. To this end. the competing contractors
will be encouraged to design this ship so that it can be operated by
_significantly fewer personnel than previous ships of this size. ‘
Mine countermeasure force ' - o

At the end of this fiscal year we will ‘have a mine“countermeasure
force of 88 ships, composed of 64 ocean. minesweepers (MSQ’s), 18
‘coastal minesweepers 8\480{3), three mine countermeasures’ support
ships (MCS’s), and threé other support ships.- " - -7
" In order to modernize this forée and improve its miné"colntermeas-
ure capabilities, .we.propose to. undertake..a major® rehabilitation
'g‘rdgx_'dm‘f()riall the -existing MSO’s. ' We propose to’start the réha-

ilitation of nine MSO’s in fiscal year 1968, for which We are requésting
$33 million. - ‘ - : BN i . “1"..1': ‘v.‘ . .'J A‘A)-: ..,“ 1.‘., O

Two years ago, we started a construction program for new MSO’s.
Four MSO’s were funded in fiscal-year 1966,-five more in fiscal year
1967, and we are requesting-$61. million in fiscal year 1968 for the
last seven. R e Y SR B

Last year we initiated a program, to: provide some of.the Marine
Corps assault helicopters, (0%753’s),»'with a secondary: mine-sweeping
capability. Modification fof some of these helicopters to accept, the
sweep equipment was begin last year, and;we. plan'to-start more in
fiscal year 1968.. This program will ;give our assault forces.a signifi-
cantly augmented minesweeping capability-against less sophisticated
mines at a total cost of only about-$12 millions,, »: . “~¢ . .., ..
Logistical, operational support, and direct support ships - ~* 7 ¥

In order to take advartage’ of ‘modern’ resupply. methiods and to
complement ‘the higher Speads of our latest ships, wé have planned’ a
long range construction program’ to.rebuild the iinderwhy replenish-
ment fleet.  The fiscal year 1968 prograin’ incliidés two  AE’s "(am-
munition ships) and one AOE (fast combat sipport ship) at an esti-
mated cost of $137 million. v . e e Ty G L
Marine Corps forces =~ vV oeelTend codeid e n T

e 4

).IA

~ The major Marine Corps gfbuﬁﬁqu)pl)r qmts shown QPtheclassﬁed
table provided to the committeé are essentially the ‘same as those
. ) } d i ) AR N TEN T Voatit e g
we projected last year. The,tem&yor,ary units added_to support the
southeast Asia deployments include a fourth active division with its
associated nine infantry, one tank, one amphibian tractor, and the
.equivalent of five artillery battalions; four Hawk air defense batteries,
2nd two light' obseryation .and . two. medium, transport, helicopter

- . , "; neto o » . NINE ,\‘( AN ";'"'sj_y; droo o ad ,;'5(,'("' cr
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squadrons. The permanent force remains at four divisions/aircraft
wings (three active and one reserve). :

The Marine Corps fighter forces will be maintained at about the
current level. ' .

The tactical air control (TAC) force, which is used to locate enemy
targets and then direct the attack aircraft to them, is programed to
remain at the present level. - ' .

In the transport helicopter category, we now plan to maintain the
currently augmented active force level through fiscal year 1969,
while simultaneously building -our Reserve structure. When the
Vietnam conflict ends the Marine Corps transport helicopter: force
will return to the planned permanent level. S

In the light helicopter and observation category the total number of
‘aircraft will be increased significantly in fiscal year 1968 through the
temporary retention of O-1’s and UH-1’s previously scheduled to
phase out after the new OV-10’s are delivered. o

Last year we undertook a major program to.increase the fixed-
wing combat readiness - training capabilities of the Marine Corps.
This program will be continued. &e also undertook at that time,
on a temporary basis, a program of combat readiness training for
Marine Corps helicopter pilots. We now plan to make the combat
crew readiness training program permanent and to expand the force
level. Later, as the OV-10 enters the operating force, we plan to
add some of these aircraft to the combat readiness training force:

The numbers of tanker/transport aircraft and of support aircraft
are essentially unchanged from those presented last year. -

Nawvy and Marine Corps Reserve forces .

The Navy will continue to maintain a total of about 50 ships in- the
Naval Reserve. As more modern ships become available from the
active forces, older ships will be phased out. - - : :

The Navy also maintains a large number of ships in the Reserve (or
“mothball’’) Fleet, in either category B (Bravo) or category C
(Charlie) according to their physical condition and readiness status:
- As I noted last year, because of their relatively poor physical condi-
tion many of the Charlie ships would be usable only after extensive
overhaul and modernization. Accordingly the Navy is continuously
surveying these ships in order to identify those which have no further
value. These ships are then scrapped or otherwise disposed of. As a
result, the size of the Reserve Fleet has been progressively reduced.

The Naval and Marine Corps Reserve air units are programed for
about 740 aircraft at the end of this fiscal yéar, and this number will be
‘increased over the next few years. ~ . o -

Navy-Marine Corps aircraft procurement . . - L

The Navy and Marine Corps aircraft procurement program is
shown on the classified table.provided to the committee. L}n order to
meet the requirements of the southeast Asia conflict ind continue the
planned modernization of the force,"we propose to increase the fiscal
year 1967 program from the original 620 aircraft to 1,047, and to buy
“another 680 aircraft in fiscal year. 1968 instead of the 604 planned &

ear ago. ' : o : : :

7 With regard to ‘the modernization of the attack carrier fighter
forces, we still plan to initiate F~111B procurement i fiscal year 1968.

To provide for combat attrition beyond fiscal year 1967 and com-
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plete the e%pip ing of the Marine Corps fighter squadrons, we have
increased. the fiscal year 1967-68 F—4 procurement programs sub-
stantially over the number. previously planned. “This will permit
the replacement of the last Marine Corps F-8 squadron in fiscal year
1968. - : . :
Since we plan to retain a number of F-8 aircraft in both the Active
Fleet (for the Essex-class CV'A’s) and the Reserve Forces for some
time beyond fiscal year 1968, we have decided to rework a substantial
number of thelatest models, providing them with new wings and other
life-extension. modifications. - The.program was initiated last spring,
using about $17 million of fiscal year 1966 funds; $70 million is included
in the revised fiscal year 1967 budget; another $70 million is requested.
for fiscal yedr 1968. I ' v = e
In the attack category we now plan to increase substantially the
fiscal jyear 196768 procurement program.envisioned a year  ago.
We have added A=4F’s and A-6A’s to the fiscal year 1967 program,
and A-6A’s to the fiscal year 1968 program.. The A-7 program for
fiscal year 1967-68 is about the same as presented a year ago..
Last year we had planned on buying the first 100 OV-10 aircraft for
the Marihe Corps in fiscal year 1967. However, the need for certain
design changes has delayed the award of the contract and has caused
us: to reduce: the fiscal year 1967 quantity: Additional OV-10’s.
will be procured in fiscal year 1968. STET I . po
For: the ASW mission, another increment of the P-3’s with A-NEW
will bé procured in fiscal year 1968.. . o s
To provide for the higher tempo of operations and future combat
attrition in Vietnam, we are increasing our procurement of helicopters
in fiscal year 1967, and buying more in fiscal year 1968.. . * -
In the fleet tactical and mission support category; we have added
some C-130 radio relay aircraft to the fiscal year 1967 program and-
canceled the previously. planned C-2A procurement. . .- - - .
The increase in planned pilot production from 2,200 to 2,525 per
year will require the procurement of additional training aircraft. -

: Accordingly, we have canceled the previously planned procurement
of 72 T-28C’s in fiscal year 1966 and 58 in fiscal year 1967, and-
instead we now propose to procure 36 T—-2B’s and 94 TA—4’s in fiscal
year 1967, and 90 T-37B’s in fiscal year 1968. We have also included.
in the fiscal year 1967 program 9 TC-4C’s (a version of the Grumman
Gulfstream) for navigator bombardier training. This will reduce the
requirement for A-6A’s now being used for this purpose. R

- For helicopter training we will be able to.utilize UH-1E’s as they
are released by new OV=10’s phasing into the force, thus permitting
the cancellation of the 20 TH-1E planned for procurement infisca
year 1967. In addition, we plan to buy 40 new instrumented light
turbine helicopters (LTH’s) in fiscal year 1968 to provide the increased
training capacity mentioned earlier. . . ‘

Other Navy procurement . o BRI ,

In order to.build toward our logistics objectives and to provide for
projected combat consumption in southeast: Asia, we are requesting-
$1,389 million in fiscal year 1967 (of which $164 million is include
in the supplemental request) for Navy missiles, ordnance, and am-.
munition; and $1,723 m?]lidn:more is requested in the fiscal year 1968
budget for-this purpose. -~ . oy e o0 2



432 ECONOMIC EFFECT OF VIETNAM SPENDING

- Large quantities of air-to-ground munitions will continue to be
needed in-fiscal year 1967-68. The largest single item in this cate-
gory is the MK—-82 500-pound bomb. - Other important items in the
fiscal year 1968 program are the 2.75-inch rockets, the 5-inch Zuni
rockets, the 250-pound bomb, Walleye TV—gulded glide bombs, and
air-to-surface antiradiation missiles.

For the surface-to-air missile ships which provide the fleet’s air
defense, the Navy will procure only the new Standard missile beginning
in fiscal year 1968, although deliveries of Terrier and Tartar missiles
will continue for some time. We are requesting $5 million in fiscal
year111968 for both the medium range and the extended-range Standard
missiles

Funds for the procurement of the final quantity of Talos mssﬂes
are included in the fiscal year 1968 budget.-

With respect to air-to-air missiles we are buying both the Sidewinder
and the Sparrow III in fiscal year 1968. We also propose to initiate
pilot line production of the Phoenix missile in fiscal year 1968.

In the ASW category, we plan to continue the procurement of
Asroc and Subroc in fiscal year 1968.

Last year I informed the committee that the DASH ASW drone
helicopter was encountering higher than expected peacetime attrition
at lower than expected performance, and that we would review the
entire program. As a result of this review, we have now decided
to reduce the planned deployment of this system to about one-third.
This reduction in deployment will permit cancellation of the previously
planned fiscal year 1967 procurement.

Improved ASW torpedoes continue to be a major prerequisite to a
more effective ASW force, and this category of weapons has con-
tinued to receive our close attention. In an attempt to expand the
production base for the MK~46 and obtain the cost benefits of com-
petitive procurement, we have opened a second production source.
Although we have achieved the cost benefits (the torpedoes bought
in fiscal year 1966, for example, cost $124.3 million compared with
the budget estimate of $179 million), it now seems clear that we will
not achieve the production levels in fiscal year 1967 originally ex-
pected. Accordingly, the fiscal year 1968 procurement is ad]usted
to take this slippage into account.

Funds are also included in the fiscal year 1968 budget for the
AN/SSQ—41 (Julie, Jezebel), an improved sonobuoy capable of em-
ployment in either an active (Julie) or passive (Jezebel) mode.

- Hinally, a total of about $125 million is included in the fiscal year
1968 Budget for 8-inch, 6-inch, and 5-inch naval gun ammunition to
meet the consumption requu‘ements of southeast Asia and continue
the buildup of our stocks. AT ‘

Marine C’orps procurement

The fiscal year 1967 Marine Corps procurement now totals $541
million, of which $253 million is included inthe-fiscal year 1967
supplemental For fiscal :year 1968, a total of $715 million is
requested. Included in the fiscal year 1967 total is $231 million for:
munitions and’ ordnance ($114 million in the supplemental); $463_‘
million is includded for this purpose in fiscal year 1968. .

The fiscal year.1967 .supplemental provides.about $70 million - for
the procurement of support vehicles such as %-, %-, 2%-,and 5-ton.
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trucks, and $39 million more is included for support vehicles in fiscal
year 1968. For tracked vehicles, $4 million is included in the fiscal
year 1967 supplemental and $5 million in the fiscal year 1968 budget.
" In the communications and-eélectronics category, which includes
such major items as radars and the Marine Corps tactical data system
(MTDS), we have increased our fiscal year 1967 procurement to $107
million, $29 million of which is included in the supplemental request.
Another $145 million is included for communications and electronic
equipment in fiscal year 1968. o '

AIR FORCE GENERAL PURPOSE FORCES

The Air Force General Purpose Forces shown on the classified table
provided to the committee are essentially the same as those presented
a year ago, with the exception of certain changes related to our
operation in Vietnam. : . . - L .
Fighter and attack o ' ' -

Our long-range force objective in this category is the same as last
year, namely, 24 wings of F—’s, F-111’s, and A-7’s." In ‘the near
term, however, we now propose to make several changes in the force
structure and procurement programs. For the most part, these
adjustments are related to operations in southeast Asia, in particular,
the changes in our budget planning assumptions and the variations
from the projected combat attrition rates reflected in our force plan-
ning last year. And, in a few cases, the proposed changes are the
result of adjustments in production schedules. '

The B-57’s that we are using in South Vietnam will decline in

number through fiscal year 1968, after which they are scheduled to
phase out of active service completely. .
. With respect to the F-100’s, we had originally planned to phase
down the active force to fewer aircraft by end. fiscal year 1967.  How-
ever, attrition has been lower than forecast and we will have more
scllua,drctl)ns in the force at end fiscal year 1967 than we had previously
planned. _ : : : S :

Last year we had planned to hold a large number of F-102’s in the
force through fiscal year 1967 and then phase down considerably in
fiscal year 1968. However, in order to free F~4's for deployment to
Vietnam, F-102’s scheduled to phase out-of the continental air defense,
forces were transferred to the tactical forces in fiscal year 1966. . -;

Last year we had planned to retain the two F-104 squadrons
through fiscal year 1967. However, we-now plan to have only one
squadron 4t end:of fiscal year 1967 and phase this squadron out by
the end of fiscal year 1968. Y T N I
. The nuniber of F-105’s in‘the active force is projécted to decline,
énd léltir'n'ately. these airéraft will be phased: into' the-Aii National

Guard. . R S R T Cer

The F—4’s are experiencing somewhat:lower attrition- than forecast

last January and this will-help the forée to build up fasterithansplanned.

The F-111 activition schedule’is the same as planned last year,
except, for a'small slippage in a few of the:later squadrons. : .7 i3
-'Last year, in order:to help diversify the 'Air Force tactical fighter:
force; we proposed the procurement of the'A-7; a rélatively inexpen=
sive subsenic aircraft with -good range, largetordnancé-cairying: capa~
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bility, long loiter time, and good close ground support features. Our
original deployment schedule called for activation of the first squadron
in fiscal year 1968 with more to be introduced later. However, this
schedule was predicated on an early decision to proceed with the
deployment of an afterburner for the Air Force A-7.

Two considerations caused us first to delay and then change this
decision. First, it appeared desirable, if possible, to find a new engine
production source rather than add to the already crowded schedule
of one of our principal engine manufacturers. Second, if a different,
more powerful engine could be used, the load-carrying capacity of the
A-7 would not have to be penalized by several hundred pounds of
dead weight which the afterburner would involve. Such a engine, the
Rolls Royce’s “‘Spey,” proved to be obtainable from Allison, who will
%roduce 1t in the United States under license from the British firm.

he net result of this decision will be a more capable aircraft but a
delayed delivery schedule for the first aircraft. However, a new,
faster production schedule will still permit the achievement of the
projected force by the originally planned date.

Tactical reconnaissance

The present long-range objective for the tactical reconnaissance
force remains the same as a year ago.

Because of anticipated southeast Asia attrition and higher training
requirements, the RF-101 force had been expected to decline by the
end of the current year and then level off. In order to maintain that
level, we will have to modify additional F-101's to the RF-101
configuration.

With respect to the RF-4’s, the force will be built up to its full
planned strength, although projected attrition in southeast Asia will
cause a slight delay in the scheduled buildup.

Ultimately, we will probably want to introduce a more advanced
capability into the tactical reconnaissance force. To this end we
initiated i fiscal year 1966 a development project which would provide
& reconnaissance version of the F-111. This development provides
for the necessary equipment to be installed in the attack version of
the F—111 with minimum modification to the aircraft. Through
fiscal year 1967, $25 million has been devoted to this effort and $2
million more is included in the fiscal year 1968 requested. An addi-
tional substantial sum is included in our request for the initial procure-
ment.

Tactical electronic warfare support :

With the increasing importance of electronic warfare, underscored
by our experience in southeast Asia, we have decided to establish a
separate tactical electronic warfare support (TEWS) force in the Air
Force General Purpose Forces. This force will be composed of
EB-66’s converted from the RB/EB-66 aircraft previously shown in
the reconnaissance category, and EC-47’s (formerly RC-47’s).

In order to provide sufficient aircraft for training, maintenance and
advanced attrition, we plan to convert the RB-66’s now in the force
and WB-66’s now in storage to the EB—66 configuration; this will
involve some modification of the engines and provision of new ECM
gear. A substantial sum is requested in the fiscal year 1967 supple-
mental for these modifications. Later, as advanced electronic equip-
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ment becomes available (e.g., from the Navy EA—6B program), 1t
may be retrofitted into these aircraft.

Special air warfare forces
Since its creation in 1962, the Specxal Air Warfare (SAW) Forces
have grown both in size and in the range of missions performed. .
In order to meet the requirement of the Vietnam conflict, we have
increased the size of the SAW Force. ‘This increase includes additional
0-2’s, AC-47’s, C-123’s, C-47’s, and A-37’s, partially offset by the
reduction of A-1’s.

Other aircraft :

The tactical air control system (TACS) provides the command and
control capability for the tactical air commander in field operations.
Currently, the Air Force is using modified O-1 aircraft transferred
from the Army for the airborne forward air controller (AFAC) mission
in southeast Asia. Last year, we had planned to convert this force
completely to OV-10’s by the end of fiscal-year 1968. However,
during the past year the requirement for AFAC aircraft has Vlrbually
doubled and, as a result, the authorized TACS force has been increased.:
In addition, the OV-10 program has slipped and we do not now expect
deliveries of that aircraft to the Air Force to be made as fast ds
originally planned. In order to build up the force as soon as possible,
we have: already taken action to procure an off-the-shelf Cessna
aircraft designated the O—2. With respect to the longer term, it"is
too early to make a final determination of the size and composmon
of the TACS force, a matter we now have under study.

Combat readiness training :

As described a year ago, we want to increase the size of the advanced
flying training base very significantly over what it has been in recent
years. Predicated on the assumption that the southeast Asia conflict
would end by June 30, 1967, this expansion was ‘to have been sub-
stantially achieved by ‘the end of fiscal year 1968. Now, however,
under our revised budget planning assumption, complemon of the
buildup of the training base in terms of aircraft would be delayed until
the following year. ,

Tactical missiles : : : C o

As I indicated last year, the remaining Mace B missiles (oné squad-
ron) deployed in Germany will be phased out as Pershing takes over
the quick reaction alert (QRA) —————. The remaining Mace
B’s deployed in Okinawa, however, are tentatively scheduled to remain
in the active force. through the program period. .

Air National Guard

A number of changes have been made in the planned equipage of
Air National Guard squadrons, most of them related to changes in the
active structure. The Guard will retain more F-84’s and F-86’s
longer in order to offset delays in the transfer of F-100’s and F-105’s
from the Active Forces. The Guard will have 547 tactical fighters
at the end of fiscal year 1967 and this number is scheduled to. increase
modestly in future years.

Aircraft procurement
The Air Force will procure a total of 732 tactlcal air control and
reconnaissance aircraft for the General Purpose Forces in fiscal year
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1967, at a total cost of $1,847 million. (Of the total, 102 aircraft
costing $457 million are in the fiscal year 1967 supplemental request.)
For fiscal year 1968, 874 aircraft costing $2,076 million are requested
for these forces. Both the fiscal year 1967 and fiscal year 1968 pro-
grams provide for combat attrition through the normal production
lead time. Accordingly, if the Vietnam conflict should end before
that date, both the active and reserve Air Force structures would be
modernized faster than now projected.

Last year, we had scheduled procurement of a sizable number of
F—4 aircraft for fiscal year 1967 and a final procurement in fiscal year
1968. We now propose to increase the fiscal year 1967 program and
buy an even larger quantity in fiscal year 1968. '

With respect to the F-111A, we now plan to buy somewhat fewer
aircraft in fiscal year 1968 than we planned last year so as to be able
to include certain improvements, which are now being made, in more
of the aircraft. The aircraft deleted from the fiscal year 1968 program
will be added to the end of the line.

The Air Force’s A-7 program has, as I indicated earlier, slipped
substantially from that projected a year ago. The fiscal year 1966
buy has been deleted and the fiscal year 1967 buy reduced. For fiscal
year 1968 we plan to buy a large number of A-7’s, and additional
offsetting upward adjustments in procurement in subsequent years
should permit us to achieve the planned force level by the originally
scheduled date.

Last year we had tentatively scheduled procurement of 157 OV-10’s
for the TACS force. However, the TACS requirement has grown
sharply during the past year, leading to the decision to buy the O-2
and this, coupled with a delay in projected OV-10 deliveries and an in-
crease in the cost of that aircraft, has caused us to revise our planned
procurement program. Although we still plan to purchase 157
OV-10’s for the TACS mission, the fiscal year 1967 buy has been
reduced and the difference added to the fiscal year 1968 program.
Further procurement of the OV-10 for the Air Force will depend
upon a future decision to use it to help modernize the Special Air
Warfare Forces.

As previously mentioned, action has already been initiated to pro-
cure 176 O—2A aircraft in fiscal year 1967 for the TACS force and
SAW Force’s program to provide for combat attrition replacement.

More A-37 aircraft have been added to the fiscal year 1967 program
and still more will be procured in fiscal year 1968. We also plan to
11:>Tuy more F-5’s, principally to help modernize the Vietnamese Air

orce. .

Finally, to offset projected attrition of reconnaissance aircraft in
southeast Asia, the fiscal year 1968 quantity of RF—4 aircraft has
been increased and .more will be procured later for advance peacetime
attrition. And, as previously mentioned, to maintain the desired
level of RF-101 squadrons, we will convert a number of F-101’s to
the reconnaissance configuration in fiscal year 1968: -

Other Air Force procurement

The Air Force’s aircraft nonnuclear ordnance program -for fiscal
year 1967 totals $1,739 million, of which $438 mi.lll)ion is included in
the supplemental request. The proposed fiscal year 1968 program-
totals $1,629 million. . - s
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“Iron bombs,” which aré being consiimed atthigh rates in southeast
Asia, will continue to dominate the fiscal year 1967—68 procurement
rograms.  For these 2 years,.$1,400 milhon-will be.spent on these
ombs; including 250-pound, '500-pound;, 750-pound, and 2;,000-pound
bombs; $31 million is for napalm bombs and. $463 million is:fdr 2.75-
inch rockets and 20 mni. Ammunition. For certdin special purpose
ordnance, $888 million is réquested. SR
Also included in the Air Force’s fiscal year 1967-68 program is
$241° million for TV-guided Walleye’s, antiradiation missiles, and
Sparrow air-to-air missiles. T S
Theater airbase vulnerability ) B
The theater airbase vulnerability program is designed to minimize
the damage an enemy could do to our overseas airfields, and the
aircraft on them, in a nonnuclear attack. ) ,

This year’s request for $26 million will provide various vulnerabil-
ity reductions measures (shelters, paving for dispersal sites, POL facil-
ity hardening, etc.) at 2 number of European and Pacific bases. The
total program presently envisioned would ultimately provide shelter
for a significant number of aircraft and other high-value aviation
equipment, together with the full range of other vulnerability meas-
ures—at a total cost of about $178 million. I urge the Congress to
provide the $26 million included in our fiscal year 1968 request so
that we may get started promptly on this critical program.

TACTICAL EXERCISES

" Under normal peacetime conditions, large scale strategic mobility
and tactical exercises contribute to the maintenance of high combat
readiness, provide highly visible demonstrations of our capabilities,
help test new operational concepts and weapon systems, and permit
U.S. and allied forces to perfect coordination procedures which they
would have to use in wartime. However, with the expansion of com-
bat operations in southeast Asia during the past 18 months, the impor-
tance of simulating such operations has dropped sharply and in fiscal
year 1966, only about $9 million was used for the larger exercises
“directed” or ‘“‘coordinated” by the Joint Chiefs of Staff. Therefore,
on the assumption that the Vietnam conflict will continue through
fiscal year 1968, we have budgeted, only $27 million for this purpose,
far below the $100 million plus level of;pre-Vietnam years, L
oo b .+ .FINANCIAL SUMMARY - ' :

The General Purpose Forces program outlined above will require
total obligational authority of $35.4 billion in, fiscal; year 1968, . '
- A comparison’with prior years'is shown below: |, .~ " - .-
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AIrLIFT AND SEALIFT FORCES

Included in this program are the Military Airlift Command trans-
ports, the Air Force’s troop carrier aircraft assigned to the Tactical
Air Command and the unified commands, the transport and troop
carrier aircraft in the Air Force’s reserve components, and the troop
ships, cargo ships, tankers and ‘‘forward mobile depot’’ ships operated
by the Military Sea Transportation Service. o

Although not specifically included in the airlift/sealift program, those
elements of other major programs whose missions and capabilities are
closely related to the general requirement for lift have also been
considered in determining what forces should be provided here. * These
other elements include such specialized transportation forces as the
carrier-on-board delivery aircraft of the Navy and the cargo aircraft
of the Marine Corps. o

Within the context of this specific program, the lift mission ‘consists
of two main tasks: the strategic requirement for transport support of
military operations in overseas areas and the tactical requirement for
intratheater and assault airlift. The strategic task can be further
divided into the requirement for the initial rapid military response to
distant crises and the longer term requirement for continuing support
and resupply of overseas military operations. This distinction is very
important because it helps determine what kind of equipment is
needed, when it must be available, how it should be organized and
deployed, and who should control it. As you know, during the past
several years, our principal concern in the airlift/sealift area has been
to build up a quick-reaction capability adequate to meet our global
security commitments. More recently, our experience in supporting
a major military deployment in southeast Asia has focused our atten-
tion on the problems of providing lift support over the longer term,
and especially under conditions when it is not feasible to requisition
commercial shipping.

STRATEGIC MOVEMENT

All of our studies show that the length and cost of a war, as well
as the size of the force ultimately required to terminate it favorably,
are importantly influenced by how fast we can bring the full weight
of our military power to bear on the situation.

In previous posture statements I have discussed at some length the
range of strategies available to us for meeting the requirement for
such prompt and effective response to distant military contingencies.
Basically, these choices range from reliance on large ready forces de-
ployed overseas in advance of need, to reliance on a central reserve
of men and equipment in the United States to be deployed by airlift
and sealift as required. A strategy which combines features of both
these extremes might provide for prepositioning equipment and sup-

lies overseas, either on land or aboard ship, with the men to be air-
Efted in as needed. Although each of these approaches has its own
advantages and disadvantages with respect to operational flexibility,
foreign exchange costs, tota.% manpower and equipment requirements,
etc., the strategy of a mobile central reserve supported by an ade-
quate lift capability and balanced prepositioning has long been accepted
as the preferred alternative for meeting the rapid response objective.
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During the past several years, the Defense Department has been
embarked on a major effort to achieve the rapid deployment capa-
bility needed to support such a strategy. Now, we are buying a new
transport, the. C-5A, which will enable us to make another major
improvement, both qualitative and quantitative, in our strategic air-
lift capacity. Thus, when our presently planned six squadrons of
C-5A’s are all in the force in fiscal year 1972, our airlift capacity will

be'more than 10 times what it was in fiscal year 1961. . :

Over ‘the years, forward . prepositioning of military materiel, espe-
cially heavy and bulky equipment, has grown in importance, partly
because of the great increase in our ability to airlift forces and partly
because of the emergency of new prepositioning concepts and equip-
ment. - The most important of these concepts has been the ‘“forward
floating depot” (FFD), in which balanced stocks of equipment and
supplies are maintained on ships stationed overseas within a few days
steaming distance of potential trouble spots, and thus very . quickly
available to “marry up’’ with airlifted forces from the central reserve.
As a first generation ‘‘floating depot”’ system we planned to use old
Victory-class ships, specially modified for this purpose. Three of
these ships were actually deployed in fiscal year 1963 and we had
planned to add more this year. However, the requirements of the
conflict in southeast Asia have now caused us to defer this deploy-
ment for the time being. . .

Our future plans call for this first generation system to be replaced
by a new class of ships, the FDL’s, which are being specifically de-
signed to support a rapid deployment strategy. Unlike the relatively
slow (16 knots) and small payload (2,265 short tons) Victory ships, the
FDL’s will be fast, large payload (8-10,000 short tons) ships capable
of rapidly délivering cargo either over the beach, using embarked
lighters and helicopters, or at established ports. Because of these
improvements, the FDL’s will provide a wider range of operational
flexibility than the Victory’s. While we would probably always want
to have some of them fully loaded and deployed forward, some of them
could also be held partially loaded with ammunition and supplies but
in a ready status in either U.S. or overseas ports where vehicles,
helicopters, etc., tailored to the mission, could be placed on board
quickly as the situation requires. This mode of operation which is
feasible only because of the speed and efficiency of the FDL’s would
allow us to meet the desired rapid deployment schedules without
immobilizing indefinitely large amounts of high cost equipment some
of which also requires substantial continuing maintenance. In either
mode of operation, however, the FDL’s would have to be committed
to the rapid deployment mission at all times and would not be avail-
able for regular point-to-point service. Thus while they will make
an enormous contribution to our rapid deployment capability and will.
also be highly efficient carriers for resupply after the initial deploy-
ment phase, these FDL’s in themselves do not provide the answer to
the overall sealift problem.

Indeed, all of our study and experience shows' that the require-
ment for sealift continues to grow after the initial buildup phase, as
more forces are deployed and stocks of consumables have to be re-
{)laced. To meet this larger and longer term need, we must rely in
arge part on merchant shipping.. Based on the transportation:re- -
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quirements. implicit in our contingency planning for.a number of the
most likely limited war situations, it appears that the equivalent of
up to 460 general cargo ships (averaging 15,000 MT capacity, 15-
knot speed) might be needed in a future emergency,-over and above
those available in our own Airlift/Sealift Forces.” Simply in terms of
size, the U.S, Flag Merchant Fleet (Active and Reserve) is adequate
for such contingencies now, and should continue to be so in the future.
The real problem, underscored by our recent experience in supporting
our southeast Asia deployments, concerns the availability of these
U.S. flag merchant ships to the Defense Department on a timely basis.

For the past year and a half, we have been engaged in a massive
sealilt of men and supplies to Vietnam. In the first quarter of fiscal
year 1967, the Military Sea Transportation Service (MSTS) exceeded
1ts fiscal year 1965 average quarterly shipping rate by 165 percent.
However, only about a third of the increase was obtained from the
U.S. liner fleet (both subsidized and unsubsidized). These, of course,
were the ship operators who had been given preference in carrying
peacetime Defense cargoes, who up until recently (when MSTS
mntroduced competitive bidding) had collectively negotiated freight
rates with MSTS, and on whom Defense had traditionally counted for
the “hard core’” of its sealift augmentation in wartime. But, when the
heavy demands for sealift to southeast Asia began to develop, most
of the liner operators chose to continue to ply their normal commercial
trade routes, and in the July-September 1966 period only 8 percent of
the subsidized fleet and something less than 10 percent of the non-
subsidized liner fleet were under charter to MSTS. This choice was
understandable under the circumstances. In a total war, neither the
Government nor the shipline operators would have any choice, the
ships would be requisitioned, But in a limited war, such as Vietnam,
the issue is not as clear; the shipline operators, understandably, don’t
want to lose their place on the world trade routes and the Government
doesn’t want to be forced to requisition the ships it needs.

Fortunately, in the present situation, we have been able to obtain
the needed sealift without recourse to requisitioning, principally
through the use of the unsubsidized tramp fleet and through reactiva-
tions from the Reserve Fleet (NDRF). Almost two-thirds of the
increase in Defense sealift capacity achieved since the start of the
Vietnam buildup has come from these sources. .

While these resources have successfully met the needs of the present,
emergency, they many not all be available in another emergency a
decade hence. By 1975, most of the ships in the NDRF will be 30 to
35 years old and will require larger expenditures for conversion to
assure satisfactory reliability. Moreover, the unsubsidized tramp/
irregular fleet will probably have disappeared because its aging World
‘War II vessels cannot be replaced at an economical price. As a result,
the Defense Department may in another emergency be far more
dependent on the subsidized berth line operators than it is today.

The greater requirement for berth line ships is disturbing not
only  because of the problem of ‘responsiveness: but also because
of the cost implications involved. We know from past experience
(and we cannot realistically expect it to be otherwise) that, unless
the operators are assured a good profit (at prices established in a tight
- market),. their ships will not be forthcoming voluntarily in an emer-
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gency.  This makes the subsidized liner/fleet a very, costly form of
sealift for the Defense Department,to hire, just when it needs it most.
-Furthermore, U.S. flag ships are twice as expensive to, operate,
even in normal times, as most foreign flag ships. And, as I mentioned
earlier, ship construction-in' U.S. yards costs about twice as much as
that :abroad... To offset these cost differentials, the U.S. Merchant
Marine is subsidized by the taxpayer, directly and indirectly, to the
tune of nearly thrée.quarters of a - billion dollars a year—on the
premise that this shipping is required for potential national security
needs. Yet, despite .this Jlarge annual subsidy, virtually all ‘oux
sealift - needs since World War II have: been met without requisi-
tioning merchant ships. Moreover, it seems clear that the -most
likely requirements for sealift sugmentation in the future will be
associated with limited war situations like Vietnam, in which re-
course to requisitioning will be-as-undesirable as it seems today.

In summary, from the viewpoint of the Defense Department, there
is a firm requirement. for reliable, responsive sealift augmentation
for a wide range of limited war situations, a requirement which the
present subsidized A U.S. liner fleet, for various reasons, has not
met. Various solutions have been suggested, ranging from a major
increase in the subsidized U.S. flag merchant fleet to a full scale
program of reserve fleet modernization. I do not propose to offer
a.solution at this time; other agencies of the Government are also
involved. I .believe a way can be found to revitalize both the Ameri-
can shipbuilding industry and the U.S. Merchant Marine and make
them both more truly competitive in the world markets—and I
believe that these objectives, along with our military. requirements,
can be met at costs lower than those our nation is incurring today.

AIRLIFT -

The airlift forces- currently planned through fiscal year 1972 are
shown on the classified table.provided to the committee. In the
active forces, the C—5A deployment schedule is the same as that en-
visioned a year ago with the first two squadrons scheduled to become
operational in fiscal year 1970. The first operational aircraft were
included in the current year’s procurement program and $423 million
is included in the fiscal year 1968, request-for the next increment.
The total C-5A- program cost-(including research and-development
and facilities construction) 1is estimated at $3.4 billion. ,. , .. .

Last year we had tentatively scheduled the phaseout of the C-133
fleet from the active forces in fiscal year 1971. ‘However, in:order.to,
maintain the. squadron integrity of the Military.Airlift Commsdnd’s
force structure, we now.plan to.phase.out the last two squadrons,of
C-133’s as.the last two:C-5A squadrons becomejoperational. .-,

We also .plan. to.retain one.-additional C—!LZfL-;squaern;-(l_G;?,UE;
aircraft), previously. scheduled to, be phased outthis iyear,-through.
fiscal year 1968: ; - iwicy 0% o . U r e e R

The C-141. force will reach:its planned strength. of -14-squadrons; i
fiscal year 1968 and is scheduled to hold at that level throughout;the:
program. period. . . : o Tail wl et el T oaleeg g

Before the end of fiscal year 1967, we plan to reorganize.the, existing,
C-130 fleet within a force structure of.28 squadrons rather than;the

31 previously. planned. ¢l ol #0 0 s vl et e
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As a result of an Army-Air Force agreement in April 1966, which
redelineated certain air support mission responsibilities within the
combat theater, the Army’s CV-2 Caribou transports (redesignated
the C-7A) have now been transferred to Air Force operation and are
therefore, accounted for in this program for the first time. :

No major changes are contemplated in the airlift force structure of
the Reserve components from that proposed a year ago. In fiscal
year 1968, we proposed to continue one C-121 squadron and one more-
C-97 squadron than planned last year. Eventually, the Reserve
airlift force will consist entirely of C-130’s. During fiscal year 1968,
we proposé to continue the 100 percent manning for the 11 Air Force
Reserve C-124 squadrons, which was inaugurated as a readiness.
measure in the summer of 1965.

SEALIFT

As discussed earlier in this section, we propose to build a fleet of
fast deployment logistic (FDL) ships. The Congress approved funds
($67.6 million) for two of these ships in fiscal year 1966, including $10
million in the fiscal year 1966 supplemental for the initiation of
contract definition. As I explained a year ago, actual contracts for
these first two ships are being deferred in order to permit their inclusion
in the “total package’ contract. We now plan to award the multiyear
contract late this fiscal year. Funds for five FDL’s are included in
the fiscal year 1968 request.

The FDL’s we now propose will be considerably larger, faster, and
more efficient ships than those we originally envisioned. Two years
ago, the preliminary FDL concept called for a vessel capable of carry-
ing about 5,600 tons of division equipment and supplies; the ships we
are now considering will be able to carry perhaps twice that tonnage
and at an estimated increase in the cost per ship of less than 10 percent.

As I noted earlier in the discussion ofp the shipbuilding problem, the
FDL program represents the first application of the concept formula-
tion and contract definition process and the “total package’’ approach
to ship procurement. The first phase of this approach, ‘“concept
formulation,” was completed in July 1966 when three contractors were
awarded definition contracts. During the first phase of contract
definition, the competing contractors prepared their initial proposals
around Army and Navy performance requirements and standards
instead of detailed ship specifications. Thus, for the first time, the
talents of private industry are being brought to bear on the initial
design of the ship. During the second phase of the definition process,
which has just been completed, the three competing contractors
prepared detailed proposals for their design and a comprehensive
program plan for their production. As part of these detailed pro-
posals, each of the contractors has developed plans for a new shipyard
or modernization of an existing one. Any one of these, in terms of
efficiency, would be far superior to the existing U.S. yards and in
terrg's of design and layout would be equal to the best of the foreign

ards.
¥ We are now in the last stage of the definition process, i.e., bid evalu-
ation and source selection.

The three Victory-class cargo ships which had been used as forward
mobile depots since fiscal year 1963 have been-temporarily converted



ECONOMIC EFFECT 'OF WIETNAM SPENDING 443

10 point-to-point service in support of our current effort in southeast
Asia. Our plans now call for retaining these ships in this role through
the end of fiscal year 1968. -.Subsequently, with the end of the Viet-
nam. conflict, we would expect to return .them to  their forward
mobile depot role and.add more ships for this mission. The Victory
ship fleet would be retained until a sufficient number of the more
-efficient FDL’s became available in fiscal year 1970.: & . o
.. During fiscal year 1966, MSTS operated in the nucléus fleet an
.additional general purpose cargo ship to help meet the increased re-
.quirements of our southeast Asia operation. Tentatively, we now:
plan on retaining this ship through fiscal year 1968, after which.: the
active general purpose .cargo fleet is. scheduled to decline. = Another
‘minor change in last year’s planned deployments:resulted from the;
fact that one roll-on/roll-off-ship which'.had been eéxpected to enter
:service in May or June 1966 has been delayed. : . - -
With respect to special purpose cargo. ships, the temporary Vietnam
:augmentations which I described a year ago have now been extended
through fiscal year 1968. In .addition, MSTS. will operate 13 more
LST’s in fiscal year 1967 than envisioned last year and 1. more-through
fiscal year 1968. After fiscal year 1968, the special purpose. cargo:
fleet is tentatively schediled to return to the pre-Vietnam level. .-

e .4 ( ‘

' FINANCIAL SUMMARY -, e _ -
The airlift and seslift forces outlined will ‘}‘éQilifél%‘f)till objlig—a'ticinal
:authority of $1.6 billion in fiscal year 1968. "A comparison with prior

years is shown below: S e
‘ [In billions of dollars]”

" Fiscal years—
| 1062 | 1963 | 1964 | 1965 | 1066 | 1667 | 1968
actual | actual | actual,| actual | actual | esti- pro-
. - | mated | posed
“Total obligational AULHOTIEY «me o ocemeecommnnn 1.1] 11| vzl 1.4""' L7{ 15 1.6

RESEARCH AND DEVELOPMENT

. Included in this major program are all the research and develop-
ment efforts not directly identified with weapons or weapon systems’
approved for deployment. We have made & special effort again this
year not only to cull out marginal projects in the research and de-
velopment programs, but also to defer to future years all projects
whose postponement would not have a serious adverse effect on our
future military capabilities. But even while we have eliminated,
reduced and deferred projects in some areas of this program, we have
had to add, increase and accelerate projects in other areas, to meet
new needs growing out of the conflict in southeast Asia and the
military situation generally. : :

Last year I described Project Provost (priority research and de-
velopment objectives for Vietnam operations support) which we had
established to ensure that the.research and ‘development.program’
related to limited war situations, which had been accelerated in prior
years, would be wholly responsive to the more specific requirements

»
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of our forces in southeast Asia. As a result of Provost, projects
totaling about $370 million were identified as having significant
?otential for Vietnam operations and were singled out for priority
unding in fiscal year 1966. During the past year, the test of combat
in Vietnam has revealed a number of areas where still more effort
appears warranted. These newly identified requirements have been
an important influence in the formulation of our fiscal year 1968
request. However, most of this work should be started promptly,
and thus also concerns the current year’s research and development
program. "While a portion of it has been financed by reprograming
or use of emergency funds, we have had to request an additional
$135 million for research, development, test, and evaluation (R.D.T.
and E.) in the fiscal year 1967 supplemental.

Broadly speaking, the projects funded in the supplemental can be
grouped into three main categories. The first is concerned with
Improving the ability of our forces to fight at night. The second is
concerned with reducing our aircraft losses. The third is concerned
with the development of improved counterinfiltration systems. As
described later, the proposed fiscal year 1968 program provides for
additional effort in all of these areas. ‘ :

Before I turn to the specifics of the fiscal year 1968 research and
development program, there are two general areas which might
usefully be discussed as entities rather than in terms of the separate
projects which they comprise. These are nuclear testing and test
detection, and space development projects.

NUCLEAR TESTING AND TEST DETECTION

As you know, the Defense Department, in cooperation with the
Atomic Energy Commission (AEC), is maintaining four specific safe-
guards with relation to the Test Ban Treaty. For the Defense
Department’s portion of this program, we have budgeted a total of
$255 million for fiscal year 1968, compared with $224 million in fiscal
year 1967 and about $238 million in fiscal year 1966, as shown on the
classified table provided to the committee. .

In support of the first safeguard—the underground test program—
we have included $49 million in the fiscal year 1968 budget, compared
with the $33 million provided in the fiscal year 1967 program.

In support of the second safeguard—maintenance of modern nuclear
laboratory facilities and programs in theoretical and exploratory
nuclear technology—our fiscal year 1968 budget includes $63 million
as compared with the $53 million in fiscal year 1967. ‘

The fiscal year 1968 budget includes about $27 million in support
of the third safeguard—the maintenance of a standby atmospheric
test capability—about the same as fiscal yéar 1967.

In support of the fourth safeguard—the monitoring of-Sino-Soviet.
nuclear activities—we have included a total of $116 million in the
fiscal year 1968 budget, compared with $111 million in fiscal year 1967.
We conduct two principal programs to support this safeguard—the
Advanced Research Projéct Agency’s Vela program and the Atomic
energy detection systém (AEDS).

The fiscal year 1968 budget-includes $50 million for Vela activities.

The present atomic energy detection system (AEDS), designed to
detect and identify nuclear detonations, now represents a facilities:
investment of about $85 million.
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About $58 million was provided in the fiscal year 1964-67.budgets
for this effort: and $16 million is included in the fiscal year 1968
request. An additional $46 million will be needed in fiscal year 1968
for the R.D.T. & E. and operatlng costs of the system

A STV
SPACE DEVELOPMENT PROJECTS

'

" While the various. elements of the. Defense Department’s space
effort are spread, on a functional basis, throughout the program and
budget structures, I believe. this effort can be more meaningfully
discussed as a separate entity.

The Defense Department’s. program is, of course, Wholly mtegrated
into the larger natiohal space program, expend1tures for which now
total over $7 billion a year... The Defense portion is ‘designed to
maximize the utilization of s ace ‘technologies and -environments for
defense purposes, e.g., to appl) space technologies and capabilities to
our strategic and tactical weapon systems to increase their effective-
ness, to exploit the new potentials in information systems made
possible by satellite-based communications and sensors, and to explore
the usefulness of manned space systems for defense purposes:

In total, about $1,998 million of our fiscal year 1968 budget request
is for the space program,-$328 million more than in fiscal yeaI 1967.

Spacecraft-mission projects -

By far the largest project in tlns category 18 the Manned Orbitin
Laboratory (MOL) for Whlch we are requestmg $431 nulhon in fisc %
year 1968.

A total of $83 m1]l1on is requested in fiscal year 1968 to contmue
work on Defense satellite communications programs and to procure,'
operate and maintain satellite communications equipment.

Of the $83 million requested for satellite communications programs
in fiscal year 1968, about $17 million is for the deyelopment, procure-.
ment and operatlon of Army ground’ terminals; $13 million is for
Navy shipboard terminals; and $49 million-is for Air. Force space
subsystems, airborne termmals launch vehicles,..and ‘the costs of.
procuring and launching new satellites. . In addition, $3 million is
for the Defense Communications Agency. for overall systems engmeer-,
ing and management direction.

I have already discussed the next 1tem, “Nuclear ’cest detectlon»
(Vela),” in ‘connection’ with, the:Test Ban Treaty safeguards The
fiscal year 1968.budget includes about '$8.million for, this, program. .

We are requesting $18 million for the Navy S. sa.telhte nav1gat1onal'
system.

Research and development fundmg for the antlsatelhte system
program has been ‘completed. The funds requested for. fiscal year
1968 will provide for the normal operating costs of the system.

The funds requested for space “Geodesy” will support programs
by each of the services as well as the Department of Defense’s part1c1—
pation- 1n the national geodetic satellite program. * *.* |
Vekicle, engme and component. developrients St .

The Titan ITT famﬂy of space’ boosteérs has begun to enter the op-
erational - inventory.  The first Titan. IIIB (Agena conﬁguratlon)‘
was launched  last July and 'production is’ néw" proceeding. The
Titan IIIC has been in the-flight test phase since June 1965 and is’
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being used to launch the initial defense communications satellite,
Velzi,, :-iactical communications satellite, and multiple engineering
payloads. '

The funds requested for ‘“Agena D” will continue work being
initiated this year to increase the capability of the standard Agena D
for the heavier satellite payloads now projected.’

The funds requested for ‘‘Spacecraft technology and advanced
reentry tests (START)” will complete the present phase of this
program. .

The funds requested for “Advanced space guidance’” will support an
ongoing program of studies, experiments and equipment development
in such areas as long-term accuracy and reliability of inertial guidance.
components, horizon sensors and star and landmark trackers, and on~
board determination of astronomical data for autonomous navigation.
The fiscal year 1968 program includes procurement of an inertial
reference unit (which will serve as an instrumentation standard for
the sénsors) and other navigation components, which will then be
flight tested. ' o

"The “large solid propellant motor’’ project was undertaken to create
the technology base required for the development of missile or launch
vehicle engines up to 156 inches in diameter. Funds already provided
will be sufficient to complete the remaining tasks, i.e., demonstrations
of a low cost nozzle, an advanced thrust vector control system, and
a self-eject launch concept. S .

The next item, -‘“Advanced liquid rocket technology” comprises
three projects: advanced storable liquid rocket technology; high
performance, cryogenic liquid rocket technology; and maneuverable’
space rocket technology.

Other Defense activities supporting the space program

The ground support category shown on the classified table supplied
the committee is that portion of the costs of the missile range, test
instrumentation, and satellite detection and tracking systems which
is charged to space activities. The largest item in this category is
the $132 million for the Eastern Test Range.

The fiscal year 1968 request includes $34 million for support of
Spacetrack and $5 million more for SPASUR, for a total of $39 million.

The $57 million requested for the ‘“satellite control facility’” is
for operation, maintenance, and modification of the military space
vehicle support network which provides satellite tracking, command
and data handling, as required by the major Defense space programs.

The last two cstegories on the table, “Supporting research and
development’”’ and ‘“General support,” constitute the overhead of
the military space program and consist of prorated portions of the
costs of a wide range of space-related activities.

RESEARCH

Last year I discussed in considerable detail the problems involved
in organizing and managing a research program consisting of literally
thousands of individual tasks and projects, most of which require
relatively small amounts of money for their support. I pointed out
that because of the large number and relatively small dollar value of
these projects, we had to manage the program from my office on a
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“level of effort’” basis, with the objective of advancing our knowledge
in a balanced manner across the entire spectrum of science and tech-
nology pertinent to the Defense effort. To facilitaté the manage-
mentof the program and to insure that it is always responsive to
changes in our fields of interest, I noted that we had organized the
overall éffort primarily in terms of disciplines, i.e:; materials, general
physics, chemniistry, 6ceanography, etc., and that the effort in each.
discipline was allocated among the components of the Department on.
the basis of their primary fields of interest and competency. '~ -
Show on figure 6 is the research program proposed for fiscal year
1968, compared with prior years. You will notice that there is a
sharp reduction in the amoiint of funds allocated to materials research
and to a lesser extent for in-house laboratory independent research.
In both cases, the amounts of unobligated and unexpended funds
exceeded the levels dictated by prudent management. Accordingly,
the amount of new funds requested for fiscal year 1968 has been
reduced below the actual program levels which will be about the samé
as in fiscal year 1967. ' T o 4

‘e

o B . '

" FiGURE 6 ‘
oo * Summary of the research program S .

- St - [TOA, in millions of dollars] -

Fiscal year— . i

e . i

[ oo ) 1962 1963 1964 | 1965 1066 <) 1967 1 .1068.

Engineering sciences: - - . . I M

Electronics A ; 26 27 28’ 28 27
Materials i . ; . 34 44 45 41 33
Mechanies. .- 25 26 20 29 28
Energy conversion.__.__.. . .12 14 14 15 14
Subtotal.......} Ny S SO ez | | ue | 10 102
Physical sciences: ) T . .
General PhySIes. cemmveceroccaecmacaman- 28 © 30 33 30| .30
. Nuclear physies lecmens ' .18 .17 15y . 16| - 13
. " Chémistry._._..: A P - 10 11, 1| - 1mf--1
¥ Mathematical sciences..__ IR PR 33 .35 .37 |- 3| -8
Subtotal . cil : P | ss 93 96 95| * o1
Environmental sclences: ’
Terrestrial . - 8 6 7 6 4
Atmospheric. 19 20 19 21 .22
Astronomy-astrophysles. . oo |occdafeeienaas 8- 9 10 10 9
Oceoanography. - ... . PRI - 18 19 19 20 22
" Subtotall__l.__ S COCAN N R 54 55 577 B9
Biological and medical science - 34 33 -331 - 3} . 32
Behavioral-and social sciences. : - 9 10 2] 13 12
Nuclear weapons effects research. ; ewelf-clillll] T 86 38 391 .. 4| 43
In-House independent laboratory research. -.|.ccocnc]-22ccace 35 39]. 35 36|, 34
University program (THEMIS). . : L P : - 18], 27
-Other support..._.. SR Cedimgeen Lol 8 7, 71, 18
409

Total reséarch.. ... o] ssef .ss1| 36| s ser| asl

.1 Amounts will not necessarily add to totals due to rounding. L e e

. Included in, the fiscal year 1968 request for research is $27 million
for the Defense Department’s share of the national program for de-
veloping new centers of excellence in science and technology. .This
‘program, previously.referred to as the ‘“‘university program” and now
called THEMIS, is in addition to-our regular contract/grant arrange-
‘ments with institutions of higher learning and is not a substitute for



448 ECONOMIC EFFECT OF VIETNAM SPENDING

them. Rather, the new program is designed to create, eventually,
about 100 new departmental centers of superior scientific and engi-
neering competence at universities which are, at present, poorly sup-
ported. Patterned after the joint services electronics program, from
which significant technical advances like the laser evoi)ved, this new
effort holds great promise of yielding a similar “payoff’”’ in the future.

We have initiated Project THEMIS this year at a level of $18
million, and have supplied interested colleges and universities with
detailed information on our requirements. Additional centers will
be started in fiscal year 1968.

EXPLORATORY DEVELOPMENT

Exploratory development is directed toward the expansion of tech-
nological knowledge and its exploitation in the form of materials,
components, and devices which it is hoped will have some useful
application to new military weapons and equipment. Here the em-
phasis is on invention and on exploring the feasibility of various ap-
proaches to the solution of specific problems, up to the point of demon-
strating feasibility with a “bread board” device and even, in some
cases, prototype components and subsystems. Along with research,
exploratory development forms the technological pool from which
future equipment will be designed.

The more than 800 individual exploratory development projects
represent about 15 percent of the cost of the entire R.D.T. & E.
program, with the average project requiring about $1.3 million
annually. About 40 percent of exploratory development work in
conducted by our in-house laboratories, 50 percent is 'contracted to
industry, and the remaining 10 percent is performed by educational
and nonprofit institutions. A recent study of the origin of weapon
system performance improvements has shown that almost all have
resulted from Defense supported technological advances and very
little from other sources. .

As shown on the classified table provided to the committee, we are
requesting a total of $988 million for exploratory development in fiscal
year 1968, $65 million less than the revised estimate for fiscal year
1967. ;

For the Army’s exploratory development program, $216 million is
requested for fiscal year 1968, somewhat less than the level planned
for fiscal year 1967. :

In the areas of electronics and communications, the development
effort includes: small rugged field operated digital data processing
equipment; .communications equipment having increased traffic han-
dling and improved antijamming capabilities; devices for rapid, posi-
tive, and automatic recognition and identification among friendly
surface units and between them and their supporting air units; new
sensors for airborne and ground surveillance and target acquisition of
enemy units on the battlefield; communication sets and variable time
fuzes; night vision devices; improved solid state, thermionic, and
frequency control components common to a variety of equipments;
etc. Efforts in the ordnance category include work on weapon sys-
tems for Army helicopters, the improvement of missile components,
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and development of conventional ammunition, weapons, and explo-
sives.

In the materials category, the Army is concerned with the develop—
ment of new metals, ceramics, plastics, and composite materials which
can improve its firepower, moblhty, armor, and - communications,
with particular emphas1s on hlgh streno'th llghtwe1ght materials for
use in the field. )

Nawvy

The Navy’s exploratory development effort in fiscal year 1968 will
Tequire $272 million, compared with $283 million now estimated for
fiscal year 1967.. Approx1mately one-third of the Navy’s program is
-devoted to improving the design of ships, aircraft and other “sea-
based” warfare systems, including: higher performance, lower cost
nuclear propulsion systems for surface ships and submarifies; ‘séa-
‘based countermeasures to help protect ships against mines, tor pedoes
air-to-surface missiles, and nuclear attack; and better shlpboard radar
and sonar- equlpment to improve target acqmsrtlon surveillance, and
navigation. A large number of projects are directed toward develop-
ing new or improved materials, equlpment and designs for ships;:in
" the past, these efforts have produced ‘the captured air bubble” craft
hydrofoil craft,-and ship. hulls for penetrating heavy ice formatlons

Another large share of the Navy’s program is concerned with elec-
tronics and communications, in particuldr with improving the, per-
formance and reliability of complex sea-based electronic systems ‘which
are subject to extreme variations in, témperature, humidity .and. shock.
New survelllance navrgatlon, and commumcatmns eqmpment for
Navy aircraft is also of major. interest.

A third major area, “Ordnance,”. comprlses a large number ’of pro;-
ects in such .areas as antisubmarine warfare,, mine Warfare, air-.and
shipboard-launched ordnance as well as component,work in propulsion,
fuzes, explosrves, pyrotechmcs,‘;balhstlcs,x and"infrared. and., laser de-
VlceS o L, ] A'_ “»‘;.l“_,_ e ,‘a,: Y

Air Force. 7" e R X
Previdusly the Air Force had’ budgeted separately for the support-
ing laboratory expenses associated ‘with' the exploratory development
program.”' As part of an overall Testructtiring of “its exploratory de-
velopment program, these expenses have been prorated to’the ‘6ver 200
individual projects which the laboratories sipport. The other serv-
1ces have, been. prorating their Jaboratory. costs for a number. of years.
ortion of the Air. Force’s, exploratory development program, ,for
Whrcll) $285 million is requested in fiscal year,1968, Wﬂl again- be’ de—
voted to space investigations and space-related prOJects Each of the
categories, except for ordnance, includes some, S ace-related ,pr0]ects
For example, a large share of, the funds for * hermcal technology?’
will be devoted to the development of propellants and propu]smn
systems for missiles and rockets, and hence for space boosters, ‘“Aero-
nauties!” includes EI‘O]GC'DS which cover, the entire speed/altitude regime
from V/STOL flight to .space.and reentry technology ‘These prOJects
are directed, toward developing the technology-and understandmg for
extending Air Force operatrons into new operational environments such
as hypersonic flight, for improving the capabilities of present . au‘craft
and for reducmg the cost of future arrcrafp developments s
. T, el AV TRTE R P ,/;u AE P

B P . .
[ o, - . . el - . .
‘J\ oL e o2 R it T PR S A PR
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As 8 part of the reorganization of the Air Force’s exploratory devel-
opment program a ‘Bioastronautics’ category was created embrac-
ing the Air Force’s effort in the life sciences, aviation medicine, and
machine-environmental systems support for aircraft and space ac-
tivities. ‘The funds requested for this category will support the ac-
tivities of the seven Aerospace Medical Division laboratories as well
as development of the life-support systems for the Mannéd Orbiting
Laboratory. .

The closely related areas of communications, electronics and
avionics account for about one-third of the Air Force’s program, while
only a relatively small effort is conducted in the area of conventional
ordnance. With respect to ‘“‘materials,” the Air Force is exploring new
composites having enhanced radiation and blast, and X-ray resistance;
metals with improved strength and stiffness; and sealant and elastic
materials formed from the new polymers.

Advanced Besearch Projects Agency (ARPA). :
* ARPA operates as a small research and development management
team, supervising its service-conducted programs by overall financial
control and technical direction. A total of $215 million is included in
the fiscal year 1968 budget for ARPA’s projects in exploratory de-
velopment, compared with $231 million in fiscal year 1967 and $225
million in fiseal year 1966. - . e S
Project Defender. The Defender program is the principal explora-
tory- development effort designed specifically to provide the missile
and reentry technology associat‘e'cf with strategic defensive and
offenisive systems, dnd to develop concepts for advanced defensive
systems against ballistic missile attacks. In fiscal year 1968, a sub-
stantial portion of the:$118 million requested for this project will be
devoted to missile reentry and midcourse phenomenology.
- - Project Vela. Project Vela hag already been discussed 1n connection
with the test ban safeguards program. For fiscal year 1968, $50
million is requested, slightly more than in the current fiscal year.
Project Agile. For fiscal year 1968, $27 million is requested for
Project Agile, about the same as fiscal year 1967. This is our basic
research and development effort oriented to the special problems of
remote area conflict with particular reference to the requirements of
insurgency warfare. o i
. ADVANCED DEVELOPMENT

This category includes projects which have advanced to a point
where the development of experimental hardware for technical or
‘operational ‘demonstration is required prior to the determination of
whether the ‘item should be designed or engineered for eventual
service use. . In contrast to engineering development where design
specifications are employed, advanced development permits the use of
-performance specifications which allow the engineer greater latitude in
meeting operational needs, thereby encouraging innovation. A total
of $1,250 million is requested for advanced development in fiscal year
1968 compared with $922 million in fiscal year 1967 and $807 million
in fiscal year 1966. The sharp increase in fiscal year 1968 re.dects the
growth of a few major projects, most notably MOL.

V/STOL developments

The first two items under Army ‘“Advanced development” ar.é
related to the Defense Department’s total V/STOL effort in which all
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three military departments are participants.. “For a.number of years,
‘the Department,_hds been developing a 'variety .of vertical and short
takeoff and landing (V/STOL) aircraft.  This program has focused

on the construction of prototype aircraft suitable for' operational

testing by all three services. The present status of this program is
récapitulated below: . o : R o

The XC-142A, a tilt-wing turboprop transport with a. cruise

~ speed of 250 knots, a combat radius of 200 nautical miles, and a

4-ton payload, has been undergoing technical and operational

evaluation by a triservice test group-with some participation by

NASA and the FAA.  The-$3 million requested for ‘“Iriservice

V/STOL” in fiscal year 1968 (under Air Force advanced develop-

" ments) should complete funding of the test program. - These

aircraft.are approaching their maximum safe life of 300 flight

“ hours and costly life extension’ modifications would -not be

warranted. EE O C oo oo

The X-22, a Navy monitored triservice V/STOL research and.

development project, is & twin tandem, tilting-duct, fan-powered

flight vehicle, which .closely simulates the characteristics of

conventional aircraft and was designed to provide technical data

on stability and control criteria; for V/STOL, aircraft generally.

The, $2 million in the fiscal year 1967 budget will ‘be sufficient to

- complete the presently scheduled DOD test -program for the

. X-22. The remaining aircraft’ may then be turned over .to

" 'NASA for further. tésting. AR .

The XV-6A (P~1127)'is a British désigned, i htweight V/

, - STOL strike-reconnaigsance aircraft, first flown in October 1960.

- A total of niné test aircraft Wére conmstructéd under -a- joint

“program “with ‘the United Kingdom and Germany. ‘The ‘tri-

partite evaluation of the aircraft was terminated in 1965, although

the United States continued to conduct operational tests of its

" six aireraft until July '1966. Two of these ‘aircraft ‘have been

. turned over. to NASA while ‘the’ other four. will:be held by ‘the

APIEY I

Air Force pending- evaluation of further testing proposals; .
Two XV-4A's, ai sugmented jet Lift hirerats, were ‘tested by
“the Armny until May 1965." Oné'aircraft was’ lost’ diiring"the
_testing period and the other, which ‘whs. turned over 1o the ‘Air
“TForce, will be modified with direct lift and diverted thiust engines
and designated the XV-4B." ‘It is to be utilized in the Air Forde's

. ' - VTOL integrated flight control program. - LT S
1" The second of two XV-5A’s, an experimental fan-in-wing
* aircraft, crashed last’ September _Whﬂe'b:ein"giégéi'atio,n ally ‘eval:
-uated as a rescue aircraft. ' (The first. crashe in April 1965.)

* - All of the remaining ssséts associated with the program‘have now
.." been transferred to NASA. . "~ . 00 oS
"... Another V/STOL .effort just gétting ‘underway is the’joint
" development of a strike fighter aircraft with ‘thle Federal Republic

" of Germany. ' The $3 million provided in fiscal yéar 1967 should
" compleéte the financing of the configuration (i.., contract) defini-
" tion phase.. At present,’ this effort is' directed  ‘to V/STOL
_technology rather than full scale engineering development.”’ Each

_ . mation’ Wiﬁ'mak‘e its own décision concerning production., 'Since
. & decision on prototype development cariot be: made’ until we
have thoroughly réviewed the configuration’ definition results
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(now scheduled for completion in October 1967), no additional
funds have been requested for fiscal year 1968, although they
would be needed if the program were continued.

The Army’s “new surveillance aircraft” project is now a con-
tinuing long-range study effort concerned with the determination
of desirable characteristics of a reconnaissance and surveillance
aircraft for the mid-1970’s.

In summary, we are now coming to the close of the current phase of
our V/STOL development effort. For this reason, our overall effort
on V/STOL development will decline in fiscal year 1968, although the
services will continue to reexamine the results of these programs and
how these may be applied to future aircraft needs. In any event, it
appears that a great deal of research and experimental work, particu-
larly on propulsion systems, remains to be done before we will be
ready to undertake full scale engineering development of a V/STOL
aircraft. NASA, of course, will continue its research and develop-
ment effort in the V/STOL area.

Army

I bave already discussed the first two items on the Army’s list of
advanced developments, (‘“‘operational evaluation V/STOL” and ‘“new
surveillance aircraft’’). No additional funding is needed for the
third item, “heavy lift helicopter.” This is the CH-54 “flying crane”
which is now in operational use in Vietnam.

Funds are requested for the “research helicopter” in fiscal year 1968.
The fiscal .year 1968 -funds will be used to build wind tunnels and
dynamic scale models of the stowed- and tilt-rotor versions. The
program is oriented primarily to the development of technology which
will yield an efficient aircraft that will both hover and have a flight
speed of about 400 knots.

The funds requested for ‘‘Aircraft suppressive fire systems” is for
work on improved helicopter-borne weapons for our forces in Vietnam,
including evaluation of various fire control systems, guns, missiles and
rockets. About half the funds will be used for feasibility demonstra-
tions of presently available missiles and rockets, and most of the
balance on advancéd fire control systems and optical sighting devices.

The next item, ‘“Automatic data system/Army in the field,” covers
the development of, electronic, data processing (EDP) equipment
negded .’to_ﬁélp, maintain and analyze data for the field commander
regarding’ the current tactical’status of his own and enemy units and
of ‘his various tactical plans and alternatives. Contracts for initial
equipment have been awarded and the Army plans to begin field
experiments with the 7th Army in Europe. ’

" The SAM-D, for which funds are requested in fiscal year 1968, is an
advanced surface-to-air missile system previously mentioned in connec-
nection with both the Strategic and General Purpose Forces. SAM-D
is now in contract definition phase which will be completed this spring.
We will then have to decide whether to proceed directly with develop-
ment of an integrated system suitable for direct operational depoly-
ment, to limit development..to a - prototype system for feasibility
demonstration, or to return to concept formulation. The second
,oppiqn"wotjiji;;p'ﬁg?iﬁe;;gdditiqnal- time“to incefporate still more ad-
vanced technofogy and lead to demonstration tests. ' The first option’
would lead to full service tests. The funds requested will support any
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option. The major remaining task is to integrate into a working model
a number of components, the feasibility of which has already been
verified on an 1nd1v1dual basis. The SAM-D program is closely
related to the Navy’s advanced surface-to-air missile system program
and the development of the respective subsystems and components
is being fully coordinated by the two Services.

The $6 million of “DOD satellite communication, ground” covers
the Army’s portion of the Defense satellite communications programs,
which were discussed earlier.

The $20 million requested for “Nike-X advanced developments”
will finance development of those advanced components whose lead
times would not permit their incorporation in an early deployment of
the system. This work fills the gap between the engineering develop-
ment effort and the development of completely new hardware for
possible use later.

The $5 million requested for “‘antitank weapons’ will provide for
the evaluation of new antitank missile concepts. Present efforts are
directed toward identifying those system characteristics which together
seem to offer the best chance of achlevmg an effectlve low cost anti-
tank weapon.

The funds requested for the ‘lightweight how1tze1” will support the
development of a 155 mm. self-propelled weapon. Development of
the system is being coordinated within NATO, with the United States,
France, -Germany, and Canada all part1c1pa,t1ng m designing the
ammunltlon .

The “Limited War Laboratory,” for which $7° m1lhon is requested
in fiscal year 1968, is the Army’s quick reaction research and develop—
ment facility for countermsurgency operatlons ’

The “therapeutic developments”. program was initiated i in calendar
year 1965 in réesponse to the drug-res1stant falciparum malaria which
was. causing such a serious problem for our forces,in southeast Asia.
The $11 million requested will continue the development and 'testing
of new anti-malarial drugs.

The next item, $12 million for “Power system converters,” consists
of four major categorles of projects directed toward the development
of éngines, transmissions, ﬁna drives, and “related components for
combat and tactical vehicles. " These categorles are: power conversion
for track and Wheel’ vehicles; multifuel, variable. compress10n engmes 5
‘'spark ignition ‘engines; and: rotary combmed cycle power systems

The fundmg requested for ‘“‘Night vision” reflects the increasing
importancé’of night operations in modern warfare. ‘Among the many
types of equipment now under development are sta.rhght scopes, small
portable radars and special goggles. ' -

The last.item on the Army’s list, . Airborne surveillance and target
acquisition;”’ is also in large part concerned with - the. problems of
.night operations. One of the major effortsin’ this program 1s almed
at: prowdmg a better mght reconnalssance capabﬂlty .
Navy Y

'The first 1tem on the Navy’s hst “V/STOL development & repre—
sents: the' Navy’s cuirent! partlclpatlon in"the triservice V/STOL pro-
gl‘amprevmu ¥ described:..: " .. R N PAR RIS T

“The next item, "Alrborne electronlc ‘warfare ‘equipment,” for ,which
funds are requested is a multiproject effort aimed at developing

tael
i
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active (jamming) and passive (signal interception) electronic warfare
equipment required by the Navy: .

The “advanced surface-to-air missile system (ASMS)” is the new
automated integrated air defense system being developed as a pos-
sible replacement for the Terrior-Tartar-Talos (3-T) systems. As
mentioned previously, we are seeking in this development to maximize
the use of the.technology, components, and subsystems, developed
for the Army’s SAM-D system. As a result, the ASMS program
must lag behind the SAM-D development by about 1 year. With the
completion of SAM-D contract definition in this fiscal year, we will
be able to decide which elements should be used on both systems.
This will allow us to initiate ASMS contract definitions by late
fiscal year 1968.

The funds requested for the advanced point defense surface missile
system (advanced PDSMS) program will support the development
of a replacement for the basic point defense system (modified Sparrow
III) now being deployed. This development is being: closely co-
ordinated with the Army’s advanced forward area air defense system
(AFAADS) program to maximize the common use of technology
and components. The funds requested will support contract defi-
nition of the advanced PDSMS in fiscal year 1968. :

The funds requested for “advanced ARM technology” will support
preliminary development work on advanced antiradiation missiles.
“ The funds requested for the ‘Landing force support weapon
(LFSW)” will complete feasibility testing of the Army Lance missile
adapted to a sea-borne role for support of amphibious assault oper-
atlons. . .

The “augmented thrust propulsion” program, for which funds are
requested in fiscal year 1968, seeks to advance propulsion technologies
for both strategic and tactical missiles in order to incresse payload
and/or range. - R , o

rouped under “Astronautics’’-are several Navy programs, which I
described earlier, relating to satellite communications and the potential
use of navigation satellites by the tactical forces. We are requesting
& total of $6 million for these programs in fiscal year 1968. . .

The next group of items under Navy advanced developments are
concerned with antisubmarine warfare (ASW) and the  deép. sub-
mergence program. The.fiscal year 1968 budget includes a:total of
$356 million for ASW R.D.T. & E., $126 million in advanced de-
velopments. : : ,

" The first item, “Advanced undersea surveillance’”’, includes three
ASW surveillance projects. . : '

The next two items involve the development of new sonars. The
first, the “Advanced submarine sonar” program, consists of three
efforts: a new submarine sonar, investigations in submarine- acoustic
ccommunications, and the testing of a sonar for deep-diving auxiliary
submarines. The advanced surface sonar program provides for the
development of a passive/active sonar to detect, localize, classify,
and track submarines (PAD LOC). R
- The next item, $42 million for the “Deep submergence program’’,
-is one of the more important efforts in terms of its potential impact
on future Navy programs. This program consists of three separate
Jbut closely interrelated projects: the deep ‘submergence system
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project (DSSP), deep research vehicles (DRV), and deep ocean
technology (DOT). '

No further funding is requested for the ‘“combined gas turbine
pro(fulsion” program, pending further study of the results achieved
to date. .

The “active PLANAR array sonar’’ is concerned with the develop-
ment of an experimental integrated ship sonar system.

The “ASW/ship integrated combat system’” consists of two efforts:
AI%VSV command and control, and ASW integrated combat system
(IC8). P
.. The next item, $13 million for “Reactor propulsion plants,” will
consist of three concurrent efforts in fiscal year 1968: the develop-
ment of a “natural circulation’’ powerplant, a small combatant ship
reactor, and a more powerful reactor for use in aircraft carriers.

The “advanced surface craft’’ consists of advanced development
projects for three different types of surface ships, for which a total of
$10 million is requested in fiscal year 1968. The first effort, “‘surface
effect craft” (e.g., air cushion vehicles and captured air bubble
ships), is to acquire the technology and design capability needed to
build large high-speed ‘‘surface. effects”” ships. In the second effort,
“hydrofoil craft’”’, we have built a 110-ton, 45-knot patrol craft
(PCH) and have a 300-ton, 50-knot hydrofoil auxiliary ship (AGEH)
over 90 percent complete. The third effort, “landing craft”, is con-
cerned with the development and test of high speed amphibious and
assault landing craft concepts.

Air Force _

The first five items on the Air Force list of advarced developments
arelall part of the V/STOL technology program which was discussed
éarlier.

Last vear, we programed $3 million for fiscal year 1967 to support
preliminary work on a new “V/STOL assault transport.” We have
reconsidered the requirement for this type of aircraft and decided that
it is premature to settle .now on a'specific design. Therefore, the
project has been renamed ‘Light Intertheater Transport” and will be
concerned with the development of a new aircraft to replace eventually
the CV-2 (Caribou) and similar small transports. The $2 million
requested in fiscal year 1968 will be used for preliminary study of
possible designs including V/STOL aircraft. :

The fiscal year 1967 funds.for “V/STOL aircraft technology” will,
as previously described, support contract definition of a new V/STOL
fichter aircraft, a project jointly financed with the Federal Republic
of Germany. ) ) .

No further funding is required for the next item, ‘Lightweight
turbojet,” which was principally concerned with demonstrating light
turbine engines for V/STOL aircraft. ‘

The $3 million requested for “Tri-service V/STOL” development
wil{ ‘continue operational testing of the XC-142A aircraft, as I noted
earlier. :

The next item, $20 million for “V/STOL engine development,” will
provide for the continued work on two engines, a direct-lift engine
and a.lift/cruise engine or for forward propulsion. . . .

The next two items, “Overland radar” and “AWACS,” were men-
tioned previously in connection with their potential application to

78-516—67—vol, 2———T7
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future continental defense against bomber attack. The funds re-
quested for the ‘“Overland radar” program in fiscal year 1968 will
support continued flight testing of radar techniques for detecting and
tracking airborne targets over land in the presence of severe ground
clutter and provide for development of components for still more ad-
vanced radars for future generation air early warning systems. No
additional funding is requested for AWACS in fiscal vear 1968 inas-
much as the radar evaluation is not yet far enough along to warrant
going forward with contract definition during fiscal year 1968. How-
ever, funds will be available to support continued concept formulation
of the “AWACS” system and contract definition if progress on the
program indicates this as the logical next step.

The next item, ‘“‘Advanced avionics,” is concerned with improving
the night and bad weather attack capabilities of tactical aircraft.
Work will be conducted on visual sensors, weapons delivery sub-
systems, navigation equipment (doppler, inertial, loran), and an
integrated radome-radar for reconnaissance fighters.

The funds requested for “Penetration aids for tactical fighters’” will
support continued work on devices and techniques for existing tactical
aircraft to enable them to operate successfully in hostile radar-con-
trolled gun and surface-to-air missile environments.

The funds requested for ‘“Tactical air-to-ground missile (Mav-
erick)”” would support contract definition and initiation of engineering
de_veillopment in fiscal year 1968 of a new TV-guided air-to-surface
missile.

For “Conventional weapons” development, $5 miilion is requested
in fiscal year 1968. These funds -will finance a number of projects
designed to demonstrate the technical feasibility of advanced con-
ventional munitions and air delivery systems, various carriage and
release mechanisms, fuzing technology, ete.

The $8 million requested for ‘“Flight vehicle subsystems” in fiscal
year 1968 will support advanced development effort in two areas vital
to future aircraft design. The first project consists of collecting and
analyzing air turbulence data with the objective of improving the
design of aircraft structures and control equipment. The second
project is concerned with demonstrating the ability of current flight
control technology to reduce the effects of wind gusts, aircraft maneu-
vers, etc., particularly in low-level flight, in order to increase structural
life and crew efficiency. ,

The $8 million for ““Advanced ASM technology” will support s
program designed to provide a technical foundation for new and im-
proved tactical air-to-surface missile guidance systems. The largest
singgia project involves a new approach to the all-weather guidance

roblem.
P The $3 million requested for the ‘X-15 research aircraft’” program
will complete in fiscal year 1968 all of the Defense Department
sponsored experiments now planned. Subsequently, NASA will as-
sume full responsibility for funding the X-15 test program.

The next item, “AMSA’’ will require $26 million in fiscal year 1968.
(The $11.8 million added by the Congress for fiscal year 1967 will be
applied to the fiscal year 1968 program). In fiscal year 1968, we
plan to carry on development of an engine that could be used in this
and other advanced aircraft. Additional funds will be required for
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system integration of the avionics and to allow the airframe contractors
to accommodate their designs to the engine developments. )

The $8 million requested for “Advanced filaments and composites’’
will support further work in developing new high strength, lightweight
materials for use in aerospace structural and propulsion systems.

The next item, ‘“Advanced ICBM technology,” has now been
reoriented from a ‘“‘general” technology effort to the specific support
of projects most likely to aid in the selection of subsystems for the
possible new ICBM discussed earlier. )

No additional funding in fiscal year 1968 is requested for the next
item, “Stellar inertial guidance.’”” The Pace II, a highly precise
inertial navigator developed with prior year funds, is now in its
evaluation phase which is expected to extend into fiscal year 1968.
After review of these test results, future followup efforts will be
determined.

A number of the other Air Force advanced development items are
space projects which I discussed earlier. o

ENGINEERING DEVELOPMENT

This category includes those projects being engineered for service
use, but which have not yet. been approved for production -and
deployment. :

Army . :
" A total of $422 million has been included in the fiscal year 1968
budget to continue development of the Nike-X on a high priority
basis, as discussed in Strategic Forces section of this statement.

One of the Army’s major research and development program ob-
jectives is to have a number of ground force weapon systems in
various stages of development at all times. The next item, ‘‘Fire-
power other than missiles,” for which $49 million is requested, con-
stitutes the bulk of the Army’s effort in this area and is divided into
three main categories: “Individual and supporting weapons”; “field
artillery weapons, munitions and equipment”; and ‘“nuclear muni-
tions.”

The largest project in the first category is the medium antitank
weapon (MAAW), a shoulder-fired 14.5-pound missile (28 pounds
including launcher) with a shaped charge warhead, Other projects
in the individual and supporting weapons category include a series
of new ordnance signaling devices which are being engineered in
response to southeast Asia requirements and a new vehicle rapid fire
weapon system, to replace the cal. 50 machine gun and-the interim
HS-820 20 mm. cannon.

The “Field artillery weapons, munitions, and equipment” category
encompasses the development of sophisticated conventicnal munitions
and the resolution of ammunition problems associated with southeast
Asia.

The “Nuclear munitions” category covers the development of Army
supplied components for nuclear projectiles and atomic demolition
munitions. Present efforts are being directed toward an advanced
firing device for demolition munitions, and fuzes and cases for an
improved 155 mm. artillery round.
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The “Aircraft suppressive fire support system” project, for which
$14 million is requested in fiscal year 1968 is concerned with the
development and adaptation of weapon subsystem for Army aircraft.

“Other airmobility projects,” for which $6 million is requested,
includes work on aircraft engines, lightweight aircraft armor, and
aerial delivery equipment.

The next item, $9 million for “Surface mobility,” comprises three
efforts: “wheeled vehicles,”” “tracked special vehicles,” and “marine
craft.” The major project in the first category will be the initiation
of engineering development for the new 1%-ton XM-705 truck as an
ultimate replacement for the current M—37 truck in rear areas. The
major project in the second category will be a new armored recon-
naissance vehicle capable of operations in adverse terrain and the
“mechanized infantry combat vehicle-70,” a replacement for the cur-
rent personnel carrier. The third category includes work on shallow
draft boats, a beach discharge lighter, etc.

The $14 million for “Combat surveillance and target acquisition”
provides for a number of projects. The largest is the TACFIRE
system in which automatic data processing and display techniques
will be used to improve the accuracy, response time and overall
effectiveness of field artillery firepower. Contract definition will begin
this year, with initiation of engineering development scheduled to
take place next fall. Other projects include: improved sensors for
the detection and location of enemy personnel, vehicles and weapons
on the battlefield ; airborne sensors for visual target location; a forward-
looking infrared set for helicopters; image interpretation and photo
processing equipment, etc.

The $21 million for “Communications and electronics’” provides
for a broad based program to improve the Army’s communication,
avionics and electronic warfare equipment.

Navy

The first item on the Navy’s list of engineering developments is
the “Medium range air-to-surface missile (Condor)”.

The funds requested for the “Advanced Sparrow” will substantially
complete this development.

The next item, ‘“Three-T systems improvements,”’ consists of the
engineering work necessary to support the updating of the three-T
missiles (Tartar, Terrier, Talos) through the development of replace-
ment components designed to increase the performance of these
systems. The $7 million requested for fiscal year 1968 will support
development of improved components for the Talos system’s radar.

The $8 million requested for “Unguided/conventional air launched
weapons’’ will support engineering development of a number of muni-
tions projects: Snakeye I1, a second generation retarded bomb; Fireye,
an improved fire bomb using new napalin mixes and improved igniters;
a hypervelocity tactical aerial rocket; an improved 20 mm. general
purpose projectile, ete.

The next item for which we are requesting funds in fiscal year
1968, “Multimission tactical fighter (VFAX),” 1s for concept formula-
tion of an advanced fighter aircraft. Since both the Navy and the
Air Force may require such a fighter, we are examining the feasibility
of a joint development program. Both services would use a power
plant employing the lift/cruise engine technology.

b
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The next five items on the list are all related to undersea warfare
(USW), and total $76 million for fiscal year 1968.

The largest single dollar item in fiscal year 1968 will be the “ASW
aircraft development (VSX)”. The funding level proposed will
support continued concept formulation and development of long
leadtime components of this system in ﬁscal year 1968.

The next item, the “MK-48 Torpedo,” is designed for use by both
submarines and surface ships. The MK—48 is already under contract.

The funds requested for the ‘‘Directional Jezebel’’ will complete
the development funding of a sonobuoy capable of providing the
bearing of a target directly to ASW aircraft.

The “Other undersea warfare projects” for which $19 million is
requested, include, for example, a shipboard periscope detection
radar, the development of antenna systems mtegrated into the sub-
marine’s superstructure, etc.

The ‘“Carrier based airborne tac‘ucal control system (CBATCS)”
is designed to provide a major performance improvement over the
present system now carried by the E-2A.

The $14 million requested for ‘“Marine Corps developments
will support a number of projects on electronic systems, weapons and
vehicles for the Marine Corps. Included in this program are the
Marine Corps’ portion of joint-service research projects such as the
medium and heavy assault antitank weapons (MAAW and TOW),
which were mentioned earlier in connection with the Army’s research
and development program. Another project is the development of a
new landing force assault amphibian vehicle, with equally good heavy
surf capabilities but better land performance than present vehicles.
In the area-of-electronics, the overall objective-is-more-reliable-and -
lighter-weight equipment, e.g., a new lightweight battlefield mortar
locator being developed jointly with the Army. Other projects in-
clude an automated system for integrating air. support activities into
the Marine Corps tactical data system; improved nuclear, biological
and chemical hazard detection equipment; and a semiautomatic
electronic switching facility for use by tactical units in southeast
Asia-type environments—all of which are being developed ]ombly
with one or more other services.

Air Force

Many of the Air Force’s engineering developments have already
been discussed in connection with other programs. -

The XB-70 test program has been continued following the accidert
last June, using the one remaining aircraft. - We believe ‘that all of the
truly 11np0rtant objectives of this test program can be accomplished
with presently available funds and no further ﬁnancmg is requested
for fiscal year 1968.

Development funding for the next item, the “J-58 engine,” was com-
pleted in the fiscal year 1967 budget.

The $20 million shown for the next item, ‘“Interceptor/fire control
system/missile,” will support redesign and engineering work on the
AWG-9 fire control system and the ATM-47 folding fin missile, pro-
vide funds for the reconfiguration of the YF-12 test aircraft for use as'a
test bed for these systems, and continue studies on the possible use of
the F-111 or F-12 airframes as a basis for the next generation of inter-
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ceptor aircraft. (The fire control system and missile system work
would be applicable to either.) '

The next item, “F—4 improvements,’’ reflects the cost of developing
the internal 20-mm. nose gun for the F4E. This gun is currently
undergoing testing and no additional funds are requested for fiscal
year 1968.

The $33 million requested for “Mark IT avionics’ will substantially
complete the funding of this follow-on to the F-111A’s current avionics
%‘u]i;t. A modified version of the Mark IT will be incorporated in the

—111. :

The funds requested for the ‘“Advanced tactical fighter (FX),”
will support continued concept formulation studies on a new air
superiority aircraft for possible introduction into the force in the mid-
1970’s. .

We are requesting funds for ‘“‘Advanced ballistic missile reentry

systems,”’” which comprises a wide variety of efforts to provide new
reentry vehicle technology for our stategic missiles and to improve our
defense penetration techniques.
. “The $8 million requested for ‘‘Nike targets’” will provide launch site
support at Vandenberg AFB for ABM targets launched into the Kwa-
jalein area, and for certain Air Force modification development work
on the target vehicles. . - '

The funds requested for the next item, “Advanced ICBM,"” would,
as mentioned in the discussion of our Strategic Forces, permit initia-
tion of contract definition for a new strategic missile system in fiscal
year 1968, if that proves to be desirable.

- The funds requested for the ‘‘Adverse weather aerial delivery
system’” will further develop components designed to give airlift
aircraft the capability to navigate to, and air drop personnel and
materiel at, specific locations in bad weather or at night without ex-
ternal ground based: assistance.

The remaining engineering development items on the Air Force list
have all been discussed in connection with the Department’s space-
related projects. : :

.MANAGEMENT AND SUPPORT
Army

The fiscal year 1968 budget includes $90 million for the support of
the White Sands Missile Range. Test programs are conducted at
this range for all the services and NASA. Among the specific projects
are the Air Force’s advanced ballistic reentry system (ABRES), the
Navy’s new antiradiation missile (based on the standard SAM
missile), the Army’s Lance, as well as NASA’s Aerobee project. A
major effort at this facility is the range instrumentation program, now
in 1ts third year, which will refine the data collected on the range,
improve the data reduction capability, and augment the range com-
munication system. :

We are also requesting $44 million for the Kwajalein Test Site,
operated by the Army.

The $229 million requested for general support covers the costs of all
Army research and development installations and activities other than
White Sands and Kwajalein.




ECONOMIC EFFECT,OF.: VIETNAM SPENDING 401

Navy , SR S .

The Pacific Missile Range, for which $68 million is requested in
fiscal year 1968, is responsible for range scheduling, communications,
weather and meteorological services, and data reduction in support
of assigned missile and space launch operations in the Pacific.

The Atlantic Undersea Test Evaluation Center (AUTECQ), lo-
cated in a deep-sea canyon off the Bahamas, will consist of three
separate test ranges for weapons, sonars and acoustic systems. The
weapons range became operational October 1966; the acoustic and
sonar ranges are scheduled for completion during fiscal year 1967 and
fiscal year 1970, respectively. For AUTEC, $18 million is requested
in fiscal year 1968. ' : '

General-support for other Navy research and development labora-
tories and test facilities not chargeable to specific programs will require
$310 million in fiscal year 1968. T ’

Air Force o e :

For the Eastern Test Range, $219 million is requested in fiscal year
1968, approximately $13 million less than for the current fiscal year.
Future test activities will involve greater accuracies, larger payloads,
and more complex reentry vehicles as well as more sophisticated
missions. To meet these more demanding requirements, the funds
included in the fiscal year 1968 request will provide a capability for
collecting improved, trajectory evaluation data ‘on new frequencies.
The program will also provide .for the.operation.of eight specially
instrumented C-135 aircraft to support the activities associated -with
the Apollo programs. . - - e :

About $89 million is requested for fiscal year 1968 to support the
Air Force Western Test Range which consists of a complex of range-
instrumentation networks supporting Air Force, Navy,.and NASA
launches from Vandenberg AFB, Point Arguello, and Point ‘Mugu.
'I}‘lk}e program also provides for the operation of five ‘Apollo support
ships. B . ' o
General support, including “Development support,” will require $65
million in fiscal year 1968. - This item:carries the major support of the
Air Force Systems Command and its nationwide complex of research,
development, and test installations, the construction of additional
research and development facilities, and other 'support programs.
It includes about $85 million for the cost of services provided under
contract by organizations such as Rand Aerospace Corp., and the
Lincoln Laboratory. B

EMERGENCY FUND

For the Department of Defense emergency fund, we are réquest,ing'
the appropriation of $125 million and transfer authority of $150
million, the same as the amounts provided for fiscal year 1967. .

FINANCIAL SUMMARY

The research and development program, including the development
of systems approved for deployment will requiré about $8 billion in
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new obligational authority for fiscal year 1968. A comparison with

prior years is shown below:
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OTHER MAaJor ProGRAMS

In last year’s reorganization of the 5-year defense program struc-
ture, we established four new major programs which, for purposes of
this presentation, have been grouped together in this section.

SPECIALIZED ACTIVITIES

Specialized activities comprise those elements of the Defense pro-
gram which are directly related to the missions of the combat forces in
the Strategic, General Purpose, and Airlift/Sealift Forces programs,
but which for purposes of management are more logically handled
within the context of homogeneous functional groupings: of similar
or complementary activities.

National military command system

The National Military Command System (NMCS) is the primary
subsystem of the Worldwide Military Command and Control System.

The NMCS comproses the National Military Command Center
(NMCQC) at the Pentagon, the Alternate National Military Command
Center (ANMCC), the National Emergency Command Post Afloat
(NECPA), the National Emergency Airborne Command Post
(NEACP), and the various communications networks linking these
command facilities, the unified and specified commands and service
headquarters.

As part of our continuing effort to improve the NMCS, we have ex-
panded the automatic data processing capability at the NMCC to
handle the increased workload related to southeast Asia operations
and to provide support for the newly created strategic mobility staff
in the Office of the Joint Chiefs of Staff. The fiscal year 1968 budget
request provides funds for the further improvement of the data
processing system, the information displays, and the related facilities
and equipment.

Communications ,

The communications category includes both the Defense Com-
munications System (DCS) and certain non-DCS communications
operated by the military departments.
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Other specialized activities

The specialized activities program also includes the overseas ad-
ministration and grant aid portions of the military assistance program,
and such other mission-related activities as weather service, oceanogra-
phy, aerospace rescue and recovery, etc.

Because the military assistance program is not included in the
legislation being considered at this time, only the last category of
activities will be discussed here.

Weather Service. The Air Force and Naval Weather Services collect,
analyze, predict, and disseminate, globally, meteorological and geo-
physical information for the support of military operations, NASA’s
space program (including manned space vehicle reentries and recov-
eries), research and development missile test firings, and they conduct
hurricane and typhoon tracking and forecasting, and collect nuclear
debris air samples for the AEC 1n connection with the test ban treaty
safeguards.

Oceanography. 'This category comprises the activities of the Navy’s
Oceanographic Office, Defense support of the National Oceanographic
Data Center and their related research aircraft and survey ships.
During the coming fiscal year, the Navy will significantly expand its
oceanographic effort. For example, in the “broad ocean survey”
program the range of data collected will be greatly increased.

At the end of fiscal year 1966, nine oceanographic research and
survey ships (three manned by Navy crews and six operated by
MSTS) and two environmental production research aircraft were
employed in the program. Seven of these are converted World War
IT ships but the other two are new oceanographic survey ships
(AGS’s) which entered the force during fiscal year 1966. In fiscal
year 1967 two more new ships—oceanographic research vessels
(AGOR’s)—will be commissioned, increasing the force to 11 ships
and making possible an expansion of the program. The AGS funded
in fiscal year 1967 should enter service in fiscal year 1969. No new
ships are being requested in fiscal year 1968 for this “operational”
program, although two oceanographic research ships are included in
the budget for the research and development program with which
this survey effort is closely integrated. :

Asr rescue and recovery. The air rescue and recovery program com-
prises the Air Force Aerospace Rescue and Recovery Service (ARRS),
certain specialized forces of the Navy, and certain assigned forces of
the Army and Marine Corps.

To provide increased aircrew recovery capability in southeast
Asia, additional ARRS helicopters will be procured in fiscal year 1967
and fiscal year 1968. .

Traffic control, approach, and landing system. The Traffic control
approach and landing system (TRACALS) element encompasses those
“common system’’ air traffic control facilities not provided by the
Federal Aviation Agency.

There are two prominent, current programs. The first, the AIMS
program, is concerned with the addition of the air traffic control
radar beacon system, which provides positive identification and loca-
tion of aircraft to all air traffic control radar facilities. The second
is concerned with the replacement of current VHF and UHF air-
eround-air communications systems in order to meet the more
stringent requirement of 50 kilocycle spacing between channels in
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accordance with our agreements with other members of the Interna-
tional Civil Aviation Organization.

Nuclear weapons operations. This element covers the activities of
the Defense Atomic Support Agency (DASA) which provides special-
ized staff assistance to the Secretary of Defense and the Joint Chiefs
of Staff; operational, logistical and training support for the military
services; haison with the Atomic Energy Commission on weapons
development and the planning and conduct of weapons effects tests;
and management for the national atomic weapons stockpile. The
nuclear weapons effects tests, themselves, as weﬁ as nuclear weapons
research, are included in the research and development program and
were discussed earlier. DASA’s construction program for fiscal year
1968 includes further shoreline protection work at Johnston Island.

LOGISTIC SUPPORT

Logistic support comprises a wide variety of activities which can-
not be readily allocated to other major programs or program elements.
Included under this heading are the costs of moving passengers and
carriers, the Military Sea Transportation Service, the Military Airlift
Command and contract airlift; purchasing, storing, and inspecting
materiel; those parts of the industrial preparedness program (e.g., the
provision of new industrial facilities and the maintenance of reserve
facilities and equipment) not identified with elements of other major
programs; and the major overhaul and rebuild activities for items
which are returned to a common stock and cannot, therefore, be
related directly to specific military forces of weapon systems.

PERSONNEL SUPPORT

The personnel support program comprises the training, medical and
other activities associated with personnel, except for those portions
of such activities which are integral elements of another program.
Training - .

The Defense Department’s training establishment .constitutes a
vast and varied system, including at least 83 major military instal-
lations, designed to meet not only peacetime needs for militarily
‘trained manpower, but also to provide the potential for rapidly “ex-
panding this force in .periods.of mobilization. Our total capital in-
vestment in these facilities exceeds $4.8 billion ‘and annual- operating
costs run over $1.5 billion. On' the average, nearly one-fifth of the
active force is assigned to these centers at all times, either as part of
.the permanent training staff or as trainees. The rising cost of train-
ing in the fiscal years-1966-68 period directly reflects the rapid buildup
in the size of the military establishment. '

- Recruit training. Recruit training (i.e., “basic’’ or “boot camp”
training) is given every new enlisted serviceman to facilitate the
transition from civilian life, to inculcate necessary standards of con-
duct and discipline, to provide initial weapons training, to ensure
adequate physical conditioning and to foster motivation and service
esprit. In total, recruit training loads are expected to decline slightly
in fiscal year 1968, following the rapid rise in fiscal years 1966-67.
We now estimate that about 920,000 men will enter basic training
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next year compared to about 995,000 now estimated for fiscal year
1967.

The fiscal year 1968 request includes funds for two major expansions
of basic training facilities. The Air Force plans to add 5,400 addi-
tional barracks spaces at its Lackland Military Training Center in
Texas and about $17 million will be needed for this purpose in fiscal
year 1968. Construction of a third Navy Reeruit Training Center
on the site of the former Orlando AFB in Florida (which was previ-
ously transferred to the Navy for use as a training devices center in
1964) was initially funded in the fiscal year 1967 budget and $21
million more is requested in fiscal year 1968.

Techmical training. The military services train enlisted personuel
for about 1,500 separately identifiable occupational specialties.

Professional training. ~Professionel training encompasses primarily
postgraduate level education in military and civilian schools, including
medical training.

Among the military schools are the several service command and
staff colleges, the service war colleges and the joint service colleges.
Each year, over 4,000 students, including foreign military officers and
U.S. Government civilians, are educated at these institutions.

Flight training. Flight training is the most expensive type of
instruction given by the Defense Department, in large part because
of the very heavy investments required in trainer aircraft and facilities.
Three factors have now combined to compound our flight training
problem: the large numbers of World War II trained pilots who are
now coming to the close of their flying careers; the rotation require-
ments of the Vietnam conflict; and the rapidly increasing size of the
Army’s aviation program. To meet these increased pilot require-
ments, the fiscal year 1968 budget includes. funds to increase the
number of pilots being trained by the services to an annual rate of
approximately 13,500. Actual piot production will not reach the
higher authorized levels in fiscal year 1968, however, since it takes up
to 18 months to train a pilot. -

In the Air Force, the planned annual output of pilots has been
increased to 3,492 compared with 2,956 in fiscal year 1967 (including
jet pilots trained for ‘the military assistance program). To help
handle this increased training load, a ninth undergraduate pilot
training operation will be opened at Randolph AFB: = - - -

The new planned Navy annual pilot production rate is about 2,525
pilots (including 100 for the military assistance program and U.S.
Coast Guard), compared with about 2,200 previously in fiscal year
1967. Of the 2,425 earmarked for the Navy and Marine Corps, about
945 will be trained for jet aircraft, 830 for propeller aircraft and 650
for helicopters.

The Army’s planned pilot production has been increased to 7,500
pilots per year (including 180 for the military assistance program),
compared with about 3,700 in the original fiscal year 1967 budget.
About 90 percent of the new Army pilots will be trained for helicopters,
up from about 50 percent in fiscal year 1966. The Army will commis-
sion about 75 percent of its new pilots as warrant officers since their
positions do not involve command responsibilities. To help handle
the larger training loads in fiscal year 1968, Hunter AFB in Georgia
(which was scheduled to close in July 1967) has been assigned to the
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Army and the present flicht training program at Fort Wolters will
be expanded.

To support the larger flight training programs, the revised fiscal
year 1967 budget and fiscal year 1968 budget requests provide 582
trainer aircraft for the Army, 269 for the Navy, and 458 for the Air
Force.

Service Academies. As you know, we have been increasing the level
of enrollment at the Military Academy over the past few years toward
an ultimate goal of over 4,000. In fiscal year 1968, enrollment will
average about 3,300 cadets. To help accommodate the larger student
body, the fiscal year 1968 budget includes funds for a new 66-classroom
academic building at West Point and for personnel facilities and utili-
ties.

Enrollment at the Naval Academy (currently the largest of the
three service Academies) in fiscal year 1968 will remain constant at
about 4,100. Construction funds, totaling $3 million, are requested
for the modernization of an academic building at Annapolis, and for
additional personnel facilities.

The Air Force Academy, which has also been gradually building up
the size of its student body to an ultimate level of 4,000, will reach a
total of 3,100 cadets in fiscal year 1968. In addition, a cadet pilot
indoctrination program, designed to encourage all physically qualified
cadets to consider flight training upon graduation, will be 1nstituted.
About $5 million is included in the fiscal year 1968 budget for construc-
tion of medical, training, and other facilities at the Air Force Academy
in fiscal year 1968.

Medical services

Medical services include those costs for medical and dental services
not directly associated with military units in our other major pro-
grams, the costs of medical care for military dependents at non-
military facilities, the costs of providing veterinary services, and the
cost of operating various health service activities such as the Armed
Forces Institute of Pathology.

The fiscal year 1968 construction program for medical facilities
totals $161 mullion—the largest ever. It includes 27 new hospitals or
additions to existing hospitals, together with a large number of other
medical facilities.
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TaBLE 1.—Department of Defense: Budget summary

[In millions of dollars]

Fiscal year 1967
Fiscal Fiscal
year year
1966 Basic Supple- Total 1968
mentals
Total obligation authority:
Military personnel.________ .. ... 17,047 18,731 1,704 20,435 22, 025
Operation and maintenance _...___._____________ 15,378 15,712 3, 562 19,274 19,154
Subtotal, operating. ..o oo 32,426 34,443 5, 266 39, 709 41,179
Procurement. . oo 22,595 18, 080 6, 306 24, 386 24, 013
Research, development, test and evaluation.___. 6, 946 7,042 135 7,177 7,523
Military construetion. ... ... 2,545 533 624 1,158 2,144
Family housing. .... o 682 519 11 530 823
Civil defense. . ..o ool 105 102 | o 102 m
Special foreign currency program._ ... oocoofooooooo. i 2 R, 7 16
Total, military functions._..__.__.__.____.____. 65, 209 60, 727 12, 342 73,069 75,808
Military assistance_ - ___________ 1,163 888 | —eoa- 888 621 -
Total, TOA . el 66, 462 61, 614 12,342 73,956 76,429
Less financing adjustments.. ... . ___.____.____. —-2,929 —1,676 |.ceee___ ~—1,876 -—1,400
Plus NOA for revolving funds__._ .| fameooaes 535 535 241
New obligation authority - _..____ . _____.____ 63, 533 59, 939 12, 877 72, 816 75, 270
Expenditures. - 55,377 58, 300 9, 650 67,950 73,100

TABLE 2.—Department of Defense: Summary of the fiscal year 1967 supplementals
[In millions of dollars]

SOUTHEAST ASIA

Military personnel__ ... _ e 1,364
Operations and maintenanee ... - . ... ..o __________ 3,311
Subtotal, operating_ _____________ L ____._._._.... 4,675
Procurement:
Ammunition_ . _ __________ . _______ 677
Aircraft:
Combat attrition. _ . ________________________.____ 1, 525
Training and other.__.______________ . ___..__.__ 439
S PATeS . e e 996
Other aireraft equipment_ . ______ _________________ 775
Total aireraft_ .. 3,715
Vehieles. . o oL 506
Electronics and communieations__ _ ____________________ 581
All other procurement._______ ... ___ . ______.__.___._. 840
Total change in procurement program.______________.._ 6, 317
Financing adjustments_ ____ _ . ___ __ __ _________________.__. —11
NOA for procurement.__ _ . ______ .. 6, 306
Research and development for limited war 135
Construction for southeast Asia__ _ ______________________._________ 624
Increase in stock funds__ . _ .. .. e 535
Subtotal, SEA . e 12, 276
OTHER
Pay increase already voted:
Miltary o e 340
Civilian_ _ __ . e ememas 179
Medicare and homeowners assistance, already voted..__..__._ 82
Subtotal, amounts already voted_ _ ____________ . ___________ 601



TaBLE 3.—Department of Defense: Financial summary

[Dollar amounts in billions]

1967
1961 1962 1962 1963 1964 1965 1966 1968
original final Enacted SEA
or author-{ supple- Total

ized! | ment
Strategic forces. . $11.2 $10.5 $9.3 $7.1 $6.8 $6.7 | $0.4 $7.1 $8.1
General purpose forces 18.0 17.9 18.0 19.1 29.5 20.8 7.5 34.3 34.4
Specialized activities ... 3.0 3.7 3.9 4.2 4.7 4.7 .2 4.9 53
Alrlift and sealift forces. . 1.1 1.1 1.2 1.4 1.7 1.1 .4 L5 1.6
Reserve and guard forces 1.8 1.7 1.9 2.0 2.3 2.4 .2 2.6 2.8
Research and development 4.4 5.2 5.4 5.1 5.3 5.3 .1 5.4 5.8
Logistles. oo ooiaaaoo 3.8 3.7 3.8 4.0 5.3 5.0 1.3 6.3 8.0
Personnel SUPPOrt . o ccoeeuan 4.8 5.0 5.3 5.7 7.2 7.1 1.1 8.2 8.9
Administration . 1.2 1.3 L3 1.5 2.6 2.3 .7 3.0 3.1
Military assistance program. 1.8 1.6 1.2 1.3 1.2 I PN .9 .6
Gross total obligational authority oo oo ooeommmona] oo 51.1 51.7 5L.5 51.4 66.6 62.4 1.8 74.2 76.6
TLess unfunded retirement pay. ..cococeooacmooaon [N T, —. b —-.3 -3 -2 -1 -2 -1 —-.3 -2
Net total obligational authority. . $46.1 $44.9 50.6 51.3 51.2 512 66.5 62.2 11.7 74.0 70.4
Working eapital . oo cccmana —.4 -2 —-.4 —.4 -.3 By RSO [, .5 .5 .2
Other financing adjustments. —2.6 —-1.0 -.8 P -5 —-2.9 L OO -1.7 ~1.4
New obligational authority. . - - 43.1 43.7 49.4 51,1 50.9 50. 5 63. 5 60. 5 12.3 72.8 75,3
Total expenditures.- 4.7 4.7 48,2 50.0 5.2 47.4 55. 4 58.9 9.1 68.0 73.1
Expenditures as percent of GNP _ - . oo oo oooemamceen 8.8 |- 8.9 8.7 8.4 7.3 [ I A 8.9 9.0

’I‘OA by dep'\rtmcnt and agency: i

______________________________________ $12.9 $12.2 $12.8 $12. 7 $19.1 T$18, 5 $5.1 $23.6 $24.7
Clvll Defense . - o e e e [t m e .3 .1 it PRI ZUrS [ P N R, .1 .1
Navy___..._ 15.1 15.1 14.9 15 3 20..0 18 5 3.5 22.0 22.4
Air Foree..__ 20.2 21.0 20.6 20.1. 24.3- 22.5 3.0 25.5 26.0
Defense agencies.__ .3 .9 11 1.1 1.3 . 14 .1 L5 2.0
Defenso family housing 2.__. .6 .6 .7 .7 .7 - .5 - .5 .8
Military assistance program . oo o oocoiomiamcomaaman e 1.8 1.6 1.2 1.3 1.2 .9 : .9 .6
QGross total obligational authority 3 e eme [ 51.1 51.7 51.5 51. 4 66.6 62.4 11.8 74.2 76.6

89%
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Increased payments to retired personnel.

Total
Memo: Unfunded

itary retirement past service liability__._

1 .6 4 .4 3.6
.2 .6 7 .0 1.1
.2 .6 .8 .0 1.2
.5 2.8 4.0 .4 5.9
.9 59.5. 66.6 .4 74.1

1 fncluded is supplemental appropriation request for military and civilian pay increases
anthorized. by Public Law 83-501 and Public Law 89-504; medicare authorized by Public
Law 89-614; and Homeowners Assistance program authorized by Public Law 89-754.

2 In 1961 and 1962, funds for this activity were approbriated tothe military departments.
8 Excludes cost of nuclear warheads. :'.
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TABLE 4.—Department of Defense: Direct budget plan (T'OA), new obligational authorily, and expenditures, fiscal years 1966-68

[In millions of dollars}

=

Q

%

P

=

(@]

=

=

Direct budget plan (TOA) New obligational authority Expenditures =

3

Fiscal year | Fiscal ycar | Fiscal year | Fiscal year | Fiscal year | Fiscal year | Fiscal year | Fiscal year | Fiscal year

1966 1967 1968 1966 1967 1968 1966 1967 1968 %

FUNCTIONAL CLASSIFICATION s

Military personnel: E

Active Forees. ..ol 14, 652 17, 636 119, 055 14, 655 17, 636 119, 055 14, 407 17, 465 118,903 2

Reserve Forces 803 985 950 818 985 950 755 935 910 N

Retired pay - - ool 1,592 1,814 2,020 1, 600 1,814 2,020 1, 591 1,800 2,010 g

Total. ... 17,047 ) 20, 435 122,025 17,073 20, 435 122,025 16, 753 20, 200 12],823 "

Operation and maintenan 15,378 19,274 119,154 15,339 19,274 119, 154 14,710 18, 600 119,017 ]

=

Subtotal, operating. . ..oooo oo 32, 426 39,709 41,179 32,412 39, 700 41,179 31,463 38, 800 40, 840 4

Procurement - - ooooeooomeee 22, 595 24, 380 24,013 20, 013 22,886 22,017 14, 339 18, 465 21,632 5§

Research, development, test, and evaluation._.. 6, 946 7,177 7,528 6, 746 7,181 7,213 6, 259 6, 700 7,200 —

Military construction . ... .o 1,168 2,144 2, 566 1,097 2,128 1,334 1,600 1,600 Z

Family housing.... 68! 530 823 666 518 814 647 570 2 [»]
Civil defense e 101 111 86 97 100
Special foreign currency program..._.___._._ 7 ) [ 2 D, 2 9
Revolving and management funds 535 241 281 716 337
Total, military funetions._......__._._.... 73,609 75, 808 62, 510 72,034 74,674 54, 409 66, 950 72,300
Military assiStance . ..o ..ooocuoocicccacaeaaa- 1,163 888 621 1,023 782 596 968 1, 000 800

Total, military functions and military

asSIStaANCe - oo 66, 462 73,956 76, 429 63, 533 72,816 175,270 55,377 67, 950 73,100




< '10A—29—91G-8L

8

DEPARTMENT OR AGENCY

Department of th
Department of th

Department of the Air Force.
Defense Agencies/OSD __. . ...

Civil Defense_.._

Total, milit:

Military assistance._ . ... ... ...

Total, mili
assistance

@ AIINY ...
e Navy. . o

ary functions_ . ___._._.__.__.__

tary functions and military

18, 548 22,920 23,918 17,492 22,989 23,629 14,832 21,108 23,372
19,462 21, 365 21, 690 18, 486 20,709 21,134 16,026 18,978 20, 429
23, 693 24, 803 25,281 22, 655 24, 263 24, 891 20, 131 22, 594 24,077
3, 590 3,879 4,767 3,770 3,972 4, 867 3,335 4,174 4,282
105 102 111 107 101 m 86 97 100

65, 209 73, 069 175,808 62, 510 72,034 174,674 54, 409 66, 950 172,300
1,163 888 621 1,023 78! 596 968 , 800
66, 462 73, 956 76,429 63, 533 72,816 75,270 55,377 67, 950 73,100

1 Fiscal year 1968 includes amounts proposed for separate transmittal under proposed
legislation not distributed by military department, as follows:

[Millions of dollars]
TOA NOA |Expendi- ’
tures
Military personnel_____.____. 24 24 23
Operation and maintenance._. 18 18 17
Total. oo e 42 42 40

NortE.—TFiscal year 1967 NOA includes amounts proposed for separate transmittal:
$12,275,870,000 for southeast Asia support: $340,130,000 for military pay increase; $179,-
000,000 for civilian pay increase; $71,000,000 for medicare benefits; and $11,000,000 for home-

owners asslstance.
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TaBLE 5.—Department of Defense—Direct budget plan (TOA), new obligational authority, and expenditures, fiscal year 1966-68 by functional f]
title and service

[In millions of dollars]

Department of Defense, total Departuent of the Ariny Department of the Navy
Funetional classification Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal g
Fiscal year year Fiscal Fiscal year vear Fiscal Fiscal year year Fiscal bo)
year 1967 1967 year year 1967 1967 year year 1967 1967 year 2
1966 supple- total 1968 1966 supple- total 1968 1966 supple- total 1968 o
mental mental mental z
=
TOTAL OBLIGATIONAL AUTHORITY {TOA) Q
Military personnel: E
Active Forees. .. .. 14,652 1,620 17,636 { 119,055 5,149 729 6, 898 7,870 4, 565 381 5,212 5,467 =
Reserve Forces.. 803 50 985 950 521 45 680 642 145 2 151 154 =
Retired Pay oo oo eeeaaaen 1,592 34 1,814 2,020 fueeen e e S
Total. o e eeaaaas 17,047 1,704 20,435 | 122,025 5,670 774 7,577 8, 512 4,710 383 5, 363 5, 621 ]
Operation and maintenance. . ........o.o..ooooo_.__ 15,378 3, 562 19,274 | 119,154 5,098 2, 061 7,448 7,344 4, 268 790 5,071 5,101 %
Subtotal,‘operating. - ... .c.eoa..... 32,426 5, 266 39, 709 41,179 10, 768 2, 835 15,025 15, 857 8,979 1,173 10, 434 10,722 -
Procurement; E
Aircraft. .. 10, 007 3, 539 10, 350 9,111 1,287 533 1,202 769 3, 202 1,703 3,463 2, 560 =3
Missiles. 2,020 102 2,199 2,786 364 6 560 769 408 51 354 649 2
Ships- oo 1,876 | ... 2,041 LB || 1,878 .. BN
Tracked combat vehic 445 66 527 430 42t 62 509 2
Ordnance, vehlcles and related equipment. 5,012 1, 547 5, 521 6,436 2,041 759 2,095 L
Electronics and communications. ...._._._. 1,473 403 1, 502 1,444 507 303 617 w
Other procurement. ... . . ... . __ 1,762 648 2,244 1, 860 570 467 880 ]
' =
22, 595 6, 306 24,386 24,013 5,190 2,130 5,863 74
o
b
601 | 616 615 P4
1, 256 26 1,171 1,145 (]
1,997 15 2,414 2,499
1,076 1 ... 954 1,119
325 3 285 209
.Ordnance, vehicles, and related equipment..._.. 386 [ .. 354 313
.Other equipment_ ... . ... 968 988
Programwide management and support 5 395 421
Emergeney fund. ... 18 125
......................................... 7,523




Military coi)structloh:
Active Forees oo
Reserve FOrees. . oo o ommeocieiiiaan

’I‘dta], military functions. ..o oemoaoao.
Military assistance. . oo ccacmccccmcmmmmceecaa—ann

Total, TOA i
Less financing adjustments
Plis NOA for revolving funds_ . ...cooomoaoo o

New obligational authority .- cocovmeaamaaoo
Expenditures . oo ccoevemounnua- [

2,519 624 | 1,131 | 2107 | 1,006 258 430 502 650 140 279 o5t
.......... 20 b7 PN D, 17 10 {oeccans 5 5
1,158 | 2,144| 1,066 288 438 609 659 140 285 856
530 23

102

7
65,200 | 12,342 | 73,060 | 75,808 | 18,548 | 5,203 | 22,920 | 23,918 | 19,462 | 3,645 | 21,365 | . 21,690
1,163 | neees 888 5518 TR IO It M IOt ISR A, S S
86,462 | 12,342 | 73,05 | 76,429 | 18,548 | 5293 | 22,020 | 23,918 | 19,462 | 3,645 | 21,855 | 21,690
—2,920 [ —1,676 | —1,400 | —1,056 [oeeem.._- Zogg | 2349 | 2976 |eeeeelo.o- 2733 550
.......... 535 535 241 | 351 351 [ 7 7 4
03,533 | 12,877 | 72,816 | 75200 | 17,402 | 5644 | 22,980 | 23,620 | 18436 | 3,722| 20,709 | 2,134
55,377 650 | 67950 | 73,100 14832| asse| 20108 | 23,872 | 16,026 | 1,923 | 15978 | 20,429
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TaBLE 5.—Department of Dcfense—Direct budget plan (TOA), new obligational authority, end expenditures, fiscal year 1966-68 by
functional title end scrvice—Continued

[In millions of dollars]

VLY

Department of the Air Force Defense agencies/OSI-Civil Defense

Functional classification
Fiscal year | Fiscal year | Fiscal year | Fiscal year | Fiscal year | Fiscal year | Fiseal year | Fiscal year

1966 1967 supple- 1967 total 1968 1966 1967 supple- 1967 total 1968
mental mental

TOTAL OBLIGATIONAL AUTHORITY (TOA)

Military Personnel:
Active Forees. e
Reserve Forces
Retired pay .- cocooooooo.

Subtotal, operating. . ... 10, 334 1,109 11, 471 11, 528 2,345 149 1,779 3,032
Procurement:
5, 685
1,284

Ordnance, vehicles, and replacement equlpment
Eleetronics and communications
Other procurement._________._____ 34 545

Research, development, test and evaluation:
Military sciences
Aircraft_______
Missiles._ .
Asitronuutxcs ...............

Ordnanee, vehicles, and related equipment.
Other equipment .........................
Programwide management and support.
Emergency fund. el

ONIANELS WVNLIHIA d0 IOHTAIT OJINONODY

Military construction:

Active Forees... . ... 779 : 196 413 618 24 9 246
o 1




Family housing. oo e e 682 11 530 823
Civil defense 102 111
Special foreign currency program 7 16
Total, Military funetions. .. ... ... .___________ 23, 593 3,222 24, 803 25,821 3, 695 182 3,981 4,878
Military assistance. e | oo e | e e e e el
Total, TOA e 3,981 4,878

Less financing adjustments__________ —15 —32
Plus NOA for revolving funds - 107 133
New obligational authority 22, 655 3,222 24,263 24, 891 3,877 289 4,073 4,978
Expenditures 20,131 2, 785 22, 594 24,077 3,421 503 4,271 4,382
! Fiscal year 1968 TOA includes amounts proposed for separate transmittal under pro- - NoTte.—Fiseal year 1967 TOA includes amounts proposed for separate transmittal:
posed legislation not distributed by military department, as follows: $11,740,870,000 for southeast Asia support; $340,130,000 for military pay increase; $179,000,-
Military personnel $24, 000, 000 000 for civilian pay increase; $71,000,000 for medicare benefits; and $11,000,000 for homeown-

Operation and mAINLENANCE. .. s 18, 000, 600 ers assistance.
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476 ECONOMIC EFFECT OF VIETNAM SPENDING

TABLE 6.—Department of Defense: Estimated obligaltions and amounts avatlable
for obligation, general fund appropriations, fiscal year 1966—68

[In millions of dollars])
New . Total Un- Un-
obli- Reim- |available| Obliga- |obligated |obligated
Item gational [ burse- for tions | balance |balanceas
authority| ment obli- carried |percent of
gation forward | available
FISCAL YEAR 1966—ACTUAL

Department of the Army.____.__.______._. 17,492 3,211 23,174 21, 000 2,156 9.3
Departinent of the Navy____ _ 18, 486 1,750 25,381 18,714 6, 666 26.2
Departinent of the Air Force .-l 22,655 1,520 27,432 23, 009 4,421 16.1
Defense agencies, 0SD.__ - 3,770 67 4,114 3,513 573 13.9
Civildefense.... ... 107 |- 130 90 39 30.0
Total, military funetions.._.___..... 62, 510 6, 548 80,230 66, 325 13,854 17.2
Military assistance...... o oemoooaaaoo 1,023 6 906 895 11 1.2

Total, military functions and mili-
tary assistance. ... 63, 533 6, 555 81,136 67,220 13, 865 17.0

FISCAL YEAR 1987—ESTIMATED

Department of the Army_ ... 22,638 3,339 28,240 25,901 2,339 8.2
Department of the Navy__._ 20,632 1,684 28,903 23, 616 5,288 18.2
Department of the Air Force 24,263 1,527 30,282 25,788 4,494 4.8
Defense agencies, OSD._____ 3, 865 77 4,315 3,994 320 7.4
Civil defense 101 o __l.- 142 130 12 8.4
Total, military functions_____._..... 71,499 6, 527 91, 881 79, 427 12, 454 13.5
Military assistance. ... __ . ____..... 728 10 743 733 10 1.3

Total, military functions and mili-
tary assistance__ ______._____...... 72,227 6, 537 92, 624 80,160 12,464 13.4

FISCAL YEAR 1968—ESTIMATED

Department of the Army. _____________._. 23, 569 3,246 29,154 26, 944 2,210 7.5
Department of the Navy. . .______.....___ 21,130 1,576 27,995 22,516 5,479 19.5
Department of the Air Force._.._._....___ 24,847 1, 600 30,341 26, 080 4,262 14.0
Defense agencies, 0SD__________________.. 4,734 77 5,132 4,561 |. 571 1.1
Civil defense._______ 111 | 123 118 & 4.0
Proposed legislation_ 42 . 42 [:> 2% SRUURERUI R ——
Total, military functions....._.. - 74,433 5,900 92,787 80, 261 12, 526 13.4
Military assistance_ . ... __._.__ 536 10 556 546 10 1.7

Total, military functions and mili-
tary assistance. . ..o oo oocoomaooo- 74, 969 5,010 93,343 80, 807 12, 636 13.4

NOTES

(1) The total available for ohligation is the sum of () unobligated balances from the prior year (b) new
obligational authority, (¢) reimbursements, and (d) transfers between appropriations. - i

(2) In addition to obligations, the unobligated balance carried forward was reduced by $51 million of
expired obligating anthority withdrawn, . . .
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TABLE 7.—Depariment of Defense: Estimated erpenditures and amounts available
Sfor expenditures, fiscal years 1966-68
[Dollar amounts in millions)
: Total TUnex- Unex-
New available ended | pended
Item obliga- or Expend- | balance |balance as
tional | expendi-| itures carried |percent of
authority| ture forward |available
FISCAL YEAR 1966—ACTUAL
Department of the Army $17,492 | $23,781 | $14,832 $8, 941 37.5
Department of the Navy.__.._._. ----] 18,488 34,128 16,026 18,074 52.9
Denartment of the Air Foree. .. ———- 22, 655 32,419 20,131 12, 316 37.9
Defense agencies/OSD...__-.._. PO 3,770 5,134 3,335 1,760 34.2
Civildefense. __ .. ..o .. 107 211 86 119 56.3
Total, military functions 62, 510 95, 673 54,409 41,210 43.0
Military assistance ) 2,799 968 1,831 65. 4
Total, military functions and military as-
sistance. - 63, 533 98, 472 55,377 43, 041 . 437
FICAL YEAR 1967—ESTIMATED

Department of the Army....._______. 22,989 32, 037 21,108 10,930 4.1
Department of the Navy._. 20, 709 38, 884 18,078 |- 19,907 51,1
Department of the Air Fore 24, 263 36, 571 22, 594 13,977 38.2
Defense agencies OSD 3,972 5, 632 4,174 1,358 24.5
Civil Defense. .- o ov oo 101 220 97 123 55.9
Total, military funetions.. . ocooooooeaoao . 72,034 113, 244 66,950 46,204 40.8
Military assistance. ..o oL ___ 78 y 1,000 1,613 61.7

Total, military functions and military as- !
SIStANCe e e e ietiemceaaa . 72,816 115, 856 67,960 47,906 41.3

FISCAL YEAR 1968—ESTIMATED

Department of the Army_.. ... _____..___ 23,629 34, 558 23,372 11,186 32.3
Department of the Navy. .. y 21,134 41, 047 20, 429 20,618 50,2
Department of the Air ¥orce. 24,801 38, 862 24,077 14,785 38.0
Defense agencies OSD 4,867 6, 225 4,282 1,943 31.2
Civil defense. .. - 111 234 100 134 57.2
Proposed legislation ... .. i i o . el ... 42 40 2 4.7
Total, military functions..._. SN 74,674 | 120,968 72,300 48, 668 40.2
Military assistance. - 596 2,209 800 , 63.7

Total, military functions and military as- .
SiStanee. el 75,270 1 123,176 73,100 50,076 40.6

NorEs.—(1) The total available for expenditure is the sum of (a) unexpended halances from the prior
year, (b) new obligational authority and (¢) transfers between appropriations. Transfers, which total
$173,000,000 in fiscal year 1966; $200,000,000 in fiscal year 1967; and $6,000,000 in fiscal year 1968 are not shown
in detail. (2) Tn addition to expenditures, the unexpended halance carried forward was reduced in fiscal

year 1966 by $54,000,000 of balances withdrawn.



TaBLE 8.— Department of Defense: Order of magnitude dala on comparative new obligational authority by Sfunctional title, fiscal years 1954-68

[Millions of dollars]
Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal [ Fiscal | Fiscal
year year year year year year year year year year year | year year year year
1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968
FUNCTIONAL CLASSIFICATION
Military personnel:
Active FOrees. - oo 10,650 | 10,526 | 10,411 | 10,398 | 10,709 | 10,637 | 10,695 | 11,545 | 11,431 | 12,273 | 12, 699 | 14,655 | 17,636 | 119,065
Reserve Forces. . 369 512 613 607 644 674 660 633 672 703 751 818 985 950
Retired Pay. oo 424 495 515 567 640 7156 790 920 | 1,026 | 1,228 1,399 | 1,600 | 1,814 2,020
Motal e 11,442 | 11,534 | 11,539 | 11,572 | 11,933 | 12,026 | 12,144 | 13,008 | 13,120 | 14,204 | 14, 849 | 17,073 | 20,435 | ! 22,025
Operation and maintenance 3 ,768 | 9,734 | 10,221 | 10,187 | 10,317 | 10,702 | 11,759 | 11,496 | 11,705 | 12,603 15,339 | 19,274 | 119,154
Subtotal, operating 19,718 | 20,302 | 21,273 | 21,793 | 22,180 | 22,343 | 22,846 | 24,857 | 24,625 | 25,609 27,452 | 82,412 | 39,709 | 41,179
Procurement:
ircraft 5,041 4,022 | 6,923 | 6,550 | 5045 6, 167 5020 | 4,098 | 5646 ] 5882 5640 5962 | 9,354 | 9,520 8,721
Missiles 56! 234 764 | 2,135 | 2,090 | 3,966 | 2,030 | 2,078 | 3,230 | 3,069 | 3,676 | 2,615 1,642 | 2,187 2,711
Ships 759 1, 150 1,274 1,335 1,723 1,943 1, 140 2, 246 2, 967 2,939 2, 060 1,905 1, 522 1,757 1, 824
Tracked combat vehieles______________.__..... ® ® ®) @) U] @) (&) [0 (%) (O] ?) 211 435 429 430
Ordnance, vehicles, and related equipment....| 2,990 527 405 247 90 545 703 | 1,034 | 1,830 | 1,959 | 2,028 | 1,431 | 4,252 5,154 5, 809
Electronics and communications. ..........-.. 395 327 215 469 549 982 | 1,179 9351 1,875 1 1,176 | 1,353 | 1,039 | 1,240 | 1,417 1,368
Other procurerment. . ... ocoaccococeaaaaan 835 260 214 549 586 701 702 425 697 742 889 672 1,568 | 2,413 2,055
Total. - oo cmeereeacamcaaean 22,886 | 22,917
Research, development, test, and evaluation 7,181 7,273
Military construetion. .o 1,097 2,123
Family housing . - o 518 814
Civil defense. . . aeiaaaoon 101 111
Special foreign currency program. . .o.u.e.oo-coooooo 7 16
Revolving and management funds. . ... ... 535 241
Subtotal, military functions, new obliga-
tional authority 34,500 | 30,847 | 33,037 | 36,742 | 37,337 | 41,703 | 41,058 | 41,686 | 48,234 | 50,204 | 50,243 49,557 | 62,510 | 72,034 | 74,674
Transfers from prior year balances —60 | =750 | —487 —~500 | —535| ~—430| —366| —388 —410 | =321 RS {1 2 DASRRRI FEURIURIPI PN,
Total, military functions, new obligational
authority . . o 34,590 | 30,787 | 33,187 | 36,255 | 36,747 | 41,168 | 40,628 | 41,321 | 47,846 | 49,794 40,022 | 49,363 | 62,510 | 72,034 74, 674
Military assistance 3,192 1,204 1,016 2,018 1,310 1, 515 1,331 1,785 1,577 1,325 , 000 1,130 1,023 732 596
Total, military functions and military as-
sistance. .- o eaaaae 37,783 | 31,901 | 34,203 | 38,273 | 38,087 | 42,683 | 41,595 | 43,106 | 49,423 | 51,119 50,992 | 50,493 | 63,533 | 72,816 | 75,270

SLY
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DEPARTMENT OR AGENCY

Department of the Army.
Department of the Navy_.__
Department of the Air Force_.
Defense agencies, OSD_____.
Civil defense.

Total, military functions._...
Military assistance

Total, military functions and military as-
sistance

7,764 | 7,364 | 7,672 | 7,731 | 9,381 | 9,689 | 0,914 | 12,141 | 11,631 | 12,513 | 12,003 | 17,492 | 22,989 | 23,629

J| 9,612 ] 10,221 | 9,648 | 10,220 | 10,506 | 11,820 | 11,270 | 12,431 | 14,757 | 15,286 | 14,899 | 14,845 | 18,486 | 20,700 | 21,134
- 11,411 | 12,137 | 15,517 | 17,607 | 17,732 | 18,713 | 18,496 | 17,884 | 19,513 | 20,179 | 19,446 | 19,219 | 22,655 | 24,263 24 891
- 791 666 667 666 7] 1,285 | 1,173 | 1,002 | 1,178 2,572 2,951 | 3,192 | 3,770 | 3,972 4, 867
257 126 112 105 107 101 111

47,840 | 49,794 | 49,922 | 49,363 | 62,510 | 72,034 | 74,674

1,877 | 1,325 1,000 | 1,130 | 1,023 782 506

41,959 | 43,108 | 49,423 | 51,119 | 50, 922 50,493 | 63,533 | 72,816 | 75,270

! Fiscal year 1968 includes amounts propesed for separate transmittal under proposed
legxslatmn not disturized by military dr-p‘u’tment as follows:

Millions
Military personnel : $24
Operation and maintenance. ...l L. .. ... ... 18

Total .. e caeaaaa 42

2 Amount included in entry !or “Qrdnance, vehlc]es and related equipment.”’

3 Excludes althority in stock funds (10 U.S.C. 221()(h)) to incur reimbursable obliga-
tions in anticipation of reimhursable orders to be received in subsequent years. Such
authority !sincluded in the budget document presentation as “New obligational authority.”

NotTE.—Amounts include estimated comparability adjustments not supportable by

accounting records.

ODNIANILS WVNLIIA 40 LDHJAH DIWONODH

6%




08v

TaBLE 9.—Department of Defense—Order of magnitude dala on comparative expenditures by functional title, fiscal yeurs 195/-1968

[Millions of dollars]

Fiscal | Fiscal | Fiscal | Fiscal | Tiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Tiscal
year year | yeor year | year | year | year | year | year year | year | year | year year | year
1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968

FUNCTIONAL CLASSIFICATION

Military personnel:

=
Q
(@)
A4
S
&
Q
=
Active Forees. o oceommacaaeas 10,963 | 10,643 | 10,665 | 10,384 | 10,441 | 10,545 1 10,390 | 10,651 { 11,530 | 11,380 | 12,312 | 12,662 | 14,407 | 17,465 | 118,903 g
Reserve Forces. 203 341 439 514 608 615 654 648 607 599 674 725 755 935 910 =
Retired Poy._ . L 386 419 477 511 562 641 694 786 894 1,005 | 1,209} 1,384 1,601 1, 800 2,010 o
H
Total . o 11,643 | 11,403 | 11,582 | 11,400 § 11,611 | 11,801 | 11,738 | 12,085 | 13,032 | 13,000 | 14,195 | 14,771 | 16,753 | 20,200 | 121,823
Operation and maintenance. - . ..o oooooooonooo. 9,162 | 7,931 | 8,400 | 9,487 | 0,761 | 10,378 | 10,223 | 10,611 | 11,594 | 11,874 § 11,932 | 12,349 | 14,710 | 18,600 | 119,017 %
Subtotal, operating 20,805 | 19,334 | 19,982 | 20,896 | 21,872 § 22,179 | 21,961 | 22,606 | 24,626 | 24,874 | 26,127 | 27,120 { 31,463 | 38,800 | 40,840 -
Procurement: =}
Aireraft. --| 9,080 8804 | 7,835 8647 | 8793 | 7,730 | 6,272 | 5,808 | 6,400 | 6,309 | 6,053 | 5,200 6,635 8,010 9, 003 v
MISSIleS - o e e e 417 604 | 1,005 f 1,855 | 2,434 | 3,337 3,027 | 2,972} 3,442 ] 3,817 | 3,577} 2,006 | 2,069 | 1,990 2,213 P
Ships_ ... 905 944 858 842 | 1,106 | 1,491 1,744 | 1,801 1,006 | 2,522 2,078 § 1,713 | 1,479 | 1,450 1,575 "
Tracked combat vehicles. .. __...____.___..____ 3 2 (@) () ®) ® @) 3) @) () ) 236 202 205 350 E
Ordnance, vehicles and related equipment _ 3,334 | 1,191 | 1,260 674 365 399 443 6754 1,137 ) 1,865| 1,597 | 1,078 1,697 | 3,935 5,204
Electronics and commnunications 700 704 663 720 1,093 1,042 | 1,139 | 1,427 | 1,264 897 983 | 1,129 1,159
Other procurement . . ... oo ceeooooao. 1,521 854 608 767 723 730 755 706 507 891 782 626 1,273 | 1,686 2,129 Fg
Total_ ... ... 15,597 | 12,838 | 12,227 | 13,488 | 14,083 | 14,400 | 13,334 | 13,005 | 14, 532 16,632 | 15,351 | 11,839 | 14,339 18,> 465 | 21,832 ;
Research, development, test, and evaluation_.____ 2,187 | 2,261 | 2,101 | 2,406 { 2,604 | 2,866 | 4,710 | 6,131 | 6,319 | 6,376 | 7,021 | 6,236 6,250 | 6,700 7,200 6
Military construction. o ... ... .. 1,744 | 1,715 | 2,078 | 1,968 1,753 | 1,048 1,626 1,605 1,347 | 1,144 | 1,026 | 1,007 | 1,334 | 1,600 1,600 =
Family housing. .o e e 427 580 619 647 570 582 74
Civil defense.._. -3 ®) ®) -1 (3). ®) ®) @®) 90 203 107 93 86 97 100 (]
Special foreign currency program. . - 2 9 R
Revolving and management {funds - 7186 337

Adjustment to budget basis..____.

Total, military functions. 40,326 | 35,531 | 35,702 | 38,438 | 39,070 | 41,223 | 41,215 | 43,227 | 46,815 | 48,252 | 49,760 | 46,173 | 54,409 | 66,950 | 72,300
Military assistance. 3,628 | 2,202 2,611 | 2,352 | 2,187 2,340 1,609 | 1,449 | 1,300 | 1,721 [ 1,485 | 1,220 968 [ 1,000 800

Total, military functions and military assist- ) i N
ance....... ----| 43,955 | 37,823 | 38,403 | 40,788 | 41,258 | 43,563 | 42,824 | 44,676 | 48,205 | 49,073 | 51,245 | 47,401 | 55,377 | 67,950 | 73,100




D0

DEPARTMENT OR AGENCY

Department of the Army. _1 12,910 8,901 | 8,703 9,063 | 9,051 | 9,467 | 9,392 | 10,130 | 11,427 | 11,499 | 12,050 | 11,600 | 14,832 | 21,108 | 28,372

Department of the Navy. 1,290 | 9,732 1 9,744 | 10,397 | 10,913 | 11,720 | 11,642 | 12,214 | 13,260 | 14,005 | 14,520 | 13,399 | 16,026 | 18,978 | 20,429

Department of the Air Fo 15,666 | 16,405 | 16,750 | 18,301 | 18,437 | 19, 883 19,065 | 19,785 | 20,840 | 20, 642 | 20,509 | 18,216 | 20,131 | 22,594 | 24,077
464 3

Defense agencies/OSD._._.-_: ______________ 404 596 615 669 53 | 1,115( 1,098 | 1,198 | 1,905 ; 2,574 | 2,865 3; 335 4,174 4,282
Civil defense. -3 @ @) -1 .® @ Q] ® 90 203 107 93 86 97 100
Total, military functions__..____.._._._..__. 40,326 | 35,531 | 35,792 | 38,436 | 30,070 | 41,223 | 41,215 | 43,227 | 46,815 | 48,252 | 49,760 | 46,173 | 54,409 | 66,950 |t 72, 300
Military assistatice. Y .| 86207 2,202 | 2,611 2,352 | 2,187 ) 2,340 | 1, 609 1 1,449 ( 1,380 ( 1,721 1,485 | 1,229 968 , 000 800
Total, military functions and military assist- ! . . ‘ .
BNCL. e 43,055 | 37,823 | 38,403 | 40,788 | 41,258 | 43,563 | 42,824 | 44,676 | 48,205 | 49,9078 | 51,245 | 47,401 | 65,377 | 67,950 | 73,100
1 Fiscal year 1968 includes amounts proposed for separate transmittal under proposed 2 Amount included in entry for “Ordnance, vehicles, and related equipment.”
legistation not distributed by military department, as follows: 3 Less than $5,000,000.
Military personmel ...l $23, 000, 000 ' — ine imated ability adj able 1
Operation And MAGERANCe . - oo 17, 000, 000 ucﬁ]ﬁﬁ"mf\rreré%%\;s nclude estimated comparability adjustments not supportable by
B 17 71 ) 40, 000, 000
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ECONOMIC EFFECT OF VIETNAM SPENDING

TABLE 10.—Department of Defense—Financial summary of fiscal year 1967 budget,
appropriations enacted and supplementals proposed

[In thousands of dollars]

Mllltary construction, Defense agen-.

Military construction, Army Reserve.
Military construction, Naval Reserve_
Military construction, Air Force Re-

Military construction, Army Na-
tional Guard......._..._....._.___.

“Medi-
Trans- | Military {care” and
Appro- | fers and |and civil-| “Home- SEA
priations | adjust- | ian pay |ownersas-| supple- Total
enacted | ments supple- [sistance’’| mental
mental | supple-
mental
Military personnel:
Military personnel, Army.____........ 6,164, 400 78,500 ... 650, 500| 6, 887, 564
Military personnel, Navy....__ 3,652,100 7 3,946, 436
Military personnel, Marine Corps.___{ 1,183, 200 1,265, 900
Military personnel, Air Force___. -| 5,015, 800 5, 525, 800
Reserve personnel, Army.___. - 88, 211 309, 311
Reserve personnel, Navy.__..___ | 112,500 113,400
Reserve personnel, Marine Corps_._.. 36, 500 37,300
Reserve personnel, Air Force_________ 89, 700 70, 800
National Guard personnel, Army__._. 346, 533 370,333
National Guard personnel, Air Force. 82, 600 84, 200
Retired pay, Defense._._______ 1, 180 000 1, 814 000
Total, military personnel 18,731, 044 340,130]. - ... 1, 363, 870{20, 435, 044
Operation and maintenance:
Operation and maintenance, Army__.| 5,122,427 33,005 64, 000 29,000| 1,968,000 7,216,432
Operation and maintenance, Navy__._| 3,980,300] —24,806 42,000 25,000 624, 000] 4, 646,494
Operation and maintenance, Marine

(0715 4 + -3 R, 325, 600 —48 2,300). ... 96,700 424,552

Operation and maintenance, Air
14} 4L SR 4,043,100 —1,823 49, 000/ 17,000 528,000{ 5,535,277
Operation and maintenance, Defense

FET=020 113 T RN 806, 500 2, 517, 20,300{- .o 85,800 915,117
Operation and maintenance, Army

National Guard.._._________________ 231,000)_ .o e 231,000
Operation and maintenance, Air Na-

tional Guard..._._.._. ... 253,300} oo 1,400f oo ool 254, 700
National Board for Promotion of Rifle

Practice, Army ——- 494 494
Claims Defense____________ 25,000 34,000
Contingencies, Defense 15,000 15,000
Court of Mmtary Appeals, Defense. .- 600 600

Total, operation and maintenance. _{15, 703, 321 3, 311, 500|19, 273, 665

Procurement:
Procurement of equipment and mis-

siles, Army. __ . . . _e.i_. 3,483,300) - |l 2, 130, 000} 5, 613, 300
Procurement of aircraft and missiles,

Navy. e 1,789,9001 —58,000(---ooeooofemeo s 1, 752, 000| 3,483, 900
Shipbuilding and conversion, N avy_‘_ 1, 756, 700
Other procurement, Navy 2, 255, 300
Procurement, Marine Corps.._. - 5,900
Aircraft procurement, Air Foree..__.. 5, 316, 300
Missile procurement, Air Force_. - 1, 234, 500
Other procurement, Air Force... . 2, 658, 600
Procurement, Defense agencies_..___._ 51, 300

Total, procurement. .. ____.____.___ 16,641,800 —62,000). ..o . |- ..... 6, 306, 000{2, 885. 800

Research, development, test, and evalua-
tion:
RD/.T.&E., Army._ .. ....___._._. 1, 528, 700 27,908 1, 596, 698
RD.T. & E,Navy_ _......._ 1,758, 600; 115,436 1,914, 036
R.D.T. & E., Air Force_.___.____ 3, 112, 600 23,151 3,168, 751
R.D.T. & E., Defense agencies 459, 059, 1,781 482, 840
Emergency fund, Defense_...__..__._. 125, 000; —106, 805 18,195
Total, RD.T. & E_.__._______.___. 6, 983, 959 61, 561 . eeeoos 135, 000 7, 180, 520
Military construction:
Military construction, Army.__________ 114,014 288, 500| 402, 514
Military construction, Navy.__ 126, 918 140, 600 266, 918
Military construction, Air Force._. 205, 495 196,000 401,495
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TaBLE 10.—Department of Defense— Financial summary of fiscal year 1967 budget,
appropriations enacted and supplementals proposed—Continued

[In thousands of dollars}

“‘Medi-
. Trans- | Military |care” and
Appro- | fersand jand civil-| “Home- SEA
priations | adjust- | ian pay |ownersas-| supple- Total
enacted ments supple- |sistance” j mental
mental | supple-
mental
Military construction—Continued
Military construction, Air National
Guard . 9,400} - oo e 9,400
Loran-stations, Defense. .-.......... R R O ISR (SRR ISR SR
Total, military constroction........ 472,374 40| oo 624, 5007 1. 097, 314
Family housing:
Family housing, Defense..__._________ 507,196 ||l 507, 196
Homeowners assistance, Defense_.____|..__._____[.__._____j ______.__ 15,000 foooooo 11, 000
Civil defense: .
O.& M, civil defense. ..._..__.._...._ 66, 100 ot N F I [ S, 66, 699
Research, shelter survey and marking,
civildefense _._____._____.___________ 35,000 |- el 35, 000
Construction of facilities, 'civil de-
fense. oo e
Total, civil defense_...._____...._. 101, 100 o S RN (S P, 101, 099
Special foreign currency program.____._..._. 7,848 | el , 348
Revolving funds:
Army stock fund_ ... ____.___. 351, 000 351, 000
Navy stock fund._ 77, 000 77,000
Defense stock fund. 107, 000 107, 000
Total, revolving funds. ..ot} 535,000 |- 535,000
Military functions, totals:
Department of the Army_____._______ 17,279, 079 65,167 157,220 29,000 5,458, 180,22, 988, 646
Department of the Navy.__ -{16,959, 018 28, 418 147,900 25,000| 3, 548, 800120, 709, 236
Department of the Air Forc -|21, 024, 395 17,328| 159,710 17,000] 3, 044, 990/24, 263, 423
Defense agencies, OSD___. -| 3,784, 550{ —102, 069 y 1,000, 223,800] 3,971, 581
Civil defense.....___ . .__._.____.___ 101, 100 et | NP FUN FU 101, 099
Total, military funetions._.....__.__ 59, 148, 142 8,842 519, 130; 82, 000{12, 275,870,72, 033, 984
Military assistance 792,000] —10,425| . .| |eeeo. 781, 575
Total, new obligational authority,
DO s 59,940,142 —1,583( 519,130 82, 00012, 275, 870,72, 815, 559
Total expenditures, DOD._..___.. - 58,300, 000( .o oo _.__ 505, 000 61, 000f 9, 084, 000,67, 950, 000

TaBLE 11.—Department of Defense: Net additions to the fiscal year 1967 procurement
program for southeast Asia

[Millions of dollars]

Navy and
Army Marine Air Force Total
Corps

Ammunition. ... 309 89 279 677
Alircraft:

Combat attrition._ . ... ______________. 14 1,073 438 1,525

Training and other.. 258 135 46 439

Spares- ... __._...... 149 314 533 996

Other aircraft equipment 162 329 257 755

Totalaireraft. o . ________ ... 530 1,851 1,274 3,715

Vehicles 288 167 51 506

Electronics and communications. 338 102 141 581

Other. oo 607 131 110 1840

Total changes in program (TOA)____.... 2,130 2,340 1,855 16,317

Financing adjustments. _ .o oo —48 —+29 111

Fiscal year 1967 supplemental (NOA). ... 2,130 2,292 1,884 6, 306

1 Reflects $8,000,000 reduction in procurement, defense agencies program.
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TaBLE 12.—Department of Defense: Major procurement item quaniilies, fiscal year
1967 and 1968 programs

[Millions of dollars]

Fiscal year 1967 prograin
Fiscal year
1968
Enacted Supple- Total program
funds merntal
Ajreraft:
Army._ oo $1, 807 $890 $2, 697 $1,479
Navy and Marine Corps. 560 487 1,047 680
Air Foree_._.___.____...__ 821 207 1,028 1,250
Total, all services. ... oo _______ 3,188 1, 584 4,772 3,409
Helicopters. - .ooooocoooeooooos 1,903 " 863 2,766 1, 588
Other aircraft. . ___________. 1, 285 i 2, 006 1,821
Total, all services. ___________________ 3,188 1, 584 4,772 3, 409
Missiles:
¥ e e oo 34,715 oo 34,715 26, 237
Navy and Marine Corps 6,172 1,992 8,164 12,815
Air Force. .- 4,777 |ecommae et 4,777 5,213
Total, misstles. .. ... 45, 664 1,992 47, 656 44,325
Ships, Navy:
New construetion. . _______________________ |57 P 57 34
Conversions. - oo - 2 . 8 21
Total, ShiPS_ oo iceeom o ceeaaeae {6153 P, 65 55
Tracked combat vehicles:
T o e e e mmmemmmmmm—mmmmmmmmmeee 4,437 1,392 5,829 4,797
Marine Corps. 144 7 158 | oo
Total, tracked combat vehicles_...__..._. 4,581 1,399 5, 980 4,797
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TABLE 13.—D¢partment of Defense: Military and civilian personnel, yearend number

Fiscal year | Fiscal year | Fiscal vear | Fiscal year
. 1965 actual | 1966 actual 1967. 1968
- estimate estimate
Mﬁitary persbnnel:
Army:
111,541 | . 117, 205 142,837 154,900
854,755 1,079, 525 1,308, 453 1,362, 004
2,017 | - 2,316 2,910 3,096
Total, Army_ ... __. e 968, 313 1,199,046 | 1,454, 200 1, 520, 000
Navy:
Officers_ ..ol 77,720 79,457 | 83,773 85, 014
Enlisted . ... _____ 588, 353 660, 130 665, 208 673,031
Naval Academy midshipmen 4,179 | 4,331 4,243 4,243
“Aviation cadets. ... .. 757 551 80 |icoeccaceae
Total, Navy .. 671,009 744, 469 753, 304 762, 288
Marine Corps: .
flicers. _ 17,234 20, 485 24,193 t 25,211
Enlisted . 172,638 240,909 255, 831 269, 316
Aviation 315 293 600 387
Total, Marine 013y o S, . 160, 187 261, 687 280, 624 294,914
Air Force: o .
Officers____.__ . ... ______.__ 131,141 130, 285 135,986 - 137,828
Enlisted _ . ___._______._..._ 689, 585 752,913 759, 250 - 745,697
Air Force Academy cadets 2,907 3,152 3,364 3,575
Total, Air Force. .. _________._.._____ 823,633 886, 350 898, 600 887,100
Depa;tment of Defense, total: .
337,636 347,432 386, 789 402,953
2,305, 331 2,733,477 2,988, 832 3,050,048
Academy cadets and midshipmen. - , 103 - 9, 799 10, 517 10,914
Aviation cadetS. .o sooeo ool © 1,072 . 84 680 387
Total, Defense . .cooo oo 2,653, 142 3,001, 552 3,386, 818 |. 3,464, 302
Civilian personnel: . i
A 332,875 371,121 426,164 431,474
333,271 356, 744 398, 608 . 410, 787
201, 496 306,911 319, 462 325, 796
42,278 68,923 72, 361 72,057
" 999, 920 1,103, 699 1,218, 695 1,240,114

Conrtract Funps StaTus REPORT APPROVED BY THE BUREAU OF
. THE BUDpGET .

During December 1966 the Bureau of the Budget (BOB) approved
the quarterly contractor reporting requirements described by DOD
Instruction 7800.7, “Contract Kunds Status Report” (CFSR).
BOB’s approval followed exténsive coordination between industry
representatives and Defense officials. :

DOD and industry have a mutual interest in information about
funding. The DOD manager must assure the adequacy of the funds
for varied Defense programs, and at the same time exercise adminis-
trative fund controls on appropriations required by public law.
Industry, on the other hand, is vitally concerned about receiving
timely payments in appropriate amounts. Funds reporting has
evolved from the need to satisfy both needs. .

The first effort for uniform application throughout DOD in this
area occurred in 1959 with the development of the financial manage-
ment report, DD 1097. This report was designed to be used essen-
tially to assess potential expenditure levels. As expenditure restraints
eased, it was adapted to answer funding status questions. This
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report proved to be inadequate from both industry and DOD points
of view. To overcome its deficiencies, individual report versions
were designed by the military departments to provide their repre-
sentatives with better information. These reports were limited to a
small number of contractors, and thus, did not require BOB approval.

To curb the tendency toward proliferation of data gathering efforts
on this subject, DOD in 1964 undertook to install a single uniform
approach for DOD-wide use. The resulting contract funds status
report was developed through continuous consultation with industry.
These consultations started in 1964 as a part of the cost and economic
information system (CEIS). During March 1966, industry, through
the Council of Defense Space and Industry Associations (CODSIA),
was provided a draft version of the CFSR reporting instruction.
CODSIA comments and recommendations were received in May
1966, and a series of joint DOD-industry meetings was held in late
summer to discuss the CODSIA recommendations. Many changes
were made to the original proposal as a result of industry comments.
CFSR has benefited from this exposure. It can become a useful,
workable document that will serve the needs of both DOD and in-
dustry.

In gaining BOB approval, the CFSR joins the cost information re-
ports (CIR) and the economic information system (EIS) as visible
parts of the selected acquisitions information and management
systems (SAIMS).

The CFSR is designed to supply the funding data that, with other
performance measurement inputs, will provide information about
Defense contracts to DOD managers for:

Updating and forecasting contract fund requirements.

Planning and decision making on funding changes in contracts.

Developing fund requirements and budget estimates in support
of approved programs.

The contractor compares current funding with estimated fund
requirements and describes the relative firmness of requirements
on which estimates are based. Reasons for changes in quantitative
fund requirements are also to be submitted.

In view of the lead time required to adjust approved levels of
funding when changes in estimated fund requirements are involved,
reporting accurate information as early as possible is a _matter of
pronounced importance to the contracting parties (DOD and in-
dustry) who must use the information.

The CFSR will be implemented on all new contracts, which require
funds status reporting, to replace reports such as the DD 1097,
DD 1097 Addendum NAVWEPS 7810/4, and the contractor fi-
nancial requirements estimate (CFRE). If suitable arrangements
to incorporate this reporting requirement can be made, the current
use of the aforementioned reports will be discontinued in existing
contracts. The instructions (DOD Instruction 7800.7) include
descriptions of data items which are the contractor’s required input
to the CFSR.

Questions concerning the implementation of CFSR should be
referred to the Directorate for Assets Management Systems, Office
of the Assistant Secretary of Defense (Comptroller), room 3B857,
the Pentagon, Washington, D.C., 20301, telephone (202) OXford
7-7565.




Part IT

ECONOMIC ANALYSIS OF IMPACT OF VIETNAM
EXPENDITURES

This section consists of various papers, statements, and articles on
aspects of the impact of Vietnam expenditures on the American
economy. They are arranged in chronological order.

Several of the papers have been published subsequent to their
original issue. The paper, “The Inflationary Impact of the Federal
Budget,” appears in the July-August 1966 issue of The Financial
Analysts Journal. The paper, “The Outlook for Defense Spending—
How Great an Uncertainty?,” appears in the 1966 Proceedings of the
Business and Economic Statistics Section, American Statistical
Association.
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THE GUNS, BUTTER, AND THEN-SOME ECONOMY *

BY GiLBerT BuUrck

The United States could fight several Korean wars with just
its annual increase in output; the Vietnam buildup, at its
resent pace, probably will not push the economy to capacity. -
ut enlarged global responsibilities may raise future military
spending.
Like the first surge of a rapidly rising river, the flow of U.S. materiel
into South Vietnam has told the world that America is determined ‘to
lay out what it takes to hold the line in southeast Asia. Men and
supplies, guns and ammunition, bulldozers and helicopters, and all
the other military machinery provided by modern logistics have begun
to inundate the little country as the United States consolidates its
position in the grim business of war. Yet this war, like all wars, is
more than a war. In the gigantic U.S. economy, upon which so much
of the world depends, war 1s-a powerful economic force. And it is not
only a powerful force, but one that can be enlarged tremendously in a
very short time. The war is also a force that is uncommonly volatile
and unpredictable.

Because of Vietnam, the Nation is confronted with a wide variety of
economic possibilities, diffused, overlapping and penetrable only by
informed and careful speculation. The hope of many economists that
military spending will rise just enough—but no more than enough—to
take up the slack in the economy is a fragile one, already nearly
squeezed to death by other more portentous possibilities. First and
most immediate of them, so strong that it still amounts to a probability,
is that despite the war the growth of U.S. output will slow down some-
what during the next 6 months. In that event, the United States
could be in the odd position of fighting a difficult war while enjoying
a sufficient surplus of resources to present it with something of -a
“peacetime’”’ problem.

But other and opposite possibilities, though not imminent, are
growing more minatory. Military men and their backers in Congress
may wangle & big increase in military spending to compensate for
what they regard as the penny l;;in‘ching of Secretary McNamara’s
economy program; the cost of the Vietnam war may rise to much
higher levels; general restlessness in Asia suggests that other Vietnams
may break out without much warning; and the United States may
soon embark on production of a whole new strategic weapon system,
the Nike-X antimissilée missile, which would soon begin to cost
billions per year. And beyond that the United States may yet fall
heir to most of the British commitment in the Far East. -All these
ossibilities suggest that defense spending could later rise considerably
Eigher than has .been commonly expected. A combination of such
possibilities, depending on when and how they arise, could conceivably

*Reprinted from Fortune, October 1965. e c ot
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elevate military spending to the point where the Nation’s resources
would be hard pressed, where many Great Society programs would
have to be shelved, where taxes would have to be raised, and even
where wage and price controls would have to be invoked.

One great circumstance, however, should give U.S. citizens a large
need of security. Barring Armageddon itself, the U.S. economy
has grown so large that it can take on its world responsibilities with
an astonishingly small percentage of its total effort. Just since the
Korean war, the United States has added to its gross national product
the equivalent of more than two-thirds of the total national produc-
tion of the Soviet Union. The Nation’s annual growth is now several
times the annual military cost of fighting the Korean war, and its
immense and growing armed power actually takes much less of its
total output than it did_a decade ago, The Russians are said to
regard the invasion of Korea as the biggest postwar mistake of
international communism because it touched off a major U.S. military
buildup; for the same reason the Chinese Communists may some day
regard Vietnam as a great error. Plainly the United States can
maintain its might at a level sufficient for its aims and maintain it
without straining its productiveness at all.

The U.S. economy should have enough excess capacity to accom-
modate next year’s defense spending easily enough. Before the
Vietnam buildup, many businessmen and a few economists believed
that the great 56-month expansion would continue practically
unabated through 1966. But many others, including Fortune’s
Business Roundup, argued that a slowdown of the growth rate was
in the cards for next year, and believe a small one still is. This case
rests on the argument that three sectors of the economy have expanded
at a rate they cannot maintain: (1) consumer spending on goods
has expanded a little too fast, partly because installment and mortgage
credit have increased at a rate that cannot keep up; (2) inventory
accumulation, owing mainly to hedging against & steel strike, has been
excessive, and will probably be reduced severely; and (3) capital
spending by manufacturers has been and still is rising so fast that it is
bound to generate excess capacity. As all three slow down, they
would tend to decelerate (not stop) the growth of the economy as a

whole. .
HOW MANY DEFENSE BILLIONS IN 19667

© At all events, the big question is how much and when military
spending will boost business. The answer seems to be that although
-the plans for the buildup may give the economy & psychological lift,
nothing that Vietnam will do to military spending over the next 6
months is likely to keep it growing at its recent rate of more than 4.5
percent a year. The Armed Forces, during the next 10 months or so,
will be increased by some 376,000—340,000 military and 36,000
¢direct hire” civilian personnel. President Johnson talked of sending
only 125,000 men in all to South Vietnam, but extra Marines have
already gone there, and the best unofficial estimates in Washington
say that some 250,000 men will be landed before the end of fiscal 1966
(June 30). Although Johnson decided not to call up reserves, the
Defense Department is taking appropriate steps to “maximize’’ their
readiness.
Even before the manpower increases were announced last July,
Defense Department spending had begun to turn up sharply from its




ECONOMIC EFFECT OF VIETNAM SPENDING 491

rather depressed level of early 1965. Although the Pentagon origi-
nally expected to spend $51.2 billion in fiscal 1965, delays and econo-
mies in procurement resulting from Secretary McNamara’s cost-cutting
rogram kept actual outlays down to only $47.4 billion, or $1.6 billion
ess than the estimate for fiscal 1966. But last spring the Defense
Department increased its spending steeply toward the budgeted level
for 1966; and then, as the Vietnam “situation’’ worsened, it revised its
goals sharply upward. Not only is Defense spending the $49 billion
1t planned to spend last January, it has twice asked Congress for more.
In May it got authority to spend an extra $700 million, and in August
it got its second “supplemental’” of $1.7 billion. It is also taking
advantage of Section 512¢ of the appropriations act, which. allows it to
commit itself to outlays for operation, maintenance, and personnel—
gg., outfitting and training draftees—without prior appropriation by
ongress. : o
N%xt January, Defense will again petition Congress for a large
spending permit, partly to cover outlays made and planned .under
section 512c. This request will be for at least $4 billion, possibly
more than $6 billion. Whatever its psychological impact, however,
it will not result in $5 billion or $6 biﬁion additional spending in the
fiscal year ending June 80, 1966; contracts are still to be made, and
the bills for many will not come due until fiscal 1967 or 1968. The
Pentagon’s actual increased spending in fiscal 1966 will include $800
million to take care of the $1 billion pay.rise granted last August,
about $1 billion for added military personnel, ang perhaps $1.7 biilion
"of the $2.4 billion in “supplementals” it got last spring and summer,
Thus outlays will probably total about $3.5 billion above last winter’s
estimate, or $52.5 billion in all. By late spring or early. summer, of
course, Defense will be spending at a higher lepel—say at an annual
rate of about $55 billion. o . : .
- What the $3.5 billion “extra” to be disbursed in fiscal 1966 does for
the economy will depend on what it goes for. About half will be used
for manpower increases—pay, uniforms; food, housing, etc. Since
‘the Pentagon will add men to the forces at the rate of only 35,000 a
month, the annual rate of outlays for them will not be attained at
least until next summer. - Thus the total cost for new military per-
sonnel, including the cost of clothing, housing, shipping, and paying
combat rates to the men shipped to Vietnam, will probably come to
no more than $1 billion by July, 1966. The cost of ocean transporta-
tion is hard to estimate. No stepup for capital outlays is yet called
for; Defense has chartered some 55 modern vessels, has taken over a
score or so from the Maritime Administration’s large reserve, and can
get more where those came from. The United States needed 600 to
800 ships in the Korean fracas, but these figures provide little edi-
fication. A lot of men are now being flown to the Far East, and in
any event the buildup is slow enough .so that the present inventory
of ships, including Navy-operated vessels, may be adequate.
. To the extent that some men will eat better in the services than they
did at home, food buying will be stimulated. If an employed youth
is drafted and his job goes to an unemployed men, the economy is

stimulated. But the difference between an unemployed man’s income .

and a soldier’s pay and upkeep may not be very great. There will be
less Government spending on unemployment benefits and other
Federal programs than there might have been. - Other factors, includ-
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ing psychological ones, may inhibit popular spending. Employed
young men about to be drafted and older men awaiting a call from
the reserves may not be inclined to go into debt to buy durables.

The other half of the increase in the Defense Department’s present
spending will have a somewhat more positive effect on business, for
it will go mainly for construction, ammunition, ordnance, and air-
craft. At least $150 million is programed for construction in South
Vietnam, much of it to make Camranh Bay into a great port. A
good deal of this money will be spent In South Vietnam, whence part
of it (along with some troop pay) will find its way to France, still
one of South Vietnam’s big suppliers, and may there ironically add
to the U.S. balance-of-payments problem. But outlays at home for
ammunition and ordnance (not counting missiles), which exceeded $1
billion in fiscal 1965, may more than double in fiscal 1966.

During the past few years Defense has been laying out between
$6 billion and $7 billion annually on planes, and the caption on
page 121, which describes some of the craft being bought or considered
for Vietnam, suggests the figure will rise considerably. Except for
helicopters, however, most planes on order or on the list will have a
long lead time. Defense, for example, is expected to order some 60
of the new C5-A giant transport planes, and spend about $2.2 billion
on them. Deliveries will be spread over 5 or 6 years.

For all its impact, spending on ammunition, ordnance, and aircraft
does not stimulate the economy as much as, say, a tax cut of com-
parable dimensions. When consumers are handed buying power in
the form of a tax cut, their suppliers build up inventories to accom-
modate the new level of demand; the economy thus gets a double
divect boost. It also gets an indirect boost when private capital is
spent to expand factories and stores to take care of the new demand.
But the Defense Department may supply a military contractor with
.machine tools from its stockpile, in which case the economy gets no
stimulus, direct or indirect. Or Defense may advance him dollars in

the form of progress payments to take care of working capital and
equipment needs. In that event, the economy may get only a one-
shot boost, for the contractors’ suppliers are not likely to build up
their stocks permanently until more orders come in.

All in all, to repeat, military spending as now scheduled may be
insufficient, if a slowdown is in the cards, to keep the U.S. economy
growing at its recent rate of about 4.5 percent a year (in constant
dollars). Appropriately enough, the President’s fiscal advisers, in-
cluding the Council of Economic Advisers, are seriously discussing
future tax cuts. “Indeed, we are still worried about slack in the
economy,” says one of the CEA staff members.

THE “‘SECRET’’ REPORT

The slack may be a short-lived worry. Next January the Defense
Department will ask Congress for more supplemental appropriations
and will make public its preliminary estimates of needs for fiscal 1967.

Suppose it requests not $5 billion or $6 billion but $10 billion or so
more in supplementals, to be spent over a few years; and suppose it
follows this with an estimate of more than $55 billion for 1967. Such
figures would almost surely portend average annual military outlays
of around $60 billion, or $10 billion above the current level, perhaps
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beginning in fiscal 1967. The prospect of $60 billion a year, almost
everybody agrees, would keep the economy at capacity and perbaps
threaten to overheat it, especially since the Armed Forces would then.
be using up scarce manpower. Merely in anticipation of this level of
spending, {;usiness would be less inclined to reduce excessive inven-
tories, and more inclined to keep its capital spending high. Tax cuts
would go out the window. There would be talk of inflation, of cuts
in nondefense Government spending, of voluntary wage and price
restraints, perhaps of controls. -

One influence that may help convert such a possibility into actuality
is a remarkable 100-page ‘“‘secret’” report put together under the aus-
pices of the Preparedness Subcommittee of the highly regarded Senate
Armed Services Committee. The report argues that even before the
Vietnam buildup Defense should have been spending billions more a
year for Army procurement. It points to shortages and obsolescence
1 radio, spotting, and warning equipment, and guidance and control
systems; in trucks, troop carriers, and helicopters; in machinegun,
antitank-gun, and rifle ammunition. The report also urges an im-
mediate funding for new procurement, and estimates that the Army
alone needs between $12 billion and $18 billion worth of additional
equipment during the next 5 years. On the assumption that the
other services have suffered similar underprocurement, many have
estimated the total ‘‘shortfall” in terms of $5 billion a year or so.

Senator John Stennis, of Mississippi, chairman of the subcommittee,
admits there is no evidence of shortages in Vietnam; the so-called short-
ages one reads about there are generally a simple problem of trans-.
porting equipment to where it is needed. But Stennis argues that to
keep forces in Vietnam well supplied the Army has had to strip assets
and resources of the Reserves and active forces elsewhere. Hanson
Baldwin, the well-informed military correspondent of the New York:
Times, has long criticized McNamara’s lean budgets and recently let
it be know that one of the reasons President Johnson did not call up
the Reserves for Vietnam last July was that they lacked training and
equipment. If true, this alone could presage a large increase in pro-
curement. . -

McNamara naturally disagrees with the charges—stubbornly;
sharply, and explicitly. He and his staff point out that the Armed
Forces are in a much higher state of readiness than they were 5 years
ago, ‘“‘particularly in the kinds of forces we now require in southeast
Asia,”” and they argue that the shortcomings cited in the report make
little real sense. No army is ever completely modern, they say, nor
does it want to be if production lines are to be kept open, and if large
blocks of equipment are not to he out of date at once. Kurthermore,
they say, standards of logistic readiness cannot be used to measure
combat readiness. '

‘ STEP-UP IN VIETNAM

But even by their own definition the time may be at hand to start
producing for war. Georgia’s Senator Richard Russell, chairman of
the Armed Services Committee, is one important figure who seems to
think so. He defines need as “everything on earth the American
soldier can possibly need to ficht a battle,” and insists that Defense
will have to spend much mere. He has denounced a “casual attitude
toward a situation that holds greater dangers than those inherent in
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the Korean conflict,”” and forecasts that the war will have a big effect
on the economy. For he sees as many as 300,000 topflight U.S.
soldiers in South Vietnam, and is sure that Congress will vote the
money even if the conflict costs upwards of $10 billion a year more
than 1t is expected to cost.

Whether and how much the action in Vietnam will be accelerated
is & question that makes anything properly describable as calculation
next to impossible. Some believe the conflict can be kept within
limits. The failure of the Vietcong to take advantage of their big
chance in the last monsoon season suggests that the United States
can secure its bases and help enlarge the South Vietnamese area of
control without enlarging its effort beyond present plans. But the
war, as everyone is well aware, is being stepped up; and there are
strong reasons for thinking the U.S. commitment will have to be
increased further. If only as a matter of military economics, many
argue, a combatant with the potential of the United States is bound
to throw more and more power into the conflict, hoping to achieve its
ends less expensively by achieving them sooner rather than later.

What is more to the point, both the strength and the resolution of
the enemy are formidable. Some 250,000 Americans, as already
noted, may well be sent to South Vietnam. But this may not be
enough. Now the old notion that it takes 10 men to counteract one
guerrilla, based on past wars including that of the British in Malaya,
is no longer taken very seriously in an army whose firepower can be
substituted for manpower. As McNamara himself has said again
and again, a ratio of 3 to 1 may be too low, but a ratio of 10 to 1 is
excessive. How do the figures stand?

It appears that the Vietcong number at least 65,000 hard-core
guerrillas and anywhere from 85,000 to 135,000 part-timers, plus two
regular North Vietnamese divisions: total 170,000 to 220,000. The
South Vietnamese forces, everybody hopes, come to 600,000; add
250,000 Americans, and you have 850,000. This might amount to a
ratio of 4 or 5 to 1 - :

This is only part of the story. The North Vietnamese “people’s
army”’ consists of 200,000 regulars and more than 250,000 semiregulars,
reinforced by large reserves, a well-armed border police force, and
bundreds of thousands of volunteers “ready to go.”” Bernard B. Fall,
professor of international relations at Howard Universit and an old
Vietnam hand from the days of the French defeat, holds that this
force is ome of the toughest, largest, most courageous, politically
educated, and fanatically devoted armies in the world. He suggests
it may move south to support the Vietcong, and also suggests that it
might be supported, as it was against the French, by Chinese “volun-
teers” or Russian “technicians.” A mass movement of North Viet-
namese troops, of course, would make this a new war, and one made
to order for U.S. airpower. Still, it would surely take more manpower.
The possibility that another 250,000 U.S. troops may yet be moved to
Vietnam, at  cost of $5 billion or more a year, is manifestly not sheer
speculative fantasy. “If we stay in, we must stay in with a hell of a
lot of power,” says Robert Lovett, Truman’s Secretary of Defense.
“You cannot skimp on power, and you cannot half fight a war. And
no uémrtermaster was ever hanged for ordering too much of what’s
needed.”
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. . +BILLIONS MORE TO GO

Other magnitudes ;of - poss1ble mlhtary spending, bhough not S0
immediate as Vietnam, are not so very distant either.: This fall or
winter, for example, the decision will be made on whether to produce
the Nike-X, the great. antiballistic-missile system. An’ article .in
Fortune next month will explore.the uses of the Nike-X; suffice it to
say .here, that, depending .on what strategy is adopted,.this' weapon
_system can. cost anywhere from $8 billion to $40 billion, starting with
only $250 mﬂhon the first year but.building up, steeply over 7 or 8

ears.. ¢ .

'y As. the msane conﬂmt between Pahstan and Indla 1llusbrates .50
vividly, war.and: revolution are endemic in.the’ Asmn subcontment
and nothing gratifies the Chmese Communists more ‘than to see- them
flourishing. , If Thailand is relatively secure, not so mich perhaps can
‘be said for 1ts neighbors. Laos and’ Cambodla .And. over the longer
run it looks as if the United States would wind up as the only-Western
Power with large international commitments—and a.ddltlonal billions
in military  and :other spending.. . Britain, the only .other, Western
Power extensively involved overseas is"increasingly restive’ under its
load. The British defense budget is about $6 bﬁhon or.6.6 percent
of GNP, almost as. large a percentage as that of the Umted States.
Worse, the country’s still farflung mﬁltary organization is responsible
for n,bout 3850 million or.77 percent. of the U.K.’s $1.1 billion (esti-
mated)” balance-of—payments ‘deficit,” the ‘most Jimportant -problem
facing a nation:that 1s living beyond ‘its Tneans in. the sense that it
cannot. export enough to pay for its 1mports '

Defense Minister Denis Healey a,ccordmgly has a,nnounced an
interim program for cutting the British defense’ ~bud et by $600
million or 10 percent and warns that more reductions will be in order
unless the country’s balance of payments takes a quick and satis-
factory turn for the better. . The. interim .cost-Teduction program is
supposed to. be achieved mainly by drastic economies that will not
alter existing commitmients. Up until tecently British military
accounting was practically nonexistent, but with- the help of the
Pentagon, .the British military estabhshment is bein McNamara—
ized. The United States wants dearly to keep the.British in.the
game, and, not only because it doesn’t, want to be the only Western
country policing the world.- The British can play the game more
cheaply than the United. States; a good part of the British forces in
Malaysia, for example, consist of low-paid Ghurka troops. "And the
continuing presence of the British is a stabilizing influence in countries
where the sudden withdrawal of colonial rule has left people dis-
oriented.

““WHAT ARE WE DOING THERE?"’

. Whether McNamara-izing the British military establishment will
suffice, to keep it in the game is a.nother matter. . Britain has a.lrea,dy
proposed. reducing its military outlays in Germa,ny Now the ques-
tion. of whether its strongholds east of Suez are 'Worth hanging on
to is being debated. The British are spending about 20 percent of
their defense budget. east of Suez, and committing & third of their
% urely rmhtary strength to Malaysia and Singapore. The 50,000-man

ritish force in Malaysia, relatively cheap as it is, costs’ around $300
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million a year, or six times the profit sent home from British invest-
ments there; such is latter day “imperialism.”

In 1963, Britain signed a treaty binding itself to defend the Malay-
sian Federation, and 1t has honored that pledge. But the whole sub-
ject was blasted open in August when Singapore suddenly withdrew
from the federation. In an editorial entitled ‘“What Are We Doing
There?”’ the Economist asked a few questions of the kind bothering
many Britons: ‘“Just how necessary is it that Britain should be in a
position to restrain Dr. Sukarno or his—quite possibly Communist—
successor? What part ought Britain to play in containing China?” -

If the British decide to phase out of Singapore or to reduce their
commitment in the rest of Malaysia, Malaysia might become another
Vietnam. It might anyway. The United States, in any event, may
find itself obliged to take up the slack there, as it may in many another
place east of Suez. The British, for example, want to get out of
Aden, on the southwest corner of the Arabian Peninsula, even though
some Britons regard it as vital to the country’s Persian Gulf oil
interests.

An important question is whether even existing British bases in the
East are now enough—i.e., whether they are located in the most
advantageous positions to box in southeast Asia and Africa. The
United Statesmay want to, indeed may have to, move in to back up and
enlarge the West’s outposts by establishing communication centers,
supply bases, ports, and airports on a number of well-placed British
islands in the Indian Ocean and off the coast of Africa.

Meantime U.S. obligations in Europe, which are great, cannot
easily bereduced. Some 250,000 of our best-trained men are stationed
in Germany. Just as the Chinese and other Asiatics would misread
a withdrawal of troops from Korea, so the Russians might be em-
boldened by a sizable reduction of forces in Germany, or more precisely
by a U.S. commitment to Asia on a scale that would deplete Euro-
pean reserves. Some U.S. specialists have already been shipped to
Asia, and the West Germans get alarmed every time a group leaves.

Any speculation on future increases in military spending must
weigh the possibility that France might pull out of NATO, and that
our pipelines, bases, hospitals, etc., will have to be moved outside
France. This restructuring of European military deployment will
be expensive, even though the United States is developing a kind of
long-range logistics system to offset it. The Pentagon finds, for
instance, that it can often fly spare parts right from the United States
more cheaply and expeditiously than it can maintain many depots
abroad; everything needed for B-52 bombers is now stored in Texas,
and for the F-100’s in Utah.

INFINITE COMBINATIONS

The precise effect of any of these various defense spending possibili-
ties on the country depends of course on if and when each becomes an
actuality; the balance of an economy can change very fast when it is
growing at around $30 billion a year. The range of possibilities is
almost infinite. If the Vietnam conflict subsides, annual military
spending may not rise above the $55 billion now in prospect; but a
stepup to a rate of $60 billion or more by next summer would surely
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keep business humming. Depending on the strength and weaknesses
in the rest of the economy, so might the same rate a full year later.
And if by some outside chance Vietnam and other commitments were
to accelerate steeply and simultaneously, and annual military spend-
were to hit a rate of $65 billion by late 1967, the Nation still might not
have to resort to direct controls as it did during the Korean war. For
a $65 billion level would still represent a stepup- of $15 billion in 2
years. Given such a stimulus, the economy would be sure to grow,
1n the same period, by some $60 billion, or four times the increase in
defense spending. In other words, the productive power of this
guns, butter, and ‘‘then-some’” ‘economy is so immense that it can
take almost any foreseeable defense increase in stride.

Wings OVER VIETNAM

Dirty little ground wars like Vietnam were low in the Pentagon’s calculations
when the U.S. jet-age air force was planned. Consequently the war in Vietnam
has opened up new areas of plane and helicopter -procurement. - Aiong the
favorites and the candidates:- ‘ ) . )

1. Hughes’s OH-6A light helicopter, designed for observation; 714 are on order
for the Army, and as many as 4,000 eventually may be ordered. The war looks
like one in which helicopters will take the place of tanks and tracks; the Army
has increased its helicopter companies to perhaps 50 each with 30 machines.

2. Boeing’s CH-47A (Chinook) mediuim transport chopper, good at  moving
cargo and combat troops. The Army will spend at least $125 million on them.

3. Bell’'s UH-1 (Iroquois or Huey) helicopter, also for cargo and troop trans-
por{;. The Defense Department has ordered at least.1,500 at roughly $140,000
each. -

4. Northrop’s $700,000 F-5 twin-jet tactical fighter, which ecan carry a heavy
bomb load and yet fly (after dumping its load) at 1,000 miles per hour. None
has yet been ordered, but the F-5 may be one successor to the 18-year-old Douglas
A-1 Skyraider, a piston-engine fighter whose ability to carry more than its weight
in bombs proved invaluable not only in Korea but in Vietnam.

5. Ling-Temco-Vought’s A-7A, a light attack bomber that can carry twice
as much as any other plane in its class and carry it farther. It is also a candidate
to suceeed the A~1. . oo

6. Lockheed’s C-141 is doing most of the air-ferrying of men and material to
Vietnam. It will be succeeded, in 2 or 3 years, by the giant C5-A, which will
carry as many as 700 men or as much as 110 tons. )

7. For counterinsurgency (COIN) jobs the Pentagon is considering a number
of light armed reconnaissance planes. One of the candidates of North American
Aviation was the YAT 28. )

8. Hoping for orders, General Dynamics has gone ahead and built prototypes
of its own counterinsurgency plane, the Convair Charger.

9. Even civilian planes, such as the new Piper Cherokee 6, are being con-
sidered for counterinsurgency work. Piper is just working up to produciion of
three a day for the civilian market. :




THE INFLATIONARY .IMPACT OF THE: FEDERAL BUDGET*

By Murray L. WEIDENBAUM, associate, professor of economics at
. : . Washington' University Co

An article in a recent issue of the Journal of Finance
. states, “If fiscal policy is‘to be developed into ‘a’ more
precise art, if not a science, then it is crucial to be able
to pinpoint more accurately the timing and the extent
of impact of fiscal measures.” ! S
The purpose. of this article is to point out that the
present time provides an important example of she need
‘to understand the timing of the economicimpact of fis- -
. ca]l measures. - Moreover, an improved understanding
. 'may, it will-be. argued, lead -to.the conclusion-that the
. inflationary impact of the January 1966 Budget: sub- .
" mission has been underestimated and that fiseal policy

" measures may need to be modified substantially. e
Tt has_'b:ee_ngointed out in the literature on public finance that the
impact on employment, production, and-income of & military buildup
may occur primarily at the point in time that budget recommenda-
tions are made, increased appropriations are enacted, and orders placed
with military contractors. Although this may appear quite obvious
to those acquainted with defense industries, the standard measures of
Federal fiscal performance—such as the statement of Federal receipts
and expenditures on national income account or the computation of
the “high”’ employment budget surplus—confine the measurement to
thedactual delivery of completed weapons and other military “hard
goods”’. :

. Immodestly, I cite the results of a detailed study of mine which
examined the economic impact of each step in the long process be-
tween budget recommendations for military procurement and deliv-
ery of the completed items to the government and payment therefore.

The primary effect on productive activity, to the extent there is
any, occurs in advance of the actual government expenditures. Under
most circumstances, the placing of orders induces production on gov-
ernment accounts and such production remains in the private sector
and does not show up as government expenditures until it is com-
pleted and the goods involved delivered to the public sector.?

This point was elaborated in testimony before the Joint Economic
Commiftee in 1962 where it was shown that, conceptually, production
on government order is not reflected in Government purchases of goods
and services at the time the work is performed, This activity, as
measured by the cost incurred, is currently included in the gross
pational product, in the change in business inventories. When the

*Reprinted from Financial Analysts Journal, July-August 1968.

1 Joseph Scherer, “On Measuring Fiscal Policy,”’ Journal of Finance, December 1965, p. 683,

2 M. L. Weldenbaum, “The Timing of the Economic Impact of Government Spending,” National Taz-
Journal, March 1959, p. 85,
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‘Government contractor delivers the finished items, the transaction
shows up in the national income accounts as & decline in business
inventories,” C L :

It also is then recorded as a Government purchase of goods and
services. ' These two entries tend to cancel éach other out, with-no
net effect on GNP. At the time it is recorded in the national income
accounts, the Government purchase does not represent payments to
the factors of production; it is more in the nature of an intersectoral
transfer—a reimbursement to the Government contractor. for his
outlays during earlier periods. A |

It 1s at the order stage that the government action normally will
have its initial and often major impact on the markets:for labor, raw
materials, and financial resources. The contribution to .economic
-activity is made, during the production period ‘prior to the actual
government, ‘‘purchase.” Indeed, the recording of the government.
purchase’ may ‘coincide in’ tilne with a reduction in governmental
impact on total'demand.? = " oo :

" R HISTORICAL .EXPERIENCE

. If we reflect upon a previous military buidlup -effort of the United
States—the Korean mobilization—we can. see that thé proper under-
‘standing of the timing of the economic impact of such government,
‘activity ¢an have important consequences for Federal fiscal policy.
The $3.5 billion budget surplus diring' the ‘first year of that defense
-expansion—fiscal year 1951—was hardly adequate in a period of rapid
mulitary buildup, as indicated by the accompanying inflationary pres-
sures of substantial proportions.: e : Co

'Using  conventional measures, Federal expenditures remained
fairly stable during 1951.. In contrast, thé amount of appropriations
-and other ‘new. obligational authority’” granted by the Congress for
the year was 68 percent above the 1950 total. The aggregate amount
of contracts lét-.and other obligations entered into by thé. Federal
‘agencies. almost doubled in the first year of the Korean mobilization
-program. The interplay during that crucial period of the ;opposing
tendencies. of the opposite.ends of the Federal spending process was
‘clearly brought out in the following comment on this period by ‘the
‘Joint Committee on the Economic Report: N
! The ineffectiveness of the governmental essh surplus, normally-a deflationary
force, was, in large part,:attributable to anticipatory forces .on. the inflationary
side arising from the currentior expected placement of orders for future deliveries.*

The following. year, fiscal-1952, was the period of the actual major
‘increase in-Federal defense expenditures; it was one. of’ comparative
“stability in-thé American economy. Several interesting points emerge
‘from an examination of the Kotean mobilization program:.

1. The major expansion in economic activity occuired at approxi-
mately the same time'as the announcement-and.authorization of the
‘program, and while many of the defense orders were being placed.

* “Statement of Murray L. Weidenbaum” in U.S. Congress, Joint Economic Committes, Tnventory
Fluctuations and Economic Stabilization, 1962, pp. 170-179. See also Edward Qreenberg, Emplogment I'm-
gaczs of Defense Ezpenditu.res and Obligations, Washington University, Department of Economiqs, Working_

aper 655, April 29, 1965; Michael Spiro, Impact of Government Procurements on Employment in the Aero
8pace Industry, Massachusetts Institute of Technology, Alfred P. Sloan School of Management, Working

aper 134-65, November 1985.3 :

4 U.8. Congress, Joint Committee on the Economic Report, Nakiom)l Defense ond the Economic Outlook
Jor the Fiscal Year 1958, 1952, p. 49. !




500 ECONOMIC EFFECT OF VIETNAM SPENDING

2. The expansion in economic activity slowed down at about the
same time that the rise in new obligational authority slowed down.

3. The major rise in economic activity occurred prior to the major
rise in government expenditures.’ '

Because the early stages of the government spending process often
show up in the private sector rather than in the public sector—
particularly private production on government account—it is a temp-
tation, during periods characterized by sharp increases in government
purchasing, to conclude that private rather than government demand
is contributing the inflationary pressures. Thef ollowing is an example
of this shortcoming which often mars otherwise cogent analyses.
The author is discussing the first year of the Korean mobilization
program:

This great increase in private demand took place at a time when the federal
budget was running at a surplus, and when the direct inerease in expenditure
for sccurity programs was quite small. Thus most of the inflation in the year
after Korea can be said to have been caused by the large volume of private
spending. The important point 13 that Federal fiscal policy cannot be held directly
responsible for the inflation.b

Maintaining that Federal fiscal policy was not inflationary during a
period when the rate of military orders was doubling and constituted
the major expansionary force in the economy may, in retrospect, appear
to be a somewhat odd interpretation. However, the pur%os_e here is
not to dwell about ancient error, but to examine the posstbility of its
being repeated at the present time. :

THE JANUARY 1966 PRESIDENTIAL MESSAGES

The budget message of the President issued in January 1966 states:

This budget presents a responsible fiscal program. It accommodates our foreign
and domesfic responsibilities in an environment of strong but noninflationary
economic growth.”

The January 1966 Annual Report of the Council of Economic
Advisers estimates that both the actual and high employment (née
“full” employment) budgets on the national income accounts basis
are expected to be approximately in balance in fiscal 1967.8

The text of the report does not cover 1966. However, the statistical
appendix provides some extremely useful information. It shows that
the Federal Government is anticipated to move from a point of some
restraint in fiscal 1965—a surplus of $1.2 billion on the national
income account basis—to a deficit of $2.2 billion in 1966. No estimate
is presented for 1966 on a “high employment’”’ budget basis.

The body of the Economic Report does not explain why fiscal
.policy will shift from mild restraint in 1965 to a somewhat expan-
sionary condition in 1966. However, this point becomes more acute
‘when attention is drawn to the measures of the early stages of the
government procurement and expenditure process.

Appropriations and other new. obligational authority is estimated to
rise (on an administrative budgst basis) from $106.6 billion in fiscal

s M. L. Weidenbaum, ‘““The Economic Impact of the Government Spending Process,” Business Review,
University of Houston, Epring, 1961, pp. 29-40.

19“52& G71en Campbell and others, Economics of Mobilization and War, Homewood, Iil., Richard D. Irwin,

. 75.
T The Budget of the United States Gorernment for the Fiscal Year Ending June 30, 1967, 1966, p. 9.
8 Economic Report of the President, 1966, p. 54.
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1965 to $126 billion in 1966, an 18 percent growth. Compared to
this $19.4 billion rise, budget receipts are projected to go from $93.1
billion to $100 billion during this same period—an increase of only
$6.9 billion. As shown in table 1, the bigger increase in revenues will
oceur in fiscal 1967, when the expansion in new funding will have
dampened down. : 1

TABLE 1.—S8elected measures of Federal finance

[In bmions]
Fiscal years—
1065 1966 1967
New obligational authority . .. oo $106. 6 $126.6 $121.9
Budget receiptsoc oo oo - 93.1 +100.0 111.0

Source: 1967 Budget, pp. 11, 16.

TaBLE 2.—Selected measures of military finance

[In billions] .’
Fiscal years—.
1965 1966 T 1067
New obligational authority. : I $50.5 s63.3 ) $59.9
Obligations incurred 50.2 63.7 62.8
Expenditures. 47.4 54.2 58.3

Source: U.8. Department of Defense, FA4D-524, Jan. 24, 1966.

An examination of the available measures of the military budget
is quite revealing. As shown in table 2, the entire current expansion
in new obligational authority and obligations to be incurred for the
Department of Defense is scheduled for fiscal 1966; in fact, declines
are projected for 1967. In contrast, the expenditure rise is slower
in 1966 and continues to 1967. It would appear, on the basis of the
published materials, that the major expansion in' Federal programs
will occur during the present year and that fiscal restraint will not
take hold until next year. '

SUMMARY

* Given the nature of the military and political assumptions under-
lying- the 1967 budget, an evaluation of its economic impact is
hazardous. Nevertheless, it would appear, on. the basis of the
justifications and explanations accompanying the document, that
the current, immediate inflationary potential—during the fiscal year
1966—has been virtually ignored. The fiscal policy sketched out
for 1967 may be adequate, assuming no Vietnam supplemental in
the 1968 budget, but this writer has the uneasy feeling that.the
inflationary experience that accompanied the first year of the Korean
expansion may be repeated at the present time, although on a reduced
scale. Hence, once again, failure to focus on the full range of mens:
urements available of the economic impact of the government spending,
process may: result in inappropriate fiscal policies being adopted. .’ )



THE VIETNAM WAR: A COST ACCOUNTING *
By WirLiam Bowen

The Vietnam war is peculiarly expensive, far more so
than is generally thought. Costs are running above
$13 billion a year, and are headed up. Fortune’s figures
suggest that we're in for bigger defense budgets—and
new economic strains. e

What happens in the U.S. economy over the next year or two,
what happens to demand and production and prices and taxes, will
to a large extent depend upon the cost of the Vietnam war. If anyone
inside the Pentagon knows the current cost, he is not telling, nor, of
course, is anyone there telling about costs associated with future
operations. Accordingly, Fortune has undertaken on its own to figure
out the cost—present and prospective—of the Vietnam war. It is
already costing a lot more than almost anybody outside the Pentagon
imagines. a

At present, with about 235,000 U.S. servicemen in South Vietnam,
the U.S. costs are running at a yearly rate of more than $13 billion.
Costs, it should be observed at once, cannot be translated mechanically
into expenditures; a drawdown on inventories-involves: acost, but
may not involve an expenditure for quite someé time.” Still, if the
war continues at only the present rate through fiscal 1967 (the year
beginning next July 1), the resulting Defense Department expendi-
tures will.probably exceed the $10 billion .or so that.the hefty 1967
defense budget officially .allows for the Vietnam war. " -~ .

But. the war, it. appears, will get bigger. U.S. Senators who know
what Defense Department, witnesses say in closed congressional hear-
ings have predicted a U.S. buildup to 400,000 men, or more. Gen.
William C: Westmoreland, the U.S. commander in Vietnam, has
reportedly requested a buildup to 400,000 by the end of December.
With that many U.S. servicemen in South Vietnam, the cost of the
war would run to $21 billion a year—even more if bombing and tactical
air support increased in proportion to the buildup on the ground.
At any such level the Vietnam war would bring on economic strains
beyond what most economists appear to foresee, and beyond what
makers of public policy appear to be anticipating. The strains
would surely add to the pressure for higher taxes.

In its Vietnam cost accounting, Fortume had considerable help
from outside economists, but no access to classified data. The basic
sources were public documents—Federal budgets, Defense Depart-
ment publications, transcripts of congressional hearings. Defense
Department officials interviewed were persistently wary of discussing
the costs of the war, although the department proved willing to pro-

*Reprinted from Forfune, April 1966.

The cost analysis for this article was carried out by a team consisting of, in addition to Mr. Bowen: Alan
Greenspan, president of Townsend-Greenspan & Co., consuitants; P. ‘Bernard Nortman, independent

eéaonoq:ll.o consultant; Sanford S. Parker, chief of Fortune’s economic staff: and research associate Karin
ocuz .
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vide some missing bits of factual information that would otherwise
have been unobtainable. It turned out that some costs—of ammuni-
tion, for example—could be easily calculated from published Defense
Department figures. But-getting at some other costs required elabo-
rate calculations, and still others could only be estimated. Estimates
and assumptions were in all cases conservative. The results, set
forth by category below, represent what is probably the first serious
effort outside the Defense Department to analyze the costs of the war.

The purpose of the undertaking was not to make a case against (or
for) the fiscal 1967 defense budget, but to provide a basis for looking
beyond the budget and assessing the potential economic effects of the
war. In wartime no defense budget can sensibly be viewed as a
hard forecast of defense spending. Actual expenditures during the
fiscal year will be determined by unfolding events-that no budgeter
¢an foresee months in advance. So far as the economy is concerned,
then, what counts is not budget projections but Defense Department
orders and expenditures. : : . :

. The costs and expenditures resulting from a war do not match up
in the short run. -They rise and decline in different trajectories. “In
the early phases of any.war, the Defense Department can hold-down
expenditures by drawing upon existing forces and supplies, just as a
business firm can temporarily reduce cash outlays by letting inven-
tories dwindle, or a family c¢an ¢ut next month’s grocery bill by eating
up the contents of the pantry. Later on in the war, expenditures
catch up with costs. It must be kept.in mind that ‘‘expenditures,”
as used heré, means incremental eéxpenditures—those that would not
be required if it:were not for the war. Coe e -

.-An idea of the movements of costs and expenditurés and defense
orders, and their changing economic effects; can-be gathered from
the following budgetary-economic scenario’of a medium-sized war—
i.e., a war not very different from the one in Viétnam. CooTe

M *

- "A~WAR IN FIVE ACTS

Act 1. Tt looks like a smiall war; :s.a,hd it -reduires only s'ma,llish‘

incremental expenditures. The forces sent overseas are members of
the existing Defense Establishment, and .the Defense Department
would have had to pay, feed, and otherwise provide for them if they

were doing peacetime duties in Georgia instead of fighting guerrillas-

in. a tropical republic. The weapons, ammunition,; and equipment
come from ‘existing stocks. The extra expenses (hostile-fire. pay,
transportation) can be temporarily absorbed in the immensity of the
defense budget, and the administration does not have to ask Congress
for supplemental appropriations to finance the war. It is being
financed, in effect, through “reduced readiness’—that is, the United
States has fewer trained men and smaller stocks of war matériel to
deploy or use in any other contingencies.

Act II. The struggle has expanded, and the Armed Forces need
extra inflows of men and matériel to compensate for the unexpectedly
large outflows to the war zone. The Pentagon:places contracts for
additional arms, ammunition, equipment; it expands draft calls and
recruitment efforts. The administration asks Congress for supple-
mental appropriations. War expenditures are still only moderate,
but with defense orders increasing and inflationary expectations

78-516—67—vol, 2—-10
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beginning to stir, the war is already having noticeable effects upon
the economy.

Act III. The U.S. buildup in the war zone has continued. The
administration has asked Congress for large supplemental appro-
priations. Spending still lags behind costs, but it is rising fast—
the recruits 1n training have to be paid, and so do the additional
civilians hired. ‘The war’s economic effects, moreover, are expan-
sionary out of all proportion to the actual increases in defense spend-
ing: the surge in defense orders has increased demand for skilled
workers, materials, components, and credit in advance of deliveries
and payments. To some extent, the Defense Department’s matériel
buildup is being temporarily financed by the funds that contractors
and subcontractors borrow from banks against future payments from
the U.S. Treasury.

Act IV.. The U.S. military buildup in the war zone tops out.
Defense production continues to rise, but the rate of rise is much less
rapid than in Act III, and the expansionary economic force exerted
by the war begins to wane. Deliveries of arms, ammunition, and
equipment rolling into military depots more than match the chewup
of matériel in the war, and so some replenishment of inventories
takes place. Men are moving out of training and into operating
units faster than forces are being sent overseas, and so there is a net
buildup of trained, deployable military forces in the United States.
Expenditures catch up with costs. )

Act V. The war ends. The dropoff in contract awards and the’
collapse of inflationary expectations reverberate throughout the econ-
omy. Far from falling steeply, expenditures continue to rise a bit
before entering into a gradual decline: the incoming deliveries must
be paid for, and the men brought into the Armed Forces must be
provided for until they are mustered out. With deliveries no longer
partly offset by wartime chewup, inventories fill rapidly, and begin
to overflow. During the period of readjustment, military manpower
and military inventories exceed normal peacetime requirements. Ex-
penditures for this excess readiness largely make up for the expendi-
tures deferred through reduced readiness in the early phases of the war.

In January, 1965, the Vietnam war was still in act I, and to all
appearances nobody in the administration expected an act II. The
President’s budget message declared that, with the “gains already
sheduled,” U.S. military forces would ‘“be adequate to their tasks
for years to come.” The new budget projected a decrease in defense
spending in fiscal 1966, and a decline in total uniformed personnel.
Maj. Gen. D. L. Crow, then Controller of the Air Force, subsequently
testified at a congressional hearing that “the guidelines for the prepara-
tion of the budget as they pertain to Vietnam were actually a carry-
forward of the guidelines that were used in the preparation of the
1965 budget, and they did not anticipate increased activity, per se,
in Vietnam.” ,
' IT’S NOW ACT III

Not until last May was it entirely evident that act II had begun,
but there were intimations earlier. In January 1965, after declining
for four consecutive quarters, the Federal Reserve Board index of
“defense equipment” production turned upward, beginning the pre-
cipitous climb_depicted at the bottom of the page opposite. In
February the United States began bombing targets in North Vietnam.
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In March the decline in Army uniformed personnel came to a halt,
though the downtrend continued for a while in the other services.
In April the U.S. buildup in Vietnam accelerated. In May the
administration asked for, and Congress quickly voted, a supplemental
fiscal 1965 appropriation of $700 million. In June the decline in
total uniformed military personnel turned into a steep rise.

The Vietnam war is now well along in act ITI of the budgetary-
economic scenario. Since that $700 million request in May 1965, the
administration has asked for $14 billion in supplemental war appropria-
tions. Soaring orders for ammunition and uniforms have contributed
to shortages of copper and textiles for civilian use. So far, however,
the costs of the war have been largely channeled into reduced readiness.
The war reserve of ‘“‘combat consumables’” has been drawn down.
New equipment and spare parts that otherwise would have gone to
units elsewhere have been diverted to Vietnam—Iroquois helicopters,
for example, that would have gone to the 7th  Army in Germany.
Fixed-wing aircraft to replace losses in Vietnam have been ordered, but
not yet fully delivered and paid for. The war has required only
moderate incremental expenditures (that must be understood, how-
ever, to mean “moderate’” as war expenditures go—a few billion dol-
lars). But as deliveries roll in and the Armed Forces expand, expendi-
tures will begin to catch up with the war’s far from moderate costs.

In numbers of U.S. servicemen deployed, the Vietnam war is not as
big as the Korean war at its peak. But costs per man run much higher
than they did in the Korean war. The pay that servicemen get has
cone up more than 40 percent since then. Some materiel costs have
risen very steeply since Korea. The F-86D fighters in Korea cost
about $340,000 each; the F-4C’s in South Vietnam cost nearly six
times as much. Ammunition use per combat soldier is very much
higher than in the Korean war. The M-14 rifle fires up to 150 rounds
per minute, and 10 rounds per minute at a sustained rate. The M-16,
carried by some Special Forces troops, can use up ammunition at a full-
automatic rate of 750 rounds per minute. The M~79 grenade launcher
fires grenades as if they were bullets.

The nature of the war contributes to making it peculiarly expensive
for its size. Technologically sophisticated military forces, magnifi-
cently equipped to kill and destroy, are inefficiently employed against
meager or elusive targets. In Korea, there were visible masses of
enemy forces to shoot at, and the U.S. superiority in weapons could be
exerted efficiently; in Vietnam the enemy hits and runs, moves under
cover of darkness or foliage. With their abundant firepower, the su-
perb U.S. fighting men 1n South Vietnam clobber the Vietcong in
shooting encounters, but the U.S. forces run up huge costs—in troop
supplies, fuel, helicopter maintenance—just trying to find some
guerrillas that they can shoot at.
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In keeping with Secretary McNamara’s long-range plans,
the total number of U.S. military personnel shrank in
the latter half of calendar 1964, and the shrinkage con-
tinued .until May, 1965, even after the buildup of U.S.
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... While Defense Production Soars

Both lines of this chart show quarterly changes, season-
ally adjusted. Arms production as measured by the Fed-
eral Reserve Board “defense equipment” index (main
components: military aircraft, ordnance, Navy ships)
rose during 1961, the first year of McNamara’s steward-
ship, remained on a bumpy plateau in 1962 and 1963, de-
clined in 1964, then moved into a spectacular upswing
beginning in the first quarter of 1965. By January, 1966,
the index had reached 126 percent of the 1957-59 average,
indicating that the Vietnam war has already had a sub-
stantial impact on the economy. Contracts normally pre-
cede production, and so the commitment line normally
moves up (or down) months ahead of the production line,
but in 1965 there was an extraordinary switch in this
relationship. The reason is that arms production was
pushed upward by a surge in precontract “letter con-
tracts” from the Defense Department—a sign of urgency.
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FIRING INTO A CONTINENT

There is an almost profligate disparity between the hugh quantities
of U.S. bullets and bombs poured from the air upon targets in Vietnam
and the military and economic damage the bullets and bombs do,
in the aggregate. In North Vietnam the United States has debarred
itself from attacking economically -valuable targets such as port
facilities and manufacturing plants. From bases in Thailand, F-105’s
fly over North Vietnam :ancF drop their mighty payloads on or near
roads, rail lines, ferry facilities, bridges. The costs to the enemy of
repairing the damage are picayune compared to the costs to the
United States of doing the damage. In South Vietnam the guerrillas
seldom present concentrated targets. Machineguns mounted on heli-
copters and on A-47’s (elderly C-47’s, modified and fitted with three
guns) fire streams of bullets into expanses of jungle and brush that
are believed to conceal Vietcong guerrillas. The thought of an A—47
firing up to 18,000 rounds per minute into treetops brings to mind
that bizarre image in Joseph Conrad’s Heart of Darkness, of the French
warship off the African coast: ‘“There wasn’t even a shed there, and
she was shelling the bush * * * firing into a continent.” '

B-52’s. operating at a cost of more than $1,300 per hour per plane,
fly a 10-hour round trip from Guam to South Vietnam to strike at
an enemy that has ho large installations or encampments visible
from the air. The B-52’s have been fitted with extra racks that
increase their payloads to more thamn sixty 750-pound bombs, -about
$30,000 worth of bombs per plane. “The bomb tonnage that is
resulting is literally unbelievable,” said Secretary McNamara at a
Senate hearing last January. Several weeks later, at a press con-
ference, he said: “Our ‘consumption in February * * * of air-de-
livered munitions alone in South Vietnam was two and a half times
the average monthly rate in the 3 years of the Korean war.” But
much of that “literally unbelievable” bomb tonnage merely smashes
trees and blasts craters in the earth.

Only a rich nation can afford to wage war at ratios so very adverse.
But the United States is a rich nation. If there is a great disparity
between the bomb power dropped and the economic value of the
targets, there is also a great disparity between the wealth and power
of the United States and of the enemy. The cost of the bombs is
small in relation to the GNP of the United ‘States, and the damage
they do is sometimes substantial in relation to the GNP of North
Vietnam, or to the resources available to the Vietcong. But the costs
of winning are going to be unpleasantly large.

The official position of the Defense Department is that it does not
know what the costs of the war are, and that it does not even try to
compute them. As a Pentagon official put it: “We have no intention
of cost-accounting the war in Vietnam. Our business is to support
the conflict there. Our business'is not cost accounting. We have no
estimates of costs. It’s not practical to say the war has cost z dollars
to date.”

The Defense Department argues that the war costs are commingled
with those of a military establishment that- existed before the U.S.
troop buildup in South Vietnam began. And that, of course, is
true. Still, & meaningful total can be arrived -at by analyzing and
‘adding up the various war costs, regardless-of whether they translate
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immediately into added expenditures. One way or another, we may
assume, all costs will result in either added expenditures or reduced
readiness, and in the reckoning of the costs it does not matter which,
-or when, or how. S : .
Fortune’s first objective was to arrive at an approximation of annual
costs at the early-1966 level of 200 000 U.S. servicemen in South
Vietnam. The results of that analysis can serve, in turn, as.a basis
for calculating costs at higher levels of buildup. In what follows,
costs are divided into standard categories—military personnel,
operation and maintenance, and procurement—that the Defense
Department uses in its budgeting. - To outsiders, the :department’s
assignment of expenses to these categories sometimes seems'.a bit
arbitrary. Some clothing is funded undér. personnel and some under
-operation and maintenance; ordinary repair parts are funded ‘under
0. & M, aircraft ‘“spares” 'under ' procurement. ' i

INSIDE AND OUTSIDE THE THEATER IR '

Military personnel. As noted, the fiscal 1966 defense budget,
submitted in January 1965, projected a moderate decline in total
uniformed military personnel (“‘Active Forces”), from about 2,663,000
at that time to 2,640,000 as of June 30, 1966. Actually, thedecline

roceeded so briskly that the total got down to 2,641,000 in May, 1965.
‘Since then the Defense Department has announced plans to increase
military personnel to 2,987,000 by next June 30, and to add on another
106,000 by June 30, 1967; by the{atter date, the total would be 452,000
above the May 1965 low point. In addition the Department is
expanding the civilian payroll by about 100,000 during fiscal 1966, and
many of these civilians will take over work previously done by service-
men, freeing them for other duties. o v

It might appear that these figures could serve as a basis for calcu-
lating the personnel costs attributable to the Vietnam war. But it is
impossible, without knowing the Defense Department’s classified
plans and assumptions, to relate the announced personnel increases
to any particular force level in South Vietnam. And to have any
meaning, statements about the cost of the Vietnam war must be
related to specified force levels. Here we are trying to get the cost of
the war at a particular level—200,000 U.S. servicemen in South Viet-
mam. For this reckoning, the war personnel costs may be taken as
the combined personnel costs of (1) the 200,000 men in Vietnam,
(2) the peripheral supporting forces in southeast Asia, and (3) the
required backup forces. The Defense Department defines personnel
costs as pay and allowances, subsistence (chow), personal clothing
(the “clothing bag’’ issued to each recruit), plus certain other
expenses. Average personnel costs in the armed forces run to $5,100
per man per year, but the men in South Vietnam get ‘hostile-fire
pay’’ of $65 a month, and other war costs boost the average to about
:$6,200. So, 200,000 men at $6,200, or $1,240,000,000.

The peripheral supporting forces—mainly aboard 7th Fleet ships
and at bases in Thailand—numbered at least 50,000 last winter,
when the U.S. force level in South Vietnam reached 200,000. That’s
50,000 men at $6,200 a year, or $310 million.

Esach thousand U.S. servicemen stationed overseas under nonwar
conditions have on the average about 600 other servicemen backing

o,
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them up: trainees, transients, men serving in supply units or per-
forming various auxiliary functions. But it takes far more than 600
men to back up a thousand men deployed in South Vietnam. Addi-
tional supply men are required to keep the huge quantities of arms,
ammunition, equipment, and supplies moving into the theater of
war. The men serving there are rotated home after a 1-year tour
(a 3-year .tour is normal for U.S. forces in Western Europe), and
additional trainees are needed to support the rotation. Extra backup-
men are needed, also, to make up for the erosion resulting from deaths,
severe injuries, and tropical ailments. In the course of a month,
Jarge numbers of men spend some days or weeks in transit to or from:
South Vietnam. And additional men in training require additional
men to train them. With all the additions, it works out that there
is a ratio of one to one, or 1,000 to 1,000, between servicemen in the
theater of war and servicemen outside the theater but assignable to
the war as elements of cost. c . '

For the 250,000 men in Vietnam and vicinity, then, there will be
250,000 others elsewhere. Since some of these are new recruits, the:

average personnel cost is taken to be only $4,700. That makes another:

$1,175,000,000, bringing total personnel costs to $2,725,000,000.
' ' . KEEPING THEM FLYING '

Operation and maintenance. This category is even more capacious.
than its name suggests. It includes everything that does not fall
into other categories—recruitment, training, medical care, repairs,
operation of supply depots, transport of goods, and, in the official
expression, “care of the dead”. A great many of those additional
civilians hired by the Defense Department in the last several months.
are working in O, & M.

In fiscal 1965, O. & M. for the entire Armed Forces averaged out.
to $4,630 per man. For 500,000 men that would come to $2,315,000,~
000. Buf the Vietnam war entails extraordinary O. & M. expenses.
Planes ‘there fly a lot more hours per month than they normally do,
and the extra O. & M. involved in keeping them flying runs at a rate:
of more than $200 million a year. Extra repair and maintenance are
required to keep vehicles moving and equipment working. An
enormous logistic flow must be coped with—more than 700,000 tons
a month. The shipping costs to Vietnam amount to $225 million at
a yearly rate. Combat clothing gets ripped up in the bush, de-
teriorates rapidly in the moist tropical heat. And, of course, extra
medical care per man is needed in a tropical war. When all the
extra O. & M. costs involved are added together, the total, by a con-
servative reckoning, comes to $1 billion. That brings the over-all
0. & M. costs to $3,315,000,000. ) '

Procurement, i.e., materiel costs. As reckoned here, these are taken
to be the chewup in the war zone rather than the additional procure-
ment resulting from the war. Ammunition and aircraft losses together
account for more than 75 percent of materiel costs, and for both
categories the costs can be calculated with some statistical precision.

McNamara reported last January that U.S. ground forces in South.
Vietnam, including Army and Marine helicopter units, were “con-
suming ammunition at the rate of about $100 million per month,”
and that U.S. air forces were using up “air munitions” (mostly
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bombs) at a rate of about $110 million per month. That works out
to a combined rate of $2.5 billion a year. At that time there were
about 190,000 U.S. servicemen in South Vietnam, so for the calcula-
tion of costs at the 200,000-man level, the figure has to be adjusted
upward a bit, to $2,650,000,000.

In testifying at congressional hearings, McNamara and other De-
fense Department witnesses furnished numerous bits of information
about U.S. aircraft operations in the Vietnam war, including losses in
1965 and numbers of sorties over various periods (one flight by one
plane counts as one sortie). Sorties per month increased dramatically
during 1965, and despite low loss rates per 1,000 sorties, losses added
up to large numbers over the course of the year: 275 fixed-wing
alrcraft lost as a result of “hostile action” alone, and 177 helicopters
lost, 76 as a result of “hostile action,”” 101 in accidental crashes and
other mishaps. Assuming continuation of 1965 ratios between sorties
and losses, estimated annual attrition at a 200,000-man force level
works out, in rounded figures, like this:

475 fixed-wing tactical planes, at $1,800,000_ _ . _____.__________ $855, 000, 000
165 other fixed-wing planes (transport, observation), at $200,000. 33, 000, 000
320 helicopters, at $250,000_.__ . __ . _ . _ . _____________________. 80, 000. 000

Total______ B o e e 968, 000. 000

A figure for aircraft spares was arrived at by first calculating total
flying costs of the aircraft operations (information on average flying
costs per hour for various types of military aircraft is available).
That came to $800 million a year. Spares represent, on average,
20 percent of flying costs, which comes to $160 million. With the
addition of a minimal $25 million to allow for spares required to
repair planes hit by enemy fire, the total for aircraft spares comes to
$185 million.

Little information is available about materiel chewup, apart from
ammunition and aircraft. In the absence of direct evidence, however,
Defense Department procurement orders provide a basis for rough
estimates. It is assumed—and this is a bit of a leap—that the
annual attrition of weapons, vehicles, and equipment is equivalent
to one-third of the increase in procurement orders in those categories
(as measured by the increase in prime contract awards from the second
half of 1964 to the second half of 1965). From that procedure emerges
& round figure of $600 million for attrition of hard goods other than
aircraft, ammunition, and ships (in effect, ship losses are assumed
to be zero). That brings total procurement to $4.4 billion.

The three categories together—military personnel, O. & M.,
procurement—add up to $10,440,000,000. That is the approximate
annual cost of the U.S. operations in the Vietnam war at the 200,000-
man level reached early this year. To that figure must be added
support for South Vietnamese military forces. (For fiscal 1967,
military assistance to South Vietnam will be included in the defense
budget.) Counting supplemental requests, total military aid to
South Vietnam comes to more than $1 billion in the current fiscal
year. In the early 1960’s, military aid to South Vietnam ran to
something like $100 million a year; the $900 million difference can
be considered a Vietnam war cost. In addition, the United States
pays $50 million to help support South Korean forces in South
Vietnam.
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Much of the $1.4 billion that Congress has appropriated in fiscal
1966 for military construction in southeast Asia has to be counted
as part of the Vietnam war cost. According to Secretary MeceNamara’s
testimony at a Senate hearing, all of the contemplated construction
‘Gstassociated with the operations in South Vietnam.” Some of the
facilities may have military value to the United States after the war
is over, but it seems reasonable to suppose that at least $1' billion of
the planned construction would not have been undertaken had it not
been for the war. If that is spread over 2 years, construction adds
$500 million a year to the cost of the war. :

.That brings the grand total to $11.9 billion a year. This figure
does not allow for an important deferred cost, depreciation of equip-
ment. Since the Defense Department does not pay taxes or operate
in terms of profit and loss, the business-accounting concept of depre-
ciation is hard to apply, but the wearing out of equipment is a reality
whether it is cost-accounted or not. This wearout is a separate cost
from the additional maintenance and repair required to keep planes
and ground equipment operating in the Vietnam war. Tactical
planes and Military Airlift Command planes involved in the war are
flying 60 percent more hours per month than they normally do in
peacetime, and even with extra maintenance their useful lives are
being shortened. The consequences will show up in future defense
budgets.

In addition, the war imposes substantial nonmilitary costs that are
not included in the $11.9 billion (or in the other war-cost figures that
follow). U.S. economic aid to South Vietnam, for example, leaped
from $269 million in fiscal 1965 to $621 million in the current year.

MORE MEN FOR PATROL, SEARCH, PURSUIT, ATTACK

The $11.9 billion may be taken as the annual military cost of sus-
taining the war with 200,000 U.S. servicemen in South Vietnam—the
level Teached around February 1. Given that yardstick, it is a
relatively simple matter to cost out the present level (about 235,000
in South Vietnam). It can be assumed that costs have increased
since February in direct proportion to the buildup, except that con-
struction costs and military aid to South Vietnam remain unchanged.
So calculated, the current cost works out, at an annual rate, to $13.7
billion—the “more than $13 billion”” mentioned at the beginning of
this article. . : .

Efforts to project costs at very much higher levels of buildup run
into some uncertainties. Costs at the 400,000-man level—the level
General Westmoreland is reportedly aiming for by the end of this
year—would not be double those at 200,000. For one thing, the
expansion of U.S. forces will itself tend to alter the character of the
war. -Indeed, it has already. The widening U.S. superiority in
firepower forced the enemy to cut down on direct assaults.by battalions
and regiments and revert pretty much to guerrilla warfare. As the
number of GI’s in South Vietnam increases, the forces needed to
guard the coastal enclaves will not have to increase proportionately,
so a larger percentsage of the total combat-battalion strength will be
available for patrol, search, pursuit, and attack operations. Some
costs, as a result, will increase faster than the number of U.S. service-
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men in South Vietnam—e.g., Fortune has assumed a 5-percent increase:
in the rates of ground and helicopter ammunition use per 100,000 men.

But in some respects costs would not nearly double as we built up
to 400,000. The existing construction plans, for example, provide
for port facilities, roads, and installations beyond current require--
ments. Costs of supporting South Vietnamese forces would not.
double either—South Vietnam’s military and paramilitary forces
already number about 600,000 men, and an increase of even 50 pre-
cent could not be squeezed out of a total population of 16 million.
(An increase to 670,000 has been announced, however, and some
upgrading of the military equipment and supplies furnished by the:
U.S. will undoubtedly occur.) Bombing and tactical air support-
operations would probably not double either: lack of runways would
prevent that large an expansion. -

In Fortune’s calculation it was assumed that the 100 percent in-
crease in U.S. servicemen in South Vietnam, from 200,000 to 400,000,
would be accompanied by these less than proportionate increases:

50 percent in bombing and tactica{)air-support operations;
10 percent a year 1n construction costs;
15 percent mn mihitary aid to South Vietnam,.

On these exceedingly conservative assumptions, the costs at 400,000
come to the resounding total of $21 billion a year.

To calculate Vietnam war costs during fiscal 1967 it is necessary to
make some assumptions about the pace of the buildup. Fortfune
assumed that U.S. forces in South Vietnam would increase to 250,000
men by this June 30, expand steadily to reach 400,000 as of December
31, and then remain at that level. On this basis the prospective
Vietnam war costs during fiscal 1967 work out to $19.3 billion.

USED-UP OPTIONS

The $58.3 billion defense budget for fiscal 1967 includes, by official
reckoning, $10.3 billion in expenditures resulting from the Vietnam
war. With a buildup to 400,000 in fiscal 1967, war expenditures
during the year would greatly exceed this figure, but would not
necessarily boost-total defense spending as much as $9 billion. For
one thing, Secretary McNamara can cut somewhat further than he
already has into programs not directly connected with the war.

But not very far; McNamara’s options for deferring expenditures
in fiscal 1967 have been pretty well used up. The 1967 defense
budget shows a total of $1.5 billion in cutbacks in military construc-
tion, strategic-missile procurement, and other non-Vietnam programs.
In view of McNamara’s economizing in recent years, there cannot be
much leeway left for deferrals. The Secretary himself said not long
ago that in shaping the 1967 budget he had deferred “whatever can
be safely deferred,” which suggests that there is no leeway any more.

He has also largely used up the options for restraining expenditures
by drawing down inventories and reducing trained forces outside the
war theatre. McNamara has vigorously insisted that “we have a
great reservoir of resources,” and he is undoubtedly right about that,
especially if ‘‘a great reservoir” is interpreted to include the potential
capacity of the U.S. economy to produce military goods. But he has
overstated his case by arguing, in effect, that the Vietnam war has
not reduced readiness at all (“* * * far from overextending ourselves,
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we have actually strengthened our military position”), Counting
peripheral supporting forces, the United States now has about 300,000
men deployed in the Vietnam war theater, and (in keeping with that
1-to-1 ratio) another 300,000 men are committed to backing them
up. That makes 600,000 men unavailable for other contingencies.
Since the low point in May 1965, U.S. military manpower has in-
creased by approximately 400,000 (this figure allows for substitution
of civilians for uniformed personnel), and a lot of those 400,000 are
men still in training. It would be remarkable indeed if all this had
somehow ‘‘strengthened our military position.” . :

Nor is there much left to draw down in military inventories. As
shown in the middle row of charts on pp. 506-8, Defense Department
expenditures for procurement declined sharply in fiscal 1965—by $3.5
billion, in fact.” This decline in procurement apparently contributed
to the Army shortages (of repair parts, communication equipment,
belicopters, and trucks, among other things) discovered early last
year by investigators of the U.S. Senate’s Preparedness Investigating
Subcommittee, headed by Mississippi’s Senator John Stennis. Pen-
tagon. witnesses tried to explain that the ‘‘shortages’” were mere
routine gaps between reality and ideal tables of equipment. But at
one point South Carolina’s, Senator Strom Thurmond pinned down
two Pentagon generals in this exchange: = - A c

Senator TrRUrRMOND. You have not denied those shortages, have you, General
Abrams? ' .

General ABrams. No.. - ..

Senator TaurMoND. And you have not, General?

General CHESAREK.” No. -

Senator THURMOND. You do admit the shortages?

General CHESAREK. Yes, sir, . . .

The combination of rising Vietnam requirements and thin, declining
mventories led last year to surges in military production and orders
Sar beyond what can be inférred from the official estimates of expenditures
attributable to the Vietnam war.- In the second half of calendar 1965,
Defense Department prime contract awards ran $3.3 billion ahead of
the corresponding period of 1964—$6.6 billion at an annual rate. In
contrast, the Defense Department estimates fiscal 1966 expendifures
for the Vietnam war at only $4.6 billion. Anyone trying to catch an
intimation of things to-come might do well to keep an eye on orders,
rather than expenditure estimates. Orders are for real: if you want
the stuff delivered in time, you've got to order it in time. But ex-
penditure estimates are not binding upon anybody-

TRYING TO AVOID THE PILE-UP AT THE END

Since they are not for real, budgetary.expenditure estimates are an
exceedingly unreliable guide to the future. A: better guide can be
found in requests for appropriations. For the fiscal years 1966 and
1967 combined, the Defense Department. has estimated Vietnam war
expenditures at:$15 billion, but for the same 2 fiscal years the depart-
ment has already requested approximately $23 billion in Vietnam
war appropriations. ) : )

Big as they look, however, these requests for war appropriations
will almost certainly be added to long before the end of fiscal 1967.
That probability can be inferred from on-the-record statements by
Secretary McNamara and other Defense Department witnesses at
congressional hearings.
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The Defense Department has based its requests for war appropri-
ations not upon a forecast of what will actually happen in the Vietnam
war, but upon what a Pentagon official calls “calculated requirements.”
In calculating the “requirement” for any procurement item, the
department considered the lead time-—how far ahead you have to
order the item to have it when you need it. For complex or precisely
tooled military hardware, lead times may run to a year or more, and
for such items—particularly aircraft and aireraft spares—the depart-
ment allowed fully for expected losses and use-up to the end of fiscal
1967. But for items with shorter lead times, requirements were
calculated tightly, on the assumption that later on they could be
revised and McNamara could ask for supplemental appropriations.

Supplemental appropriations have come to be viewed as natural in
wartime. And McNamara’s policy of asking for funds ““at the last
possible moment,” as he puts it, has its merits. By following that
policy he hopes to avoid “overbuying” and any pileup of surplus
materiel at the end of the war. (When the Korean war ended, the
Military Establishment had billions of dollars worth of excess goods
in stock or on order.) But the policy implies that the Defense
Department will have to ask for more funds before the end of fiscal
1967 unless there is some unexpected abatement in the war.

Of necessity, the 1967 defense budget was constructed upon work-
ing assumptions about how big the war will get and how long it will
last, and given all the uncertainties, these cannot be expected to
coincide with the realities. In estimating expenditures and appropri-
ations for fiscal 1967, the Defense Department assumed that U.S.
“combat operations’’ in Vietnam will not continue beyond June 30,
1967. In keeping with that assumption, the 1967 budget does not
provide funds for orders of aircraft or other military goods to replace
combat losses after that date. Here again the assumption implies
that the Defense Department will need supplemental appropriations
in fiscal 1967 if the war continues at even the present rate.

McNamara has not said in public what U.S. force level in South
Vietnam is allowed for in the 1967 budget, and the explanations he has
offered at congressional hearings have been deleted by Pentagon
censors. But at a Senate hearing in January, Gen. John P. Mc¢Con-
nell, the Air Force Chief of Staff, indicated that, for the Air Force at
least, the appropriations requested so far allow for little or no expan-
sion of the war beyond the 200,000-man level. Said McConnell in
reply to a question concerning the adequacy of the funds requested:
“We don’t have any problem if the war continues at about the same
rate as now, Mr. Chairman.”

These budgeting assumptions expressed and implied by McNamara
and other Pentagon witnesses lead to a strong inference: by next
January, if the war continues unabated until then at even the pres-
ent rate, the Defense Department will have to ask for supplemental
appropriations for long-lead-time items required in fiscal 1968 and
shorter leadtime items required in the last months of fiscal 1967.
Some months before next January, indeed, perhaps this summer, the
department will have to begin ordering very long leadtime items in
anticipation of fiscal 1968 combat losses.
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MOUNTING ASTONISHMENT AT THE BAD NEWS

It follows that if the U.S. buildup in South Vietnam proceeds to a
much higher level, the supplemental requests will run into many bil-
lions before the end of fiscal 1967. And since the Military Establish-
ment will have to procure a lot of additional equipment and supplies
and bring in a lot of additional men, defense expenditures will rise
billions of dollars above the estimate submitted last January.

So the 1967 budget barely begins to suggest the level of Vietnam
war spending that probably lies ahead. The budget is not misleading
once 1its rather sophisticated underlying assumptions are understood;
but the assumptions are not widely understood, and the administration
has not made much of an effort to see that they are. There is likely
to be mounting astonishment this year and next as the bad news about
the war’s costs and the implied message about taxes and inflation
sink it. It’s & good bet that Americans will still consider the war
worth winning. There is no reason for them not to know its cost.




BUDGET POLICY IN A HIGH-EMPLOYMENT ECONOMY

The Federal budget for fiscal 1967,' presented to Congress on
January 24, provided for substantial increases in both expenditures
and revenues during the remainder of fiscal 1966 and for further
increases in fiscal 1967. According to the administration’s budget
plan, the excess of expenditures over revenues (i.e., the deficit) is
expected to increase from fiscal 1965 to 1966 and then to decline in
fiscal 1967.

This article focuses on the implications of the Federal budget for
economic stability in calendar 1966. To assist in the analysis, several
alternative measures of budget policy are examined, and some eco-
nomic principles are reviewed. Prospects for Federal taxes and ex-
penditures may be substantially different now from what they were
when the budget was prepared. Nevertheless, it is believed that this
article, based on the January budget report, will promote understand-
ing of the budget plan in light of the current economic environment.

MEeAsURES oF BupGgeT PoLricy

The fiscal activities of the Federal Government can be summarized
in several ways. Some alternative budget concepts and the relation-
ships between them are discussed in the following sections.? Table I
provides a reconciliation of these budget concepts, with data for fiscal
1965-67 used for illustration.

t The Federal Government’s fiscal year runs from July 1 to June 30 and is designated by the calendar
year in which it ends.

3 The term ‘‘budget”’ is used loosely here. There is in fact only one Federal “budget’ In the sense of a
financial plan, and that is the administrative budget. Al other “budgets’” discussed here are summary
stlatexr_xents of receipts and expenditures classified in various ways for purposes other than administrative
planning.

518
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TaBLE 1.—Reconciliation of various measures of Federal receipts and expenditures
[In billions of dollars]

Fiscal year—
1965 1966 1967 -
actual estimate estimate
RECEIPTS
Administrative budget receipts 93.1 100.0 111.0
IP:lus: Trust fund receipts_.._____ 31.0 33.5 41.6
€85!
Intragovernmental transactions.__ 4.3 4.5 3.5
Receipts from exercise of monetary .1 . .9, 1.6
Edquals: Federal receipts from the public S 119.7 128.2 145.5
Less: Cash transactionsexcluded from Federalreceipts ac-
count (District of Columbia, financial transactions, ete.). 1.0 .6 .7
Plus: Items added to Federal sector account but not in
cash receipts (netting differences, timing differences, .
ObC.) oo el e .9 1,2 —2.6
Equals: Federal receipts, national income accounts_...._..._. 119.6 128.8 142.2
Plus: Adjustment for tax receipts because of deviation of
economy from high employment_______________.....____ 5.9 2.0 .5
Equals: High-employment receipts__________._ .. 125.5 130.8 142.7
EXPENDITURES '
New obligational authority. . ... . 106.6 126.0 | 7 121.9
Plusi Authorizations enacted in prior year but spent in . . S
current Year . . .o e cimmmaeam e me ] ae e ccemae e mccecc e 30.7
Less: Expenditures to be made in future years..... ... b ... . 39.8
Equals: Administrative budget expenditures. _____._____...._ 96.5 106. 4 112.8
gus: Trust fund expenditures_._ ... oooooooiaiailL 29.6 33.8 37.9
SS!
Intragovernmental transactions._____________.._._.__ 4.3 4.5 5.5
.+ Debt issuance in lieu of checks and justments__ —. 68 .2
Equals: Federal payments to the publie...____________.._____ 122.4 135.0 145.0
Less: Cash transactions excluded from Federal expendi- .
tures account (District of Columbia, financial transac- .
01, ete.) oo immmmmieaaaae [ 5.8 4.0 1.6
Plus: Items added to Federal sector account but not in
C?Sl)l payments (netting differences, timing differences, L .
@EC.) e e o e em——— - T e R
Equals: Federal expenditures, national income accounts..._.. 118.3 131.0, 142.7
Plus: Adjustment for expenditures because of deviation of
economy from high employment_________ ... -2 —.2 .2
Equals: High-employment expenditures____ . ... oo 118.1 130.8 142.9
SURPLUS OR DEFICIT '
Administrative budget . s ~3.4 —6.4 -1.8
Cash budget.._______________. [ -2.7 —6.9 +.5
National income aceounts budget +1.2 —2.2 —.5
High-employment budget . ——— +47.41 - 0 oL, =2

Sources: The Budget of the United States Government for the Fiscal Year Ending June 80, 1967, pp. 47, 377,
and ngeral Reserve Bank of St. Louis. o

ADMINISTRATIVE BUDGET

The administrative budget is the basic planning document of the
Federal Government; covering receipts and expenditures of funds
that it owns. Its main purpose is to serve as a guide to executive
‘and legislative program planning, review, and enactment. ‘Those
agencies for which Congress makes regular appropriations are included
in the-administrative budget; activities'of trust funds (social insur-
ance, highway, etc.), quasi-public agencies (e.g., Federal home loan -
banks), and self-financing agencies are excluded. e T
Expenditures and receipts are generally recorded on a cash basis,
i.e., on the date of actual receipt or payment. Interest expense is
. on an-accrual basis. : o -

78-516—67—vol, 2———11
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CASH BUDGET

The consolidated cash budget is a summary statement of cash
flow between the Federal Government and other sectors of the econ-
omy. Included are activities of the regular Government agencies
found in the administrative budget plus the activities of trust funds
and Government-sponsored agencies. Because activities of some
agencies (e.g., the post office) are recorded on a net basis, the full
magnitude of cash flows between the Federal Government and other
sectors of the economy is not measured by the cash budget.

The cash surplus or deficit serves as a measure of the direct impact
of Federal Government spending and taxation on the financial assets
of the private sector of the economy (including State and local gov-
ernments). Surpluses or deficits in this budget indicate changes in
the public debt and/or changes in the Treasury’s cash balance.

NATIONAL INCOME ACCOUNTS BUDGET

Federal Government activities in the national income accounts are
restricted to receipts and expenditures which reflect the direct impact
of Federal spending and tax programs on the flow of current income
and output. This measure is obtained by making two major adjust-
ments in the cash budget.

First, capital transactions adjustments exclude expenditures on
existing assets and loans (or loan repayments). Second, timing
adjustments are made. Expenditures are recorded when delivery is
made to the Government (whereas the cash budget records spending
at the time of payment). Tax receipts are recorded when the tax
liability is incurred (whereas the cash budget records them when
collected).

HIGH-EMPLOYMENT BUDGET

The high-employment budget is an estimate of expenditures and
revenues 1n the Federal sector of the national income accounts for a
level of high employment.? 1t is an attempt to correct the distortion
introduced by the impact of the economy itself (through the effect
of changing levels of economic activity on Government expenditures
and tax receipts) on the realized surplus or deficit. The smaller the
surplus or greater the deficit in this budget, the more stimulative is
the impact of Federal fiscal activities and the less is the dependence
on private demand to maintain high employment.

NEW OBLIGATIONAL AUTHORITY . .

In evaluating the impact of the Federal Government on the econ-
omy, another measure of particular importance is “new obligational
authority.”” This is legislation by Congress permitting a Government
i agency or ‘department to commit or obligate the Government to
. certain expenditures. Congress does not vote on expenditures; it
"determines new obligational authority. Before funds can be spent,
an agency must submit and have approved by the Bureau of the

2 The President’s Council of Economic Advisers defines a high-employment level of economic activity
as that level associated with a 4 per cent unemployment rate. The high-employment budget could be
computed for other budget concepts, but, for an analysis of the economic impact of the budget, the national
income accounts basis seems most appropriate. For a description of techniques and procedures for calculat-

ing high-employment budget estimates, see Nancy H. Teeters, “Estimates of the Full-Employment Sur-.
plus, 1955-1964,” The Review of Economics and Statistics, XLVII (August 1965), 309-321.
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Budget an apportionment request. This determines the rate at which
obligational authority can be used. An agency usually incurs obliga-
tions, i.e., commits itself to pay out money, after apportionment by
the Bureau of the Budget. - S

Incurring obligations does not necessarily mean immediate cash
expenditures. When the Government buys goods and services
produced by the private sector, the lag of expenditures behind obliga-~
tions may be substantial. In the case of items not usually Kept in-
inventory, like military hardware, it usually takes time for private
producers to draw plans, negotiate subcontracts, produce and deliver
the product. A : '

BupgeT Poricy 18 Fiscan 1966-67: Facrs anp Ficures

Budget plans for future months indicate marked increases in both
expenditures and receipts. 'This obtains for any one of the four
major budget measures discussed above. Generally, according to
the budget plan, deficits will become larger in fiscal 1966 compared
with fiscal 1965, then turn toward surplus in fiscal 1967 (table I).

U.S. Government Fiscal Operations
(+}Surplus; (-)Deficit
Seasonally Adjusted Annuol Rates

{Calendar Year]

Billions of Dollars Billions of Dollars
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Sources: U.5. Treasury Department, Council of Economic Advisers, Board of Governors
of the Foderal Reserve System, and Depariment of Commerce v
Lotest dato ploftad: 4th quarter 1965 preliminary
st and 2nd hatf 1966 estimated by Faderal Reserve Bank of St. Lovis

OBLIGAV’TI'ONA'L AUTHORITY -

New obligational authority (table IT) jumps to an estimated $126
billion in fiscal 1966 from $106.6 billion in fiscal 1965. Included in
‘this $19.4. billion increase is $11.4 billion for defense, international,
‘and space and $4.6 billion for health, education, welfare, and related
programs. C S
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TaBLE I1.—Changes in Federal spending and obligational authority

{In billions of dollars]
Fiscal 1965 | Fiscal 1966
to fiscal 1966 | to fiscal 1967

Cash payments to the public:
Defense, ititernational, and space..-. -+6.6 +4.0
Deomestic +6.0 +6.0
* Health, education, welfare, and community development. —......... +7.7 +4.9
Interest on public debt. +.7 +.9
Other_ . comaa_.. —2.4 +.2
Total... +12.6 +10.0

New obligational authority:

Defense, international, and space. +11.4 —4.1
Dc tic. 480 |
Heslth, education, welfare, and community development. .......... +4.6 +1.0
Interest on public debt. +.7 +.8
Other._._..__ +2.7 ~1.8
Total +19.4 —4.1

Source: The Budget of the United States Govermﬁem for the Fiscal Year Ending June 80, 1967, pp. 41, 439,

Projections for fiscal 1967 are for a decrease in obligational authority
to $121.9 billion, reflecting a decline of $4.1 billion for defense, inter-
pational, and space.* Obligational authority for all domestic civilian
programs is expected to be unchanged from fiscal 1966 to 1967.

EXPENDITURES

The pattern of Federal cash payments in fiscal 1966 and 1967 is
quite different from that of obligational authority. Payments are
estimated at $135 billion in fiscal 1966 and $145 billion in fiscal 1967
compared with $122.4 billion in fiscal 1965. '

Expenditures are projected to increase in fiscal 1967 but by a smaller
amount than in fiscal 1966. Defense, international, and space spend-
ing is expected to increase $4 billion, while domestic civilian spending
is scheduled to rise by $6 billion.

Reflected in the expenditure totals for fiscal 1966 and 1967 is a

roposed substitution of private for public credit. The proposal
involves asset sales of $3.3 billion in fiscal 1966 and $4.7 billion in
fiscal 1967 compared with $1.6 billion in fiscal 1965.° These asset sales
are to include mainly pooled loans of several Federal agencies (Export-
Import Bank, Federal National Mortgage Association, and the Vet-
erans’ Administration). Because such sales are netted against ex-
penditures in the Government’s accounting system, actual outlays
stated in the budget are understated by the amount of asset sales.

The discrepancy between changes in new obligational authority
and cash payments to the public from fiscal 1966 to fiscal 1967 implies
that the pool of authorized but unspent funds will be built up in fiscal
1966, then drawn down in fiscal 1967. This conclusion rests on the

* assumption that there will be no supplemental appropriations required
for Vietnam. '
4 Note that there is a decline because obligational authority is extraordinarily high in fiscal 1966, reflecting
large supplemental appropriations for financing the war in Vietnam.

s There is some indication that asset sales will fall short of budgeted totals in fiscal 1968, A sale of Export-
fmport Bank participation certificates in February totaled $360 million out of $700 million offered. :
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RECEIPTS

Federal cash receipts are estimated to rise sharply, especially from
fiscal 1966 to.1967. Increases in receipts for fiscal 1966 reflect aainly
growth in the econorny, while collections in fiscal 1967 are expected
to reflect changes in tax laws.as well as growth.

Cash receipts in fiscal 1966 are expected to be $128.2 billion, up
$8.5 billion from fiscal 1965. This increase (table ITI) reflects the
excise tax cut in the summer of calendar 1965, restoration of excise
taxes on automobiles and telephone service in the first half of calendar
1966, speedup of corporate and individual income taxes early in
calendar 1966 and the social security tax increase that went into effect
on January 1, 1966. The net effect of these and other minor tax-
changes is expected to be an increase of $.9 billion in receipts.. The
bulk of the remaining $7.6 billion increase in receipts can be explained
by growth in the economy.

TaBLe II1.—Changes in Federal receipls

[In billions of dollars]
Fiscal 1965 { Fiscal 1966
to fiscal 1966-{ to fiscal 1967
Changes due to changes in tax law:

~ Excise tax reduction —1.8 -1.2

Reimposed excise taxes. +.1 +1.2
Individual income tax speedup +.1 +.4 -

Corporate income tax spesdupP.. . cooooceoocooooo. +1.0 +3.2-

Social security tax inerease. ... cimccemcecem—a— +1.6 +5.2

Social security tax speedup (self-employed). o .o avae- .1 +.1

Other tax changes_. - =02 s

Total - 4.0 +8.9

Changes due to growth in economy and other factors . . cooicimeancaaas +7.6 +8.4

Total change in receipts +8.5 +17.3

1 Includes receipts from estate and gift taxes, customs, other miscellaneous sources (e.g., sales of dov-
ernment property), trust fund recelpts from sources other than social security and excise taxes, and
adjustments for intragovernmental transactions.

Source: Estimated by Federal Reserve Bank of St. Louls from the Budget of the United States Government
for the Fiscal Year ending June 30, 1967.

" The tax program designed for fiscal 1967 is somewhat different from
that for fiscal 1966. Receipts are expected to rise by $17.3 billion.
Changes in tax legislation, primarily a speed-up of corporate tax
collections and an increase in social security tax rates scheduled for
January 1, 1967, are expected to provide over half of the increase.
The restoration of auto and telephone excise taxes has the effect of
offsetting the decline in collections that would have been experienced
in the absence of legislation. Continued growth in the economy is
expected to provide the bulk of the remaining $8.4 billion increase.

SUMMARY

Féderal ‘budget -expenditures: and receipts are both estimated "to
rise sharply in the 18-month period -ending June 30, 1967. - The cash
budget deficit is expected to increase in fiscal 1966 but turn toward
surplus in.fiscal 1967.. The .basis.for such a projection lies-in an-
estimate of expected increases’in:receipts, mainly from increagsed: °
social security tax collections and.growth in'the economy:.  Tn;addi-.

e

tion; certain ‘‘one-shot’” propdsals~=jax speedup and sales gf_,ﬁp_gn,ci‘s}l‘l'_’
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assets—will have the effect of reducing the deficit, especially in
fiscal 1967.

Bépger Pouicy IN CALENDAR 1966: Economic Errects

The above facts and figures on the Federal budget have important
implications for economic stability in coming months. To assist in
the understanding of these implications, some basic principles of
economic analysis are reviewed. This framework is then used to
analyze the administration’s fiscal plans within the economic setting
expected in calendar 1966.

The following section presents a theoretical framework for analyzing
the effects .of the Federal budget on the level of economic activity.
Also, the terminology used in later sections of this article is introduced
here. The reader who is not interested in the analytical framework
may proceed directly to the next section, “Economic Setting.”

ANALYTICAL FRAMEWORK®

The level of econemic activity is determined by the saving and
spending propensities of households, businesses, governments, and
foreigners.” The most comprehensive measure of economic activity
is gross national product (GNP)—the total value of final goods and
services produced in a given time period. GNP can be measured by
summing all expenditures or by summing all incomes. All production
can be thought of as being bought; thus, the total product can be
measured by gross national expenditure (GNE) on this product. Simi-
larly, all production has income charges against it equal in value to
what is produced; thus, the total product can be measured by gross
national income (GNY). This definitional relationship between total
product, total expenditure, and total income can be expressed as fol-
lows (where triple bar, =, means “identically equals’):

(1) GNP=GNE=GNY

Gross national expenditure (GNE) can be divided into its major
components—consumption (), investment (/), and government pur-
chases (@). Gross national income (GNY) must be allocated to con-
sumption (C), savings (S), and taxes (7). Equation (1) can be re-
written, expressing GNE and GNY as the sum of their components:

(2) C+I+G=C+S+T
where:
C=personal consumption expenditures;
I=gross private investment;
G=government purchases of goods and services;
S=gross private saving;
T=net government receipts.
. Both GNE and GNY contain consumption (C). As a part of GNE,
consumption is spending on consumer goods and services. As an
allocation of GNY, consumption is that portion of income spent on

)
s This section draws heavily from Robert Solomon, “A Note on the Full Employment Budget Surplus,’”
The Review of Economics and Statistics, XL VI (February 1964), 105-108.
7-All terms are defined so as to be consistent with the national income accounts framework. Investment
is defined to include gross private domestic investment and net foreign investment; private saving includes
both personal and business saving; government purchases are for Federal, State, and locsl governments
and net government receipts are essentially taxes net of transfer payments. .
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consumer goods and services. Both statements refer to the same
magnitude. For convenience, consumption (C) can be ignored, and
attention focused on the remainder of GNE({+ @) and the remainder
of GNY (S+T). Dropping consumption (C) from both sides of

equation (2) leaves:
3) I+@=S+T.

Government expenditures (&) can be netted against receipts (77,
yielding government saving (7'— ). The resulting expression shows
that investment ([) is identically equal to total savings [S+(7—@G)]:

4) [=S+(T-G6).

-In an accounting sense, saving and investment are always equal,
regardless of thé level of GNP. However, accounting definitions -of’
saving and investment do not themselves provide an explanation of :.
the dynamic-forces that cause GNP to be what.it-is. - Nevertheless,® -
the concepts are useful in developing a framework for understanding
what deterinines GNP.
 Although measured saving and investment are always equal, planned
saving and investment are not. Saving and investrent are performed
largely by different groups; each group is motivated by its own set of
considerations. An attempt by businesses to invest more than is
willingly saved by households, businesses, and governments sets in
motion forces causing GNP to increase. Under such circumstances
injections of investment expenditures into the income-expenditure
stream exceed the leakages of private and government saving from it.
An excess of injections over leakages leads to an increase in GNP.
The rise in GNP continues to a'level where planned saving and invest-
ment are brought into balance. o _

‘ Whether an economy achieves high employment with stable prices
(i.e., an optimal GNP)® depends on the relation between planned
saving and investment at that specified level of economic activity.
If investment falls short of planned saving at high employment, GNP
will fall short of its optimal level and unemployment will result. On
the other hand, if planned investment exceeds planned saving at high
employment, GNP will exceed its optimal level and prices will rise.
In terms of equation (4) these conclusions may be summarized as
follows (where the subscript H denotes “high-employment value”):

Relation bet 1 d saving and i

at Ifigh employment Resizlt
I, less than Sg+4-(Ty—Gy) G?IP 1falls short of its optimal
. eve . :
I4 equals S+ (TH—Gy) GNP achieves its optimal level
I, greater than Sy+(T'z—Gx) GNP exceeds. its optimal level

Understanding why GNP exceeds or falls short of its optimal level
is crucial to the policy formulation process. Within the analytical
framework discussed above, the problem reduces to an analysis of the’
discrepancy between high-employment values of saving and invest-
ment. If a discrepancy exists, policy measures can -be.instituted
which will restore GNP to its optimal f;vel. , _

¢ This discussion ignores ble inconsistencies between high employment and stable prices: Choice

of an optimal GNP probably involves a * tradeoff”’ between an increase in employment and a rise in the
general leve! of prices.” . : .
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To make the saving-investment framework operationally useful for
olicy formulation purposes, it is helpful to make certain assumptions.
rivate saving (S) and net Government receipts (T') are quire predict-

ably related to GNP, and their values can be estimated for an optimal
level of GNP, Investment (/) and government spending (@) are
not so predictably related. Investment is subject to numerous in-
fluences in addition to the level of GNP, an important one being
monetary actions. Government spending is largely determined by
noneconomic elements, especially of a political character. Thus, we
may assume that planned high-employment levels of investment and
Government spending are approximated by their observed values. In
terms of the algebra, the H subscript is dropped from 7 and G.

With these assumptions, we may (1) state the appropriate magni-
tude of government saving (7z— &) needed to achieve optional GNP,
given the relation between actual investment and planned high-
employment private saving (/—Sg), or (2) state the amount of m-
vestment needed to close the high-employment savings-investment
gap (/—Sg), given the magnitude of government saving (75— @).
The first interpretation indicates the fiscal actions required to achieve
optimal GNP, given monetary actions; the latter specifies the required
monetary actions as they influence investment, given fiscal actions.

By regrouping equation (4) and denoting high-employment values,
these interpretations of the saving-investment framework can be
summarized as follows:

The left-hand side of equation (5) indicates the private sector of the
economy, the right-hand side, the Government sector. The larger is
high-employment, Government saving (7Tx— &), the more investment
(I) must exceed saving (Sy) if high-employment with stable prices is
to be achieved. Alternatively, the more investment () exceeds
saving (Sy), the larger must be high-employment Government saving
(Ty— @) if optimal GNP is to be achieved.

ECONOMIC SETTING

Economic activity advanced strongly in calendar 1965, continuing
the expansion which began in early 1961. GNP rose 5.5 percent in
real terms and unemployment approached 4 percent of the labor force
late in the year. Fiscal and monetary actions provided a strong
stimulus to the economy during calendar 1965.

Recent economic experience in a saving-investment framework. With
reference to the framework outlined above, actual investment ap-
proached planned high-employment saving during calendar 1965, re-
sulting in I};jgh employment and production. This was the first time
since late in 1956 that actual investment and planned high-employ-
ment saving were so nearly in balance. '
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Investment and High-Employment Saving

(Calendar Yeor)
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Sources: Department of Commerce, Council of Economic Advisers, and Federal
Reserve Bank of St. Lovis )
Latest Data Plotted: 15t and 2nd half 1966 estimoted by Federal Reserve Bank
of 5t. Louis from 1966 Annual Report of Council of Economic Advisers

From calendar 1957 to mid-1965, high-employment saving exceeded
actual investment. The source of discrepancy can be attributed to
two primary factors—the amount of investment spending and the
level of high-employment government (Federal, State, and local)
savings. :

The historical record indicates the importance of monetary and
fiscal actions in influencing economic activity. Federal fiscal actions
are reflected directly in high-employment saving and in investment.
In addition, saving and investment, particularly the latter, are re-
sponsive to monetary actions via interest rates. The period since
1961 has been marked by very stimulative monetary actions, while
ﬁscgldactions have been stimulative at some intervals during the
period.

Stimulative fiscal actions during the 1961-65 period included a rising
trend of Federal expenditures during the period, revised depreciation
guidelines and an investment tax credit in calendar 1962, reduced
Income tax rates for individuals and corporations in calendar 1964
and 1965, and reduced excise tax rates in mid-1965. These actions
were offset in part by an increase in social security tax rates in calendar
1963 and the normal growth of revenues associated with the upward
trend in income and employment. '

Prospects for economic activity in calendar 1966. The Council of
Economic Advisers (CEA) has forecast GNP and its components for
calendar 1966 (without, however, providing a distribution between
halves). This forecast takes into consideration fiscal plans and, sup-
posedly, an implicit assumption about monetary policy. The forecast
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for GNP is $722 billion for the calendar year 1966 as a whole.? This
suggests that GNP will be about $711 billion in the first half and $733
billion in the second.

The composition of the forecast increase in GNP in calendar 1966
does not differ markedly from previous years. Federal purchases of
goods and services are scheduled to rise more rapidly, while consumer
spending, plant and equipment expenditures, and state and local
government outlays are expected to continue their steady advance.

Actual gross investment and high-employment saving are expected
to be in approximate balance. It is this relation that underlies the
CEA’s belief that high employment can be maintained without ex-
cessive price inflation. Any tendency for investment to outrun high-
employment saving would indicate excessive total demand and be
reflected in increased prices.

BUDGET POLICY IN ITS ECONOMIC SETTING

Budget policy is outlined in the budget document on & fiscal year
basis; the annual report of the Council of Economic Advisers provides
additional insight into the implications of the budget for calendar
1966. The last section of this article attempts to analyze planned
budget policy for calendar 1966.

High-employment budget. 'The high-employment budget is ex-
pected to move from a small surplus (Federal Government saving in
terms of our analytical framework) in the second half of calendar
1965 to a slight deficit in the first half of calendar 1966. This fiscal
stimulus arises from an increase of expenditures in excess of the re-
strictive measures on the receipts side—viz, rescinding of excise tax

High-Employment Budget

(Calendar Year}
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# Since the publication of the CE A report the GNP estimate for the fourth quarter of 1965 has been revised
upward by $2.6 billion. This statistical revision implies an increase in the CEA forecast from $722 billion
to nearly $725 billion. Furthermore, data for the first 3 months of 1966 indicate that economic activity may
be advancing even more rapidly than the CEA expected.
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cuts on automobiles and telephone service; increased social security
tax collections, speedup of individual and corporate tax collections,
and normeal growth in revenues as the economy expands.

The second half of calendar 1966 also is expected to show a net
fiscal stimulus; the high-employment budget is expected to move
toward a larger deficit of about $1 billion. Planned increases in
expenditures are expected to be larcer than the growth in receipts.
Increases in receipts will have to flow almost entirely from rising
incomes, because no tax increases are scheduled in the budget plan
for the second half of calendar 1966. Graduated witholding of
personzl income taxes may dampen purchasing power somewhat,
but the impact is not expected to be large: The speedup in corporate
tax collections is not designed to change payment schedules-in the
second half of calendar 1966. :

In the first half of calendar 1967 the high-employment budget is
expected to show a surplus as the rate of increase.of expenditures ta-
pers off and receipts continue to climb because of rising incomes. Esti-
mates so far in the future are not reliable, however, because of many
contingencies and uncertainties, particularly regarding the war in
Vietnam. _ :

Fiscal plans and economic setting—An evaluation. Budget policy
in calendar 1966 as presented in the CEA report is predicated on the
belief that actual gross investment will be approximately equal to
planned high-employment private saving. High-employment gov-
ernment saving is expected to be slightly more than $2 billion, con-
sisting of a State and local government surplus partly offset by a slight
deficit in the high-employment Federal budget. :

Of critical importance 1n judging the economic impact of the Federal
budget is whether a dollar of receipts restrains private demand by a
like amount. An implication of the high-employment budget as a
measure of fiscal impact is that a dollar of increased expenditure has
the same economic effect as a dollar decline in tax receipts. The va-
lidity of this assumption is especially important when 1t is noted that
the budget program for calendar 1966 plans a near balance in the high-
employment budget but includes marked increases in both expendi-
tures and receipts. If a dollar increase in tax receipts does not re-
strain private spending by the same amount, the high-employment
budget understates its fiscal impact.

As noted above, the national income accounts measure Govern-
ment purchases at the time of delivery. Thus, the high-employment
budget may not be entirely accurate as a measure of fiscal impact for
thisreason. If the flow of Government orders is relatively smooth, the
Government expenditure series may accurately measure the impact
of the budget on the economy over time. However, at times of sharp
changes in Government orders, the economic effects of the change are
noi recorded in the budget accounts until the goods have been
delivered.'®

Such a factor may be particularly relevant early in calendar 1966.
Increases in Government spending are projected over the current
fiscal year (fiscal 1966) and the next, but new obligational authority

1 For a discussion of this view of the Government spending process and its relevance for the 1967 Federal
budget, see Murray L. Weidenbaum, “ The Infiationary Impaect of the Federal Budget,”” Washington Uni-
versity Working Paper 6529 (Feb. 10, 1966).
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is soaring this fiscal year and is scheduled to taper off in fiscal 1967.
If it is the order stage of the Government spending process rather than
the delivery stage which is relevant for measuring fiscal impact, the
effect of projected increases in Government expenditures may be
having its major impact currently (in the first half of calendar 1966).

Another implication following from this thesis is that the economic
stimulus of the current defense buildup may evaporate late in calendar
1966 or early in calendar 1967 if the scheduled changes in obligational
authority are realized. :

The Council’s economic plans appeared to be internally consistent
at the time of publication of their report in late January. These plans,
however, left little margin for error, even within their analytical frame-
work. Any unexpected increase in expenditures would require
offsetting fiscal or monetary actions. Granting their assumptions
about expenditures, receipts, and the level of GNP, there is some
question whether budget policy was designed to restrain total demand
sufficiently to avoid price inflation, given the shortcomings of the high
emé)loyment budget as a measure of fiscal impact.!

ince late January major measures of economic activity have
indicated that total demand is rising more rapidly than the Council
anticipated in their report. Within the saving-investment framework,
it appears that planned investment is in excess of planned high-
employment private saving. Such a situation would be appropriate
if offset by high-employment government saving. This does not
appear to be the case; it seems likely that the Federal Government is
experiencing a high-employment deficit which is not being offset by a
state and local government surplus.

Given this fiscal stance, investment and high-employment total
saving (private and government) can be brought into equality by
policy action designed to (1) discourage investment and/or (2) encour-
age private saving.’? A failure to do one or both will result in price
increases.

Unless fiscal plans are changed, the aim of monetary policy should
be to dampen investment plans and to encourage private saving via
higher interest rates, thereby reducing inflationary pressures. Higher
interest rates would also be beneficial to the balance of payments by
keeping U.S. prices competitive with the rest of the world and by
reducing capital outflows. While such higher interest rates may have
some social disadvantages, they may be more than offset by the
benefits of stable prices and an improved balance of payments.

Krira M. CarLson.

11 This is not to 1m§)ly that the Council is not aware of these shortcomings. See the testimony of Gardner
Ackley, Chairman of the Council of Economic Advisers, before the Subcommittee on Fiscal Policy of the
Joint Economic Committee, July 20, 1965.

11 Administration statements in recent weeks have indicated a possible move in the direction of fiscal
restraint if price pressures continue in evidence. An increase in individual and corporate tax rates would
increase Governmeont saving and tend to discourage investment.
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THE OUTLOOK FOR DEFENSE SPENDING—HOW GREAT
AN UNCERTAINTY?*

By WiLLiam H. CHARTENER, Economist, Goldman, Sachs & -Co.

During the current business forecasting season a hedge that is fast
overtaking the privet and the boxwood in popularity is the uncer-
tainty occasioned by the war in Vietnam. This, we are told, makes
the economic outlook for 1967 unusually hazardous to forecast. In
some of the more tremulous analyses, the forecaster confesses disarm-
ingly that he really has no idea what will happen—but if it does, all
bets are off, '

In the popular sense of the word ‘uncertain,” this approach has
some validity. Conceivable developments in Vietnam range all the
way from an abrupt withdrawal of U.S. forces to a thermonuclear
war with Communist China and the Soviet Union. Defense spending
might, conceivebly, drop $10 billion (#nnuel rate) by the end of 1967,
or increase $50 billion—with a comparably wide range of implications
for the economy.

In a statistical sense, however, the ‘‘uncertainty’’ attached to the
outlook for the warand for defense spending is subject to more precise
and more’ useful definition. A forecast of defense spending’ through
the end of 1967 made now does involve somewhat more uncertainty

than a forecast of corporate depreciation, consumer -expenditures for

services, electric power generation, the tides, or California weather
in August. - But it involves less uncertainty—in the sense of probable
relative error—than a forecast of auto sales, housing starts, inventory
accumulation, the balance of payments, the stock market, or California
weather in December. :

Specifically, I shall put my view of the outlook for defense spending
in these ‘terms: Defense spending on the Commerce or gross national
product basis appears likely to continue increasing at an annual rate of
about 81 billion a quarter through next spring, then $1 billion a quarter
to the end of 1967. This would mean total defense purchases of goods
and services of $65 billion in the calendar year 1967, up from about
858 billion in 1966 and $50 billion in 1965. On the administrative
budget basis, I expect defense spending (including atomic energy) to total
866 billion in the 1967 flscal year, as compared with the 857.7 billion
now officially estimated for fiscal 1966 ‘and $60.56 billion estimated for
1967 in last January’s budget.

To attach numericel though highly subjective value to the ‘“‘uncer-
tainty”’ surrounding these figures, my current impression is that there
is a 70-percent probability—or about & one sigma range—that defense
spending in 1967 will fall within $2 billion plus or minus of the esti-
mates on the two bases. Outside this central range, the distribution
becomes quite skewed: 1 would assign only a 5-percent probability to
defense expenditures being lower than these estimates by more than
$2 billion and the remaining 25 percent to the wide open upper range.

18. lfégger presented before the Annual Meeting.of the Amerlcan Statistical Assoclation, Los Angeles, Aug;
T 531
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In quoting odds on the outlook for defense spending, T do not mean
in any way to minimize the gravity of the war in Vietnam or the
seriousness of its implications for the U.S. economy. My purposes
are two:

(1) To observe that the business forecaster does not discharge
his obligation when he characterizes an important set of determi-
nants of his forecast as “uncertain’’ without providing some guide
to the probable configuration; and :

(2) To emphasize that, in being bemused by the less likely
extreme courses the war in Vietnam and defense spending can
take, one may lose the practical economic advantages and the
pyschological security that are apt to flow from confident action
premised on the more probable central range.

From this point our analysis will concentrate on what seems to me
to be a narrowing degree of uncertainty regarding the dimensions of
the war in Vietnam and total defense spending in 1967.

THE PATTERN OF ESCALATION

Special costs of the war in Vietnam accounted for only 10 percent,
or $5.8 billion, of total budget expenditures for defense in fiscal 1966.
But most of the increase in defense spending occurring in 1966 and
anticipated for 1967 results from Vietnam. Both in dollar amount
and in percentage of total defense spending, Vietnam outlays will
probably be at least twice as great in fiscal 1967 as in 1966

Escalation of the U.S. military effort in Vietnam has been gradual,
over a period of & dozen years and three presidential administrations,
beginning with the assignment of military advisers and now including
intensive bombing of military targets in North Vietnam and the
demilitarized neutral zone: KEscalation on the part of the Vietcong
and North Vietnam, both on their own initiative and in response to
U.S. efforts, likewise has been gradual.

Despite the gradual nature of this progression, two points in time
can be identified as involving major shifts in the scale of the U.S.
effort in Vietnam and major changes in the prospective magnitude
and pattern of defense spending.

The first shift came 1n the summer of 1965, when U.S. forces as-
sumed direct and open responsibility for combat operations in Viet-
nam. The President then requested a supplemental defense appro-
priation of $1.7 billion and promised to return for more in January
1966. (Vietnam, incidentally, had come in for scarcely any mention
at all in the January 1965 budget.) At the time of this change in
.scale of effort, the outlook for defense sperding changed from essentially
flat to a rise of at least a billion dollars a quarter. :

The second important shift came last winter when the. President
and the Defense Department gained a fuller appreciation of the costs
- of -achieving their objectives in Vietnam. The President then re-
quested a $12.8 billion supplemental appropriation for Vietnam and
budgeted a large increase in defense outlays. On the basis of the
January 1966 budget and other official statements last winter, the
outlook for defense spending changed again, implying & rise at a rate
of about $2 billion a quarter for several quarters. It was then that
‘the figure of 400,000 began to be mentioned.as the target for deploy-
ment of U.S. military personnel in Vietnam by thé end of 1966.
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There appears.to have been no further basic change in the scale of
effort planned by the U.S. in Vietnam since last winter. If there
has been, it is not evident in official statements nor in data on expendi-
tures. Nor, so far as I have been able to ascertain, has information
indicating any basic change in plan been communicated by the
President and the Defense. Department to the other vitally interested
Government agencies. ‘ :

I emphasize plans and outlook in discussing the Vietnam war and
defense spending because these are our principal interest and bacause
it is easy. to lose perspective when actual day-to-day events change
rapidly and dramatically. Each new troop buildup receives a head-
line; and each time an unidentifiable Pentagon employee speaks of
an increase in U.S. troops in Vietnam to 400,000 by tﬁe end of the
year, this also is considered news that’s fit to print on the front page.

Thus the January 1966 budget—with some modifications and
statistical license I shall describe presently—along with official
statements issued in support of that budget remains the best source of
detailed information on defense spending prospects for the period to
mid-1967. And this is likely to remain the case until the fiscal 1963

‘budget is announced next winter.

ADJUSTING THE BUDGET

To this point most of our discussion of defense spending has been
in terms of the national income and product accounts, as this is the
basis on which defense spending figures enter the typical general
economic forecast. The budget figures are of the same general
‘magnitude and show the same general trend—as can be seen in the
charts—but there are differences, particularly in timing :

. Defense expenditures on the administrative budget basis were
estimated as follows in the January budget. Preliminary actual
figures for the completed 1966 fiscal year also are given..

[En millions of dollars]
1968
1965 actual 1967 estimate
Estimate Actual )

Department of Defense, military functions..... 46,173 52,925 54,363 57,150
Military assistance . i 1,229 1,275 945 1,150
AtOMIC NeIZY < cceeeamcmmcmaeccmcseccmememoae 2,625 2,390 2,404 2, 300
" Total! : 50,163 56, 560 57,700 60, 541

1 Potal includes defense-related activities, which are negative in 1966 and 1967.

* 'Considering the rapidity of the buildup in Vietnam in recent months, .
actual expenditures in fiscal 1966 came reasonably close to the January

_‘budget estimats. Examination of the monthly status of funds reports -
of the Defense Department for details on spending by broad.catégory. -.

through the month of May bear out this observation, Much of -the’.
billion-dollar “error” can ba ascribed to the expansion .of number of
men. in uniform shead of schedule. Military personnel had been
expected to total 2,987,000 on.June 30, 1966, and 3,093,000- on June
30, 1967. Actually, the June 1967.target has already been attained, .
and presumably some further expansion will occur. A
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In a harmless display of budgetary plastic surgery, the administra-
tion made the total defense spending figure for fiscal 1966 appear
smaller than was indicated in the January budget—by removing the
$2.4 billion for atomic energy from the broad defense category where
it had been lodged previous%y. The figures used in this paper include
atomic energy, to preserve historical continuity of the data.

I indicated earlier that defeuse spending on the budget basis seems
headed toward a total of about $66 billion in fiscal 1967. You may
sense some inconsistency between this figure and the official budget
estimate of only $60.5 billion, especially in view of the contention
that there has been no significant change in basic plan since last winter.

Much of the discrepancy can be explained by a special feature of
this year’s budget. Secretary McNamara described 1t in these words
in his statement before the House Armed Services Committee on
March 8: ‘

* * * we have had to make a somewhat arbitrary assumption regarding the
duration of the conflict in southeast Asia. Since we have no way of knowing how
long it will actually last, or how it will evolve, we have budgeted for combat
operations through the end of June 1967. This means that if it later appears
that the conflict will continue beyond that date, or if it should expand beyond
the level assumed in our present plans, we will come back to the Congress with
an additional fiscal year 1967 request * * *

Because of this arbitrary assumption, the budget itself, and to an
even greater extent the appropriation request, imply a tailing off
of orders and expenditures for items that would not be delivered or
consumed until- after the June 30, 1967, cutoff date. Total obli-
gational availability proposed in the budget is actually lower for fiscal
1967 ($60.4 billion) than for fiscal 1966 ($64.9 billion). The 1965
figure was $50.1 billion.

At some point in the next few months, the Defense Department
must revise its program to reflect a new assumption regarding the
duration of the war in Vietnam. My own expectation, as of now,
is that the revised assumption will involve continuance of hostilities
within the present broad framework into fiscal 1968, that a 1967
supplemental appropriation of at least $5 billion will be requested,
and that fiscal 1967 budget expenditures will also be increased by
slightly more than $5 billion.

This adjustment reflects primarily the effect of a revised assumption
on the duration of the war. It also includes some allowance for
the results of the faster-than-scheduled expansion of uniformed
personnel, the earlier-than-expected military pay increase, the im-
pact of general price inflation on costs of defense orders, and the unan-
ticipated costs of fighting a war whose dimensions are not entirely
within U.S. control.

As indicated in the chart showing quarterly data, defense expendi-
tures on the budget basis tend to fluctuate more widely than on the
GNP basis and to move somewhat in advance. This is because the
budget figures, as charted here, are not seasonally adjusted and
because they include progress payments to contractors. In a time
of rising defense expenditures, orders and production are reflected in
budget expenditures because of these progress payments before they
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show up as purchases of goods and services by the Government.
In the GNP accounts, the rise in defense production shows up first as
an increase in inventory of goods in process. This process is ex-
plained in some detail, with comments on its important economic
implications, in articles by Prof. Murtay Weidenbaum, of Washington
University (St. Lowis). The chart shows defense spending on the
two bases—budget and GNP-—drawing together during 1967 as the
rate of deliveries catches up with the placement of procurement
orders and current production rates.

THE OUTLOOK FOR PEACE

The analysis presented here assumes continuance of hostilities in
Vietnam through the entire calendar year 1967, in much the same
general framework as at present, but with U.S. forces applying in-
creasing efforts and spending increasing sums of money. The U.S.
objective sounds modest enough. As stated by Secretary McNamara,
it is ‘“‘a stable and independent government free of Communist
control.” But perhaps the limited nature of the objective makes it
all the more difficult to attain.

Because of repeated pressures on both sides in the conflict from
most other nations in the world, I would expect some progress to be
made during the next 16 months toward bringing the war to an end.
But, in view of the pathology of the conflict over many years, it seems
unduly optimistic to expect peace negotiations to reach a stage that
would permit significant relaxation of the U.S. commitment in
Vietnam within the horizon comprehended here.

In the other-direction—that is, expansion of the area of conflict—
developments of the past few weeks offer strong reason to expect that
Communist China and the Soviet Union will not change the essential
nature of their support of North Vietnam. There has been, in re-
sponse to U.S. bombing of targets in North Vietnam, an escalation of
rhetoric and‘the boycotting of a track meet which the Russians
evidently were going to losé anyway.~But there is no evident dispo-
sition to convert the conflict in Vietnam inte. World War II1.

CONCLUSION:

Thus we are left in this fairly narrow band of uncertainty regarding
the prospective course of the war in Vietnam and of defense spending
in 1967. It is an outlook that promises continuing strains on the
U.S. economy, but only because other pressures on productive re-
sources are present. As the final chart shows, the proportion of GNP
going to defense goods and services will remain modest by any recent
standard. The prospective magnitude of defense Spending should
therefore be within the capacity of the economy.

To conclude this analysis in the most practical economic terms, the
increase in defense spending now in prospect for next year should not
in itself require a tax increase.
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'NATIONAL DEFENSE AND PROSPERITY*

On July 28, 1965, the President asked the Congress for supplemental
funds for defense spending in order to meet the increased requirements
of our commitments in southeast Asia. That request opened up a
new chapter in the annals of our economy and economic policy; and
our history is still being written in that chapter.

The economy moved ahead very rapidly in late 1965 and early
1966, attaining the lowest rates of unemployment and the highest
rates of industrial utilization achieved on any sustained basis since
the Korean war. The Nation recorded outstanding heights of achieve-
ment in output, employment, and real incomes. But we also registered
some less welcome new heights in interest rates; and we interrupted
a gratifying record of remarkable price stability that had persisted
through the first half of the 1960’s.

The latest chapter of our economic history is marked by new
episodes in the use of economic policy. Our stabilization tools were
employed to achieve restraint rather than stimulus of demand. For
years, promoting balance in the economy had called for strengthening
demand to make it match supply. Suddenly, demand threatened to
be too large. Talk and action focused on tax increases rather than
tax cuts. Monetary policy occupied the center of the stage more
often than ever before. : -

These developments occurred simultaneously with an important
buildup in our defense expenditures and military manpower, None
of them was independent of the developments in defense. But the
interrelationships are not simple. The connections between the
developments in defense and the record of our economy in this Vietnam
chapter deserve careful inspection to throw light on our recent progress
and problems. Such an understanding is also vital in appraising the
challenges that lie abead—in the short run, sustaining steady growth
and stability during the period of active hostilities; and, over the
Jonger term, maintaining high employmentina peacetime environment.

Prior T0 THE DEFENsE BuiLpup

In considering the economic impact of the recent defense buildup,
we might remind ourselves how well we were doing when it first
began. As of mid-1965, we had enjoyed an uninterrupted economic
advance for 52 months, the longest peacetime expansion in our history.
Our real GNP had expanded by about one-fourth in that period,
considerably faster than the growth of the economy’s supply capabili-
ties. We were able to catch up as well as keep up with our growing
capacity.

The unwanted reserves of idle men and machines gradually were .
brought into productive use. Unemployment, which had amounted
to more than 7 percent of the civilian labor force in May 1961, was
down to 4% percent. The average operating rate of our industrial

*Remarks by Arthur P. Okun, Member, Council of Economic Advisers, before the American Ordnance
Association, Fort Lesley J. McNalr, Washington, D.C., Oct. 12, 1966.
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capacity was up to 90 percent after a substantial rise from the recession
low of 78 percent in early 1961. The record of price stability was
equally impressive: average consumer prices in July 1965 were only
6 percent higher than they had been in early 1961, and prices of non-
food commodities had risen only 3 percent. Manufactured finished
products at wholesale were selling, on average, less than 1 percent
above the level at the start of the expansion.

The progress of the economy from early 1961 to mid-1965 owed much
to the active use of expansionary fiscal policy. Through reform of
depreciation rules in 1962, the initiation of the investment tax credit
also in 1962, and the tax reductions following from the Revenue Act
of 1964, earners of both corporate and individual incomes enjoyed a
one-fifth reduction in their tax liabilities. , _

Meanwhile, Federal spending on goods and services stayed on a
plateau. After mid 1962, there was little change—actually a modest
decline—in the dollar total of defense expenditures. Therefore, as a
share of our growing GNP, these outlays fell steadily from 9.5 to 7.3
percent. Defense spending was clearly not the fuel propelling the
economy toward full employment. Rather the decline in the defense
share was a lubricant that greased the wheels. It made possible
reductions in taxes at the same time that important new civilian
objectives of the Federal Government were being pursued through
the President’s Great Society programs.

The private investment share of GNP rose to make up for the
decline in'defense; meanwhile, State and local outlays continued to
absorb a growing fraction of our real output; and, contrary to their
usual behavior in a period of rapid economic expansion, consumer
purchases held their.own as a share of GNP.

Given the healthy economic environment in the spring of 1965,
policy was aiming to provide further stimulus to complete the advance
to full employment. Congress enacted a major reduction of excise
taxes, and the first stage took effect in June 1965. A liberalization
of social insurance benefits was enacted to take effect retroactively
and was scheduled to give the economy a significant stimulus in the
fall of 1965. Monetary policy continued to pursue a quiet life,
meeting the credit needs of a brisk expansion and contributing to the
stability of long-term interest rates that was so unusual for a period
of rapid economic advance.

Tae Periop oF SPEEDUP

The pace of economic advance quickened markedly in late 1965 and
early 1966 with defense and business fixed investment leading the way
and consumption close behind. GNP, which had been a,dvancixlnl%1 at
an average rate of $11 billion per quarter, rose an average of $16 billion
per quarter between the second quarter of 1965 and the first quarter of
1966. The annual rate of real growth was a phenomenal 7.2 percent.
Unemployment started dropping rapidly and, in February, reached
what is still the low point of this expansion—3.7 percent of the labor
force. But along with the important progress came some disturbing
problems—accelerating prices, soaring interest rates, and a shrinking
surplus in international trade.

On top of the deliberate fiscal stimuli that were coming into play
and the forward momentum of a strong economy close to full employ-
ment, the $2 billion a quarter rise in defense outlays undoubtedly
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played a key role in the acceleration. It contributed to the already
great and growing strength of business investment demand by gener-
ating needs for new capacity and by lifting economic expectations.
Defense was the extra margin, unanticipated and economically un-
wanted. Yet, over this interval of three quarters, the increase in
defense outlays was only $514 billion (annual rate) out of the $48
blllion rise in GNP. It was much smaller than the increase of $9
billion in private business fixed investment. A little extra stimulus
went a long way—but it was only a little extra stimulus.

TaE WELCOME SLOWDOWN

Since the first quarter of 1966, the pace of advance has clearly mod-
erated. The growth of industrial production and nonfarm payroll
employment since March has been about half as large as the spec-
tacular growth of the preceding 6 months. The recent expansion-in
the economy has proceeded essentially in parallel with the growth
of capacity, Thus, the unemployment rate has been on a plateau
between 3.7 and 4 percent for 9 months, and average operating
rates of manufacturers have also been stable.

Thus, in a relative sense, we have witnessed a ‘‘slowdown.”” More
descriptively, we have adjusted to a safe speed from an excessive
speed that threatened to generate intolerable price and wage pressures.
An economic slowdown can be worrisome or it can be welcome—our
recent experience clearly belongs to the second variety. Fiscal and
monetary policy since the turn of the year have aimed at bringing
about such a slowdown. The recent moderation is a tribute to their
effectiveness and a piece of reassuring evidence on our ability to op-
erate flexible policies in a changing economy.

Fiscal policy, after years of expansionist aims, was shifted into
reverse with the President’s budget in January. Six billion dollars
of private purchasing power were siphoned off through higher payroll
tax rates legislated last year for medicare and social security liberaliza-
tion. The President requested and Congress promptly enacted legis-
lation to reverse some of the earlier excise tax reductions and to
accelerate payments of both individual and corporate income taxes.
At the same time, apart from Vietnam costs, the administrative
budget for fiscal year 1967 was held to an increase of 1 percent or
$600 million, as requests for new appropriations for less essential
nondefense programs were stringently pared down.

In the first half of 1966, the Federal budget on the national income
accounts basis—our best measure of the economic impact of fiscal
policy—was operating at a surplus of $3 billion. In years gone by,
we have always carefully made another calculation of where that
budget would have been if the Nation had been operating at full
employment. This year I need not offer that hypothetical calcula-
tion because the economy has come up to its statistical full employ-
ment benchmark; thus, the actual and hypothetical surpluses are
essentially identical. Within the initiation of medicare benefit pay-
ments, the significant surplus will not be repeated in the second half
of this year; but present prospects for revenue and expenditures do
not suggest that we will be consuming red ink.

Monetary policy has played a particularly important role this year.
By pursuing a strategy of active restraint, it deliberately restricted
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the growth of credit supplies below the large increases that were being
demanded. Declines in residential construction and in ‘commercial
building offer eloquent testimony to the potency of tight money in
curbing demand.

Pouicies To ImprROVE THE BALANCE

" Thus, although defense spending kept forging ahead, the tools of
genex al economic stabilization were able to achieve a quite satisfactory
overall rate of economic advance this spring and summer. But the
pattern of this deceleration was not equally satisfactory. It turned
out that general monetary tools had, in fact; operated very selectively
on the homebmldmo industry and had bar elv touched business invest-
ment e\pendltures apart from commercial construction. Capital
spending demands moved ahead with undiminished vigor and put
Intensifying pressures on our machinery and equipment industries.

With admmlstratlon support, Congress enacted financial legislation
designed to improve the balance in our capital markets: FNMA’s
ability to support the home mortgage market was strengthened, and
regulatory agencies were given new authority to set ceilings on the
interest rates paid on savings by financial institutions. The Federal
Reserve used this new authority along with its existing -powers in
several ways to smooth out the pressures in financial markets.

But fiscal policy was also needed to deal with the remaining im-

~ balances. On September 8, the President announced a cutback and

holddown on civilian expenditures. He also proposed to Congress
two additional fiscal steps—the temporary suspension of the 7-percent
tax credit for equipment and of accelerated tax depreciation on new
structures.. Once enacted, these measures.should help to take some
froth off the investment boom and thus to ease the strong pressures
on financial markets and skilled labor supplies that the capital boom
has generated.

As we look back over the past year, the most notable blemish on our
economic record is the 3%-percent rate of price increase that we have
experienced at both wholesale ard retail. That rate of increase is
considerably larger than we can reasonably tolerate over any extended
period; in fact, a major goal of public policy for the year ahead must
be to work back toward price stability.

It 1s important, however, to see these price increases in perspective.
The fact that much of the rise has taken place in food prices offers no
particular comfort to the housewife. But it is significant because,
unlike some industrial prices, these prices ere flexible in both direc-
tions. It is also significant because the spurt in food prices reflects
several special and probably temporary circumstances within agri-
culture as well as the rising demands of a rapidly growing economy.
Apart from farm products and foods, wholesale prices are up 2.3
percent in the past year; and the consumer price index, excluding
food, shows a rise of 2.9 percent. For nonfood commodltles the
increase of consumer prices was 1.8 percent.

Any objective appraisal of consumer welfare must look at both sides
of the equation—the incomes people have to spend as well as the prices
of the goods they buy. Such an appraisal makes clear that all major
groups have recorded substantial gains over the past year. The key
to consumer welfare lies in wages and salaries, which represent more
than two-thirds of total family income. Total payrolls have risen 10
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percent in the past year. The spurt should not be read as a major
jump in wage rates. Much of this large gain comes from reduced
unemployment, steadier work, job upgrading, and the big jump of
employment in high-wage manufacturing industries. But the extra
10 percent is there to be spent by American workers.

Much the same performance has occurred in other forms of income—
dividends, interest income, farm income per farm, and corporate profits
all show increases ranging from 8 to 11 percent over the past year.
The benefits of social security liberalization and medicare to older
citizens are partly reflected in the 17-percent increase in Federal
transfer payments over the last 12 months. Even after all the proper
adjustments to these figures for the 2-percent increase in our popula-
tion and labor force and the 3%-percent increase in consumer prices,
it is terribly hard to turn this record into a sad story.

The price performance of recent months, moreover, has begun to
reflect our more moderate pace of economic advance. The index of
industrial wholesale prices (1957-59=100) stood at 105.2 in both July
and August; it was 105.1 in September. It is rightly said that a large
change in 1 month does not make a trend, and it follows that no
change for two monthly intervals does not make a plateau. But it
is welcome news. Indeed, in September, selected types of machinery
and building materials were outstanding as the only manufactured
items showing strong upward price movements. International trade
data may also be showing some encouraging signs; the balance has
not been on a deteriorating trend since April and it may actually be
turning around.

DereExst anp Ecoxomic Poricy

The brief review of the past year reveals a number of ways in which
the defense buildup has complicated the problems of managing eco-
nomic policy. In particular, the sharp spurt of demand which the
defense builsc,lup triggered off late last year and early this year had
serious impacts on prices. In the absence of added defanse outlays,
we would not have sprinted up to and beyond the 4-percent unemploy-
ment line. Many of the strains on supplies would not have arisen
if we had reached the same levels of utilization on a more gradual
upward movement. Supply does not adjust instantaneously; a spurt
in demand therefore pushes up prices and order backlogs. Overtime,
however, supplies do respond and can catch up with demand even
while the demands are still growing. We have seen the responsiveness
of supplies in certain basic raw materials and metals. In many types
of skilled labor, too, supplies have been expanded through time-
consuming recruitment and training programs.

A second complication of the defense buildup arises because my
profession’s skills and knowledge are imperfect. It is particularly
difficult to diagnose the psychological impact of a changing defense
outlook on business expectations and decision-making. An imperfect
diagnosis of this issue was a key reason why economists—inside and
outside of Government—underestimated the strength of demand at
the start of this year. As of January, the administration recognized
that demand was very strong; but we did not realize just how potent
and dynamic it was, especially in the business investment areas.

The defense buildup required important shifts of resources among
industries. But this task was handled primarily by our flexible
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market economy rather than by Government policy. Priority sys-
tems for defense materials were, of course, important. But basically,
it was the American enterprise system that met the needs of defense
so magnificently. In our economic system, manpower, machines, and
materials move where they are needed in response to market incentives.
The economy takes major shifts in stride. It absorbed a.one-third
decline in housing starts in a 5-month period without creating pockets
of unemployment. It generated a one-third increase—amounting to
$20 billion—in the capital goods sector in the last 2 years before the
strains really began to tell. It should not be surprising that the
economy adapted to the defense buildup so well.

The recent experience reflects a number of factors: the strong
military position we had when the Vietnam emergency began, our use
of economic policy tools, and the great size and productive capacity
of our national economy. Unlike World War II or Korea, the Viet-
nam emergency did not require a major -reshaping of America’s
global military strategy. Ever since the Korean war, we have main-
tained high levels of defense expenditures, continuously rolling over
our stock of defense weapons to take advantage of the latest tech-
nology and to maintain an up-to-date arsenal. Instead of spending
5 percent of our GNP on defense as we did in 1949 and 1950, we main-
tained expenditures of 9 or 10 percent of our GNP on defense from
1954 through 1962.. These were investments made in readiness for
the contingencies that have since turped so regrettably into reality.
As g result, the Vietnam conflict found us well prepared and required
a relatively small buildup in total military procurement. At 8 per-
cent of GNP, defense purchases in 1966 constitute a smaller fraction
of our national output than in any year between 1954 and 1963.

In World War II, because defense expenditures ran 30 to 40 percent
of GNP and absorbed such an overwhelming fraction of certain key
industrial outputs, it was judged unfeasible to regulate demand
entirely through fiscal and monetary policies. Huge budget deficits
were tolerated, and they were financed in ways that added mightily
to national liquidity. In light of this policy strategy, it was necessary
to contain inflation by direct wage and price controls. In the case
of Korea, the onset of the conflict was met by the American public
with & wave of war hysteria and an outburst of speculation and
hoarding. That initial destabilizing buying spree was the key justi-
fication for adopting direct wage and price controls. ,

The huge defects in both the World War II and Korean systems o
direct controls were not basically the result of poor planning or inept
administration. They were intrinsic to any set of mandatory regula-
tions that enmesh the market in a web of redtape. Inevitably, such a
system will often keep price tags stable only through bare shelves and
low quality products. On any reasonable assessment, or even .a
reasonably pessimistic assessment, of the outlook for the Vietnam
conflict, there is no earthly reason why we should want to or need to
travel that route again.

NorMaL ProBLEMS OF PROSPERITY

Let me emphasize that I am not claiming that the task of managing
economic policy in this Vietnam chapter of our history is, in any sense,
easy. What I am saying is that the hard challenges that we face are
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essentially those of managing & prosperous economy close to full em-
ployment—problems that will be little different when we have the
opportunity to make policy for full prosperity in a peacetime environ-
ment.

In an underemployed economy, fiscal and monetary policies to ex-
pand demand can be recommended with conviction and confidence.
On the other side, if there were huge excesses of demand, the case for
restrictive policies would be crystaT clear. But when the economy is
close to a smooth path of balanced growth and when the job is to stay
on the path, policy-making becomes a much more complicated and
delicate task.

Still it is & path. It is not a tight rope where the tiniest misstep
in either.direction would result: in precipitous recession or disastrous

runaway inflation. The economy has shown that it can maintain its.
balance despite substantial swings in demand above and below- the
ideal rate of growth. That margin for error is the salvation of a free

economy and an imperfect economic policy. If it were a tight rope,
we would have broken our necks long ago.

Despite past variations, right now we are close to the growth path
that we would consider sustainable. The utilization rates of our labor
force and our industrial capacity cannot be described as excessive or
inadequate. Policy should aim to maintain a steady growth of output,
essentially parallel to the growth of our productive capacity. That
“i?ul(cil require a growth of real GNP of about 4 percent over the year
ahead.

To strive for this objective effectively, we shall have to make care-

ful use of our fiscal and monetary tools—always ready to adapt them
to changing circumstances and to restrain or ease in full light of de-
velopments in private demand and defense. One clear consequence
is that we cannot chart our policies far in advance; we cannot maintain
an unyielding position regardless of surprises we may encounter on the
way. :
The uncertainties in defense are one important reason why it is
impossible to blueprint the policies for the year ahead. But they are
not, the only reason. In any period of high employment prosperity,
we should want the best information we can get before making de-
cisions on taxes, expenditure programs, and credit policies.

A number of private observers have complained about the uncer-
tainties of Government policy. They want answers about taxes and
the budget and interest rates. So do we. But we want the right
answers and so should they. It would be reckless and irresponsible
for the Government to decide whether we are going to have our foot
on the brakes or the gas when we come to the next traffic light until
we can see whether that light is red or green. At the moment, there
are g,l number of bends in the road before that traffic light will become
visible. :




ECONOMIC EFFECT OF VIETNAM SPENDING 545

The need for voluntary cooperation from labor and management
‘in their price and wage decisions is also best viewed as part of the
normal problems of prosperity. The basic dilemma of reconciling
high employment with price stability will persist in peacetime. The
most eflective and wisest use of monetary and fiscal policies cannot
make it vanish. Indeed, the self-discipline of business and labor will
-determine just how restrictive monetary and fiscal policies have to
be to sustain steady noninflationary growth. Enlightened private
-decisions can help make the path of full employment safe and stable,
-and can permit a larger total of real incomes to be divided between
workers and business owners, :

The key current problem for the guideposts stems from the recent

increases 1 food and service .prices, .which have' accounted for .the:

major part of our rise in consumer prices. The Nation is now asking:
the industrial sector whether owners and workers, in combination, .
will show the restraint to absorb these costs, as they can do without

:serious sacrifice. To be sure of success in-moving back toward price

stability, the Nation cannot afford to have the increases in the prices
-of food and services built into the structure of industrial costs and
prices. : ,
CoNcLUSION

Tt should be clear that the increase in the defense budget of the past
year did not make our prosperity. Nor did it break our prosperity.
If we must, we can live with and adjust to growing defense require-
ments. We can even adjust to them without tightening our belts
absolutely over time. The growth of our productive capacity makes
possible an extra $30 billion of real GNP (apart from any price
-changes) in the year ahead. We can clearly pay for defense out of that
-growth and still have more resources left to meet the urgent needs of
the civilian economy.

We can certainly live even more happily without a growing defense
budget. Naturally, we would all welcome an honorable peace in
southeast Asia,k for reasons that extend far beyond the economic
Tealm. In addition, there would be important economic benefits to
be reaped from the enlarged growth of both private and public
civilian spending that would become possible if defense outlays should
decline. Both the Congress and the administration would welcome
the opportunity to terminate our temporary taxes, to remove some of
the restraint from high priority nondefense programs, and to declare
new “fiscal dividends” in the form of tax rate reductions. '

Wherever the defense budget has to go, it is safe to predict that we
will have problems in managing prosperity. But anyone who would
label these problems insuperable has simply not read the economic
record of recent years.



THE FEDERAL BUDGET AND THE OUTLOOK FOR
DEFENSE SPENDING !

By Murray L. WEDENBAUM, Department of Economics,
Washington University, St. Louis, Mo.

That perennial whipping boy of economic analysis—the proverbial
man in the street—seems to be right once again. Sophisticated
economists have been contending that Federal fiscal policy has been
one of restraint in recent periods and that the inflationary pressures.
have arisen in good measure in the private sector, especially from.
rapid expansion in business capital investment. In contrast, just.
try asking our wandering pedestrian what is causing the present
inflation. The odds are he will reply to the effect that “Don’t you
know that there’s a war on, buddy?”’ This paper says that he is right,.
and has properly, although intuitively, analyzed the current economic
impact of the Federal Budget.

Some perspective may be helpful. In a sense the United States is.
engaged in a war; but, we do not have a war economy. Ours is.
truly a mixed economy; we are literally concerned with social security
as well as national security. We do not have the controls or runaway:
inflation often associated with war-time experiences. Yet, we do
find an economy pressing very closely to the limits of available
capacity and we are making choices somewhat analogous to guns.
versus butter but not quite so. In a sense, we are choosing both more:
guns and more butter. However, we are also choosing less private-
housing and fewer automobiles while we are voting for more urban
redevelopment and additional public transportation—thus simul-
taneously increasing both the military and civilian portions of the
public sector in both relative and absolute senses.

Let us first examine the impact of the Vietnam military buildup:
on the economy as a whole and on the Federal budget; subsequently,
I will indicate the effects on various types of companies and regions.
and then hazard a few projections. ‘

Tee TiMiNG OF THE ImpacT: A MAcCrRo VIEWPOINT

The escalation in the U.S. commitment in Vietnam can, to some
extent, be translated into economic impact by looking at the changing:
pace of military demand. As-a benchmark, let us recall that in the
fiscal year ending June 30, 1965, total contracts placed, orders let

and other “obligations” incurred by the Department of Defense were

a shade over $50 billion. I use the concept of obligations because it
is & generic term, including both government payrolls and contracts
with private firms. In the January 1966 budget, it was estimated
that this rate of making new commitments would rise to well over
$63 billion in fiscal year 1966. Actually, the January budget under-
estimated the rise in military demand during the fiscal year which was
then in progress.

1 Working Paper 6610, November 1966.
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The actual amount of new obligations-incurred- .during the past
fiscal year was somewhat in excess of $67 billion, or. fully one-third
greater . than. in 1965. Actual expenditures increased at -only half
that rate during the same period—1614 percent. In other, words,
obligations is the sensitive or leading indicator. Unfortunately from
the viewpoint of analyzing business conditions, the supposedly most
sophisticated measure of government finance, the so-called national
income’ accounts budget, uses a concept that even lags behind ex-
penditures—the delivery of completed military equipment.? To com-
pound the problem, the national income accounts budget picks up
government revenues on an accrual basis, which precedes the actual
receipt of cash by the Government. (See fig. 1.) . . .

On previous occasions, I have tried to point out that the impact on
employment, production, and income of a military buildup may occur
primarily at the point in time that budget recommendations are
made, increased appropriations are enacted, and -orders placed with
military contractors. Although this may appear quite obvious to
those acquainted with defense industries, the statement of Federal
receipts and expenditures on national income account confines the
measurement to the actual delivery of completed-weapons and other
military ‘“hard goods.” A considerable period of time often elapses
between budget recommendations for military procurement and
delivery of the completed items to the government and payment
therefore. The primary effect on productive activity, to the extent
there is-any, normally occurs in advance of the actual government
expenditures. Under most circumstances, the placing of orders
induces private production on government account and such produc-
tion remains in the private sector and does not show up as government

. FIGURE 1
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- 1See my ‘‘The Inflationary Impact of the Federal Budget,” Financial Analysts Journal, July-August
1966, and the sources cited there for detailed analysis of this point. The extent to which deliveries lag ex-
pemiitures is shown graphically in William H. Chartener, The Outlook for Defense Spending—How Gréat
an Uncertainty?, a paper presented before the Annual Meeting of the American Statistical Association, Los
Angeles, Calif., Aug. 18, 1966. . .
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expenditures until it is completed and the goods involved delivered to-
the public sector.

Conceptually, production on government order is not reflected in.
government purchases of goods and services at the time the work is:
performed. This activity, as measured by the cost incurred, is.

currently included, in the gross national product, in the change in.

business inventories. When the government contractor delivers the.
finished items, the transaction shows up in the national income:
accounts as a decline in business inventories.

It is also then recorded as a government purchase of goods and
services. These two entries tend to cancel each other out, with no
net effect on GNP. At the time it is recorded in the national income.
accounts, the government purchase does not represent payments to
the factors of production; it is more in the nature of an intersectoral
transfer—a reimbursement to the government contractor for his.
outlays during earlier periods.

It is at the order stage that the government action normally will
have its initial and often major impact on the markets for labor, raw’
materials, and financial resources. The contribution to economic
activity is made during the production period prior to the actual
government “‘purchase.” Indeed, the recording of the government.
purchase may coincide in time with a reduction in governmental im--
pact on total demand and in repayment of working capital loans by
the government contractors. '

This may seem like a statistical tempest in a teapot (or a crackpot).
However, the upshot is that the official budget and economic reports
are very slow to pick up the expansionary impact of the Vietnam
buildup, but very quick to take account of the deflationary impact of
the revenue speedup. The net result is that the Federal Government.
appears to have been following a noninflationary economic policy in
1966 when actually it has been a major source of inflationary pressure
in the American economy during the past year. I shall try to present.
some statistical support for that statement.

In table 1, I have assembled a few variations on a theme, the theme
being the net Federal surplus or deficit in recent periods. On the far
left, I have placed the officially reported surplus or deficit in the so-
called national income accounts budget. This, we are repeatedly
told from on high, is “our best measure of the economic impact of
fiscal policy.” On that basis, the Federal budget shifted from a
position of ease in the second half of calendar 1965 (a deficit of $1.4
billion) to some restraint in the first half of 1966 (a surplus of $3.1
billion). ,

TaBLE 1.—Federal surplus or deficit: Some variations on the National Income
: Accounis Budget

[Billions of dollars at aundal rates]

Federal sur- | Adjustments for defense . Federal surplus (+) or
- plus (4) or obligations deficit (—), adjusted basis
Calendar year deficit (—), .
. oﬁjxcial basis A B A " B

1964: .

Ist half, o eaeneee —4.3 —0.1 —0.1 —4.4 ~4.4

ond half. - —1.8 —4.4 —2.2 -6.2 —4.0
1965:

I1sthalf. ..o acecmrnne +4.4 -2.0 -1.0 +42.4 +3.4

end half. ..o oomcecameeen ~1.4 -5.2 -2.6 —6.6 —4.0
1966 estimated:

Asthalf, o eoeaoaone +3.1 —8.4 -4.2 | —5.3 —-1.1

ond half. e (VR R - [ R aeee
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Now I'shall try to muddy the waters. The next two columns on
that table contain two alternative sets of rough adjustments for the
fact that new contracts awarded may be a better proxy for the im-
pact of a military buildup on the economy than delivery of completed
weapons. The A series is essentially the excess of military obliga-
tions over expenditures during the period, seasonally adjusted and
converted to an annual basis. One further change has been made.
Over the years, about $2 to $3 billion worth of obligations each year
do not seem to result in actual expenditures. A number of technical
factors are at work here, including some double counting of contracts
awarded by one military agency in behalf of another military agency.
Such a case might be Air Force procurement of aircraft for the Army,
which may show up as an Army obligation to the Air Force, as well
as an Air Force obligation to the airplane manufacturer. In com-
puting both the A and B adjustment series, the annual obligation
figures were reduced by $3 billion in each case to take account of the
d(()luble counting. My intent, of course, is to err on the conservative
side.

- It can be seen, referring to the A column on the right hand side of
table 1, that adjusting for defense obligations results in some signifi-
cant changes in the ‘“best’’ measure of Federal fiscal impact. The
second half of 1965 is now seen to be a period of much more substan-
tial ease in the Federal budget than shown on the official basis. Of
greater interest, of course, is the indication that the first half of 1966
was not a period of fiscal restraint but also one with a substantial
excess of outgo over income.

The B adjustment is an attempt to satisfy the more timid. Itis a
statistical compromise between the two approaches, the result of an
-arithmetic averaging of military obligations and expenditures for
"each period. 'The theoretical rationale that could be offered is that
‘perhaps a more proper counterpart to the liability basis of the coi-

"porate revenue computations would be somewhere between the ex-
tremes of contract placement and governmental disbursement.

As would be expected, the B results are somwhat more moderate
than the A series. The adjusted Federal deficit for the latter part of
1965 is rather large, but, on this basis, the first half of 1966 witnessed
a deficit of somewhat reduced proportions. I would ‘suggest that
even the B series provides a very weak case for the widely made claim
that fiscal restraint occurred during January-June 1966. :

ANoTHER KOREA?

It has been fashionable to compare the Vietnam buildup with the
Korean experiences in the hope that some parallels would provide a
firmer basis for forecasting purposes. However, important differences
need to be acknowledged, although they tend to balance each other

. out. . . o ' N '
The first set of differénces relates to the smaller relative scale of
the present buildup. The current expansion of the armed forces from
~2,700,000 to 3,200,000 seems modest indeed when: compared to the
spurt from 1% million in 1950 to over 3% million in 1952. Also, the
defense budget'doubled during the first year of the Korean' war, while,
as noted, the increase during the past year was about 16 percent.
All this reflects the fact that this i1s the first time that the United
States has entered 'a ‘major war with a very. large existing Defense

Establishment.
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The second set of differences relates'to the fact that, unlike Korea or
World War II, the present military buildup was superimposed on an
economy which was rapidly approaching full employment. Using
June 1950 and July 1965 as the respective beginning points, we find
that unemployment was higher in the earlier period (5.4 percent versus
4.5 percent) and the operating rate of industry was lower (80 percent
versus 90 percent).

Summing these two conflicting tendencies, we may conclude that
even though the current defense program utilizes a smaller fraction
of the Nation’s resources, it is more.in the nature of—but certainly
not, entirely—displacement of civilian demand rather than resulting
in a total addition to actual production of goods and services.
Hence, in the absence of direct controls over materials, wages, and
prices, it would be expected that inflationary pressures would ac-
company the rapid shift of resources from civilian to military use.

The Korean experience showed that the strongest inflationary
pressures occurred during that first year of the buildup, while the
economy was initially adjusting to the new level of military demand.
The actual peak in defense spending a few years later occurred shortly
before the onset of recession.® If there 1s any lesson to be gained
from the Korean experience, it is that we particularly need to under-
stand the timing of the impact of the different stages of a defense
buildup (and subsequent cutback). Otherwise we can find ourselves
fighting yesterday’s inflation with a tax increase that will compound
tomorrow’s recessionary problems.

Tre CranciNg Mix: A Micro VIEWPOINT

Important changes also are taking place within the military budget.
Such shifts in its composition are affecting the extent to which dif-
ferent industries and regions are participating in the defense program.
The key to understanding these developments is analyzing the chang-
ing “product mix” of military spending. The fundamental change 1s
the shift of emphasis away from developing and maintaining in being
the potential capability to deal with hypothetical worldwide or
general-war situations and toward operating a military establishment
actually waging a difficult but limited war whose dimensions keep on
evolving. Table 2 shows the extent to which funds for U.S. combat
forces have been shifting from general war to limited war programs
as the cold war has heated up. Tt is striking to note that general
war forces now receive half .of the share of the military budget that
they received a few years ago.

However, a more detailed breakdown of the military budget is
needed in order to get at the questions of regional and company
impacts of this funﬁamental budget change. Table 3 shows the
shifting product mix of military procurement (on an obligations
basis). 'Three major shifts are taking place: (1) a more than doubling
in the share of the budget going to tanks, weapons, ammunition and
similar conventional battlefield ordnance; (2) a massive reduction
in the relative as well as absolute importance of missiles; and (3) the
reorientation of the military aircraft budget away from long-range
strategic bombers and to tactical aircraft, particularly supersonic
fighters and helicopters. The latter point, of course, emerges from

3 M. L. Weidenbaum, “The Economic Impact of the Government Spending Process,” University of
Houston Business Review, Spring 1961, pp. 3-47.
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analyzing the details of the budgetary reports. .In general, the mili-
tary budget is looking much more like it did during the Korean war
and-less than during the more recent period of cold war confrontation

with the Russians.

" TasLe 2—U.8. military budget: Genéral versus limited war

[Total obligational authority; dollar é.mounts in billions]

Cold war (fiscal year Vietnam (fiscal year, -
©1962) 1966)

Category of combat forces

Amount Percent Amount Percent-.
General war capability:
Strategic offensive forees. .. ... .. ... $8.9 20.8 $5.1 13.1
Continental air and missile defense forces. -.._..... 2.3 7.7 1.7 4.4
Subtotal. .. - 11.2 37.5 6.8 17.5
Limited war capability: .
General purpose forees_ .o 17.5 58.5 30.0 76.9
Airliftand sealift_.._._._________.____..__ - 1.2 4.0 2.2 5.6
Subtotal...__________ . 18.7 62.5 32,2 82.5
Total L e . 29.9 100.0 39.0 100.0

! The remainder of the military budget is devoted to support of the combat forces, research and develop-
ment, military assistance, and retired pay.

TaBLE 3.-——The changing product miz of military purchasing

[Dollar amounts in billions]

Korean war (fiscal Cold war (fiscal Vietnam (fiscal
year 1952) year 1962) year 1966)
Procurement category
Amount | Percent | Amount | Percent | Amount | Percent
Sophisticated equipment: .
Aircraft $13.1 43.5 $6.4 27.1 $8.6 20.9
Missiles .4 1.3 4.7 19.9 2.1 7.3
Electronies. oo o_... 1.3 4.2 1.5 6.4 1.5 5.2
Research and development___________ 15 5.0 5.7 24,2 7.2 25.0
Subtotal 16.3 54.0 18.3 77.6 19.4 67.4
Conventional equipment:
Ships 1.8 5.8 2.2 9.5 1.1 3.8
Ordnance. ———— 9.2 30.4 2.3 9.6 6.4 22.2
Other. 2.9 9.8 .8 3.3 1.9 6.6
Subtotal 13.9 46.0 5.3 22.4 9.4 32.6
Total 30.2 100.0 23.6 100.0 28.8 100.0

Hence,we are witnessing a reversal of the shift that occurred in de-
fense, purchasing in thé mid-1950’s. Once again, the automotive,
mechanical, textile, clothing, and rubber companies are becoming
important suppliers of war material. The most dramatic increases
have occurred in ammunition (up 270 percent during the past fiscal
year), clothing and textiles (up 240 percent), tanks and vehicles (up
80 percent), and food (up 60 percent). The large acrospace and elec-
tronics firms, although still significant defense contractors, are finding
their shares of the military market to be declining. Unlike the period
of large weapon systems—such as ICBM’s which could only be supplied
by a few of the industrial giants—the demands of Vietnam result in
numerous smaller contracts involving a great many and variety of
medium-size firms as defense suppliers. . .

78-516—67—vol, 2-——13
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There is also a geographic dimension to this change in the military
product mix. ILarge proportions of the companies working on Vietnam
orders are located in the upper Midwest and in other relatively older
industrial States in the East. The Far West, which had been receiving
so large a share of defense orders during the past decade, is experiencing
some absolute as well as relative declines. Table 4 shows the high-
lights of these changes.

Several States have been receiving defense contracts at rates of 40 to
50 percent above last year’s levels. These include Connecticut,
Illinois, Indiana, Maryland, Michigan, Minnesota, Ohio, Pennsyl-
vania, and Texas. In contrast, Washington State, Utah, and
Colorado have seen their defense contracts virtually cut in half during
the past 2 years. California is now at the 1963 level, despite the sub-
stantial growth in the overall military market which has occurred
since then.

TaBLE 4.—The changing geographic distribution of defense contracts

{Percentage distribution of dollar volume]

Korean war | Cold war Vietnam
Census region (fiscal year (fiscal year | (fiscal year
1952) 1962 19663
Northeast:
New England. e meeam 8.1 10.9 1.9
Middle Atlantic_..._._. 25.1 18.7 17.6
Subtotal - . e 33.2 29.6 20.5
Midwest:
East North Central ____ i 27.4 12.6 15.3
West North Central . _ s 6.8 6.7 7.6
Subtotal. o 34.2 19.3 22.9
South:
South Atlantic. . e eecemeceaan 7.6 10. 4 12.5
South Central . __._____________. - 6.4 7.8 12.2
Subtotal. . mmc e ————— 14.0 18.2 24,7
Far West:
Mountain. e .7 4.7 2.5
Pacific. o eimmmacccmamm—aaa 17.9¢ 28.2 20. &
Subtotal .. J 18.6 32.9 22.9
Total. —— - 100.0 100.0 100. 0

The economic impacts of this shift in the location of defense industry
may not be as simple as