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CHANGING NATIONAL PRIORITIES

MONDAY, JUNE 1, 1970

Coxcress oF THE UNITED STATES,
SuBcoMMITIEE ON EcoNoMY IN GOVERNMENT
oF THE JoixT EcoxoMic CoMMITIEE,
Washington, D.C.

The Subcommittee on Economy in Government met, pursuant to
notice, at 10 a.m., in room G-308, New Senate Office Building, Hon.
William Proxmire (chairman of the subcommittee) presiding,

Present : Senators Proxmire and Percy ; and Representatives Moor-
head and Brown.

Also present: John R. Stark, executive director; Loughlin F. Me-
Hugh, senior economist ; Richard F. Kaufman, economist; and Doug-
las C. Frechtling, economist for the minority.

Chairman Proxmire. The subcommittee will come to order.

Today we begin the second in a series of annual hearings into the
subject of national priorities. We have entitled the present inquiry,
“Changing National Priorities” to emphasize our belief that there
needs to be a change in the way the Federal Government allocates
national resources.

The plain fact is that, despite the gains that have been made in
recent years to bring a degree of enlightenment into the political proc-
ess, the Nation is undergoing a period of acute crisis. The crisis is
apparent wherever one looks, on the domestic scene and in foreign
affairs.

At home, we are about to commence another long, hot summer, exac-
erbated by rising unemployment, continuing inflation, and record
high interest rates. Abroad, we enter the second decade of a war in
Indo-China which is taking on the timeless proportions of the struggle
between ancient Greece and the Persian Empire.

Problems which were identified and acted upon by the Government
in the sixties, and earlier, remain unsolved. The “Other America” is
still there, almost as impoverished as ever. Racial segregation and
discrimination is still a fact, 16 long years after the Supreme Court’s
historic decision. The housing shortage remains. And now we have
begun to understand additional equally serious problems: air and
water pollution and other threats to man’s environment. It is, as the
saying goes, later than we think.

We are indisputably a rich and powerful country on the whole,
and we must ask ourselves, what have we done with our wealth and
our might? Is it possible to stop wasting the revenues we collect from
the overburdened taxpayer and solve problems?

One of the purposes of these hearings is to discover how resource
allocations can be shifted into areas of greatest need and to understand
the proper roles of the executive and legislative branches of the Federal
Government in the decisionmaking process.

(1)
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In this morning’s session we will hear from Dr. Charles L. Schultze,
former Director of the Bureau of the Budget and now a senior fellow
at the Brookin%s Institution and professor of economics at the Uni-
versity of Maryland. Dr. Schultze 1s the author of numerous scholarly
articles and several books, among them “The Politics and Economics
of Public Spending,” published in 1968, and “Setting National Priori-
ties, the 1971 Budget,” published this year.

We had originally planned to hear from John Gardner, former
Secretary of Health, Education, and Welfare. Unfortunately an
illness prevents Mr. Grardner’s appearance today. However, we hope
to be able to reschedule him for a later time.

Mr. Schultze, go right ahead.

You have a prepared statement, I believe.

Mr. Scavrrze. Thank you, Mr. Chairman.

STATEMENT OF CHARLES L. SCHULTZE, SENIOR FELLOW, THE
BROOKINGS INSTITUTION,® AND PROFESSOR OF ECONOMICS,
UNIVERSITY OF MARYLAND

Mr. Scaurrze. Mr. Chairman and members of the committee, the
term “priorities” has become, in the last year or so, an “in” word.
Calling for a reallocation of national priorities is now a standard
theme in the rhetoric of both the establishment and the student activ-
ists. What is often forgotten is that the term “priority” implies a
choice. To have more of one thing, we must give up something else.
If we could achieve all our objectives simultaneously, there would be
no need to set priorities, no need to make difficult choices. Reallocating
national priorities, therefore, is a double-edged concept—it not only
involves a decision about what we want most, it also involves a decision
about what we want least.

Insofar as the public sector of the economy is concerned, setting
priorities has two aspects: First, we must decide between public goods
and private goods. To increase the share of national income going to
public purposes—education, pollution control, income maintenance
and the like—we must decrease the share going to private purposes. In
turn this involves a decision about taxes; 1t is through tax policy that
we make a choice betiveen public and private goods.

Second, within the public sector we must choose among alternative
patterns of public spending, among agricultural subsidies, military
budgets, aid to education, SST’s, manpower training, and so on. The
m(})lre we devote to meeting one objective, the less we have to meet
others.

Establishing national priorities, therefore, is a painful exercise, for
it requires us not only to determine those things we need and want as
anation, but what we must do without to get them.

There are several different ways in which we can set national priori-
ties, one clearly superior to the other. The patterns of public spending
can grow like Topsy, as the unintended result of individual decisions
taken piecemeal. Most decisions in the area of public spending have
their major budgetary consequences long after the decisions themselves
are taken. As a consequence, we can vote $100 million for the nuclear
reactors of an attack carrier without realizing that this decision carries

1 The views expressed in this testimony do not necessarily represent the views of the
trustees, officers, or other staff members of the Brookings Institution.
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with it more than $11%4 billion of additional future outlays for the
carrier itself, the planes on its deck and the escorts to protect it.

We can begin new public works projects, paying attention only to
the minuscule first year costs and ignoring the much larger costs in
future years. More generally, the way we set priorities in 1975 will be
partly determined by what we do in 1970 and 1971. And without a
major effort to develop proper information and analysis, we can uncon-
sciously preempt our future freedom of action and set priorities we do
not really wish to live with.

The alternative means of setting priorities involves a deliberate
attempt to inform ourselves of the future consequences of current deci-
sions, to act in full knowledge or of the fact that choosing one course of
action today forecloses other possibilities tomorrow.

More specifically, this form of priority setting requires that we esti-
mate the future resources available to the public sector under current
tax laws and the expenditures we are already committed to under cur-
rent policies and programs. Each new proposal would also be accom-
panied by an estimate of its future costs. We could then explicitly com-
pare alternative courses of action and make explicit rather than
implicit priority decisions.

We could review alternative changes in current policies—for exam-
ple, in military posture or in agricultural price supports—in the con-
text of how such changes would affect the resources available for other
programs. We could similarly evaluate long-term changes in the tax
laws. Had it been quite clear in 1969, for example, that the so-called tax
reform bill would preempt some 40 percent of the free budgetary re-
sources otherwise available in 1975 for expanding public education,
pollution control, health services, and similar programs, I suspect the
final action of the Congress may have been quite different.

Making decisions with full information about their long-term budg-
etary consequences, and with full knowledge of how one choice fore-
closes others, will not necessarily guarantee that decisions will be wise
or just or rational. But at least it would mean that national priorities
could be established consciously and explicitly rather than growing
randomly and inconsistently out of piecemeal actions.

Some {)eginnings have been made recently in providing the frame-
work of information within which explicit priority decisions can be
made by the Executive and the Congress. The 1970 Report of the
Council of Economic Advisers and the 1971 Budget document con-
tained, for the first time, a 5-year projection of budgetary resources
and claims upon those resources.

About a month ago, several of us at the Brookings Institution made
a similar projection, in somewhat more detail, and accompanied by
some examples of how the projection would be affected by the adop-
tion of alternative military postures and agricultural price-support
policies.

In this testimony I should like to summarize briefly the results of
that projection and then suggest, a bit presumptuously perhaps, sev-
eral ways in which the Congress might improve upon and utilize such
projections as an aid toward a more conscious establishment of national
priorities.

Let me turn briefly to a summary of projection of future budgetary
conditions.

The first step in creating a framework within which to make pri-
ority judgments consists in estimating the free budgetary resources
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becoming available for discretionary use in future years under current
tax laws and expenditure policies. More specifically, this requires a
projection of:
(1) Federal revenues under current tax laws and
(2) The expenditures which would be forthcoming under current
and administration-proposed programs, allowmor for increases
in prices, wages, workloads, rising numbers of people statutorily
eligible for benefits under social securlty and other programs, and
similar relatively “built-in” elements making for changes in
expenditures.

The difference between the revenues and expenditures so projected
is the fiscal dividend, the amount available for discretionary use in ex-
panding existing Federal programs, creating new ones, 1et1r1n(r the
debt, or reducing taxes.

In these projections the following assumptions were made:

1. Economic growth would resume at a 4 to 414 percent annual rate
after the present pause, with the unemployment rate returning to
slightly below 4 percent sometime in 1972. Inflation would continue
but at a moderated pace, tapering off gradually from the current 5 to
6 percent to 3 to 215 percent in 1972 or 1973.

I wight note, Mr. Chairman, that the specific assumption that one
malkes about inflation does not have a major impact on the size of the
fiscal dividends, since, at least in our calculations, it turns out that
changing prices, very roughly, after the first year affects revenues
about the same amount as expenditures, so the net gap is substantially
unaffected by the assumption one makes about the degree of inflation.

2. Current tax laws would not be changed.

3. All major administration-pr oposed programs—family assist-
ance, revenue sharing, urban mass transit, et cetera-—would be adopted.

4. The Vietnam war would be temmnted so that by fiscal 1975 the
only expenditures would be some $1 billion for economic aid or a com-
bination of economic and military assistance.

5. The Armed Forces would return to their basic pre-Vietnam level of
2.7 million men.

The budgetary consequences of these assumptions are shown in the
table below.

THE FISCAL DIVIDEND

[In billions of dollars]

Fiscal year—
1971 1975
Revenues:

Before allowing for 1969 tax reform_ ... ... ... i iieieaaea-s 202 284

Less: Cost of tax reform__.____.__ .. - -8
Total TVENUBS. oo oo oo oem e e eee e m . 276

Expendltures (built-in):

{wvm ary") """"""""""""""""""""""""""""""""""""" (3) 7?)
ietnam). _ . - .-

[T £ 129 1§8
Total expenditures. . ..o e 201 253
Difference between revenues and expenditures. .. ... ... oceiieiiieaiaooon 1 23

Less: Budget surplus needed to reach national housing goals 10
Fiscal dividend . - oo e icemaeeaea s 13

Note: Adapted from Charles L. Schultze with Edward K. Hamilton and Allen Schick, “‘Setting National Priorities: The
1971 Budget'' (Brookings Institution: 1970), table 6-5, p. 186.
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Revenues under existing tax laws would have risen to about $284
billion by 1975. However, the tax reform bill of 1969 provided for a
host of tax cuts, scheduled to phase in over the next several years. By
fiscal 1975 the net revenue loss from that bill will be $8 billion, leaving
$276 billion in revenues.

A return to the pre-Vietnam military structure and pace of moderni-
zation would mean a defense budget of about $62 billion in today’s
prices at $74 billion in the prices likely to prevail in 1975. (Rapidly
rising numbers of retired military-personnel will also add substantially
to the budget over this period, a fact which has been taken into ac-
count in the estimates.) The projection also assumes a residual ex-
penditure of $1 billion in Southeast Asia.

On the civilian side the “built-in” growth of current and Adminis-
tration-proposed Federal programs would add some $30 billion to
Federal outlays in the 4-year period between 1971 and 1975—a rise of
about $1214 billion per year.

There will be, then, on the basis of these projections, a residual of
about $23 billion—the gap between revenues and already committed
expenditures. But not all of this will be freely available to pursue
high priority domestic programs of the Federal Government or for tax
reduction purposes.

In 1968 the Congress, after examining the data on the rate of new
family formation and on the condition of the housing stock, set out as
a goal for the Nation the construction of some 26 million housing units
in the decade of the 1970’s. The Nixon administration has adopted that
goal, with some modifications. But it is most unlikely that this goal of
building 2.6 million housing units a year can be met unless the Federal
Government, under conditions of high employment prosperity, runs
a substantial budget surplus, which I have put conservatively at $10
billion per year.

Under economic circumstances likely to exist during prosperity in
the next 5 years, failure to run a budget surplus would generate such
tight money and high interest rates that housing construction would
not reach the 2.6 million per year goal. On the basis of the projections
in its latest economic report, President Nixon’s Council of Economic
Advisers appears to agree with this conclusion.

Granted the need for a budgetary surplus of this rough magnitude,
then, the fiscal dividend available to meet high priority domestic needs
by 1975 will total only $13 billion since I have to subtract that $10 bil-
lion surplus out of it. This is less than 1 percent of the gross national
product projected for that year. Or to put it another way, although the
Federal Government disposes of 20 percent of the national income,
built-in commitments and the cost of the defense program—assuming
a return to the pre-Vietnam pattern—will absorb 19 percent of that,
leaving only 1 percent freely disposable by the President and the Con-
gress. This 1s hardly a large sum to look forward to 4 years from now,
even after assuming that Vietnam hostilities are ended.

Let us look at some alternatives:

The conclusion that even by 1975 only 1 percent of the Nation’s
income will be freely available for discretionary use by the Federal
Government depends, of course, on the assumptions used in the projec-
tion, in particular the maintenance of existing tax laws and the inviola-
bility of current programs and policies in both the defense and civilian
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sectors of the budget. Taking into account both the assumptions and
the conclusions, the projection suggests three possible courses of action
with respect to the establishment of national priorities.

First, we can accept the conclusion as it stands and carefully ration
any expansion of existing social programs or initiation of new ones to
the point where they fit into the slim resources available. This course of
action would imply the view that all current spending programs have
higher priority than potential new ones and that the priorities in the
public sector are not high enough to warrant a shift of resources from
private to public purposes.

Second, we can make the judgment that pressing social problems
take priority, at the margin, over private spending. This judgment
would call for an increase in tax rates. If taxes were increased suffi-
ciently to raise the Federal Government’s share of GNP from 20 to 21
percent, an additional $14 billion would be added to the fiscal dividend
1n 1975, more than doubling it. This would not imply an absolute de-
cline in private spending; it would simply grow a bit more slowly than
would otherwise be the case. (In the original projection I outlined
earlier, for example, Federal revenues would absorb about $70 billion
of the $350 billion rise in GNP from 1971 to 1975 ; the remaining $280
billion would be available for private and State and local spending.
With tax rates increased to raise the 1975 Federal share to 21 percent
of GNP, Federal revenues would absorb $84 billion of the $350 billion
increase, still leaving $266 billion for other uses.)

Third, we can decide that some current programs serve lower priority
needs or fulfill those needs inefficiently and reallocate budget resources
from those programs to higher priority purposes.

As an illustration of this last possibility, the study we published last
month included a number of alternative military budgets, based on
several different sets of possible defense postures. I will not attempt
to spell those out in detail but will summarize one particular alter-
native as an example of the way in which questions or priorities can
be posed.

Given the price and wage assumptions included in the projection and
assuming a complete phase-out of the U.S. military presence in Viet-
nam, the defense budget in 1975 should be in the neighborhood of $74
billion, barring major changes in strategy and force levels. This com-
pares with a projected budget of $72 billion for fiscal 1971. In other
words, rising prices, wages and military retirement costs will roughly
offset the decline in outlays due to a phaseout in Vietnam.

One set of alternative military policies could produce a reduction
in the military budget of some $14 billion in today’s prices and $17
billion in prices expected to prevail in 1975. There are two major
elements of that alternative set of policies:

1. The conventional forces of the United States were, pre-Vietnam,
built to provide the capability of carrying on simultaneously the initial,
pre-mobilization, stages of 214 wars: a major NATO war, a Chinese
attack on our allies in Asia, and a minor contingency in the Western
Hemisphere. The budgetary cost of maintaining and modernizing those
forces, excluding any costs attributable to Vietnam, is about $44 bil-
lion per year. In recent months both President Nixon and Defense
Secretary Laird have stated that future force planning would be based
on the contingency of having to handle simultaneously only 114
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wars—we would not prepare in peacetime to fight simultaneously both
a NATO war and an Asian war.

If this change in planning assumptions is taken literally, it would
imply the possibility of a $10 billion reduction in the annual cost of
our conventional forces, as we scaled them down from a 214 war to
114 war planning basis. The military will undoubtedly argue that
our forces were never capable of handling the 214 war contingency
and that the new planning guidelines do not imply a reduction in
forces or budgets. It seems to me, however, that at a minimum the
burden of proof is on those who would maintain the budget in the face
of a radical change in planning guidelines rather than vice versa. A $10
billion reduction 1s certainly a major possibility to be examined in any
overall establishment of national priorities.

2. In the case of our strategic nuclear forces, the adoption of a more
restrained, yet still awesomely powerful, posture could produce budg-
etary savings of perhaps $4 billion per year, reducing the annual cost
of those forces from $18 to $14 billion. Such a posture would accept
assured destruction capability as the essential requirement that our
forces must meet—the capability of absorbing a Soviet first strike and
retaliating devastatingly against the Soviets. This is the essence of
nuclear deterrence, so that no one strikes first. But the more restrained
posture would, unlike current policy, not seek to go beyond assured
destruction capability and would estimate the forces needed for such
capability in somewhat more reasonable terms. In particular the alter-
native posture would reduce the ABM to a research effort, stretch out
but not cancel the deployment of MIRV’s, postpone indefinitely the
procurement of a new manned strategic bomber, and substantially
reduce the continental air defense system as a weapon directed against
a nonexistent threat. The United States would still be left with an
awesome nuclear deterrent: more than 4,000 deliverable nuclear war-
heads, carried on three distinct delivery systems—1,054 perhaps vul-
nerable land-based missiles; 656 partially MIRV’d and invulnerable
submarine systems; and 300 B-52 bombers.

These changes in defense posture represent only a few of the possi-
bilities. But they illustrate the kind of tradeoffs between the defense
and civilian budgets which are involved in the priority-setting prob-
lems. The particular changes, for example, would add $17 billion,
or 150 percent, to the fiscal dividend in 1975.

More generally, a projection of budget revenues, expenditures, and
the fiscal dividend simply provides a framework within which the
three basic types of priority decisions can be debated : )

Deciding the division of national resources between the public
and private sector, which basically comes down to making tax

olicy;

P Comparing the merits of maintaining current spending pro-
grams against the potential expansion of selected social programs;
and

Making priority judgments about the use of the fiscal dividend
which finally emerges from the first two sets of decisions are made.

CONGRESSIONAL PROCEDURES FOR ESTABLISHED PRIORITIES

In a democratic form of government, the setting of national priori-
ties must always remain an essentially political process and emerge
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from the advocacy, bargaining, and compromise which characterize
political decisionmaking. Choosing among alternative objectives and
deciding how much of the Nation’s resources to allocate to each is not
something which can, or should, be done by formula or by consensus
among experts. At the same time, however, the political bargaining
process can either be an informed one, in which choices are hammered
out with knowledge of their consequences, or it can operate in the
dark, implicitly setting priorities which none of the participants con-
sciously intended.

The kind of budgetary projections and presentation of major alter-
natives which I have described can, I believe, contribute to a better
informed, more conscious, and more explicit excrcise of the political
process in establishing national priorities. I should like to examine,
therefore, some ways in which Congress can itself provide and take
advantage of this kind of information. Not having served in either
body, my suggestions may seem presumptuous. Nevertheless, let me
run that risk and plunge ahead. You have not stopped me so far.

In the first place, insofar as the consideration of particular issues
is concerned—the development of a specific public program or the
appropriation of funds to an individual activity—the committee sys-
tem of the Congress has much to recommend it. Members become quite
familiar with particular subject areas. Both formal hearings and in-
formal contacts provide opportunity for experts and interested par-
ties to be heard.

In my own view, given the complexities of modern legislation, the
staffing of individual committees is inadequate and increases in staff
resources would improve the process. Nevertheless, this is an improve-
ment which requires no fundamental restructuring or major innova-
tion, but simply a decision on the part of the Congress to take action.

There is another large area, however, where congressional proce-
dures are quite weak and indeed outmoded. There are no existing
means of relating a wide range of individual decisions to each other
in a consistent way. As I have repeatedly stressed, setting priorities is
primarily a matter of making choices. And given limited resources,
choosing one course of action precludes others.

Each choice—including the choice of leaving existing programs and
tax laws intact—has a cost in terms of opportunities forgone. Only in
the light of overall resource availabilities and alternative patterns of
resource use can individual decisions be interpreted from a priorities
standpoint.

I believe there are a number of ways the Congress can provide an
overall priorities-oriented information system, as an aid both to its
individual committees and to itself when acting as a whole.

First, the Joint Economic Committee should undertake to develop
its own longrun budgetary projections. These projections could be
developed, in part at least, out of hearings devoted to the projections
which have begun to be published in the Economic Report and the
budget. The committee could also refer to outside projections, such
as those I presented earlier in this testimony.

While the committee’s projections would probably not. in the aggre-
gate, differ sharply from those presented by the administration, the
committee could provide for the Clongress a critical review of the key
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assumptions being made. Even more importantly, the committee could,
in its projections, emphasize several points:

(1) The 5-year cost of the legislative package being presented
by the President and its relationship to the overall totals;

(2) An analysis of the priority evaluations implicit in the
President’s program, both in terms of areas he is stressing and
those he is ignoring; and

(3) A presentation of alternative possibilities, including the
impact of higher or lower tax rates and major changes in certain
areas of spending policy, such as the military budget. In addition,
the committee could incorporate into the projections and analyses,
as the opportunity arose, the implications of some of its studies
and hearings conducted during the prior year, insofar as they are
related to matters of priorities in public spending.

I do not suggest that the development and presentation of alterna-
tive projections by the committee would prove to be any panacea. But
it would provide a much needed source of information and an overall
framework for congressional committees in their work during the year.

Second, because the foreign policy commitments and military
posture of the United States have such a major effect on the establish-
ment of priorities, I would like to repeat a suggestion I made before
this committee in testimony a year ago. I believe there should be
established within the Congress a nonlegislative committee which,
each year, would review the Nation’s basic military posture, force
levels, and planning assumptions in the context of our evolving foreign
policy interests and overseas commitments.

This committee would not, by any means, be designed to absorb the
work of the Armed Forces ang Foreign Relations Committees of the
two Houses of Congress. Rather, it would review the fundamental
interrelationships of our foreign and defense policies, provide a critical
analysis of those policies, and seek to present for the Congress the
major alternative courses of action open to the Nation.

This new committee should also seek to translate the alternatives
into budgetary terms, at least in rough orders of magnitude, and its
work could form an input into the long-range budgetary projections
which T have suggested that the Joint Economic Commitee undertake.

Third, the Congress should require that Public Law 801 be more
strictly observed and, if necessary, modified. Public Law 801 requires
that each piece of new legislation be accompanied by a statement, of its
budgetary costs over a 5-year period.

In most cases, however, this information does not now accompany the
submission of new legislation. To be sure, it is difficult to know on
exactly what grounds the projection of 5-year costs should be made.
Basically, the cost estimate should indicate what level of outlays the
Government is committing itself to.

It need not be a forecast of how the program might grow by future
action of Congress. Only the future implications of current decisions
are relevant. And, if the program is to be authorized for less than
5 years, the 5-year projection can, barring specific reasons to the
contrary, assume that the program will continue at the level reached
in the last year of the authorization period.

If each new program were accompanied by a 5-year estimate of
budgetary costs, it would then be possible to relate those costs to the
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overall 5-year projections prepared by the Joint Economic Committee.
In this way the Congress would be in a better position to evaluate the
mmpact of each of its actions on others and on the emerging patterns of
public spending.

I would like to add a fourth recommendation which is not in my
prepared testimony; that is, a move toward full funding of public
works projects. As you know, at the present time major public works
projects are funded year by year, so that one can begin a new project
with only a minuscule appropriation.

Over the past 10 years this has led to a situation in which the admin-
istration has recommended approximately 350-some new starts, and
the Congress has itself added each year 350 to 360 new starts, at an
average annual cost in the budget for that fiscal year of only something
like $10 to $14 milion a year, whereas full funding would require that
an appropriation be made for the entire project before it could be
started, which would then make it possible for the Congress carefully
to see when it was voting that instead of $1 million it might be voting
$500 or $400 million for the project. So I think there is a fourth recom-
mendation I would add as a move toward the full funding of public
works projects as a means toward helping set national priorities.

The suggestions I have made are in one sense quite limited. They do
not provide a means for guaranteeing that priorities are wisely chosen.
But they would, I believe, help to insure that decisions are taken with
fuller knowledge of their consequencies. And this is at least a small
step toward more rational decisionmaking.

Thank you, Mr. Chairman.

Chairman Proxmire. Thank you, Mr. Schultze.

As usual you have given us a marvelous statement. You have done
good work in the past, so I am not at all surprised. But this is a very
fine statement in every sense.

I am somewhat puzzled by your assumptions, however, that are
reflected in your table. Ttake 1t that this is simply an example. This is
not a prediction. You are not making the assumption that we are going
to grow at the rate of 4 or 414 percent, or that unemployment is going
to go below 4 percent, but if it does these things are going to happen;
is that correct?

The reason I say this is because our historical experience in these
matters has not been very encouraging. How often have we had 4-per-
cent unemployment, and growth has not been quite that high?

Mr. Scuurtze. That 4- to 414-percent growth is not all that far from
the ball park. If you look at the growth in the labor force and simply
project historical trends in productivity during the decade of the
seventies, or certainly the first half of it, we should be able to hit 4- to
414 -percent growth.

Chairman Proxmire. On the assumption that you hold down un-
employment ?

Mr. Scuaurrze. That, or even if unemployment is 414 percent, and
you grow parallel with a full employment path, you can still grow
at 4 to 415 percent per year. So that part, it seems to me, is a little bit
more than an assumption ; I would say it is a little closer to a forecast.

Now, as to whether you will hit that growth line in 1972 as I have
assumed, or later, is something I admit is simply an illustrative possi-
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bility. But I do think the economy is capable of growing at 4 or 415
percent. And, I think, it is likely to grow at 4 or 414 percent. But I
am not sure when we will get on that growth path. I am not sure when
the present pause will be over.

Chairman Proxire. You say it is likely. Historically we have not
had that experience except, unfortunately, in periods of military
actlyigy or periods of preparation for military activity for extended
periods.

And then the other proposal you throw in your statement, the full
funding of public works, that is a fascinating idea. I wish we could
bring that about. I do not know how realistic 1t is to assume that Con-
gress, which looks at that “pork barrel” with great pleasure and
enjoyment and anticipation in the notion that this is going to help
reelect them, is going to do anything as public spirited and sensible as
you suggest here. Full funding of public works you mean, for exam-
ple, if we went ahead with a substantial new plan, that we might have
to fund a billion dollars at once to provide those funds.

Now, if we did that, would it all be reflected in the budget ? Wouldn’t
this mean automatically a very heavily unbalanced budget?

Mr. Scuurrze. May I break this into two parts? What I was ad-
dressing particularly was the direct Federal public works projects,
not the subsidized housing program in which the Federal Government
is not doing the building—I mean the dams, the navigation projects,
the irrigation, and the levees.

Interestingly enough, every year the Congress substantially adds
to the administration’s request of public works. And every year it
cuts the public works budget. It is a marvelous technique, and I rea-
lized it is very difficult to ask anybody to give it up. But it seems to
me that it would be helpful. .

Chairman Proxmire. In your statement you summarize the chal-
lange of determining national priorities by saying that “First, we must
decide between public goods and private goods,” and “second, within
the public sector we must choose among alternative patterns of public
spending.” I have two difficulties with this statement of the process:
first, who decides?

As a practical matter, the submission by the President of his budget,
which 1s technically only a set of requests or proposals, is at least
nine-tenths of the ball game. Once the budget is submitted it is almost
set in concrete. Even moderate variations from program requests are
interpreted as a slap in the face to the administration ; a congressional
initiative as a major defeat for the President. In short, how can deci-
sions about the budget or the tax system be made the responsibility of
the Congress and the general public?

Mr. ScaurtzE, That is a large question. I think there are two parts
to it. If you look only at the annual budget, what the Congress can do
to the budget in any one year is limited from a practical standpoint,
and when the Congress tries to do anything severe, it is interpreted as
a major slap at the President, because all of it has to be squeezed into
1 year, and it means a major reshuffling. This is one of the reasons,
therefore, why it seems to me important to look 4 or 5 years ahead, so
that when the Congress votes a new piece of legislation, or a major
military weapons systems, it has a better idea of what it is doing over
that 5-year period.
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Admittedly, there is not much you can do in 1 year. But you can
substantially affect the budget several years out.

As to the extent to which that is considered a slap at the adminis-
tration, it is hard for me to generalize on that, except to say that in
some cases yes, and in some cases no. But I would presume the Congress
wishes to retain its power to do so.

Chairman Proxare. This is another dimension on the notion of
having a projection that would give the Congress more authority,
more power, more influence. We would have more to say about the
budget if we could do that. It is very hard to get such a projection. I
have requested the administration to break down its projections. We
could not even get a projection on the 5-year military spending pro-
gram, which is a big part of the budget.

Mr. Scmurrze. This is why I have suggested that perhaps the
committee may want to do its own projection. I do not think it is all
that impossible to do, even outside the administration.

Chairman Proxarre. With reference to your second point, do you
include in the process of choosing among alternative program objec-
tives the selection of alternative ways of attaining those objectives?
It seems to me that it is not enough to embark on manpower training,
for example, because the program we design or the way we administer
it may defeat our own goals. How much weight do you give to this
problem ?

Mr. Scaurrze. I guess there are in practical terms two parts to the
business of setting priorities along the lines you have talked about. One
is more or less deciding what you want to do and what kind of re-
sources to put into it. And that is a major problem.

And secondly, there is the problem you have just raised, having
decided what you want to do and what kind of resources you want to
put into it, what can you do to insure that those objectives are carried
out, that the program works well, that it is administered well, that it
is so designed that it is not simply passing checks out, but is accom-
plishing 1ts purpose. That is a second part of the problem, and a very
1mportant part.

Again, T have no magic answers on this. It is something that is not
particularly addressed in this testimony which deals with the alloca-
tion of resources, but it is a major parallel problem of designing pro-
grams and the administration of programs so that they accomplish
their objectives. I have a few pet biases in this direction, one of which
is, we know very darned little about how to get things done, because
we are trying to do such complicated things—which in turn leads me
to believe

Chairman Proxmrre. I would think that here again Congress can
be very helpful with inquiries and hearings and attempts to challenge
the effectiveness of programs, and the insistence that the administra-
tion set up some way of measuring and evaluating programs.

Mr. Scaorrze. 1 would agree that the Congress can do this itself
to some extent. The Congress can, for example, through the GAO pro-
vide tougher evaluations of programs. In my own view, for example,
the GAO job on the water pollution control program was an excellent
example of what could be done to show how a program—ywhich every-
body agrees has very high priority—is not accomplishing its objectives
because of very particular deficiencies in the way it is handled. And
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so the Congress can in this area, particularly by good practical evalua-
tion that its own staff does, and that it sponsors through other agencies,
contribute substantially.

Chairman Proxyire. You say we will need in 1975 a full employ-
ment surplus of $10 billion to permit enough monetary ease and lower
interest rates so that we can meet the housing needs of 26 million new
houses in the 1970’s. T have several questions about that.

Did I understand you to say the Nixon administration has accepted
this goal of 26 million housing starts?

Mr. ScrurtzE. To the best of my understanding, yes, it has accepted
the goal, and it has redefined the goal.

Chairman Proxaure. I wish you would show me the Economic Re-
port where this is spelled out. The chart on page 89, chart 10, shows
no such picture, and it goes through 1978. Is this because the chart is
based only on conventional starts, and it does not count mobile units?

Incidentally, when Secretary Romney came before our Banking
Committee he wanted to count mobile homes.

Mr. Scrurrze. That is right. The 26 million goal that the admin-
istration has accepted or sponsored includes 4 million mobile homes,
the original 26 million did not.

Chairman Prox>are. Do you think mobile homes should be included ?

Mr. Scuovrze. I am not sure I am competent to answer that. It seems
to me, yes, they probably should have. So whether having included
them one ought to stick with the 26 million I am not quite sure, but it
seems reasonable that mobile homes, or some substantial chunk, should
be included. But I hesitate to act as an expert on this.

Chairman Proxyire. I can say that as an author of the amendment
which provided for 26 million housing starts that I certainly did not
contemplate mobile homes at all. And there are very fine mobile homes.
But I am worried that if we push this kind of construction we will
be adding to the pollution of our environment—like the junkyard
full of old cars. They do deteriorate rapidly.

Mr. ScaurrzE. No response.

Chairman Proxyire. Let me just ask one more question

I understand from the staff that we now have a full employment
budget surplus around $10 billion.

Mr. Scacrrze. That sounds in the ballpark.

Chairman Proxarre. T do not see interest rates coming down. Don’t
we need an even larger surplus?

Mr. Scuuirze. That is the reason I indicated that $10 billion was a
conservative estimate. It seems to me if the policy and the conclusion
can be accepted that we will likely need a very substantial budget sur-
plus, if that can be sold, I would rather be conservative in estimating
what it is likely to be, rather than the other way. I think you are
probably right that $10 billion may be too small a number. But it is
indicative, and it is a large number. But whether it is going to be po-
litically feasible ever to run a $10 billion surplus under the condi-
tions of high unemployment and other matters I do not know.

I'am not at all convinced that it will. And one may have to find other
ways around the problem. But it seems to me that such a surplus

Chairman Proxyire. I am sure that $10 billion surplus notion sur-
prises a lot of people, because they think we have a deficit, and we do
have a deficit at present, in the face of present unemployment. But you
are talking about high unemployment ?

48-553—T0—pt. 1——2
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Mr. Scaurrze. Yes, sir.

Chairman Proxmire. Senator Percy ?

Senator PErcy. In your testimony you maintained that 1t 1s unlikely
that we can meet our national housing goals unless the Federal Gov-
ernment runs substantial budget surpluses with high employment, the
conclusion that the minority also reached in its report in 1970. The
question here is, following the same analysis, is it fair to say that to the
extent we run Federal budget deficits at high employment we will in-
evitably fall short of our housing goals, as increased sales of Federal
debt and securities push up interest rates and reduce the availability
of funds for housing?

I would like to add only a comment, that Maurice Mann, Assistant
Director of the Bureau of the Budget, has come to the same conclusion.
In a speech he gave last month he said that, in part, variations in the
size of the budget surplus or deficit are primarily offset by variations
in residential construction. He concluded that, almost dollar for dollar,
to the extent that we do have a deficit, it comes right out of housing?

Mr. Scaurrze. Under the conditions likely to prevail in the early
part of the seventies, and under conditions of full employment, it
seems to me it is clearly true that failure to run a significant budget
surplus will primarily be reflected in failure to meet the housing goals.

Now, whether that would be true under other conditions in other
decades I do not know. But in the period ahead it seems to me that is
the case.

Senator Prrcy. I hear two views expressed on the desirability of
surplus or deficit in the budget. Some say that $2, $3, $4, or $5 bil-
lion out of a trillion-dollar economy is not very significant.

The other view is one of psychology, that if this administration can-
not balance its budget, when are we ever going to be able to balance it ?
And now to the extent that a $5 billion deficit comes right out of the
hide of housing—and it is one of the great unmet needs of the future—
1sn’t it very important that we take such steps as are necessary now,
regardless of present conditions, to find a way to bring this budget
into balance ?

Mr. Scruntzi. Yes, sir. if I could add one sentence; namely, to
take such steps accompanied by the appropriate monetary action in
easing the money supply even more rapidly. I think that simply tighter
fiscal action without corresponding action on the monetary side might
not do it, but those two combined I believe would.

Senator Percy. That gets us down to setting national priorities. And
to bring us into balance you can do two things in Government; one,
you can reduce expenses. You can take out such optional expeditures
as the SST. You can work rapidly toward this one-and-a-half-war
concept and cut down as much as possible. You can take out other dis-
cretionary programs, or ; two, you can raise taxes.

Would you have any specific suggestions from your broad back-
ground now as to what specific actions Congress should take in those
two arcas? If we have to raise taxes, what kind of taxes are the least
painful to raise? I would like to commend the administration on its
recent leaded gasoline tax proposal, I think this is a very good way
to go about it. It serves several goals. But are there other taxes that
should be raised, and are there other expenses that come to mind that
should be chopped off ¢
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Mr. Scacrrze. I think you have to distinguish, Senator, between
the shortrun problem and the longrun problem. In the short run it is
terribly difficult to get a major reduction of expenditures. Now, one
can do all sorts of things to keep some expenditures from rising as
much as they otherwise would, et cetera. But in the very short run it
is difficult to do.

Secondly, this is very late in the day to make this suggestion, and
it is probably highly impractical. But ideally it seems to me that the
most immediate thing that can be done is maintain the 5-percent sur-
charge. In the longer run it seems to me there are several things that
could be done to raise taxes without raising taxes. And by that I mean,
there are several major tax reductions scheduled to come into effect
over the next several years which could be canceled or postponed.

First, the automobile and telephone excise taxes are, under current
law, scheduled gradually to decline almost to zero, if not to zero.
Simply maintaining those taxes would add $4 billion a year in reve-
nues by 1975, compared to what would happen with letting it run off.
This is not raising taxes, this is simply forestalling certain reductions.

Secondly, between now and 1975 the impact of the 1969 tax reform
law is scheduled to phase into a cost of $8 billion by 1975. Some of
those might be postponed or eliminated. The two together would give
you $12 billion in potential amounts.

Thirdly, it seems to me there are still some areas of tax reform, in
particular, having to do with various capital gains at death, and things
of this nature, which might have a potential of $2 to $4 billion, I do,
not really know the numbers, but probably in that order of magnitude.

There are something like $15 billion of potential areas one could
work with, most of which does not consist of raising taxes, but either
postponing or eliminating certain scheduled reductions. So in the
short run it seems to me extension of the surcharge would be effective.
In the long run Congress might want to go back and look at some
laws already in effect.

On the expenditure side in the short run I simply have to plead
ignorance in terms of what is immediately—by that I mean the fiscal
year 1971—what one could immediately get one’s hands on. I am not
sure I am quite close enough to know that. Even, for example, if one
knocked the SST out, I suspect, given the nature of the contract, that
a good bit of expenditures would run through part of 1971 anyway.

In the long run it seems to me that there are any number of areas
where one might reallocate. The military we have talked about.

On agricultural price supports it seems to me—a 5-year law is ex-
piring, and it will be rewritten—that there is room there for saving in
a reasonable sort of way of up to a billion dollars a year. I think a
review of some of the programs that this committee has already
looked at in the area of public works projects and in the area of some
of our subsidy programs, not substantial sums, but significant sums
that could be reallocated to other areas.

So while it is indeed a difficult thing to do, it seems to me—particu-
larly if you take a longer look ahead—that it is not an impossible
thing to do.

Senator Percy. Certainly stopping the second phase of the ABM
would pick up a half a billion dollars and avoid a commitment for
$4 or $5 billion.
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Post Office reform, the Congress is delaying it now and sidestepping
the issue and saying let the Commission raise the rates. We raise the
pay, but let the Commission raise the rates. Instead, we could just
simply say, let us raise the rates, and do it now, and put this Post Office
on a better paying basis, and let third-class mail, the businessman, pay
its full share. There is $527 million in third-class postage that could
be picked up right away.

I think there are a lot of things that can be done. And I am delighted
that you feel that they should be done.

I am disturbed that when we considered the so-called tax reform
bill which you say preempted some 40 percent of the free budgetary
resources otherwise available in 1975 that we did not have that kind
of information at the time. Why didn’t we have it, in your opinion?
Why didn’t we know that? Is it that Congress did not get, in the
long debate we had, accurate information, or do we have the infor-
mation and just choose to ignore it?

Mr. Scuurrze. Well, Senator, this happens to be one area, I guess,
where there are two things to be said. One, tax laws, it seems to me,
are something that the Congress finds very difficult to write without
really strong leadership from the other end of Pennsylvania Avenue.
It is very difficult for Congress to start from scratch writing a tax
bill. And giving it a charitable interpretation, it may very well be
that during the first year in office the administration was occupied
with all kinds of things to grab hold of. But in this particular case
I think there could have been much stronger leadership with a very
specific set of proposals which might have kept the tax loss within
reasonable bounds.

Now, at a very late stage of the game the administration did realize
the losses that were involved and made a strong fight. But I think one
lesson learned from that is that in tax policy it is absolutely critical
that there be very strong leadership from the other end of the avenue.
And T must say frankly in this particular case I do not think there
was.

There are other reasons, too. I do not think the mechanism was avail-
able either here or at the administration—and it is bipartisan, as it
goes back through the prior administrations—the framework in mak-
ing available to the Congress this kind of information is not available
anyway.

Those two things. it seems to me, led to this.

Senator Percy. Thank you very much.

Chairman Proxmire. Congressman Moorhead ?

Representative Moorurap. Thank vou. Mr. Chairman.

I share the chairman’s expression of admiration for your statement.
They are always very good and very helpful, Mr. Schultze.

I am intrigued on this suggestion about the full funding of public
works. I wonder in this connection if you could explain to me how it
would work in the budget. Would we have it all in there, and then
second. if we did it for public works, couldn’t the same principle be
applied to new weapons systems, say the AMSA ? You know we are
buying a little piece of it this year, or we are really committing our-
selves to a great big project. And, similarly, for something like the
SST. And the House side just voted $289 million, and while we do
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not know the exact amount, we know we are committing ourselves
to a lot more.

Mr. ScauLrzE. Let me first take the public works and then come to
the other. Let me give an example.

This year the budget recommended a start on the Tennessee Tombig-
bee project. And my numbers are only roughly accurate, but it is some-
thing lhike, I think, in the half-billion-dollar neighborhood of costs
for that total project, $500 million, in that neighborhood. I think it
started this year with a $1 million appropriation. And, of course, it
is very easy under those circumstances to add 15 or 20 new ones, with
a half million dollars or million dollars a year, even though you are
committing yourself to well over a billion or two billion dollars down
the line. Full funding would simply mean that you would have to
appropriate the entire $500 million. Realizing that costs cannot be
estimated that accurately and you may have to come back for a sup-
plemental appropriation, at least Congress would have before it the
total cost.

It would show it as an appropriation in the budget of $500 million.
If T remember correctly—I may want to change this for the record—
for public buildings we do that. For foreign aid we do that. For any
number of things we do that. ven in the case of the military, to some
extent we do get partial full funding. And, therefore, it is varied. It
depends on the project. Some are more fully funded than others. And,
of course, it is much more difficult to cut it off on the C-5A with four
squadrons, six squadrons, you may not want to go full funding, but
malke sure you are not doing too little initially.

Representative MooruEap. What are you doing with this money ?

Mr. Scirvrrze. All this is an authorization for the Administration
to enter into a contract. Take the Tennessee Tombigbee. That would
say that nnless the Congress revokes this, that over the period ahead—
and it might be 10 years—you have a $500 million authorization and
appropriation which you can draw upon to pay those contracts as
needed. That is in effect what the Congress really is doing now, be-
cause once the project starts, while it once in a while happens, it is
almost unheard of to cut it off in the middle.

So the money is not at all cash in the sense that it is lying around,
it is simply authority given to the administration to construct the
project and to spend the sums necessary as the bills become due.

And as I say, when you get into the military area, it is somewhat
more difficult because you have got to define what is the project, or
what is the particular weapons system, and how much of them do
you want to fund at once.

But T would generally agree that it is useful to go full funding.

In AEC, the Atomic Energy Commission, with some exceptions,
most of the big reactors are full funded. The Congress provides the
entire amount all at once. .And again you know what you are doing.
There are some exceptions, but generally that is true.

On the SST, one might fund 4-year research appropriation.

So at least you know what is in front of you, at least part of it when
you are called upon to vote on it.

Representative Moormeap. In your testimony yvou suggest the crea-
tion of a nonlegislative committee to review the Nation’s basic mili-
tary posture, force levels, and so forth. It seems difficult to get a new
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committee created in the Congress. Do you think that the Joint Ec-
onomic Committee could perform this function

Mr. Scaurrze. Well, if you tell me you cannot get a new committee,
yes, sir, clearly. It ought to be done. It is not that I think the Joint
Economic Committee 1s not capable of doing it, but I think ideally
we would be better to have a committee composed, in part, of mem-
bers from the Armed Services and Foreign Relations and in part
other members with domestic interests.

However, if you tell me that is impossible, rather than not having
it done, it seems to me it ought to be done.

Representative MoorHEAD. You think that it is necessary to have—
it would be ideal to have members from the Armed Services?

Mr. Scauorrze. I do, sir.

Chairman Proxmire. Would the Congressman yield at that point?

Representative MooraEaD. Certainly.

Chairman Proxmire. Does not the Joint Economic Committee con-
sist of that? We have members of the Armed Services Committee
and the Foreign Relations Committee, and so forth, on this committee.

Mr. Scaurize. You are putting me in a bind, Senator. Yes, you do.
But you don’t have the senior members.

Chairman ProxMmire. Senator Symington is a senior member. And
Senators Fulbright and Sparkman, the two ranking members of the
Foreign Relations Committee are on this committee.

Mr. Scaurrze. I withdraw that, obviously. Nevertheless it seems
to me that a new committee should be established for this purpose.
But if a new committee cannot be established, it seems to me to be
important that it be done, and the Joint Economic Committee is in
a position to do it.

Representative MooruEaD. It may be that we should attempt this
as an existing committee. And if we could do at least a good enough
job to show Congress that this is a valuable exercise, then it may be
that we should create a new committee. But before a new committee
is created maybe this committee should undertake that job.

In your testimony you discuss bringing down the conventional
force—the expenditure for conventional forces down by some $10
billion. Do you, in your book, discuss the hows and wheres as to
that ?

Mr. Scaurrze. Yes, sir. I can give you a very approximate rundown.
The key elements are these. The military budget incorporated in the
central projection—before I come to the reduction—is based on a
pre-Vietnam military strategy, the two-and-a-half war business. And
the conventional forces to meet those contingencies would be some-
thing like the following, the major elements: 1914 active divisions
and seven high priority reserve divisions; 23 tactical air wings; 15
attack carrier task forces; and appropriate accompaniment of anti-
submarine warfare, antiaircraft, airlift, sealift, communications, and
general support.

Now, if one went from a two-and-a-half war to a one-and-a-half
war assumption, out of the 1914 active divisions one could take out
five to six divisions with their equipment, training and everything
that goes with it. One could take out three to five air wings, one could
take out six carriers and their task forces and all that went with it,
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and a pro rata accompanying amount, of, as I say, antisubmarine,
antiaircraft, communications, support, and the like.

When you total up the cost of those divisions and air wings and
attack carriers and a task force accompaniment, and all the things
that go with it, it comes to just about $10 million in roughly today’s
prices. That is essentially it. That would still have you with very sub-
stantial conventional forces. But this is roughly what one would take
out.

Representative Moorueap, Aircraft carriers would still have an
absolute superiority over all the communications of 9 to 0?

Mr. Scaurrze. That is right, 9 to 1 helicopter carriers, that is cor-
rect. And as a matter of fact, if one changed the method of deploy-
ment, you could possibly shift some carriers from the Atlantic into the
Pacific, giving you more force than you think.

In other words, the recommendation here would go from 15 to 9, but
the nine might be so deployed as to give you a quicker striking force
than the nine as now deployed would give you.

Representative MooruEAD. You mentioned one or possibly two heli-
copter carriers. If we started counting those carriers we should also
count our antisubmarine carriers which we could also use for heli-
copters?

Mr. Scauvrrze. That is correct.

Representative Moorurap. The reduction of $4 billion in the stra-
tegic forces, can you specify that as to the ABM, the MIRV ¢

Mr. Scaurrze. The $18 million, which is the central projection, al-
lows for the procurement of most of the following items, in other
words, there are $4 billion in the 18 for the following items: ABM,
MIRV’ing as currently planned, AMSA, the new continental air de-
fense system, and significant research effort on ULNS, the long-range
underwater system—the successor to the Poseidon, the long-range un-
derwater system, these five elements.

Now, if you went to the lower alternative from 18 to 14, ABM would
be reduced to a research effort, MIRV’s would be stretched out and
slowed down, they would continue, but at a lower pace. Very specifi-
cally, one might not MIRV the land based missiles, which presumably
are now vulnerable, as we are told, but would go ahead and MIRV
some of the Poseidon. AMSA would be held a research effort. The new
continental air defense system would be scrapped.

You would continue with a significant research range effort with the
long-range successor to Poseidon. This set of policies would save in
the neighborhood of $4 billion a year, something like that.

Representative MoorEEAD. Testimony such as you have just given,
this committee, or ideally, your proposed new committee would hear
and recommend in a report to the Congress, is that your thought?

Mr. Scarrrze. Correct. The basic idea of this—it seems to me it is
realistic, although it is difficult to draw these lines—is that the par-
ticular committee I have recommended would not primarily concern
itself with specific details of weapons systems or procurement or with
the narrow issues involved. It would look at the broad alternative
possibilities providing rough budgetary magnitudes. Now, rather than
attempting to pin it down precisely it would look at the rough overall
alternatives. That is correct, sir. But it would not get itself into great
detail with respect to individual weapons system.
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Representative Mooraeap. I think that shifting from 15 to nine air-
craft carriers, and whether we should do it by not building new ones
or scrapping or mothballing the old, should be something that the new
committee should determine.

Mr. Scuurtze. Whether the new doctrine of one-and-a-half wars
is consistent with 11 carriers, or eight, or whether it is four air wings
or five, or whether it is six divisions on pull out or four, these are
the sort of things that need not be precisely done, but simply indicate
here the broad alternative facing the Nation. And here are what the
rough costs of them are, not attempting to nail it down specifically.

Representative MooruEap. Thank you very much, Mr. Schultze.

Thank you, Mr. Chairman.

Chairman Proxmire. As a practical matter, would you see any
objection to having this new committee as a subcommittee of this
committee? Perhaps we could add some other members of the Armed
Services Committee. We have Senator Symington and a very strong
representation from the Foreign Relations Committee, with the chair-
man and ranking member. And then we could better coordinate this
whole process through actual work in one committee. We have a lot
of objection to proliferating committees. And, I think, this committee
is off to a running headstart in working toward the priorities. This
is the second vear we have had it. .

Mr. Scnortze. It seems to me that that is a quite possible alterna-
tive. T would add that, I think, in order for it to be done right it
would be a subcommittee with a pretty significant staff. I think these
are the kind of things that should be done initially.

Chairman Proxmire. It would take a good bit of staff work on the
Joint Economic Committee to succeed. I talked to the staff director,
and he said it would take several additional staff personnel to do it.

Mrv. Scrrrrze. At least.

Chairman Proxarre. Can you tell us how you arrive at your figures
for spending in the Vietnam war? As you know, the administration
has chosen not to forecast Vietnam outlays. You assume we will be
spending only $1 billion by fiscal 1975. How did you develop this
fieure? What is it, $12 billion now, which the administration will not
admit to, and $1 billion in 19757 This seems to me a happy, quite
optimistic prediction.

Mr. Scavrrze. Let me dispose of the $1 billion. That is simply a
symbol. The fact is that even if Vietnam is completely over there
might be some economic and other aid to South Vietnam. T don’t put
much on the accuracy of the $1 billion.

Chairman Proxyrre. In Southeast Asia.

Mr. Scaurrze. I am sorry, in Southeast Asia. I don’t put much on
the $1 billion, it is simply a token amount, rather than having zero
we put a token amount.

Chairman Proxmrre. This committee has been trying very, very
hard to get an estimate from the administration as to how much they
are spending now, and they would not tell us. In previous years they
have. This year they say they won’t, they say the figures in previous
years were not any good.

Mr. Scuorrze. Two things. First. on the detail of this, I would
suggest that you might get it from William Kaufmann, who will be
testifying here later, because he is the one who put it together in de-



2]

tail. Essentially the projection runs as follows. By some research one
can get the amount of aircraft attrition, ordnance expended, artillery,
et cetera, and the amount of construction done during the peak year
in Vietnam.

This comes to $23 billion as the cost for fiscal 1968—fiscal 1967 was
very close to the same thing—if one goes through in some detail
and tries to estimate from the various published sources the cost of
Vietnam in terms of what it cost us over and above what we would
have been spending anyway on the military.

Secondly, by associating that cost with the number of military per-
sonnel, it 1s possible as you phase down the personnel to make some
rough rule of thumb estimates as to what this does to all the as-
sociated costs. In this turn we did. We then assumed that by the end
of fiscal 1971 there would be 200,000 U.S. troops left in Vietnam. That
was an assumption. If the 150,000 troop withdrawal that President
Nixon has indicated is carried out through next April, and if that
rate is continued through the end of the fiscal year, instead of there
being 200,000 men, there would be about 230,00 to 240,000 men, slightly
more than goes with our $11 billion which we had in the book. That
is why I have $12 billion in this testimony.

Now, this is admittedly a rough way to get at it, but we checked
it out in two or three different styles of estimating, and it seemed to
come out about right.

Chairman Proxyire. Has the widening war in Cambodia changed
your forecasts for Vietnam spending?

Mr. Scrurrze. Basically it seems to me it is far too early to tell
that. Without predicting what the consequences 6 to 10 months
from now are going to be, it is impossible to predict what the impact
of Cambodia will be. Another big search and destroying mission
1s not of itself going to change that substantially. The question is,
What are the consequences of that to the future withdrawal schedule?
And that T am not in a position to predict.

Representative Brown. Would you yield just a moment?

Chairman Prox»irre. Yes, sir.

Representative Browx. I think it is obvious that you are basing
your prediction on the assumption that the President’s timetable will
be followed.

Mr. Scaorrze. The numbers we have here indicate that.

Representative Browx. If the Cambodian campaign does what they
say it will, it will make that timetable possible.

Mr. Scaurrze. Let me state this carefully. In order to get the num-
bers that are incorporated here, that is correct. That timetable can-
not be slowed down. That is the assumption used here. T am not com-
petent to predict whether it is going to occur or not, I do not know.

Chairman Prox»re. But there has been an announced suspension,
temporary suspension of the troop withdrawal, a temporary halt until
sometime in July.

Mr. Scutrrze. That is right. And the longer that lasts the more
the costs go up.

Chairman Proxyire. And the more the costs go up the more you
will have to withdraw later?

Mr. ScrurrzE. Let me make one thing quite clear. The budgetary
consequences of withdrawing 150,000 men evenly throughout the yea:
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are quite different than withdrawing the same 150,000 men con-
centrated at the end of the year. The latter gives you much higher
budgetary costs than the former.

Chairman Proxarre. I am intrigued by your assertion that a scale
down for a 214 war to a 114 war planning basis creates the possibility
of a $10 billion reduction in the annual cost of our conventional forces.
The problem is, as you point out, that the military argue that our forces
were never capable of handling the 214 war contingency in the first
place, and that scaling down to a 114 war planning basis does not
imply a reduction in forces or budgets. In fact, as you probably know,
Secretary Laird has made such a statement himself.

How do you reply to this argument ?

Mr. ScHULTZE. My argument on that is, particularly from the point
of view of the Congress, it seems to me the burden of proof is clearly
on those who indicate that a radical change in planning guidelines
doesnot carry with it a substantial reduction in armed forces.

Chairman Proxmire. They said it would not be a radical change,
because they are talking two and a half wars, but actually planning
and budgeting one and a half wars.

Mr. Scaurrze. No, sir, that I disagree with. And this is one sec-
tion—this is one of the reasons—there is a section that is maybe 10
pages in the priorities book addressed to the specific relationship be-
tween the two and a half wars and the armed force strength we had.
The 2.7 million men, the 19 divisions, the 23 air wings, the 15 carriers,
were explicitly programed to each of those contingencies.

There was a specific programing for a NATO war, taking the con-
sideration, the possibility of what the Warsaw Pact could get onto
the battlefield within 10 days, 30 days, 90 days, and the rest. There
was a specific evaluation of what would be needed during premo-
bilization stages in a conflict against the Chinese. These are carefully
worked out—I am not saying they were necessarily correct, but they
were not arbitrary, and the forces were quite explicitly designed for
a two and a half war. For example, six carriers in the Atlantic, two
in the Mediterranean and four backup.

Chairman Proxumire. Then we ought to have $10 billion reduction.
Where would it be in the 1970 or 1971 budget ?

Mr. ScHULTZE. It seems to me it is something that we would probably
have to face in over a period of 1 or 2 fiscal years. My hunch is

Chairman Proxmigre. Both 1970 and 19717

Mr. Scuurrze. No, sir. If it is going to come about we will see it
in the 1972 budget. There is nothing in the 1971 budget to indicate
this. The 1971 budget reduction from the prior year 1s pretty much
accounted for by simply a phase down in Vietnam on the present
schedule.

Chairman Proxaare. I understood the Secretary of Defense to
announce that they were operating on a one-plus war planning basis.
If this is so, it seems to me it should apply to the 1971 budget.

Of course, this also comes up in the Guam doctrine enunciation
which explicitly said the same thing. You interpret that as an indica-
tion of a one-plus war?

Mr. Scuurrze. It is explicitly in the President’s state of the world
message. It is very explicitly stated there. Secretary Laird has stated
it. I think what has happened, however, is that practically speaking
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this generates a substantial amount of controversy in the Pentagon
to translate these new planning guidelines into force leve's. And that
fight has not yef been decided, as to exactly how this is going to he—

Chairman Proxamre. Anyway, logically you feel that this should
translate the 1972 budget into a $10 billion reduction, if they put
their money where their mouth is, and the Guam doctrine and also
the one-plus war planning assumption is carried out ?

Mr. Scuurrze. With the minor exception that it may take two budg-
ets to run this through. But otherwise, yes, sir.

Chairman ProxMire. Just to clear up the situation with respect to
the fiscal dividend, table 1 of your testimony: The Joint Committee
on Internal Revenue Taxation staff a few days ago presented revised
estimates of Federal revenues of fiscal 1971. If the proposed tax
legislation does not materialize, and I suspect that much of it will
not materialize—that staff estimates we would be operating at a deficit
of over $9 billion.

Would you present for the record the way your 1975 projection
would look in the light of these new figures?

) er. Scuvrrze. I would have to ask it for the record. I could not do
1t here.

Chairman Proxmire. For 1975 by your caleulation it would be
minuscule.

Mr. Scaurrze. You would have to do a good bit more work to be
sure that changes in the 1971 base affect the 1975 projection. I am not
quite sure it would. But I would want to take a look at that, and I
cannot answer it at the moment.

(The following information was subsequently supplied for the
record by Mr. Schultze :)

The budget submitted to the Congress in February estimated FY 1971 expendi-
tures at $200.8 billion. In May this estimate was revised to $205.6 billion. Further
developments since this make it likely that FY 1971 expeditures will range
between $208 and $210 billion. A very tentative examination of the detailed
causes of these expenditure reestimates leads me to believe that my original
1975 expenditure estimate of $253 billion should be revised upward to $260-$262
billion. On the other hand, it now appears likely that 1975 defense expenditures
might be somewhat lower than the original projection—perhaps by $3-$5 billion.
On balance therefore, the overall expenditure projection of $253 billion for 1975
might tentatively be revised to a range of $255 to $260 billion. I see no reason
at this time to revise the 1975 revenue estimate ($276 billion).

Chairman ProxmIire. Research and development funds have risen
dramatically since 1960, military, R. & D., independent research and
development, space, atomic energy, and so forth. And yet we have
significant testimony from these like Dr. DuBridge that the results
are disappointing. Is this an area where a shift or cut or reordering
could or should take place? For example, would it be wise to move
through grants by National Science Foundation and less through space
and military research funds?

Mr. Scuurrze. I hesitate before leaping into that one, Senator.

I think one might say two things with respect to it. First, what has
happened apparently is that between 1955 and 1966 or 1967 the overall
research budget grew very rapidly. Since 1967 the actual dollars
devoted to research have come down somewhat in the aggregate,
whereas costs continued to rise very dramatically. So that the research
establishment got used not only to a very fat life, but a very rapidly
escalating life, you might say, and all of a sudden in real terms it is cut.
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That is the background, it seems to me. This is 3 years of reductions
after a period of rapid increase.

And next, it was always the idea, never realized in practice, that the
National Scirnce Foundation would be the balance wheel, and that
basic research could gradually be moved over. More of it could be done
by NSF. Should there be a cut in space R. & D. or something in defense
R. & D., NSF could pick up at least a purely scientific part of that.
That was the idea. It has never happened in practice because NSF
could never get the budget necessary to get to the point where it was
big enough to swing enough weight to do this. The general thrust of
my answer would be—there might be a lot of exceptions—that yes, you
are correct, that some of this basic research could undoubtedly be bet-
ter done, swung over to NSF and done as basic research, rather than
mission research by the Pentagon and others.

Chairman Proxymre. In spite of the enormous amount spent by the
Federal Government on research, I am sure more than any other gov-
ernment in the world in proportional terms, we are losing ground in
many areas of research, not military research or space research, but
many other areas of research that are important to our commercial
activities.

Mr. ScaurtzE. I have heard that. 1 am not sure how true that is.
Research proponents often press a program on grounds that say that
you have got to, if we don’t do it somebody else will, although I have
some skepticism about this kind of argument.

Chairman Proxaire. Congressman Brown?

Representative Brown. Mr. Schultze, I have had only a brief oppor-
tunity to look over your prepared testimony. I am sorry I was not here
when you began.

You talk about tax policy as the base by which we make a choice be-
tween public and private goods. In point of fact, cannot the public
sector enlarge its share of national income without raising taxes?

Mr. Scaurrze. Given the tax system we now have, Mr. Brown, at
least when we project it out with economic growth, it maintains very
roughly the same percentage of GNP. Now, the reason for that is. on
the one hand the individual income tax is progressive, and that takes
a larger share. But our whole excise—the excise tax part of it gen-
erally tends to take a smaller share. For example, taxes on gasoline
are gallonage taxes and do not reflect inflation. So when you balance
it all out, I think there might be a very, very minuscule upcreep in the
share of GNP taken by the Federal Government even without raising
tax rates, but it is very, very small. And finally, that is more than
overbalanced by the fact that the 1969 tax reform law automatically
phases in over the next 5 years a number of reductions which more than
offset any increase in share that the system might gradually wring out
of the economy.

Representative Browx. Of course, what I was talking about was over
the past 5 years. And that is a sharp increase in public debt.

Mr. Scaurrze. But the percentage of the total national income or
gross national product taken by Federal expenditures and revenues
has fluctuated in the 20-percent levels for the last 15 to 17 years, and
bounded up a percentage point at the peak of Vietnam. But that is
about it. -

Representative Browx. Isn’t the current inflatton due to the failure
of previous administrations to face the choice between public and pri-
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vate goods, in other words, not to pay as we go, but rather finance our
expenditures in the public area through increasing our debt?

Mr. Scutrrze. It is indeed true that failure to get a tax increase
early enough—Ilet us lay part of the fault on the administration—and,
in part, 18 months after the administration recommended it it came
through. In any event, lateness on the part of both the administra-
tion and the Congress helped get inflation started; there is no question
of that.

lepresentative Brow~. There is some difference between the pre-
vious administration and the current administration. The previous
administration had a very friendly Congress, whereas the current
administration has some problems in a partisan sense with the Con-
gress. I do not know whether the blame should be placed with Congress
or the administration. I suppose in a partisan sense it winds up in
the same place.

Mr. Scirvirze. And after 18 months it seems to me it is a little
rougher and rougher all the time to lay the blame on the prior admin-
istration. I think there is a lot of blame to be shared equally.

Representative Browx. I really think if the budget was balanced
and an attempt was made to keep it balanced we would move econom-
ically in the right direction.

Mu. Scurrrze. It would be very helpful, that is right.

Representative Browx. How do you think we can insure that in the
future we make our decisions between public and private goods
through a choice in tax policy rather than through the debt field?

Mr. Scuvrrze. Mr. Brown, there is nothing you can do that will
insure that. The major suggestions I have made today

Representative Brow~. Let me point out that some State govern-
ments have a statutory requirement that they not have public debt
without public vote.

Mr. Scurrrze. I think that would be dead wrong for the Federal
Government. It seems to me there are times—not at the present.

Representative Browx. Would you want tosay why ?

Mr. Scuurtze. Surely. There are times—the early sixties being a
case in point—where a deficit is a very desirable thing. I think in the
early seventies it is just the opposite, because economic conditions are
quite different. We should be running a fairly substantial surplus. And,
I think, the deficit or surplus should be proportioned to the need of
the times, whichever it might be. And these are different in different
periods.

Representative Brow~. The reason for the need of a surplus is be-
cause we had a substantial deficit,isn’t it ?

Mr. ScuULTZE. No, sir; I do not think so.

Representative Browx. They are not related ?

Mr. Scaurrze. I am not saying that they are not related, but that
is not the basic reason for the need. It is not that you have to make it
up.

Representative Browx~. I understand that. The sharp increase in
debt creates certain economic circumstances.

Mr. Scuurrze. That is not the basic reason for the need for a sur-
plus in the first half of the 1970°s. The basic reason for the need for that
surplus is given in the significent increase in the private investment
share of the GNP, given the desirability of rating the share of our
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national income going to housing, that we cannot get the kind of mone-
tary conditions to do that without a surplus. Under other conditions
where housing demand and business investment demand are weak we
need another policy. But I do not think the way to get the right policy
is to legislate for a surplus forever. I think there are times when there
is a need for deficits, and a time when there is a need for surpluses,
and now we do need a surplus.

Representative Brown. Let me ask for broader comment with
respect to your statement where you make certain economic assump-
tions. How competent are you at this time to predict that we will
enjoy these economic conditions 2 or 3 years from now?

Mr. Scuuurze. Not terribly competent on the one hand. But, I
think, I agree with the administration that you do not have much
option but to play the game in that direction. If it does not work, we
may have to adopt new policies. But it seems to me that this is what
we ought to be aiming for. With one major exception, I think current
policies are pushing in that direction.

Representative Brown. What would you cite as an example ?

Mr. Scuauurze. This is primarily one having to do with an incomes
policy, wage-price guidelines, and the rest. But on fiscal and mone-
tary policy it seems to me the administration is playing the kind of
ball game I have outlined here.

Representative Brown. Might not the income policy be contradic-
tory to the other policies being pursued ?

Mr. Scuurtze. I do not think so. It seems to me it would not threaten
it. I do not think it would be a panacea. But, I think, they would be
marginally useful. And since the economy has been cooled off, in mak-
ing it a quicker time for that cooling off to be reflected in price and
wage decisions it seems to me

Representative BrowN. Are you suggesting imposing a ceiling on
inflation ?

Mr. Scrurrze. The economy has passed the peak. What is needed
now is to make sure that that gets refiected in price decisions and wage
decisions.

Representative Brown. Would you say inflation is also past the

eak?
P Mr. Scauvrrze. I am not about to predict that. Everybody that has
been predicting that in the last year has been wrong.

Representative Brown. Aren’t you saying that you would cool down
the inflationary situation faster by an income policy ¢ Do I understand
you correctly on that point?

Mr. Scaurrze. Basically, yes, that is right.

Representative Brown. Let me ask you further about these ap-
proaches on the international side. You say in your statement that in
recent months the administration has indicated that future military
force planning would be based on a contingency of one and a half wars
rather than two and a half wars, and that the two-and-half-war con-
tingency is what had been assumed previously. You also estimate scal-
ing down our military expenditures by $10 billion. Obviously that is
not entirely a decision that can be reached just on the basis of the
economic circumstance of our domestic society.

Mr. Scaurtze. T agree.




27

Representative Browx. Where, in your opinion is the best place to
make the difficult decisions between domestic desirabilities and the
economic demands of our foreign policy? Is it within the open forum
of Congress? Is it within the Joint Economic Committee? Is it some
place in the administration ?

Mr. Scaurrze. First it seems to me that it obviously has got to start
with the administration.

Representative Browx. Where in the administration do you think
that decision can best be made? Where in fact does it have to be?

Mr. Scaurrze. I think what has to be done is, given the new reorga-
nization plan as a joint effort, it seems to me, starting with the Na-
tional Security Council and its staff

Representative Brown. And its assessment of foreign circumstances ?

Mr. ScaurtzeE. And the military implications of that assessment.

Representative Browx. It requires the United States to meet the
foreign problems which we face as a nation, is that what you are
saying?

Mr. ScuurtzE. Always presented in terms of alternatives, Mr.
Brown. And the reason for that is, there is no such thing as absolute
security, there is no such thing as absolute meeting any of these con-
tingencies. And what one buys when he is buying insurance

Representative Browx. Frequently there is no such thing as an in-
sured assessment of what we face in the foreign field, isn’t that also
correct ?

Mr. ScuuLrze. Yes.

Representative Browx. Because we are often dealing, in the foreign
field, with closed societies rather than open societies such as our own?

Mr. Scuurrze. That is part of it, I agree. I do not think the lack of
information is the major part, but that is part of it. My only point,
however, is that it seems to me that ultimately the President has to be
presented with 2 series of alternatives in terms of alternative military
implications of foreign policies and the consequences for domestic pro-
grams. And these have to be balanced—you cannot say, “Here is ab-
solutely what we need for the military, and everything left over is for
defense,” nor can one say, “Here is what we have to have for the do-
mestic side and everything else left over is for the military.” They
have to be balanced. The only way I know that that balance can be
done is a joint exercise in which the National Security Council staff,
the National Security Council, the Domestic Affairs Council, and the
Budget Bureau participate in terms of presenting to the President
the alternatives and their consequences. '

Ultimately, in terms of what is going to be presented to the Con-
gress, he has to make up his mind. But it seems to me that his mind
can be made up in a sense more intelligently on a more informed basis
if he is presented with three, four, or five major sets of alternatives.

Representative Brown. But it is his decision that he comes up with?

Mr. Scaurrze. Ultimately it has to be.

Chairman Proxaure. I would like to ask you, Dr. Schultze, to take
off your hat as an expert budget director with your background, and
so forth, and give me your reactions as a human being with strong
value judgments and with strong feelings on how our priorities
ought to be ordered. The reason I ask the question is that I did not
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want to read anything into your remarks to indicate that we can
properly cut the military budget.

Your substantial projection, for example, of a $62 billion budget
in 1975 is going to be simply a projection, not an indication of your
own feeling. In your book you indicate that we can have a big cut
in space programs for instrumented exploration instead of manned
exploration. You said this morning that you think one way of getting
to the public works problem is insisting on Federal funding.

At the same time, however, you seem to put a lot of emphasis on
putting mere of our resources into the public sector. Galbraith and
others have said that the private sector priorities should be lower
than those in the public sector.

Presumably this 1s in the area of family assistance, education, pol-
lIution, and areas of that kind. Is it fair to make these assumptions?
As T said, T do not want to read anything into your remarks. At the
same time you are very helpful to us because you are someone who
has given these things a great deal of thought and your value judg-
ment would be very valuable to us.

Mr. Sccrrze. I guess in order of priorities, of listing priorities,
my own personal view is that the low end of the military budget al-
ternatives I have indicated is one that is perfectly consistent with
what appears to me at least to be the foreign policy and the national
securitv interests of the United States, that with a more restrained
strategic nuclear posture, and with a conventional war posture scaled
down to the one and a half war situation, the United States is still
an awesomely powerful nation but it has at least cut its military
cloth to fit its legitimate interests in the rest of the world. And I don’t
think we buy anything, really, anything significant for the national
security of the United States by going much beyond that. That is
No. 1.

Point No. 2, before I start taking more resources out of the
private sector and putting them in the public sector, I would person-
ally also want to have at least some modest shift in resources from
a number of older, not particularly efficient, not particularly desirable
programs, into new social programs. And, I think, the other times
before this committee T have indicated some of those areas.

I think a lot of them have to do with various outmoded subsidy pro-
grams which generally tend in many cases to give subsidies to people
who do not need them, and, as a matter of fact, in very many cases then
to give them to people who already have unconscionably high incomes.
I do not know how much money one could pick up that way. I do not
think it is a large amount, but, I think, it is worthwhile. Obviously
even a budget director or an ex-budget director should not laugh at
picking up $2 to $4 billion over the next 4 years for some of these.

If we did that it would give us something between $30 and $40 bil-
lion in free budget resources that it would be growing into by 1975.
I am not convinced, I am not sure, in terms of how we can effectively
spend the money, or whether we need any more than that. I think there
are large areas of public need that could well and effectively use that
money, reallocated primarily from other parts of the budget. But I
am not sure whether there is a need to go beyond.

I would say, however, that personally I see no reason why, if it
should turn out that the needs of our cities, of pollution control, of edu-
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cation, of income maintenance, are such that you need more, that there
is anything sacred about a 20-percent share in the national income.
There is no law of nature that says 20 percent is the right amount.

Chairman Proxatke. The trouble is when you get into that is that
I am not sure that you do not recollect your housing program. So much
of that depends on an economic situation where your fiscal policy is
tight enough so that you can free funds to the private sector that can
be invested in housing. And you place as all of us place, a high priority
in moving ahead in housing.

Mr. Scrurrze. I agree. But I do not think it is inconsistent. One
example, as I indicated earlier, you could pick up $4 billion in addi-
tional revenue simply by refusing to let those auto excise and tele-
phone taxes run off. You could pick up $4 more billion simply by
i:a.nceling half of the scheduled net reduction in the 1969 tax reform
aw.

I am not suggesting that that is either politically wise or at this
stage absolutely necessary. I would prefer to get the other $35 billion
first and then see. But I certainly would not be shocked if it turned
out we would go from 20 percent of the GNP to 21 percent.

Chairman Proxmire. You refer to “the present pause.” How long
do you expect the present economic pause to last? Would you call it a
recession at this point? If not, why not?

Mr. Scuurrze. First, I do not know how long it is going to last. I
wish I did. I do not think I would yet call it a recession. I go not par-
ticularly see an awful lot of merit. except on the partisan side, in get-
ting into the semantics of it. It is close enough for one reasonable man
not to label it a recession, and for another to label it a pause. But it
Is so close that I do not want to get involved in that. I do not see
much point to it.

Clearly if the economy continues to behave in the next quarter or
maybe two quarters the way it has behaved in the last two, it is clearly
a recession. If push came to shove, I guess I would say I think the ad-
ministration with respect to the way the economy is going to behave
is more likely to be right than wrong; namely, it will turn up
gradually. '

With respect to what is going to happen to prices, on the other hand,
I am somewhat less sanguine. But I still find it hard as an economist to
believe that this kind of economic sluggishness will not eventually get
its way into the price index. It has not vet. I think, as I indicated in
the colloquy with Mr. Brown, that time can be speeded up by the use
of the Presidential power and authority in terms of guidelines and
jawbone. But I hate fo predict.

Chairman Proxamre. Unemployment has been rising, and rising
rapidly and steadily for some time now, from 8.3 up to 4.8 percent. We
have 5 million people out of work, every administration official has
testified, including Arthur Burns, and others, that they expect unem-
ployment to continue to increase for a little while and then hope it
will ease toward the end of the year.

Under these circumstances do you think we have a sound fiscal-
monetary policy

Mr. Scatrrze. My own preference would be for a somewhat more
rapid growth in the money supply. And secondly, repeating myself,
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aCCIQHlI)ally fiscal and monetary policy by something on wage-price
policy.

Chairman Proxarre. Do you feel that if you use your wage-price
guidelines, or anything short of freezing prices and wages, that we
can get down to 214 percent inflation by 1972, 1973, without having
anything more than 4 percent unemployment? Will the present poli-
cies do the job?

Mr. Scaurrze. I do not know. I will say this, that T do not think
we have any option but to play that game. By that I mean, I do not
think morally or any other way, politically, morally or any way you
want to look at it, that we can play the game of either the major increase
in unemployment to bring those prices down, or secondly, holding to a
5 percent unemployment, rate indefinitely. I think that the concept of
holding to a 414 to 5 percent unemployment rate for a little while, may
be a half a year, or something that, with the hope that that is going to
pull price increases down, is the only way you can play the game. If it
turns out you are wrong, and if it turns out that as the economy starts
to move back we get no relief on prices, then we may have to recheck
this. But it seems to me that we

Chairman Proxmire. You say it is the onlv way to play the game.
Are you throwing out the notion that we could have a freeze on wages
and prices? A number of responsible people have so proposed.

Mr. Scaurrze. I would not say that a freeze on wages and prices
would be desirable. I think there are periods—the Korean svar being
an example—where it was, for particular reasons.

Chairman Proxmire. What is it now?

Mr. Scaorrze. The Korean war inflation was a terrific, explosive
rise. Prices went up 10 percent in about 6 months. And the price-wage
controls knocked psychology in the head. And prices in most cases
actually fell below the ceiling. It was a one-shot affair.

Now, given all the other tensions in society, given an unpopular war,
to maintain over a substantial period of time a price-wage freeze in an
economy which is already sluggish, I think, might prove extremely
difficult and damaging to the Nation. Although if it turns out that
in the end that as we try to move back to 4 percent unemployment, and
prices accelerate again, then, I think, very seriously you are going to
have to think of other measures beside fiscal and monetary policy to
handle it.

T am not at the moment able to prescribe such measures. But I do not
think we ought to write that policy off, namely, that fiscal monetary
policy ought to cool the economy enough to get prices down.

Chairman Proxmire. We really have not solved the problems of
trying to get inflation under control without excessive, unacceptable
unemployment.

Mr. Scaorrze. That is right, we have not.

Chairman Proxmrre. Congressman Brown?

Representative Brown. Let me pick up that point. Would vou agree
that the historical pattern in a pause or recession has been that prices
do not yield until the recovery begins to get underway or the pause
has bottomed out ¢ Isn’t that a fair assessment of the pattern? I think
in particular of 1958, when the prices did not seem to yield until we
were pretty well underway ?
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Mr. Scruraze. I would want to check it for the record, because my
recollection is—the first thing we have to remember is that the 1958
recession lasted—it was a deep one, but the down phase only lasted
two quarters, or maybe three at the most. T think it was two. And it 1s
true that technically the economy was starting to turn back up. We
got a leveling off in prices.

However, I think that was much more dne to the time lag problem
than the fact that you have got to wait for recovery. In other words,
1t does take time for the cooling off of the economy to affect prices and
wages. But it has been an awful long time, that is the problem.

Representative Brown. Let me present an idea. As you point out,
in 1958 the down-turn was relatively sharp, but the period of time,
starting when it dropped off until things were in fair shape again,
was about a year or five quarters. By that time prices had leveled off
substantially from the percentage of rise when the recession began.
Now, if we assume that the current Administration is trying to deal
with prices on the basis of a limited pause as opposed to a sharp reces-
sion, would it follow that the pause may have to extend over a some-
what longer period before the impact is felt on prices. Do you follow
my argument ?,

Mr. Scaurrze. I follow your point. And there is something to that.
I think the disappointing thing is that even if 1958 prices were not
really accelerating, and they were rising at a much lower rate than
they are now. I do not remember the oxact timing of it. The real
problem is that now, after a period of almost a year, there has been
practically no economic growth, while capacity is growing, and rising.
There is as yet no absolute indication, however much people may pre-
dict, of any slackening in inflation. And there is indeed some minor
acceleration in there, depending on which particular month’s figure
you are looking at. And I think that is the disturbing thing.

I am not saying that prices won’t begin to behave better. I do not
know. But, I think, it is disturbing that almost everybody expected
them to behave better sooner.

Representative Browx. In a sharp recession the psychology of in-
flation can be broken very quickly, because people see sharp increases
in unemployment—and T mean increases beyond the 4.8 percent that
W6 are experiencing currently—or when profits drop off drastically,
all these things have an impact on inflation psychology. When there is,
as you describe it, a pause as opposed to what is identified as a sharp
recession, it occurs to me that the breaking of inflationary psychology
takes a little more time than the impact of a sharp recession. Perhaps
we have seen an indication of that recently in the stock market.

Mr. Scaurrze. I think quite apart from the problems of the unem-
ployment rate that is created from doing that, there is a major prob-
lem of a sharp recession in that, (a) can you control it, (b) there is
almost a law of nature that once the economy moved down like that
very rapidly, that the turn-around and the policies taking the turn-
around are going to be a bit panicky, and you may undo a lot of good
by rushing back up again. And hence, it seems to me that there is
some problem with a very sharp shock to the economy in trying to
do this.

Ithink doing it more gradually is better.
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Representative Browx. Asa matter of fact, it took 5 years or longer
before the unemployment rate fell below 4 percent, after the 1957-58
recession.

Mr. Scaurtze. Really 7 years.

Representative Browx. I guess that is right. So it took a while
before we finally recovered in the social sense, if we can put it that
way, from this experience.

If you substantially reduce programs, won’t that have a rather
substantial impact on the $30 to $35 billion that we are going to have
by 1975 to spend on increased social programs?

Mr. Scrurrze. I had indicated that my projections come out with
much less than that. I was saying that 1f you adopt a low military
budget alternative, and if you pick up some of these other things,
you might get up to $30 billion. It was not that you had to do that.
T start with $13 billion as what is available on the basis of current
trends and policies and say that by operating with a low military
budget, and by careful review of other programs, one might raise
that $13 to $30 or $35 billion.

Representative Browx. And the possibility of an increase both in
taxes and deficit-financing enters into that picture; does it not?

Mr. Scuuurze. Yes; as I indicated in answer to the chairman, it
seems to me that that is what personally I would like to see done first.
And then secondly

Representative Browx. You mean the tax resources?

Mr. ScauLTZE. No; the lower military budget and reviewing other
programs first. And then if it turns out that this will not meet our
needs, then review the tax picture.

Representative Browx. Let me get into one other area. Don’t our
national security expenditures also have other impacts on our econ-
omy? For instance, if we ask the Germans and Japanese to assume
more policing and defense responsibilities, what does this do to their
public and private expenditures and their ability to compete with us?
Tor instance, would they be able to put steel down on American docks
cheaper than we can produce it?

Mr. Scronrze. T hate to say it, but, I think, the obvious answer is
that in some cases other countries which are investing a very large pro-
portion of their resources in plant and equipment, 1f they devoted a
commensurate share of their national income to defense as we do, they
would at least find it more difficult to invest that much, probably they
would be investing somewhat less, and in the long run it might have
an effect on our relative competitive positions in our favor.

However, I do not think the magnitudes are so great that one
could make any easy prediction of this.

Representative Browx. There would be some impact, some place
in the picture, would there not?

Mr. ScuULTZE. Some. .

Representative Brown. Yet when we look back into history, various
international problems have come from those nations which we might
most specifically look to in terms of this assistance at this time. It
makes it a very thorny series of choices, does it not?

Mr. Scrurrze. I agree, thorny choices are involved. On the other
hand, it seems to me that one can project remote possibilities to the
point of impotence. When I think of all the possible ramifications of
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everything we do, almost you place yourself into a corner of impotence,
because there is nothing you can do that somebody cannot show you
how that might lead to undesirable consequences. And, I think, there
is a limit beyond which one should try to predict this, because you end
up otherwise hopelessly.

I do not think that the possibilities that you have raised, while one
has to score them as possibilities, deserve a high enough ranking to
really be considered in terms of the kind of future actions of the
United States with respect to its foreign policy.

It seems to me that those particular ones are relatively low in the
scale, although no one could write them off completely.

Representative Brow~. We presume some withdrawal from our
commitments abroad in terms of troops in Europe and in the Far
East, which will have some impact on the expenditure of our public
funds. It seems to me that that raises some questions with reference
to our domestic economy.

Mr. Scuorrze. My only point was with respect to the impact on the
domestic economy. The withdrawal of resources from the military
budget, for example, it seems to me can clearly be put to good use
elsewhere. Lord knows we have enough needs. I do not really worry
too much about any aggregate depression.

Secondly, with respect to the impact on our allies of them picking up
a slightly higher proportion of the burden, I am not quite sure what
1t will do to their competitive position, but I do not think it is going
to help it. And so from our point of view at least it seems to me that
these are not things that should stand in the way if the programs
are otherwise desirable. I do not think it is really big enough to make
a lot of difference.

Representative Brow~. Your question is whether we can get other
nations to do what we would like to have them do?

Mr. Scuurrze. May I just add, in my own view at least, that in
terms of scaling the military back into its one and a half war assump-
tion, I see no reason why that should depend at all upon a significant
increased effort of other nations. It seems to me one can make a very
good case—which, as I understand it, as a matter of fact, is what the
President did in the state of the world—that it is a very realistic
reflection of our own interest, and does not necessarily have to be
accompanied by a big increase in the policing action of other nations.

Chairman Proxarrre. Dr. Schultze, you have written a book that I
think ought to be—I say “must” reading—I have not said that about
a book before—for every Member of the Congress. And, I think, we
would get a much more logical and sensible operation in the Congress
if we could all read this paper book, $2.95, Brookings, “Setting Na-
tional Priorities.” I say that because I am about to ask you this.

Representative Brow~. There is no cut in this for anybody ?

Mr. Scatrrze. I do not even get one.

Representative Browx. I wanted to protect the ethics of everybody
involved.

Chairman Proxatre. I do not get a cut. In fact, it is in competition
with a book I recently wrote entitled “Report From Wasteland.”

Why 1s it that ex-budget directors, ex-scientific advisors, ex-DOD
officials, and ex-Secretaries of the Interior, propose vast re-ordering of
priorities after they get out of office, which it appears they were unable
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to accomplish while in office? I wonder if there is something about our
institutions that makes it difficult or impossible to think about or ac-
complish these changes while they are in office? Y ou see, one of the pic-
tures many of us have is that the President of the United States, who
after all does play the far more significant part in our priorities, is
briefed every day on foreign policy, and maybe several times a day.

He often meets with the National Security Council. He is exposed
to that view and that emphasis so steadily that it would seem to me
that our principal source of priorities does come—and this is not at
all critical of Presidents Nixon or Johnson or any others particular-
ly—but it does come before the President with something of a bias.

Is there anything that can be done to overcome this kind of a situa-
tion? Could there be regular briefings on economic problems and do-
mestic problems that would parallel # Or is the President just too busy
in his job as commander in chief to significantly change our present
system ?

Mr. Scuurrze. Let me preface, first, obviously, I have no major
solutions which are going to make budget directors much less Presi-
dents, behave that much differently. But it does seem to me that one
of the difficult things about public office dealing with problems from
day to day is that one with all the best will in the world, never really
gets a chance to step back and take a look, not at the minor alternatives
but some of the major alternatives and some of the consequences of
those alternatives, not immediately but down the road 3 or 4
or 5 years—I do not mean just budgetary, but I mean in general—
and that any mechanism which periodically forces high officials from
the President on down to consider formally an explicit alternative
course of action to the one they are now pursuing, before we get so
locked in and so much a captive of our own records which you then
have to justify, that almost anything that would do that would be
worth fifty times its weight in staff resources or whatever else it takes.
to do it.

And it is that business of trying to see whether you are going in
a major way before you get so far down the road that psychologically
and everything else your reputation, political future and everything
else is bound up in it. Obviously there is no panacea. But that business
of stepping back and looking at major alternatives periodically it
seems to me is terribly important at just about every major level.

Chairman Proxmire. How would vou have the President do this?
The Presidency is not really organized for this. When you appeared
before before this committee you indicated, for example, that in
AWACS there was no opportunity to really know whether it was
any good, whether we needed it. Nobody asked the right question, it
just was not put in perspective in terms of the overall priorities.

Mr. Scaurrze. It is my understanding—I do not know what the
nature of the security classification is—that an exercise of this kind was
undertaken sometime last year, to develop major defense and civilian
alternatives for the President.

T do not know what the outcome of this was.

Chairman Proxmire. That is an improvement.

Mr. Scaurrzk. One could design a mechanism maybe twice or three
times a year for a major review of alternative policies. Now, you do not
drag up the same old issues three times a year—I mean the change
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in emphasis, and so on, and so forth. But it is technically quite possible
to provide those alternatives to the President in a fairly organized way
with budget costs, with their normal policy consequences. In most of
these cases you do not make up your mind on one grand strategy any-
way, you kind of inch your way into it. But it helps in inching your
way into it to have the big picture continually, at least two or three
times a year it seems to me, put before you. And I think it is possible.

Again, it does not guarantee anything. But at least it pulls one
back from that inching process and allows one to see where the daily
discussions are leading.

Chairman ProxMIre. You suggest modification of Public Law 801
about 5-year projections of budget costs of proposed legislation. What
can Congress do to insure compliance? After all it is a law now.

Mr. Scacrrze. In most instances it is more honored in the breach
than in the observance because many committees do want to see this
information. .

Chairman Proxmire. Anybody could ask for it and get it under
the law?

Mr. Scaurrze. There might be a fight in some cases and legitimate
quarrels as to what you mean by a 5-year projection, but if a com-
mittee insists on it, it can get it. And if they really insist on getting

Chairman ProxMmire. In your view does this have to be the com-
mittee that has jurisdiction over the particular field? For example,
could the Joint Economic Committee ask for these projections, in your
view ?

Mr. Scuurrze. That I do not know.

Chairman Proxuire. It could try ?

Mr. Scaurrze. It could.

Chairman Prox»ire. Maybe we will.

What is so difficult about a 5-year projection for a specific proposal ?
Why isit so hard to do?

Mr. ScrurLTzE. Let me try with two different examples. Let us take

“model cities.” It would be very difficult to give a 5-year projection of
“model cities,” because it is not based on a formula, it is based on judg-
ments with respect to capability, the planning capability, the using
capability of various cities. It seems to me, with all the best will in the
world that it would be difficult to give a 5-year projection, but one
might give several alternatives based on several assumptions. On the
other hand, you take something like the “family assistance plan,”
while one can make mistakes, nevertheless it is a formula tied to in-
come levels, the number of people, and eligibility conditions.
. And while the projection may turn out, historically, to have been
In error, there is no reason why one could not insist on a 5-year pro-
Jection—given certain population and income assumptions. And so, in
asking for a 5-year projection, one has to be quite flexible and reason-
able, depending upon the nature of the program you are projecting.
Some are easily projected, and others can only be done in terms of a
range of possibilities. But even that would be useful, it seems to me.

Chairman Proxmire. I like very much your suggestion that the
Joint Economic Committee undertake to develop its own long-run
budgetary projections. How would you suggest that this be timed,
soon after the submission of the President’s budget, or does it matter?

Mr. Scuvrrze. As soon as possible; yes, sir. That does pose difficul-
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ties. But it seems to me it is doable. And also it seems to me some of
the information could possibly be developed in early hearings, since
the administration—I think they are to be congratulated on it—have
begun to prepare, at least in summary, some of these projections.

Chairman Prox»ire. Mr. Brown ?

Representative Browx. I just want to pursue one point. You said
that there is a need in the administration—and I think you underscore
that need—to stand back and look at the long-range projections and
long-range plans. You served in the administration ; how has that func-
tioned ? What is the vehicle for doing this? Is it the President, with all
the demands placed upon him? Is there some other vehicle that we
ought to look to for it ?

Mr. Scaurrze. T do not think that this would be so time-consum-
ing for the President that the major problem would be his time. He
obviously cannot get involved in the preparation of all the detailed es-
timates, the discussions that go behind that. But, in terms of consider-
ing the implications, it seems to me that is not enough of an absorber
of his time to make this the limit. And it seems to me it is very im-
portant.

Representative Brown. Do you think that information can be
brought to him in a fairly balanced presentation? How did it work in
the administration in which you served ? :

Mr. Scuurtze. It seems to me the presentation has to be made in
the context where there can be arguments. That is No. 1.

Secondly, it seems to me it is not so much that you make a presenta-
tion to him and present him with six grand alternatives and he says,
“T pick No. 3.” And you go down the line with No. 3 and that is it.
Rather, what this sort of thing does is give him a framework of in-
formation within which to judge some of the consequences of a lot of
individual decisions he is going to be making in the next 6 weeks. It
is more in terms of a framework of information and consequences,
if I really go this particular route with respect to some military strat-
egy, here are the long-term consequences. If I adopt the family assist-
ance plan, what is it preempting of the resources that would other-
wise be available?

So that No. 1, it is really an information framework rather than
something which you try to force the President to make grand global
decisions.

Point 2, with respect to who ought to do the staff work and how it
ought to be pulled together, I am not sure I can now judge, given the
new reorganization, which my prior job leads me to view with some
question. But, in any event, 1 would have said that it ought to be a
joint operation with the Budget Burean and the National Security
Council.

I am not precisely sure what the introduction of the Domestic Affairs
Council does to this, and I am not prepared to answer under those
institutional circumstances. But various things like this are being
done to some extent. And it is a question of pulling them together and
making them most useful to the President.

Representative Brown. We hear a great deal today about the
necessity for the President to listen to the many different elements of
society. But my question is, To what extent do the facts presented to
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the President make the decision for him? And to what extent do
the decisions rest on political acceptability ?

These things can really be quite complicated. It is more than just
a formula presentation of alternatives or priorities which one can
pick in a vacuum and let stand.

Mr. Scaorrze. You are quite right, Mr. Brown. In the long run.
The essence, obviously, of political leadership in a democracy is leader-
ship, not dictatorship. And it does mean making judgments about
what is acceptable and what is not acceptable, how far one can get
ahead of or be somewhat different from in a leadership sense from what
popular opinion might be now and what kind of a compromises one
can work out, with all the different elements that compose our society.
And it is a very essential and important part of the leadership.

ANl T am suggesting is that that part of it can be done better the
more information one has about the substantive consequences of one’s
answer. It does not mean that the kind of staff work and staff docu-
ments and alternatives are the only input into a presidential decision.
T hope they never are.

Representative Brow~. Let me pursue the other side of the coin—
the work of the Joint Economic Committee or any representative
body of the Congress. To what extent do the alternatives which we
might present reflect the areas in which the Congress may not be as
sensitive as the Executive? Also there are areas in which we may
be somewhat more sensitive in view of the fact that we have more
direct and more frequent association with the electorate.

My, ServiTze. It seems to me that is precisely the advantage of hav-
ing the Joint Economic Committee do some things in this area, that
one does not want to centralize even information and presentation
and substantive thinking in one place. And it seems to me that this com-
mittee and the Congress have not only the purely legislative role, but
it is also an important national forum, and it is one of the major ele-
ments that ultimately has to go in the President making up his own
mind as to what he is going to do. So it is not just his making requests
to the Congress and getting turned down or accepted, it is also the in-
dependent role of the Congress as a reflector of the national mood and
a place to crystallize ideas—1I mean not putting pressure in a bad sense,
but being a source of pressure in a way on the President. This is all to
the good.

Representative Browx~. Suppose you have a sharply contradictory
viewpoint between the Congress and the President in some area. For
instance, in the amount of spending on our national problems, a situa-
tion we have found ourselves in frequently when the Congress wanted
to spend more money in an area than the President wanted to spend.
Where does that problem ultimately lead us?

Mr. Scuvrrze. It seems to me it leads where it has always led that
neither the President nor the Congress is lacking in weapons, and
what usually happens in these cases is that it comes down to somewhere
in between. That is not to say that it always comes down rightly that
way, but it is not a helpless Clongress facing an omnipotent President
or vice versa, and in the cases I know, at least, there has been a kind
of balance and both sides have to give some.
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Representative Browx. You suggest that we keep that balance of
tension between the Congress and the executive branch ?

Mr. Scauraze. Yes. It 1s not only correct, but it is also much easier
for me to agree in my present position than it might have been other-
wise, you are quite right.

Chairman Proxmire. Thank you very, very much, Dr. Schultze.

The subcommittee will stand in recess until tomorrow morning at
10 o’clock, when we will reconvene in this room to hear Murray Weiden-
baum, the Assistant Secretary of the Treasury for Economic Policy,
and Mr. William Gorham, a former official of HEW who is now the
president of the Urban Institute.

(Whereupon, at 12 :25 p.m., the subcommittee recessed, to reconvene
on the following day, at 10 a.m., Tuesday, June 2, 1970.)



CHANGING NATIONAL PRIORITIES

TUESDAY, JUNE 2, 1970

Coxcress oF THE UNITED STATES,
SuscomMITTEE ON EcoNoMy 1N GOVERNMENT
or THE JoinT Ecowomic COMMITTEE,
Washington, D.C.

The Subcommittee on Economy in Government met, pursuant to
recess, at 10 a.m., in room G-308, New Senate Office Building, Hon.
William Proxmire (chairman of the subcommittee) presiding.

Present : Senator Proxmire.

Also present: John R. Stark, executive director; Loughlin F. Mc-
Hugh, senior economist ; Richard F. Kaufman, economist; and Doug-
las C. Frechtling, economist for the minority.

Chairman Proxmrre. The subcommittee will come to order.

The Joint Economic Committee in its most recent annual report
repeated its recommendation that the Federal Government concen-
trate on national goals and priorities as a central requirement of pub-
lic economic policymaking that the dollar costs required to attain
primary social goals be determined, that there be an evaluation of
the resources which can be called upon to reach social objectives, and
that the Nation focus on the allocation of Federal revenues between
the military and civilian programs.

We also stated on the basis of the studies conducted by the Sub-
committee on Economy in Government—of course, that is this sub-
committee—during the past year, that the primary consideration rela-
tive to further evaluation of our national priorities is the need for
fuller understanding of the pervasive influence of the Federal Govern-
ment on total resource use in the economy.

In order to understand how the Federal Government influences the
national economy, we ought to comprehend the details of the budget,
which contains a record and a forecast of Government spending, as
well as the Government activities not recorded in the budget which
have a major impact on the use of public and private resources. Only
after such knowledge is gained does it become possible to see what
our priorities have been and what our opportunities for choice and
change are.

But there is another question that must be asked before the Govern-
ment can presume to make so rudimentary a decision as between pub-
lic and private spending. That is, what does the record show so far?
How well has the Federal Government employed the vast resources
entrusted to it by the taxpayers? How much success are Federal pro-
grams likely to have in the future?

We hope to explore these and related questions this morning with
our two distinguished and expert witnesses. Dr. Murray Weiden-
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baum, Assistant Secretary of the Treasury for Economic Policy, was
formerly chairman of the department of economics at Washington
University in St. Louis, and has given valuable testimony to this
committee in the past.

Mr. William Gorham was with the research staff on the Rand Corp.
from 1953 until 1962. In 1962 he was appointed Deputy Assistant Sec-
retary of Defense for Manpower, serving in that capacity until 1965
when he became Assistant Secretary for Planning and Evaluation in
the Department of Health, Education, and Welfare—which gives him
very valuable experience in both the defense and nondefense sector
of our Federal responsibilities.

In 1968, Mr. Gorham was elected president of the Urban Institute,
in which position he now serves.

I think we should hear from Mr. Weidenbaum first, and then hear
from Mr. Gorham.

Mr. Weidenbaum, we are ready to hear from you at this time.

STATEMENT OF MURRAY L. WEIDENBAUM, ASSISTANT SECRE-
TARY OF THE TREASURY FOR ECONOMIC POLICY

Mr. Wemensaum. Thank you, Mr. Chairman.

It is always a pleasure to appear before the Joint Economic Com-
mittee. Basically what I do in my prepared statement is to offer a
mechanism for making more enlightened choices on national priorities.

In doing so I draw on work that I did as a professor of economics
before joining the administration.

As you can appreciate, this is a very personal prepared statement.
I would now like to summarize it.

In a sense, my approach builds on the planning approach——

Chairman Proxmire. May I say that your entire prepared state-
ment will be printed in full in the record.

Mr. Wemexsaum. Thank you, sir.

My approach builds on the planning-programing-budgeting system
and attempts to fill a major remaining gap. Despite its accomplish-
ments, PPB is not coming to grips with the larger choices which have
to be made in allocating Federal funds among different agencies and
programs.

“Would a dollar be more wisely spent for education or for public
works ?” This fundamental question is not raised in the budget proc-
ess at the present time. The current emphasis rather is on choosing
among more specific alternatives within each category, such as educa-
tion, public works, and so forth. At present the choices are usually re-
stricted to those which can be made within each of the many agencies
involved in each specific program.

What I have tried to do in contrast is to develop a program budget
for the entire Federal Government. Such a nrogramwide analysis
permits us to compare alternative programs of different agencies for
fulfilling broad national goals rather than merely examining the alter-
natives available to a single Federal agency.

The hypothetical program analysis for the entire Federal Govern-
ment presented here is based on the fundamental end purposes for
which Government programs are carried on.
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In a world of critical international tensions, the initial purpose is
to maintain the national security. A variety of programs exists in this
category, ranging from our own Military Establishment to the armed
forces of other nations to negotiating arms control agreements.

A second national purpose is the promotion of the public welfare.
Here we find the Government operating in unemployment compensa-
tion, social security, veterans, and many other such activities.

The third major purpose is the continued development of the Ameri-
can economy. This covers natural resources, transportation, education,
health, and other attempts to increase economic growth.

Finally, there is the routine day-to-day operations of the Govern-
ment—collecting revenues and the functions of the Congress and the
courts.

Table 1 in my prepared statement shows how the requested funds in
the fiscal 1971 budget are allocated among these four purposes. It may
come as a surprise to learn that public welfare, not national defense,
receives the largest single share.

A comparatively small portion is devoted to economic development.
When we examine the budget and appropriations hearings over the
years we find little systematic attempt to appraise the wisdom of
these implicit choices.

Perhaps the allocation of funds would have been different if the
appropriation requests had been reviewed with an eye on the total
picture. I believe we can gain added insight to the possible choices
among programs by using the framework suggested here and analyzing
the content.

For example, in the national security area we find that one-tenth of
the total is comprised of programs that indirectly promote the national
security, such as the space program and foreign aid.

The data in table 2 of my prepared statement can be used to indicate
the types of strategic choices that can be made or currently made only
by default in allocating funds for national security.

The approach suggested here can lend itself to raising questions such
as the following: Would national security be improved by shifting
some or all of the $6 billion for foreign aid to the U.S. Military
Establishment? .

Conversely, would the national security be strengthened by moving
a proportionately small share of the direct military budget, say $500
million, to the USIA or the arms control effort ?

Are we putting too much into foreign aid and not enough into the
space program, or vice versa ¢

Would the Nation be better off if we shifted some of the funds
going to civil defense to arm control, or vice versa?

The very existence of the type of information presented here may
lead not only to attempts to answer questions such as these, but, more
fundamentally, to widen the horizon of budget reviewers.

The second category is welfare. Over two-fifths of the 1971 budget
is devoted to these programs. Again, such activities are nowhere
brought together so that the various spending programs can be com-
pared against each other, as is done in table 8 of my prepared statement.
The various life insurance, unemployment and retirement programs
receive the great bulk of the funds for public welfare, exceeding the
entire economic develrpment category.
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However, this is hardly a conscious division. The expenditures for
these programs are predetermined by permanent, indefinite appro-
priations and statutes. Hence it is not surprising that they have grown
to dominate the nondefense budget.

We can make cross comparisons of Government programs which
are not currently done. For example, the one and a half billion dollars
for formal efforts to reduce poverty is less than the $1.9 billion for
foreign aid. Would some trade-off between welfare and national secu-
rity result in a net advantage? This whole analysis also attempts to
answer the current unanswered but fundamental question, “Would an
extra dollar—a billion in the case of the Government—be more wisely
spent, for program A or for program B?”

When we look at the economic development category, that too is
revealing. (See table 4 in my prepared statement.) We find that trans-
portation accounts for the largest share and, when combined with
resource development, it accounts for two-thirds of the total. A Govern-
ment-wide budget would focus attention on questions such as, “Would
a shift of funds between transportation and education be advisable
between natural resources and research ?” :

Raising these questions is not expressing a value judgment, but indi-
cating a pattern for governmental decisionmaking.

The approach suggested here could be incorporated in the President’s
budget. This would result in growing congressional and public aware-
ness of the problems of choosing among alternative uses of Govern-
ment funds. Alternatively, a congressional committee could rework
the formal budget submissions along the lines suggested here.

This would provide some overall Government policy, which at pres-
ent seems to be the accidental byproduct of decisions on the various
department requests, rather than the guiding hand behind those
decisions.

The underlying theme of this program approach is a need to array
the alternatives so that deliberate choices can be made among them.
It has a counterpart in the private sector. Many families might run
out and spend the Christmas bonus for a new car. However, a more
prudent. family would carefully, even though subjectively, consider the
relative benefits of a new car, a summer vacation, or remodeling the
basement.

Similarly, a well-managed company would not impulsively decide to
devote an increase in earnings to raising dividends, but would consider
in detail the alternative uses of the funds—a new research program,
rebuilding an old plant, or developing a new overseas operation.

T try to analyze the 1971 budget within this framework to see what
changes in priorities are implicit in it. I take fiscal 1969 as the base
for comparisons. Hence the increases and decreases between 1969 and
1971 indicate the revisions in the implicit priorities made thus far by
the Nixon administration.

As shown in table 5 of my prepared statement, the welfare area
is the major area of expansion. It has received more than half of the
increased funds during the 8-year period, while national security in
contrast has been reduced substantially.

Both economic development and operations show some expansion,
but of considerably smaller magnitudes than welfare.
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The lower half of table 5 of my prepared statement shows the more
specific program categories which have experienced gains or losses
of a billion or more during the 2-year period. By and large they corre-
spond to the movements in larger functional categories.

However, there are two fundamental shortcomings in this analysis—
and I try to correct them in my prepared statement. That is, two major
types of governmental related activities are not included in the budget.

The first category consists of credit programs. The bulk of Federal
credit assistance is now financed outside of the budget.

Of the $22 billion increase in Federal and federally-assisted loans
for the fiscal year 1971, only a billion and a half show up in the budget.
Over $20 billion are not contained in the budget. But table 6 in my pre-
pared statement contains detail on where the $20 billion goes. There is
little Government control over the expansion of these federally-assisted
loans outside the budget.

As long as federally-assisted loans and loan guarantees are excluded
from the budget, there are strong incentives to convert from direct
loans to more indirect techniques, such as loan guarantees and opera-
tions of Government-sponsored but ostensibly privately owned cor-
porations such as Fannie Mae.

As you may know, a subcommittee of the Cabinet Committee on
Economic Policy has been studying the operation of unified budget and
of these credit programs specifically. As chairman of this activity, I
would like to be able to report that we have a solution. However, not
yet.

We have been exploring alternative ways of veviewing federally-
assisted credit in a more comprehensive manner. While the precise eco-
nomic impact of credit assistance is difficult to determine, I believe it
would be more desirable to focus greater attention on these programs,
both those in and out of the budget.

One method of doing that is to impose a ceiling on the total bor-
rowing of Federal and federally-sponsored credit agencies, both those
in and out of the budget. Alternatively, a ceiling could be enacted on
the overall volume of debt created in the Federal loan insurance guar-
antee activities. Another alternative would be to establish quantitative
controls over all Federal credit programs.

Several steps in this direction were taken in the fiscal 1971 budget.
For the first time the summary table includes a section on Federal-
assisted credit as well as the items in the budget.

There is a second type of Government activity not included in the
budget. These are what I call tax aids, which in previous studies have
been referred to as tax expenditures.

Via special exemptions, deductions, and credits, the tax system
affects the private economy in ways that could be accomplished by
direct Government expenditure.

For example, the expenditure side of the budget shows medical
assistance. However, nowhere in the budget, is account taken of the $95
million a year foregone by the tax system because of the special exemp-
tion for sick pay.

I believe it is useful to quantify the expenditure equivalents of these
provisions. This is a difficult undertaking, and I mention some of the
problems in my prepared statement.
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In table 7 of my prepared statement I do show for major tax aids
the difference between the tax actually paid and the tax that would be
paid in the absence of the provision.

As shown in table 7 of my prepared statement, personal deductions
and related tax benefits to individuals constitute by far the larger
single proportion of tax aids. The second largest category are those
benefiting business in general, such as the since repealed investment
credit and the continuing surtax exemption.

As I will bring out more clearly in a moment, the implied priorities
in the allocation of tax aids differs considerably from those of direct
budget outlays. :

Hence what I try to do in summing up is to bring together the
expenditures within the budget plus the credit programs plus the tax
aids. And I do this in table 8 of my prepared statement.

We can see that in some cases direct Federal outlays constitute a
small proportion of the total volume of Government related financial
activities affecting a given area. In fact, in housing the great bulk of
the assistance is out of the budget; $2 billion is in the budget, while
about $15 billion is out of the budget in the form of tax aids and credit
programs.

That is the biggest case, although other large extra budget activities
ocour in commerce and transportation, agriculture, and income
security.

However, in some areas such as national defense, the direct budget
outlays account for virtually all of the program area. For space, inter-
est, and General Government there are no tax aids or credit programs
at all.

In contrast, the category of general assistance to State and local gov-
ernments does not show up in the budget, but there are substantial
amounts of tax aids for it.

Clearly, the ranking of priorities based on just looking at budget
outlays is considerably modified when we take account of these related
Government activities which take the place of budget expenditures.

The most notable change is housing. And here as I rank the priori-
ties in the budget housing is thirteenth. In table 9 of my prepared
statement, which includes the extra budget items, housing goes up to
fifth place. Aid to State and localities is in last place in the budget. It
goes up to 10th place here. Commerce and Transportation moves from
fifth position to third.

Of course, some categories move in the opposite directions, because
there are no tax aids or small tax aids or credit programs. Space drops
from ninth to twelfth; education from seventh to ninth; health from
fourth to sixth.

Even in an economy as productive as ours, resources are limited.
Claims on output must be balanced against the economy’s capacity to
produce. As always, priorities will be established, either by design or
by default. But any enlightened attempt to reorder and establish
priorities cannot take place unless we possess a clear understanding
O}ji both the existing order of priorities and the nature of possible
choices.

To conclude, I believe that development of a government-wide pro-
gram budget would enable us to evaluate choices which cut across
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existing agency and program lines. This would be a valuable asset to

our decisionmaking efforts. ) ]
In addition, bringing such extra-budget items as Federal credit as-
sistance and tax aids into the analytical framework would enable us

to have a more complete accounting of the existing order of Federal
priorities.

The pressure of competing demands and the need for exercising
hard choices makes public resource allocation difficult enough without
further complicating matters by the absence of adequate data. Hope-
fully, improvement in the qualty of our information along the lines
suggested here can lead to improvement in the quality of our decisions.

Thank you.
Chairman Proxarre. Thank you, Mr. Secretary, this is a very, very

fine helpful statement.
(The prepared statement of Mr. Weidenbaum follows:)

PREPARED STATEMENT OF MURRAY L. WEIDENBAUM
How 10 MAKE DECISIONS ON PRIORITIES

It is always a pleasure to appear before the Joint Economic Committee. I hope
that you find my testimony useful. Basically, what I would like to do is to offer a
mechanism for making more enlightened choices on national priorities.

In doing so, I will be drawing on work that I did as a professor of economics
before joining this Administration. As you will see, the methodology may be
useful for illuminating both current decisions on priorities as well as future
actions. As you can appreciate, this will be a very personal statement.

A GOVERNMENT-WIDE PROGRAM BUDGET

In a sense, the following approach builds on the Planning-Programming-
Budgeting (PPB) System and attempts to fill a major remaining gap. Despite its
accomplishments to date, the PPB approach is not coming to grips with the larger
choices in allocating Federal funds among different agencies and programs.

“Would a dollar be more wisely spent for education or for public works?” This
fundamental question is not raised in the budgetary process at the present time.
The current and. of course important, emphasis is on choosing among more spe-
cific alternatives within the education and public works categories. Furthermore,
the choices usually are restricted to those which can be made within each of the
many agencies involved in education or public works.

A program budget for the entire 1.8, Government can be developed from
available budget materials. Such a government-wide program analysis permits
comparing alternative programs of different agencies for fulfilling broad na-
tional goals, rather than merely examining the alternatives available to a single
Federal agency.

The hypothetical program analysis for the entire Federal Government, which
I present here, is based on the fundamental end purposes for which the various
government programs are carried ont

In a world of critical international tensions, the initial purpose that comes to
mind is the protection of the Nation against external aggression—to maintain the
national security. A variety of Federal programs exists in this category, ranging
from equipping and maintaining our own military establishment. to bolstering
the armed forces of other nations whom we consider actual or potential allies,
to various types of nonmilitary competition, and to negotiating arms control
agreements.

‘A second basic national purpose, one also going back to the Constitution, is the
promotion of the public welfare. Here, we find the Federal Government operating
in the fields of unemployment compensation, social security, veterans’ pensions,
and many other such activities.

A third major purpose of government programs has received an increasing
amount of attention in recent years—the continued development of the Ameri-
can economy. This area covers the various programs to develop our natural

1This analysis draws on Chapter VII of my recent book, The Modern Public Sector,
New York, Basic Books, Inc.
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resources and transportation facilities, as well as support of education, health,
research and development, and other attempts to increase economic growth.

Finally, there is the routine day-to-day operation of the government, such as
the functioning of the Congress and the Federal courts, the collection of revenues,
and the payment of interest on the national debt.

Table 1 shows how the requested funds in the Federal Budget for the fiscal
year 1971 are allocated among the four major purposes sketched out above. It may
come as a surprise to many people to learn that public welfare programs, rather
than national security activities, receive the largest single share of the budget.

TABLE 1.—RUDIMENTARY PROGRAM BUDGET FOR THE U.S. GOVERNMENT, NEW OBLIGATIONAL
AUTHORITY PLUS LOAN AUTHORITY, FISCAL YEAR 1971

{Dollar amounts in billions]

Broad purpose Amount Percent
$95.6 41.1
74.3 32.0
35.2 15.1
27.5 11.8
232.6 100.0

Source: App. A.

A comparatively small portion is devoted.to the economic development items,
such as education, research, natural resources, ete. An examination of the Fed-
eral Budget and congressional appropriation hearings over the years reveals lit-
tie systematic attempt to appraise the wisdom or desirability of these overall
choices implicitly made in the allocation of government resources among these
major alternative uses.

It may be mere conjecture to conclude that, possibly, the allocation of funds
would have been somewhat different if the appropriation requests had been
reviewed with an eye on the total picture, instead of exmained as individual
appropriation items in relative isolation. Added insight to the possible program
choices that can be made, using the type of framework suggested here, may be
gained from a somewhat deeper analysis of the content of each of these cate-
gories.

National security

As would be expected, the bulk of the national security budget is devoted
to the U.S. military forces. However, one-tenth of the total is comprised of pro-
grams that would promote the national security through somewhat more indirect
means. such as conducting nonmilitary forms of competition (NASA and
USTA) or increasing the military capabilities of friendly nations.

The data in Table 2 can be used to indicate the types of ‘“strategic” choices
that can be made—or are currently being made only indirectly—in allocating
funds for national security. First of all, these various defense-related programs
are not. to my knowledge, currently brought together.and viewed as a totality
anywhere in the budget process. The groupings, of course, are arbitrary and
illustrative ; some, for example, may contend that NASA's contribution to Amer-
ican economic development is greater than its national security role.

TABLE 2—NATIONAL SECURITY PROGRAMS (FISCAL YEAR 1971)

[Doltar amounts in billions]

Program category Amount Percent
U.S. military forces_.....___._.._.... $68.2 91.8
Scientific competition (NASA). ... ___ [ [ IITTTITTTITTTTTTTTTT 3.3 4.5
Foreign nonmilitary aid...._._____ L9 2.6
Foreign military forces_.___._______ .5 7
Psychological competition (USIA). . _ .3 .4
U.S. passive defense_________ . .1 [Q]
Arms control and disarmament_______ - __ 111 7T ® 0}

L U 74.3 100.0

1 Less than 14 of 1 percent.
2 Less than $50,000,000.
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TABLE 3.—PUBLIC WELFARE PROGRAMS—(FISCAL YEAR 1971)

[Dollars in billions]

Program category Amount Percent
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The approach suggested here could lend itself to first raising and then answer-
ing questions such as the following :

Would national security be improved by shifting some or all of the $5.7 billion
for foreign aid and non-military competition to the U.S. military establishment
itself?

Conversely, would the national security be strengthened by moving a propor-
tionately small share of the direct military budget, say $500 million, to the
USIA or the arms control effort and thereby obtaining proportionately large in-
creases in these latter programs?

Are we putting too much’ into foreign economic aid and not enough into the
space program ? Or vice versa?

Would the Nation be better off if we shifted some of the funds now going to
passive (civil) defense to the U.S. Arms Control and Disarmament Agency? Or
vice versa?

The very existence of the type of information presented here may lead not
only to attempts to answer questions such as these, but, more fundamentally,
to widen the horizons of budget reviewers.

Public welfare

Over two-fifths of the 1971 budget is devoted to programs in the general area
of the public welfare. Again, these activities are nowhere brought together so
that the various spending programs can be compared against each other. The
tabulation of public welfare programs contained in Table 3 shows a rather large
assortment.

The various quasi-life insurance, unemployment compensation, and retirement
programs receive the great bulk of the funds for public welfare. However, this
may be hardly a conscious decision. The level of expenditure for these programs—
such as the Old-Age and Survivors’ Insurance System—is predetermined by basic,
continuing statutes; they are financed by permanent, indefinite appropriations
which are not subject to review during the budget process because they do not
even appear in the annual appropriation bills. Hence, it is not surprising that
these programs have grown to dominate the nondefense budget, exceeding by far
the total outlays for the various economic development programs.

Likewise, the expenditures under the various agricultural price support pro-
grams (which dominate the category of “Assistance to Farmers and Rural
Areas”) exceed all of the outlays for the programs of urban housing, anti-poverty,
and other specialized welfare activities combined. Again, the farm subsidy pro-
gram is generally set by the substantive laws on price supports and farm aid,
rather than through annual appropriations.

Also, this level of detail permits some cross-comparisons of government pro-
grams which are not currently made. For example, the $1.5 billion for formal
efforts to reduce poverty in the United States is less than the $1.9 billion for
foreign economic aid. Would some trade-off between the public welfare and
national security areas result in a net advantage? This type of analysis is
attempting to answer the fundamental question, “Would an extra dollar (a
billion, in the case of the government) be more wisely spent for Program A or
for Program B ?”’
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Economic development

In this exploratory categorization of government programs, a number of activi-
ties are listed under the heading, “Economic Development.” A good share of
them, such as the development of needed natural resources or the improvement
of necessary transportation facilities, may contribute to the more rapid growth
and development of the American economy. Others, such as various subsidies,
may be more questionable. Of course, it is inevitable that any such classification
will contain many borderline cases.

A brief examination of the composition of the Economic Development category
is revealing (see Table 4). Transportation facilities account for the largest single
share, and when combined with natural resource development and related aids
to business, account for almost two-thirds of the total. A government-wide pro-
gram budget would focus attention on questions such as, “Would a shift of funds
between transportation and education be advisable? Between natural resources
and research?’ Raising these questions need not be taken as expressing value
judgments, but rather as indicating a pattern for governmental decision-making.

TABLE 4.—ECONOMIC DEVELOPMENT PROGRAMS—(FISCAL YEAR 1971)

{Dellars in billions]

Program category Amount Percent
Transportation facilities. . .- oot 13.0 36.9
Natural resources and regional development. ..o momriiao 10.1 28.7
Health research and development. .. o o iiimeeeaeae 5.3 15.1
Education and general research. ... . i iiememmcceenoas 4.2 1.9
Manpower development. ... . iiiaeiaaaaaas e 1.7 4.8
Aids and subsidies t0 bUSINESS. - oo oo ameeeoenan .9 2.6

T0tal o e e e e —meae e cceeamecenee———n 35.2 100

Government operations

The final category of government programs represents the general costs of
operating the government, the relatively day-to-day functions. More than 80
percent of the funds in this category cover the payment of interest on the public
debt. The bulk of the remaining outlays for government operations is devoted to
collecting internal revenue and the housekeeping activities of the General
Services Administration.

Implementation

The incorporation in the President’s Budget Message and the annual budget
document of the approach here suggested might result in growing congressional
and public concern and awareness of the problems of choosing among alternative
uses of government funds. In the absence of an automatic market mechanism,
such an approach might introduce a healthy degree of competition in govern-
mental resource allocation. In a sense, the adoption of a government-wide pro-
gram budget would represent a logical expansion of the current program budget-
ipg effort to work across rather than only down the traditional departmental
ines.

An alternative means of implementation would be for a Congressional com-
mittee staff to rework the existing budget submissions within this framework
for review, say, by the entire Appropriations Committee prior to its detailed
examination of individual appropriation requests. This would permit the parent
appropriation committees to set general guidelines and ground rules for the
detailed budgetary review performed by the specialized subcommittees. It would
also permit some improvement over the current situation, in which overall gov-
ernment policy often seems to be the accidental byproduct of budget decisions on
the various departmental requests—rather than the guiding hand behind those
decisions.

. The underlying theme of this program approach to government budgeting
is the need to array the alternatives so that deliberate choice may be made
among them. It has its counterpart in the private sector. Many families might
rush out and spend the Christmas bonus for a new car; a more prudent family
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may carefully although subjectively, consider the relative benefits of a new car,
a long summer vacation, or remodeling the basement. Similarly, a well-managed
company would not impulsively decide to devote an increase in earnings to rais-
ing dividends, but would consider in detail the alternative uses of the funds—
embarking on a new research program, rebuilding an obsolescent manufacturing
plant, or developing a new overseas operation.

APPLICATION TO THE FISCAL YEAR 1971 BUDGET

It might be unseful to analyze the President’s budget for the fiscal year 1971
using the framework here presented so as to see what changes in priorities are
implicit in it. The actual figures for the fiscal year 1969 are taken as the basis
for comparison: hence, the increases (and decreases) between 1969 and 1971
are indicative of the revisions in priorities made thus far by the Nixon
Administration.

As shown in Table 5, the Public Welfare area is the major area of expansion;
it has received slightly more than one-half of the increased funds during the two-
vear period. In contrast, National Security has been reduced substantially. Both
Economic Development and Government Operations show expansion between
1969 and 1971, but of considerably smaller magnitudes than Public Welfare.

The lower-half of the table shows the more specific program categories which
have experienced gains or losses of $1 billion or more during the two-year period.
They correspond by and large to the movements in the larger functional
categories.

TABLE 5.—Major shifts in the Federal budget, fiscal years 1969-71

[Dollars in billions]

Amount
A. Basic goal : of change
Public welfare_ . e +15.9
Economic development._ +410. 4
Government operations, ete_____________ +6.6
National security R e e —7.3

B. Program area :
Life insurance and retirement (including medicare) e ____ +12.8
Natural resources and regional development___ . ___________ +4.2
Transportation faecilities___ +3.6
Public assistance . e +42.6
Interest payments__ +2.4
Civilian and military pay increases_ . e +1.4
Contingencies oo +1.2
Manpower development_____ .- +1.0
U.S. military forces_______ - - o ——— —7.3

TWO SHORTCOMINGS IN THE ANALYSIS

Any analysis of governmental priorities is inherently limited to the items
which are contained in the budget itself. At present two major types of govern-
mentally-related activities are not included in the budget proper. Let us try to
identify these activities and attempt to incorporate them into the analysis.

Governmental credit programs

The first category of items omitted from the Federal Budget consists pri-
marily of uses of the credit of the Federal Government. The bulk of Federal
credit assistance programs is now financed outside the budget by means of (1)
various loan gunarantee techniques and (2) loans made by Federally-sponsored
but ostensibly privately-owned agencies.

Of the estimated $22.2 billion net increase in Federal and Federally-assisted
loans ontstanding for the fiscal year 1971, only $1.6 billion are direct loans which
show up in the budget. Table 6 contains detail on the composition of the £20.6
billion of Federally-assisted credit programs which are not contained in the bud-
get proper. There is little Government control over the expansion of these Fed-
erally-assisted loans outside the budget and, hence, little overall consideration
can be given to their impact on financial markets and on the economy.
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TABLE 6.—~NET CHANGE IN QOUTSTANDING FEDERALLY ASSISTED PRIVATE CREDIT

[In millions of dollars]

1969-70 1970-71
Guaranteed Government  Guaranteed Government
Selected programs and insured sponsored  and insured sponsored
National defense; foreign military aid...._____________. 90 ___ ... 25 ..
International affairs and finance:
Fereign economic aid.._________________._.____.. 366 . oeiooao 513 .
Export-Import Bank____________.______________.. L1729 ... 1,300 .

Agriculture and rural development:
Farmers Home Administration
Banks for cooperatives____.. ... ...
Intermediate credit banks
Federal land banks__._ ... ...

Commerce and transportation:

Economic Development Administration_____________

Interstate Commerce Commission. ... .. _..._
Community development and housing:
Urbanrenewal ... ... .. ...
Public housing__
Communities loans.
Federal Housing Administration____
Mortgaged-backed securities (GNMA)_
Fanny Mae (FNMA)______ __ el
Federal home loan banks___ . _________ . ....__...
Education and manpower:
Studentloans....__.________ . ______..._...... 13 ...
Academic facilities foans_______________.__...____
College housing doans_______ ... .. ... ..o.._.._
Health; medical facilities_ ... ...
Veterans benefits and services, Veterans Administration _
General government___ ... ..ol 2 e

Tota
Deduct: double counting._ . ... ... . . .__..__ 548 .. —5938 ...
Nettotal ____ . . .. 4,203 11, 245 12,793 8,164

The largest single category of Federally-assisted private credit is to the home
mortgage market. This is accomplished through a variety of mechanisms. The
Federal Housing Administration and the Veterans Administration guarantee and
insure individual home mortgages. The now privately-owned Federal National
Mortgage Association (Fanny Mae) operates a secondary market for FHA
mortgage lénders. The Federal Home Loan Banks raise and provide funds for
the savings and loan institutions which are important sources of mortgage credit.
Most recently, the wholly Federally-owned Government National Mortgage As-
sociation (Ginny Mae) issues mortgage-backed securities, which is an attempt
to sell indirectly mortgages to investors who prefer other types of investment
instruments.

So long as Federally-assisted loans and loan guarantees are excluded from the
budget and thus are not subject to effective controls, there are strong incentives
to convert from direct loans to these more indirect techniques. We need to
acknowledge that these indirect techniques possess important advantages (par-
ticularly from the viewpoint of the program advocates) as well as disadvantages.

Viewed objectively, these Federally-assisted borrowings are absorbing a rapidly
increasing portion of the total of private credit flows in the economy, up from 13
percent in the fiscal year 1969 to perhaps 25 percent in fiscal 1971. Because they
are based on the credit standing of the U.S. Government, these programs are
largely insulated from the credit rationing impact of monetary policy and finan-
cial market restraints imposed on other private loans. Beyond that, in many
cases, Federal interest subsidies insulate these borrowers from increases in
market rates of interest.

As you may know, a subcommittee of the Cabinet Committee on Economic Policy
has been studying the operation of the unified budget, with special attention to
the treatment of Federal credit programs. As chairman of this activity, I would
like to be in a position to report that we have come up with a sure fire solution.
However, that is not the case, at least not yet.

We have been exploring alternative methods whereby the various forms of
Federally-assisted credit can be reviewed in a more comprehensive manner so as
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_to permit more effective allocation of credit resources. While the precise economic
Impact of credit assistance is difficult to determine, certainly it would be desirable
to focus greater attention on these programs, both those “in” and “out” of the
budget, in the formulation of overall fiscal and monetary policy.

Or}e method of providing some aggregate control over these “extra-budget”
credit programs would be to impose a ceiling on the total borrowing of Federal
and Federally-sponsored credit agencies, both those “in” and “out” of the budget.
Also, such a ceiling could be enacted on the overall volume of debt created under
Federal loan insurance and guarantee activities.

Another alternative would be to establish quantitative controls over all Fed-
eral credit programs, including government-guaranteed and government-spon-
sored loans as well as on direct lending by Federal agencies.

Several steps in this direction were taken in the fiscal 1971 budget docu-
ment. For the first time, the basic summary table in the President’s Budget
Message included a section on outstanding Federal and Federally-assisted
crgdit. Moreover, the companion volume of special analyses of the budget con-
tains an expanded section on “Federal Credit Programs,” which provides con-
side:ilzzéble detail on Federal loan guarantees and government-sponsored agency
credit.

Any comprehensive analysis of governmental priorities needs to take account
of the operation of these Federally-assisted credit programs. They can strongly
influence the allocation of credit and, hence, the distribution of real resources,
thus adding to the economic impact implied from an examination limited to the
budget proper.

Tax aids

There is a second type of governmentally-related activity which is not included
in the budget proper. Through special exemptions, deductions, and credits, and
through departures from general concepts of net income, the tax system op-
erates so as to affect the private economy in ways that might alternatively be
accomplished by direct Government expenditures. For example, the expenditure
side of the budget properly records items for medical assistance. However, no-
where in the budget is account taken of the $95 million a year foregone by the tax
system by reason of the special exemption for sick pay paid to employees.

The natural resource agencies of the Federal Department, such as the
Department of the Interior, dutifully record outlays for programs in those areas.
However, no mention is made of the substantial assistance to natural resource
industries through depletion allowances and other special tax provisions.

It may be useful, therefore, to attempt to quantify the expenditure equivalents
of at least the more obvious benefit provisions. To be sure, this is a difficult un-
dertaking involving—as in the other classifications presented in this statement—
many arbitrary categorizations. Just which tax measures can be said to fall in
the category of special provisions often requires subjective decisions.

It is difficult to decide which. tax rules are integral to a tax system in order to
provide a balanced tax structure and a proper measure of net income—as opposed
to those provisions which represent departures from that net income concept to
provide relief, assistance, or incentive to a particular group or activity.

Tax aids have the outward appearance of involving no government costs. They
are, in effect, netted out of receipts by the taxpayers themselves so that taxes
paid by taxpayers, and hence taxes collected by the Government, are net after
adjustment for tux concessions. There is a real cost to the Government in terms
of foregone revenue and to the economy as a whole in terms of the increased
share of current national output available to the beneficiary of the particular tax
aid.

In theory, government accounting could take account of the explicit inclusion
of a non-cash transaction such as tax aids. There is some precedent in business
accounting practices. One business item related to sales, sales discounts, is ex-
plicitly measured. Sales discounts are similar to tax aids; both are non-monetary
transactions.

The tax aid as measured in Table 7 is the difference between the tax actually
paid and the tax that would otherwise be paid in the absence of the tax aid pro-
vision. The difference is solely the immediate revenue effect on the public
sector and hence the immediate, direct income effect on the private sector. No
induced or indirect effects are taken into account, although these could be sig-
nificant in some cases.
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TABLE 7.—SUMMARY OF ESTIMATED TAX AIDS

[tn mitlions of dollars]

Fiscal year—

Tax aids by budget function 1968 1969
National defenSe. oo o e 500 550
International affairs and finance____.....____ 370 410
Agriculture and rural development___________ . . 930 1,000
Natural resources (e.g., depletion allowances) ) 1,605 1,765
Commerce and transportation (e.g,, investment credit and surtax exemption).......... 7,775 9,200
C ity development and h (e.g., deduction of interest and taxes on residence). 3,950 4,800
Income security (e.g., personal deductions) B 12,950 15,905
Health (e.g., deduction of medical expenses)_......- , 600 5
Education - . oo iiaeaoan 720
Veterans’ benefits and Services_ ... L _i.ioaoooooiioo-o 550 600
Aid to State and local governments (e.g., deduction of State-local taxes). 4,600 6,150

B 1) VRPN 36, 550 44,180

Source: App. B.

Table 7 is an updated version of a Treasury Department analysis earlier re-
ferred to as “Tax Expenditures.” A few words of caution are essential. First
of all, the very phrase, “Tax Expenditures,” is a contradiction in terms. In re-
viewing the staff work that underlies that earlier work, I found that the origi-
pal term was “Tax Aids.” I believe that it is more useful to utilize that term.

My more fundamental concern is that a mere tabulation of tax aids should
not be labeled a listing of “loopholes.”” The purpose is informational, to il-
luminate the cost of these provisions. As a general matter, I find the case rather
persuasive that tax incentives often can result in more of a private sector solu-
tion of some pressing national problem than a direct Federal expenditure.

However, I see no need to beg the question as to whether direct expenditures
or tax aids are preferable in any given program area. Tax aids are one among
alternative uses of potential Federal revenues and any comprehensive analysis
needs to take account of them. Like the earlier attempt previously cited, the
current effort is not a complete listing of all the tax provisions which vary from
a strict definition of net income. In good measure, the purpose is to be illustra-
tive rather than exhaustive.

As shown in Table 7, personal deductions and related tax benefits to indi-
viduals in the category of “Income Security” constitute by far the largest sin-
gle portion of tax aids—$16 billion out of $44 billion in the fiscal year 1969.

Tax provisions benefiting business in general—such as the since-repealed in-
vestment eredit and the continuing surtax exemption (shown under “Commerce
and Transportation”)—are the second largest type of tax aid. Their estimated
cost, in foregone revenue, came to $9 billion in the fiscal year 1969.

The third largest tax aid category benefits are directed to state and local gov-
ernments. The deductability of state and local taxes and related provisions came
to an estimated revenue cost of $6 billion in 1969.

As will be brought out more clearly in the following section, the implied pri-
orities in the allocation of tax aids differs somewhat from that of direct budget
outlays.

A SUMMING UP

It may be useful to attempt to bring together in one analysis the direct out-
lays of the Federal Government, the tax aids, and the various credit programs.
Frankly, I hesitate to do so for fear of adding the proverbial apples and or-
anges—although those do add up to pieces or pounds of fruit. In this case, they
all add up in terms of dollars, but not necessarily in terms of total economic
impact. There are undoubtedly different effects on resource allocation among
direct Federal purchases, transfer payments, loans, tax aids and credit-backing.
Nevertheless, I believe that the results of a total “summing up” are helpful to
any comprehensive analysis of governmental priorities.

Table 8 shows, on the basis of the Federal Government’s existing functional
classification, direct outlays as well as some of the related governmental pro-
grams that are not included in the budget.?

2T am indebted to Dr. Michael 8. March for the idea of using the functional approach to
compare budget programs and federally assisted eredit activities. His forthcoming volume
on national priorities and the federal budget should make an important contribution. Dr.
March is a Federal Executive Fellow at_ the Brookings Institution on leave from his
regular assignment at the Bureau of the Budget.
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TABLE 8.—FEDERAL GOVERNMENT OUTLAYS AND RELATED ACTIVITIES, FISCAL YEAR 1968

{In miltions of dollars]

Govern-

ment-

Direct Selected assisted
Function outlays tax aids credit Total
National defense_............ 81,240 550 115 81,905

International affairs and finance 4,685
Space research and technology. 4,247
Agricultural and rural developm 9,529
Natural resources_ ... ... 3,894
Commerce and transportation_ .. .coocoociameaan 17,293
ity development and housing. ... .....oc.oo.oo 15,417
Education and manpower______.._ 800 632 8,257
Health ... . ... .. ... ,696 . 3, 14,696
Income security . _ ... ....... , 53,304

Veterans benefits and services__. 600 §
Interest. .- vooeeoueeeaonae 1 15,791
General government. _.____........._. 2,8 2, 866
Assistance to State and local governments. 6,150
Adjustments. ..o iciiaccinaanan =517 oo —2,244 -17,361
TOtal e e e ————————— 184, 556 44,180 11,735 240,472

In a number of cases, it can be seen that the direct Federal outlays constitute
a relatively small proportion of the total volume of governmentally-related
financial activity affecting a given program area. The leading example may be
community development and housing where only $2.0 billion, or one percent, of
the Federal expenditures were devoted to this area in the fiscal year 1669, but the
assistance through $4.8 billion of tax aids and $8.7 billion of credit programs
came to over six times the budget amount. Other program areas where the
extra-budget activities are substantial include commerce and transportation ($9
billion of tax aids), income security ($16 billion of tax aids), and agriculture
($3 billion of tax aids and credit assistance).

However, in the case of national defense, the direct outlays account for vir-
tually all of the program area. For space, interest, and general government, no
tax aids or governmentally-assisted credit activities are shown.

In contrast, the category of general assistance to state and local governments
shows no direct Federal expenditures in the fiscal year 1969, but substantial
amounts of tax aids (mainly through the deductibility of state and local taxes
and the tax exemption of interest on state and local bonds). The proposed pro-
gram of Federal revenue sharing would involve direct Federal expenditures for
unrestricted aid to states and localities.

Clearly, the implied ranking of priorities which is based on examining direct
Federal Budget outlays is subject to considerable modification when account is
taken of those related Government activities which take the place of direct
expenditure. However, that implicit change in priorities is hardly drastic.

The most notable change is housing which goes up from 13th place to 5th. Aid
to states and localities rises from last place to 10th, and commerce and trans-
portation moves from 5th position to third.

Of course, some other categories move in the opposite direction. Space drops
from 9th to 12th, education from Tth to 9th, and health from 4th to 6th (see
Table 9).

At the least, some attempts to more formally include tax aids and credit
programs in an analysis of Federal priorities would appear to be desirable.
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TasLE 9.—Two views of implied priorities, fiscal year 1969

Direct Outlays Total Government-
Related Activities

. Natural Resources
. General Government

13. Housing
. Aid to States

1. National Defense 1. National Defense
2. Income Security 2. Income Security
3. Interest 3. Commerce and Transportation
4. Health 4. Interest
5. Commerce and Transportation 5. Housing
6. Veterans 6. Health
7. Education and Manpower 7. Veterans
8. Agriculture 8. Agriculture
9. Space 9. Education and Manpower
10. International 10. Aid to States
11. General Government 11. International
12, Natural Resources 12. Space
13
14

—
W=

CONCLUSION

v

This presentation has offered several analytical techniques for improving the
quality of decision-making on national priorities. As we enter the 1970’s, filled
with a mixture of hope and uncertainty toward our national future, it seems clear
that many difficult and important decisions and choices will face national policy
makers.

Even in an economy as rich and productive as ours, resources are limited.
Claims on output must be balanced against the economy’s capacity to produce.
As always, priorities will be established, either by design or by default, to permit
the satisfaction of some demands over others. But any enlightened attempt to
reorder and establish priorities cannot take place until we possess a clear under-
standing both of the existing general ordering of priorities and the nature of the
possible choices to be made.

Development of a government-wide program budget, enabling us to evaluate
choices which cut across existing agency and program lines, would be a valuable
asset to our decision-making efforts. In addition, bringing such “extra-budgetary’
items as Federal credit assistance and Federal tax aids into the analytical frame-
work would enable us to have a more complete accounting of the existing order of
Federal priorities.

In this statement, I have tried to show how both of these analytical techniques
can assist Federal policy makers. The pressure of competing demands and the
need for exercising hard choices makes this process difficult enough without
further complicating matters by the absence of adequate information. Hopefully,
improvement in the quality of our information can lead to improvement in the
quality of our decisions.



APPENDIX A
HYPOTHETICAL GOVERNMENTWIDE PROGRAM BUDGET, FISCAL YEAR 1971

{In billions of dollars)

Treas- Post  Com- Agricul-
Category interior HEW HUD VA AEC Defense  State ury Office merce Labor ture NASA poT CSC  Other Total
National security:
U.S. military forees. ... ..o .. 68.2
U.S. passive defense. . ... e .1
Foreign military @id. ... .o o .5
Nonmilitary aid___ .. 1.9
Scientific competition_ .. 3.3
Psychological competition .3
AT 0N IO e
L 74.3
Public welfare:
Insurance and retirement.__.___. .. .. _.__._.._. 60.8
Unemployment benefits ... _ 4,0
Public assistance. .. ... ... ... ______... 9.0
Veterans’ benefits_____.__ ... .. .. ... 7.4
Assistance to farmers 8.0
Urban housing. ... . ._...... 3.7
Specialized welfare 1.2
AN OV Iy o e e e e e e 1.5
Total L 61.1 3.0 7.3 . 2 P 4.0 8.0 . ... 4.9 3.4 95.6
Economic development:
Natural resourees. oo oo B L ... 10,1
AN POWer . e 1.7
Transportation 13.1
Education_ . ... ... 4.2
Health____..__ . .l 5.3
Business subsidies .9
Total el 35.3
Operations:
LT O S 1 | R 19.0
Legistative. _ ... .. .._...... .4 .4
Judieia). oo ... L3 1.3
Regutation_.._________ .. ... ____ .2 .3
Housekeeping. . . . ... e .8 2.5
Foreign relations .8 1.2
Revenue sharing .3 .3
3.9 25.0
2.6 2.6
147 232.6

GG
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APPENDIX B
Ezplanation of tax aids

An important recent development in the effort to make the Federal Budget
a more useful tool of economic policy has been an increasing awareness of the
growing magnitude of fiscal benefits accruing to various categories of taxpayers.
Over the years the Federal income tax structure has gradually accumulated a
host of special deductions, credits, exclusions, exemptions and preferential rates
designed to achieve various social and economic objectives. It has been recognized
that these selective reductions in tax liabilities have the same fiscal impact on
the budget surplus or deficit as direct increases in expenditures. In this context
they have been termed “tax expenditures.” A more appropriate term might be
“tax aids.”

In the broadest sense a tax aid can be defined as any identifiable reduction
in tax liability by an individual or business compared to a tax base totally de-
void of any deduction from income or distinction of treatment of different kinds
of income. Such a definition of tax expenditures would include differences in
tax liability because the individuwal was married or single, old or young, healthy
or disabled, lived at home or abroad, was charitable or uncharitable, was a
homeowner or renter, ete.

But to group together without distinction all deviations from a theoretically
neutral tax system would be hopelessly cumbersome and reduce the usefulness
of the tax expenditure concept as an added measure of the total fiscal impact
of the Federal Budget. The more practical approach is to group by functional
spending category those tax aids intended to encourage private action to resolve
various social and economic problems or to give fiscal relief to those who might
receive an inadequate share of current productive resources under a completely
neutral tax system. In most cases these tax aids are clearly an alternative to an
equivalent increase in Federal expenditures that would otherwise be require,

The first compilation of tax aids under this approach was published in the 1968
Annual Report of the Secretary of the Treasury. This compilation helped create
public discussion and improved understanding of the program -aspects of tax
aids. It also helped to stimulate program analysis of tax aids, an approach which
has received the endorsement of President Nixon. In his Tax Message to the
Congress of April 1969 the President stated: “Tax dollars the government delib-
erately waives should be viewed as a form of expenditure, and weighed against
the priority of other expenditures. When the preference device provides more
social benefit than government collections and spending, that ‘incentive’ should
be expanded ; when the preference is inefficient or subject to abuse, it should be
ended”.

In addition to its value as a catalyst for program analysis, the compilation
has value for economic analysis. Such compilations focus on tax aids as impor-
tant determinants of the size of budget deficits and surpluses. The overall
magnitude of foregone revenue due to tax aids is substantial and, if the
budget is not balanced, the deficit and surplus is only a small fraction of that
magnitude. Year to year changes in tax aid magnitudes, either because of
economic growth or through legislative actions, affect substantially the size of the
budget deficit (or surplus) and the expansionary (or restrictive) course of the
economy.

ESTIMATED TAX AIDS, FISCAL YEARS 1368 AND 1969

[1a millions of dollars]

Tax aids by budget function 1968 1969
National defense: Exclusion of benefits and allowances to Armed Forces personnel__._ 500 550
International affairs and finance:

Exemption for certain income earned abroad by U.S. citizens. ... ... ... 40 45
Western Hemisphere trade corporations. .. ..o oooooeoooome i 50 55
Exclusion of gross-up on dividends of less-developed country corporations___...... 50 55
Exclusion of controlled foreign subsidiaries_ . .- ceooooiooaa il 150 165
Exclusion of income earned in U.S, possessions - - - .o .. 80 90
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ESTIMATED TAX AIDS, FISCAL YEARS 1958 AND 1969—Continued

fIn millions of dollars]

Tax aids by budget function 1968 1969

Agriculture and rural development:
Farming: Expensing and capital gain treatment. ... .. .. ... 800 860
Timber: Capital gain treatment for certain income 130 140
O8] - - e e e oo e e eemmeeeaamccceccmmcesescamessscceann 930 1, 000

Natural resources:
Expensing of exploration and development costs. ... o.oooninn 300 330

Excess of percentage over cost depletion_......._.... 1,300 1,430
Capital gains treatment of royalties on coal and iron or 5 5
TOA) e oo e e emetemmmmmeecasemacecesenesmsmsmeennamcasnan 1,605 1,765

Commerce and transportation:
Investment eredit. - oo eececeacacccccaanemeeeaam—aan 2,300 3,000
500 50

Excess depreciation on buildings (other than rental housing). 5!
Dividend exelusion ... ..o i iceaeioiaaioooeas 225 260
Capital gains: Corporation (other than agrculture and natural resour 5 525
Excess bad debt reserves of financial institutions.................. 600 660
Exemption of credit unions_._.._..__.._... 40 45
Deductibility of interest on consumer credit..... ... 1,300 1,600
Expensing of research and development expenditu 00
$25,000 surtax exemption_ _. . .eoooeomaeaaaoooon 1,800 2,000
Deferral of tax on shipping companies. - .c.eeomemocaacaaaoaen 10
TOtAL o o ee e e ma e mmmem e aceemca—esemmmmemnmeeaaceenn 1,775 9,200
Community development and housing:
Deductibility of interest on mortgages on owner-occupied homes...... 1,900 2,200
Deductibility of property taxes on owner-occupied homes.... 1,800 2,350
Excess depreciation on rental housing. . .o eoemoocaaiiiianmnnn 250 250
T - o o oo e oo eemmmeeaasemameceescmmesesmemeneasmmesmmmeennn 3,950 4,800
Income security:
Disability insurance benefits.._ ... oo ieaiiaieaiiaaas 100
Provisions relating to aged, blind, and disabled: Combined cost |
exemption for aged, retirement i credit, and exclusion of social security
PAYMENES - .o oo e acemcmmamemeeemeeeoecmeaeen 2,300 2,700
Additional exemption for blind..._._.._....___ ... 10 10
“Sick pay’ exelusion . ..o ool 85 95
Exclusion of unemployment insurance benefits. .. 300 325
Exclusion of workmen's compensation benefits. .. 150 180
Exclusion of public assist: benefits. ..o oo ieeeicieeiaienaas 50 50
Treatment of pension plans:
Plans for employees. . .. oo iiiemaameemneeeoiaeaan . 3,000 4,000
Plans for self-employed Eersons ............................... 60 135
Exclusion of other employee benefits:
Premiums on group term life insurance._.... oo ceooiiaaoaan 400 400
Deductibility of accident and death benefits__............_.... 25 25
Privately financed supplementary unemployment benefits_ ... 25 15
Meals and l0dgINg. .- - oo o e iieeiaameeaeeean 150 165
Exclusion of interest on life insurance savings__ ... ........ 900 1,000
Deductibility of charitable contributions (other than education). - 2,200 3,000
Deductibility of child and dependent care expenses 25 25
Deductibility of casualty losses.._............coco-- 70 80
Standard deduction. - - - oo e e e acccceemmmmmmee e em s 3,200 3,600
TOA) e o o e mmee e eemeemmmmn i meeeoceas 12,950 15,905
Health: .
Deductibility of medical @Xpenses. .. .. ... cooooeaeie i 1,500 1,600
Exclusion of medical insurance premiums and medical care.. o c.coooeimaaanen 1,100 1,400
B T PR 2,600 3,000
Education and manpower:
Educational expense deduction .. e iieeiemammemsrceaoaennnias 40
Additional personal exemption for student: I 500 500
Deduct.bility of contributions to educational institutions. 170 200
Exclusion of scholarships and fellowships. - . - .comomommom i iaiaaaaanen 50 60
TOtAl - e oo oo e eimmmmeeemmececcscesssmmmmceemccceensaenn= 720 800
Veterans’ benefits and services: Exclusion of certain benefits_ ... . .. o oo 550 600
Aid to State and local government:
Exemption of interest on State andlocaldebt. ..o eaacaan 1,800 2,000
Deductibility of nonbusiness State and local taxes (other than on owner-occupied
HOMES) - - e eemmmammmmcmzammmwmmmmmmammscameocmemsmmmmeeaaeeesas 2,800 4,150

1] RIS EPEES ST TP SRR - 4,600 6,150
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Table B presents an updating of data on estimated tax aids for the fiscal
years 1968 and 1969 on the basis of the current functional breakdown of Federal
expenditures. The present compilation is not intended to provide a full and
complete accounting in a theoretical sense of all tax aids in the income tax
structure. It is, in fact, a minimal selection of tax aids—minimal in the sense
of including only acceptable and practical choices. Certain tax provisions are
omitted because their inclusion would require controversial or highly theoretical
Jjustifications. Others are omitted because they underlying data is difficult to
compile and present in understandable form or because the amounts involved
are not quantitatively significant. In short, the choice of the tax aids listed is
largely governed by the criteria of public acceptability and practicality.

Chairman Proxanre. Let me first ask a few questions about what
you call the governmentally related activities and then I will return
to the governmentiide program budget. T am simply astounded at the
magnitude of assistance rendered to the private sector by the Federal
Government which is not reflected in the budget. And I think that this
is a most helpful function that you perform this morning in high-
lighting that.

According to your figures, about $21 billion in federally assisted
credit programs and $44 billion in tax aids or tax expenditures are not
shown by the budget document.

Mr. WemENBavM. I believe that we are moving in that direction.

Chairman Proxumtre. Why can’t they move fast enough to do it ?

Mr. Wemensaum. Of course, there is a basic conceptual problem
here. The budget total properly should reflect the expenditures and
the revenues of the Federal Government. Now, the credit programs are
not part of the direct expenditures or revenues of the Federal Govern-
ment. In other words, Fannie Mae technically has become a privately
owned organization, although with strong ties to the Treasury.

Chairman Proxmire. Well, that is true. But of course, as we know,
this is one of the reasons why it is set up this way, because all Presi-
dents like to keep their budgets down, and all Congresses like to do
the same. What we are interested in, however, is the impact of the
Federal Government on the economy—at least many of us are, and I
think the public is, and has a right to know. And Congress should be
honest with itself, and these facts ought to be clearly disclosed. Per-
haps they should not be in precisely the same category, but they ought
to be disclosed by the same emphasis and clarity.

Mr. Wemexpaty. I said steps were being taken in that direction,
the fiscal 1971 budget has more information in the document on these
credit programs than any preceding budget document. In fact. the
very summary table in the budget message shows—with an addendum
item—the impact of these credit programs.

Chairman Proxarire. But there should be some way in which we can
get the attention of the press and the public to really appreciate that
this is the impact that counts, this is the area where the Government is
having a tremendous eftect on the economy that is ignored and neg-
lected and overlooked. And then it is not very helpful unless you can
get people to pay attention to it.

Mr. WemENBAUM. Senator, I agree with you strongly. We in the
Treasury Department in our public statements as well as our private
work tried our best to get across to the public not only the size, but the

1 For a detailed explanation of the tax aids in Table B, see Annual Report of the Secre-
tary of the Treasury on the State of the Finances for the Fiscal Year Ended June 30, 1968.
Washington, D.C., U.S. Government Printing Office, pp. 330—337.
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importance of these Government credit programs. They may not be in
the budget, but they are not a free good; there is a true economic cost
involved. We are trying our best to get that point across. And this is
one of the reasons I came up with the kind of calculations I did here,
although I should caution you, there is the problem of adding apples
and oranges. Adding a loan guarantee to a direct expenditure to a tax
aid is a problem of adding perhaps not comparable items.

Chairman Proxarre. That is the problem. You cannot simply add
1t all up and say, we are not stating the full budget when we state it is
about $200 billion, we have to throw in another $44 billion of tax aids
and another $21 billion in Federal assisted programs and add them all
up, and then you get $250 or $260 or $270 billion. That would not be
it at all, and I am not asking that. But it seems to me that with the
understanding that you have developed in the Treasury that you could
somehow get this idea across more vividly than we have hy tucking it
away in the addendum.

Mr. Wemexeavy. I think so, because to those who say, don’t add
apples and oranges, they do not add up to anything, maybe the overly
cute answer is, I think they do, they add up to pounds of pieces of
fruit. <

Chairman Proxyire. Does the Treasury plan to present regular and
systematic credit assistance and tax aid estimates 1n the future?

Mr. WemeNsatyr. I will put it this way. The special analysis in the
budget document on credit programs is being expanded. The Treasury
has made a major input into this, and of course we will continue to do
0. I have requested that this entire study be published in the annual
report of the Secretary of the Treasury for the current fiscal year,
which will give it some distribution.

In addition, as chairman of the Subcommittee of the Cabinet Com-
mittee on Economic Policy dealing with the unified budget and credit
programs, I am pleased to report that we have a major effort under-
way to come up with ways of providing a better handle on these credit
programs, including the ones outside the budget, than we now have.

Chairman Proxyire. Of course, I suppose the practical point is,
what analysis has been done of the purposes served by tax aids, the
cost and benefits of each tax aid, and the distributional impact ?

Mr. WemENsaTar. To my knowledge very little.

Chairman Proxyire. We really get at some of these tax aids, the de-
pletion allowance, and so forth, on the basis of the pressure, the polit-
1cal pressure of organized groups. And if we do not have some kind of
an analysis based on justification and merit and benefit, it would seem
to me we are In a very weak position to resist this kind of lobbying
Pressure.

Mr. WemeNBav. I think that the idea of tax aids, as I call them,
or tax expenditures as the previous administration called them, is a
good idea. I think in their enthusiasm the previous efforts went down
the wrong track, frankly. The previous effort tried to do two things
simultaneously. One, develop this new body of data, which was a
major contribution in its own right; and then simultaneously show
how this information on tax aids could be used for policy purposes to
further a very specific policy, i.e., curtail tax aids. My own purpose
here is far less ambitious, but I think more useful.
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Chairman Proxmigre. I would not say they curtail tax aids, at least
that was not the thrust of my question. It is to determine whether or
not they are justified and the extent to which they are justified, and
apply the same kind of cost-benefit analysis to the extent you can that
vou would apply to expenditures, and if you can, justify and cut them
back, or cut them back to the point where they can be justified.

Mr. Wemensaum. Hence the very first step is to get a series of
data. When the people who first developed the GNP, if they at the
same time they showed how the GNP accounts could be used to foster
a specific economic philosophy, I think we still would be debating,
should we introduce the GNP ‘statistics into the Department of Com-
merce. The thing to do here, I think, and I think very strongly, is to
develop the basic data—and a lot more work needs to be done before
the concept and numbers are really good enough to go into the budget.
I do not think they are now. I think we need to do the kind of factual,
professional work to develop this important new body of data. And
then I think that the next step after we have developed a good re-
porting system is to do the kind of comparisons you suggest%etween
budget items, credit programs, and tax aids—cost-effectiveness analy-
sis, benefit-cost analysis, and, in a sense, to examine in which cases
is the better alternative within the budget, in which cases is the better
alternative without the budget.

Chairman Proxmre. How far away are we from doing that?

Mr. WripEnBaUM. Quite far, I would say.

Chairman Proxare. Can it be done in a couple of years?

Mr. WemeneauM. Several years. The decision I made in order to
get, the tables for my prepared statement was to use by and large the
concepts developed by the preceding administration. 1 think they are
very rough. And I would feel most uncomfortable having those rough
arbitrary concepts incorporated into a policy document.

I think they are fine for the informational purpose that T have
inmind today.

Chairman Proxarmre. Could we get a special analysis as separately
provided so that at least Members of the Congress and economists, uni-
versity economists, newspaper people, and so forth, could have them
available?

Mr. WeipexsauM. Of course, with the problems and the stafftime
involved, I do not want to commit the Treasury, but I will be pleased
to transmit your request to the Secretary.

Chairman Proxarire. I am very grateful.

Charles Schultze yesterday impressed on us the importance of look-
ing ahead to the future costs of new expenditure programs. Similar
importance would seem to attach to the future impacts of tax aids
and credit programs. Is it possible to make estimates of these, say,
5 years into the future ?

Mr. WemeNsaUM. It is possible; yes.

Chairman Proxmire. Why wouldn’t it be just as useful?

Mr. WemexBavn. First of all, it would be even more difficult.

Chairman Proxmire. Why?

Mr. WempENBAUM. Because of the detail needed above and beyond
the detail which is available in preparing these 5-year projections.

Chairman Prox»are. It would seem to me that you make assumnp-
tions, based on given rates, given tax rates, assumptions as to the gross
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national product and personal income, and so forth, and you get your
tax yields, and then you project the expenditures, the tax expenditures,
tax aids, for 5 years?

Mr. WemenBauM. I must say I would rather have the job of pro-
jecting the tax aids than the credit programs, which deal with guar-
antees and credit operations which are not, as I pointed out, under the
real control of the Federal Government. I think that would be the
stickier one, much rougher one, to deal with.

Chairman Proxmire. What you could do is the ones that are under
the control ?

Mr. WemenBauym. The ones that are in the budget and under our
control presumably are included in the Budget Bureau’s 5-year pro-
jections. I think of the old Pentagon saying, Senator, “If you want it
bad you get it bad.”

And I think that is the problem here. We can generate numbers,
but the confidence in them might be kind of limited.

Chairman Proxmire. Of course, one of the advantages in getting
these projections is that you test them all the time to determine
whether they are true or false, or whether they work out, and you
constantly refine your method of estimation based on your experience.
And there may be, of course, some serious mistakes, but you can refine
them as you go along.

Returning now to the Government-wide program budget, explain
for the record what the advantages are to expenditure analysis from
the categories you have set up. What is the difference between your
categories and the traditional ones contained in the budget ?

Mr. WemEexBaum. The long, excessively long, with 13 or 14 major
categories in the existing functional classification, I find not quite use-
less for this purpose, but just cumbersome. But there is a more basic
point than that. The functional classification now used is an after-the-
fact analysis. After the decisions are made, the people in the Bureau
of the Budget then add them up by function to see what the functional
totals are. My approach is to use the program analysis as the basis for
decisionmaking. In other words, right now we find out what the im-
plied priorities are by adding up a myriad of individual unrelated
program decisions. I think we need to make the choice between trans-
portation and natural resources, between education and health, by
design, not by default.

Chairman Proxmige. Can you give us a little example as to how
your categories can help us make a choice, a theoretical example, of
course?

Mr. WemeNBaUM. A theoretical example, because I would not want
to beg the question.

For example, let us turn to economic development, the category
closest to the heart of our committee. Table 4 in my prepared statement
shows that transportation, the greatest part of which 1s highways, ac-
counts for 37 percent of economic development, and education 12 per-
cent. I would like to see some benefit-cost analysis, some rates of return
computed.

'Ildo not want to beg the question, but some of the work I am familiar
with

Chairman Proxa>rre. How much of education do you put into eco-
nomic development? Obviously you must put a lot of it in the other
categories, perhaps in public welfare.
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Mr. WemeNBAUM. I put all the general programs into it, the Office
of Education.

Chairman Proxmire. We have been unsuccessful in getting any
benefit-cost analysis from the highway people.

Mr. WemeNBauM. Let us take natural resources, the second largest
area, 29 percent. As you are most familiar with, some of the benefit-
cost ratios here are not exactly overwhelming. Using low-interest rates,
with difficulty you can get a benefit-cost ratio of 1.1t0 1.2 in a lot of these
projects.

Chairman Proxyire. You are talking about the dams and the canals,
and so forth?

Mr. WempeNBAUM. Yes, sir.

If you used an interest rate that corresponds with what the Treasury
itself is paying for its money—which may not be the proper one, the
proper rate may be the social cost of capital, which is higher—but just
take the 8 percent or so that we are paying, if you use that interest rate,
a good share of the natural resource projects would show that the costs
exceed the benefits. If you apply the same interest rate to education as
a whole, at least the work I am familiar with shows that the benefits
exceed the costs, and by a respectable margin.

This would give some basis for a reallocation.

But I must say I felt more comfortable as a college professor mak-
]ian% these suggestions than as a bureaucrat defending his own agency’s

udget.

Chairman Proxmire. Your approach to a Government-wide pro-
gram budget builds upon the planning-programing-budgeting system
which you state “is not coming to grips with the larger choices in
allocating Federal funds among different agencies and programs.”

This subcommittee as you know, has made an exhaustive study of
the planning-programing-budgeting system, and we find even greater
shortcomings than you indicate. I wonder if you have any further
comments on what should be termed a failure, not of systematic eco-
nomic analysis but our attempt to employ and implement this system ?

Mr. WemeNBauM. I would be pleased to. I would be glad to pro-
vide some off-the-top-of-my-head comments. I have prepared a little
paper—it has never seen the light of day—explaining what the short-
comings are.

Chairman Proxmre. How little a paper is it?

Mr. WemexsauM. Maybe 5 or 10 pages.

Chairman Proxmire. That paper will be printed in the record at
this point. ) )

(The paper referred to for inclusion in the record at this point

follows:)
PPBS AND THE BUSINESS FIRM

(By Murray L. Weidenbaum)

To those that have read the available literature, it appears at first blush
that all that a company needs to do in order to bolster a lagging sales trend.
or to counter a declining profit rate, or to increase its share of the market, or
to retain creative executives, or to keep stockholders happy, is just to institute
a planning, programming and budgeting system (PPBS) modeled after the
Pentagon experience. This interest in the application of economic analysis to
resource allocation questions is commendable.

However, I am duly chastened by the knowledge that the zeal of the newly
converted is usually great and often excessive. Hence, I believe that it is useful
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first to, in a sense, step back, reflect, and reexamine some of the fundamental
postulates of the new planning and programming and budgeting and then try
to put the details of format and form filling out into some more substantive
perspective.

THE RUDIMENTS OF BUSINESS PLANNING

I think that it may be helpful to examine the fundamentals of business plan-
ning and then see the contribution that PPBS can make to it. As anyone who
has sat through at least one long-range planning session knows, all business
firms are supposed to deliberately and systematically make their plans for the
future. They establish goals and objectives for the enterprise. They then identify
opportunities that are likely to exist in the foreseeable environment. They then
proceed to choose from among the alternative opportunities that may help
them achieve their objectives. And, finally, they evaluate the expected per-
formance in a feedback or loop-closing fashion.

We also know that we need to develop operational plans as well as longer
term plans, divisional plans as well as corporate plans, R & D plans as well as
business plans, and strategic plans as well as tactical plans. Why some of us
have done 2ll of that and still not gotten a hold of the keys to the kingdom of
heaven, if there is any such restful place for the weary breed of planners, busi-
ness or governmental.

Please do not misunderstand my intent. I have little quarrel with the need
to conceptualize or to prepare an adequate framework for planning for an or-
ganization. This is clearly a necessary, but possibly not sufficient, condition for
successful forward thinking by a business firm. Many of the shortcomings of
business forward thinking—under which may be subsumed planning and pro-
gramming and budgeting—are the result of faulty application rather than in-
adequate theorizing. I should like to present a few of the most frequent short-
comings, at least as I have found them in my own industrial experience, and
then indicate how PPBS can contribute to eliminating them.

TRUE LONG-RANGE PLANS ARE RARITIES

I have found that most of the output of business long-range planning groups
is far from true long-range business plans. Most of the specific reports pre-
pared by these groups that I have examined are more in the nature of schedul-
ing current programs with long lead times rather than the development of true
long-range business plans which I take to be development of courses of action
to deal with the future. My qualification for determining what is a business plan
is no more rigorous than the dictionary definition that to plan is “to devise or
project, as a method or course of action.”

In practice, so-called planning documents usually seem to focus on analyzing
future potentials and requirements of existing product lines and programs—
expected sales and profits, projected manpower and facilities and so forth. Some
of these plans do cover the future potentials and requirements of new products
but almost inevitably, these are limited to those products on which the company
already was currently working in either the preliminary design or prototype
stage. There seem to be few business plans which attempt to bridge the inevit-
able gap between the future results of current programs and the requirements
of long-term targets. Even fewer business planning efforts involve an explicit
choice among the major alternative means of achieving the long-term targets
and goals of the firm. This of course provides the basic opportunity for a system
which integrates planning and programming and budgeting.

THE ROLE OF TOP MANAGEMENT 1IN FORMAL PLANNING

In discussing their long-range problems with chief executives of large manu-
facturing companies over a considerable period of time, I do not recall any
important reference to the content of their long-range plans other than some
vague mention of having that sort of activity going on—somewhat akin to hir-
ing a proper quota of engineers from a given minority group.

Some of the more thoughtful executives quickly point out that the basic statis-
tical data in the formal planning documents are useful to them in their own
planning. This divorce of the formalized planning process from the actual plan-
ning and, more important, from the decision-making is made even clearer when
it is realized that many chief executives are supposedly charged with long-
range planning as their primary responsibility and have delegated the operating



64

activities to an executive vice president or some other subordinate. Even in such
cases, one customarily finds the formal planning organization somewhere down
in the bowels of the corporate staff, possessing a rather tenuous relationship
to the supposedly planning-minded chief executive.

Again I note in passing the potential role of PPBS, to link planning as an in-
tellectual exercise and budgeting as an expression of management decision-
making—programming of course being the mechanism for the link.

PLANNING AND TRIVIA

The third basic shortcoming of business planning, at least as I have found it,
is in the excessive amounts of trivia contained in typical company long-range
business plans. This may, in more than a small way, help to explain why formal
business plans are so seldomly used as decision-making tools. The usual business
firm’s long-range plan informs the reader in wearying detail of monthly delivery
schedules, the recruiting budget, square footage of storage space by type, and so
forth. I will consider this paper to be successful if just one of the readers takes
to his company the conviction that, in preparing a business plan for 1974, it is
not essential to compute overhead rates to four decimal places.

LONG-RANGE PLANNING AND SUBSTANTIVE PROBLEMS

Perhaps the basic shortcoming in the present practice of business planning is
the failure to come to grips with the key problems facing the company and/or its
industry. This may be the inevitable result of the fetish or dogma which main-
tains that the planning must be done by the line departments, and that the kead-
quarters organization should mainly concern itself with aggregating divisional
and departmental submissions. Hence, if a headquarters staff does do some devel-
opmental long-range planning, such as examining those new or potential areas
which do not fall within the current jurisdiction of, or have been overlooked by,
the operating divisions, it is generally careful not to intrude upon the formal busi-
ness planning process with this sort of thing.

The headquarters staff often is looked upon merely to add some class or polish
to the planning process, such as a broad brush evaluation of the external en-
vironment or providing an analysis of the public relations image of the corpora-
tion. As a result, the major substantive problems—such as the declining space
market for the aerospace industry or increasing government competition for
many commerical industries—often simply fall between the cracks or are dealt
with outside of the formal planning process.

THE ROLE OF PPBS

The purpose in reviewing the mistakes of the past, and that is essentially what
has been covered thus far, is quite simple. On the one hand, there is great danger
of PPBS being so mechanically implemented by business firms that it falls into
the same mold as what has come to be conventional business planning and hence,
perpetuates the same mistakes. Or on the other hand, as I see it, the major contri-
bution that PPBS can make is precisely to overcome the key shortcomings that
have just been described.

At this point it would be extremely helpful to briefly review the basic concepts
of PPBS. We can obtain the essence of the matter simply by going back to the
fundamental definitions. I suggest that the reader note how different they may
be from the way the same terms are used in the typical business firm.

Planning.—The study of objectives, of alternative ways of achieving objectives,
of future environments, and of contingencies and how to respond to them. The
purpose of planning is to explore alternatives to stimulate ideas about tradeoffs
‘and management strategies, to identify problems, to formulate theories, and, of
course, to generate data.

Programming.—A method or system of describing activities according to
.objectives or “outputs’—sales or profits, in this case—and of relating these
©objectives to the costs or “inputs” needed to produce the outputs.

Budgeting.—The activity through which funds are requested, appropriated,
-apportioned, and accounted for.

The contributions that can and should result from instituting such a broad-
gauged PPBS approach in a modern corporation are threefold :

(1) Combining long term planning with short term budgeting, so that the
-annual budget is not something separate and apart from the planning exercise
:but really represents the first year of the long term planning effort.
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(2) Presenting an array of alternative means of achieving the company’'s
goals and objectives. This is what PPBS really is all about—the choice among
alternatives. It is not a means of justifying the already agreed upon intentions
of the management; it is not a means of forecasting; it is not even a sophisti-
cated internal information and communication system—or at least it should
not be just these things. If PPBS has any contribution to make to the business
firm, it is to present to top management the major alternative means of achiev-
ing the company’s objectives, together with—and this is the differentiating
characteristic—an objective methodology for selecting among these alterna-
tives.

(3) The third contribution, hence, is getting the line and staff managements
aware of the potentialities of cost-effectiveness analysis, benefit-cost analysis,
and similar applications of the general family of analytical techniques which
we like to call systems analysis.

When then President Lyndon Johnson first announced the establishment of
PPBS on a government-wide basis, he referred to it as a “very new and very
revolutionary system.” Some of the people who have utilized return on in-
vestment techniques for a number of years may be just a bit skeptical of the
“revolutionary” character of PPBS. Of course, they are right. Companies that
array alternative capital investments and compare them via a sophisticated
return on investment analysis or discounted cash flow technique already are using
the basic concepts of PPBS. There is an important proviso here—providing
that the results of these analyses directly determine the company’s capital
asset budget. That does not mean just serving as a screen for the routine items
but constituting the primary evaluation mechanism for major investment de-
cisions.

Moreover, it is the rare company that applies this same approach of choosing
among alternatives in an objective and quantifiable fashion to other activities,
such as research and development, marketing, manufacturing, advertising, and
so forth.

PROBLEMS OF IMPLEMENTATION

I believe that we should candidly acknowledge the very real difficulties that
will be encountered in attempting to establish an effective PPBS program in a
business firm or in any type of organization for that matter. Many of the
obstacles will arise from the simple and almost inevitable fact that important
changes will result in the “pecking order.” Some organizations and individuals
will view the potential changes as threats, others as opportunities.

Shifts in the location and flow of decision-making authority are likely to
occur and these may well alter organizational structures. Perhaps the most
important and far-reaching organizational shift will be the reduction or elimi-
nation of the traditional separation of business planning, financial analysis, and
economic research staffs.

Additional changes in backgrounds and education of management will occur.
Requirements for staffing the PPBS units themselves and recruiting line offi-
cials who understand and can effectively utilize the new managerial tech-
niques, will impose additional duties on company personnel organizations. This
will inevitably widen the array of managerial skills for which a company
recruits,

Many companies may not wish to go the McNamara route of bringing in a
group of truly brilliant “whiz kids” who can implement PPBS in rather speedy
fashion. They may prefer the slower route of developing the skill of their own
management personnel. This second approach may have the compensating ad-
vantage of reducing internal objections to the changes to be made.

Those companies who wish to rely primarily on home-grown capabilities need
to be aware of the training requirements for typical PPBS personnel. There
are three key aspects here. The first is grounding in quantitative analysis. I do
not mean just college algebra, but calculus, computer programming, simulta-
tion techniques, probability theory, linear programming, and other advanced
statistical methodology.

The second key facet of a PPBS education is modern economie analysis. The
emphasis is on modern. The old-line, institutionally-oriented principles course
or the diverting problems seminar just will not do. The training here includes
Imicroeconomic analysis covering the determination of prices, profits, and output
by individual firms and industries and macroeconomic theory covering the be-
havior of the national economy.
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The third and final aspect of PPBS training draws upon the mathematical
and economic techniques in what we call systems analysis. This is the applica-
tion stage, where the future PPBS users are trained in using the advanced
methodology in preparing and reviewing plans and budgets.

Upon reflection, there may be two levels at which such training should be
provided. Clearly, the most detailed instruction should be given to the per-
sonnel who will be varrying on the analysis. Perhaps a broader brush, but not
too superficial, exposure would be sufficient for the more senior executives
who assign and review these analyses. A certain minimum understanding may
simply be necessary both to avoid being snowed by the fancy footwork and to
find the holes which often occur in even the most sophisticated analyses.

CONCLUSION

It may be a great temptation for a company listening to a representative
of another company tell how useful PPBS has been to their operations to then
go back and quickly attempt to duplicate the formats and apply the proce-
dures to their own company in the expectation that they can achieve the same
useful results.

I doubt if I can emphasize too greatly the fundamental concern that the
contribution of a comprehensive planning, programming, and budgeting sys-
tem is not in filling out forms and running endless computations, but in the
conceptually simple yet operationally difficult task of (1) identifying the over-
riding objectives of the organization; (2) developing an array of feasible
alternatives for achieving them; (3) systematically choosing from among the
alternatives; and (4) converting the results into operational decisions.

In concluding this sermon, it might be appropriate to make proner men-
tion of the patron saint of planning, whose spirit no doubt accompanies all
pioneering efforts in this field. It may not be generally known, but he is the
famous Scottoish poet, the late Robert Burns. It may not be generally known,
but he is the famous Scottish, the late Robert Burns. Of course, his claim
to this position is based on a simple line of his poetry which can be trans-
lated into contemporary English as “the best laid plans of mice and men still
can get fouled up.”

Mr. WemeNBaUM. Basically T am concerned that they tried to PPB
t0o much, so to speak, that to seek planning-programing-budgeting for
every last burean, even when methods of analysis are not up to 1t, I
think is futile. And, of course, the present administration has been
cutting back the overly ambitious scope of PPB, and concentrating on
those areas where the return is highest. In a sense this goes back, I think,
to the original setup.

Chairman Proxrre. T am interested in hearing you say “the over-
ambitious scope.” I think it has been so limited and so inadequate as to
what it can do or should do. When you have an agency like the High-
way Department or the Space Agency both telling us that they just do
not use 1t at all, and they do not even attempt to make a cost analysis,
it seems to me it is hard to say that it is overambitious.

Mr. WemexsauM. This gets to the heart of the matter.

Chairman Proxamre. I would like to know whether it has been
employed.

Mr. WemensauMm. Everyone cites the Pentagon as the great use,
although I may have some reservations on that too. It certainly was
most highly developed in the Pentagon, but not overnight. The people
at RAND must have spent 10 years or more developing the framework,
and analyzing the military problems, applying the rudiments of PPB,
before Charlie Hitch and his crew ever got to the Pentagon. How could
they ever expect that, not 10 years but 10 weeks literally would be
enongh to apply PPB to all the major civilian agencies? Without that
background and preparation I think the effort was destined to convert
PPB to, in many cases, a paper shuflling, wheel-spinning operation.
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You cannot tackle the major problems of an agency in 10 weeks, because
it will take you longer than that to know what they are doing.

Chairman Proxmire. We are really talking about economic analysis,
of which PPB is a refinement. It is not an invention.

Mr. WemENBAUM. As an economist I like to talk about it as applied
economic analysis, but I am sure our political scientist friends would
call it applied political science, applied operations research, et cetera.

Seriously, I think the major shortcoming was to set up this tre-
mendous flow of paper before the analytical work had been done on the
major substantive programs, problems, and issues.

I think that in this economic development category we have some of
the basic areas where benefit-cost analysis can be ‘applied. I would
think that we would be much better off applying this talent—and
these are talented people who are involved—one of those people as you
know is to the left of me, symbolically and otherwise (referring to Mr.
Gorham).

Chairman Proxmire. Only physically?

Mr. WemeNBauM. Yes, sir.

To education, manpower, health, resources, transportation—these
are all areas where, at universities and research institutions, a tre-
mendous amount of some very good work has gone into the analysis of
alternatives. And I would hope that a new type of PPB effort could
concentrate on that type of situation.

Chairman Proxmire. I think, Mr. Weidenbaum, what you are as-
suming is that somebody in Congress or somewhere is going to take
PPB so seriously they were going to make all their decisions based
exclusively and solely on some arithmetic result. And that isn’t it at
all. What we are interested in is getting economic analysis, and to
some extent benefit-cost analysis, which will be one guide of a number
which will determine our decisions. In some of these areas we do not
have any hard fact, objective study at all, whereas we had in the DOD
Office of Systems Analysis—on the C-5A—to give you a specific ex-
ample, a study as to whether we ought to get a fourth squadron. The
Office of Systems Analysis and the Secretary of Defense’s office have
made a study of this, two studies, and both of them came down : No, we
should not get it.

The Secretary of Defense went ahead with it, and so did the Con-
gress. But this kind of study is at least helpful in getting some kind
of notion of each element in your system, whether it is economically
wise to go ahead. There may be other reasons that are far more im-
portant. But we cannot begin to get enough of this kind of thing. We
can misuse it, and say that this is all that counts. And, of course, any-
body that does is foolish. But it seems to me the more of this kind of
economic analysis we can get the more intelligent our decisions can be
if we use this information properly.

Mr. Wemexpavdr. Mr. Chairman, I think you have made a very
significant point, that policy decisions cannot and should not be made
solely on the analysis that comes out of the computer, or out of an
economist, for that matter.

One of the things that I was concerned with in my analysis of Gov-
ernment spending programs before joining the administration was not
only what we call the efficiency effects; that is, the benefit-cost type of
analysis, but what economists call the distributional effect, or in plain
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English, the allocation of the benefit by, say, income class, and by
region. And it strikes me that even though economic analysis might
show that project A has a higher benefit-cost ratio than project B, it
still might be the proper thing for the Congress to fund the project
with the lower benefit-cost ratio, because of the distributional effects.
It goes to the poorer region.

hairman Proxmire. I think we agree on that, we are on all fours
on that. It is just that I feel that getting this information is useful to
us. And we have gotten so little of 1t, there are so many areas where you
have physical construction. For instance, building a highway there is
no reason in the world why Congress should not know what the
benefits and the costs are and have some kind of a ratio that you can
make a decision on. But just because it is funded with the gasoline
tax, and it is insulated in the appropriations process and is pretty
much automatic, and based on a formula which is arrived at politi-
cally—nobody ever asked whether we should build a road from no-
where to nowhere, which we are doing in some parts of our country,
or use those resources elsewhere.

Mr. WemEeNBaUM. I wonder sometimes in my more dismal moments
whether benefit-cost analysis has served a useful or negative function.
How useful has it been to have the blessings of a benefit-cost ratio
greater than one poured over all the projects over the years.

Chairman Proxmire. It has been badly used. You pointed out the
interest rates and the discount factor. That is our problem here. It is
not the point of trying to get some facts in economic analysis.

Let me ask you this. As you point out, there are problems in assign-
ing specific problems to one category or another. And I am asking
about this because I think any Member of Congress who looks at your
analysis would have a feeling one way or the other on it. Some people
might say, this is the Nixon administration, where they are really
pushing our resources into the public welfare category and taking them
out of the military category and, therefore, this is a constructively
oriented administration. Let me say that one person’s view of public
welfare may be another’s view of economic development. Where I have
particular difficulty, however, is in the category of national security.
Indeed, this committee has recommended that the budget document
more clearly define defense or national security outlays to include those
activities which are not within the Defense Department but which are
defense-related.

Now, in your category for national security, you do not include
such defense-related expenditures as the Veterans program, and you
shift $5.2 billion, according to your appendix A of your prepared
statement, on defense spending into public welfare. Do you helieve
that this is an adequate picture of the totality of defense and de-
fense-related spending ?

Mr. WemeNBaUM. First of all, let me point out, as I say in my
prepared statement, this is not meant to be a self-serving statement
by a member of the Nixon Administration, This draws on a book that
T wrote before joining the administration. If some of this is considered
favorable to the administration, I am pleased, of course. But. if some
of it is unfavorable to the administration it has not been doctored.
I have tried to come up with a neutral concept.



69

Now, there are a number of categories that are borderline. Where
do you put veterans education? Do you put it under veterans or un-
der education ¢ . )

This has been the problem of every classification of Government
spending I have ever worked on over a period exceeding 20 years,
now.

Chairman Proxyire. Veterans’ pensions, I think, is a very good
example on this problem. It would seem to me that this 1s a cost of
past wars. And I say that for this reason. If you have a veteran who
1s wounded in the battlefield and you give him assistance on the
battlefield with a medic, of course you can put that under welfare,
because it is a welfare problem ; you are improving his welfare by im-
proving his health by maybe cutting off his leg and letting him live.
VWhen he is in the hospital and is not a member of the military forces
you could call that welfare.

And, similarly, as I understand it, both his pension and any
health care that he gets is completely dependent on his being able
to prove that his injury was service connected or that his pension 1s
based on a certain time in the armed services. And this is compensa-
tion in part for an inadequate compensation that all of us received
when we were in the armed services in the event that we retired.

Mr. Wemexsaua. There are two types of programs. Compensa-
tion is for service-related disability. Pension is just for indigent
veterans. And that, I think, is the kind of comparison—in other
words, if a man is a veteran

Chairman Proxaare. Yes; but why is it veterans and not for
everyone?

" Mr. WemExBava. We have a program for everyone. It is called pub-
lic assistance. That is why I put the veterans pensions and compensa-
tion in the same category as the public assistance. Because if a man
is not a veteran, we do not let him starve either; we give him public
assistance. If he qualifies he will get unemployment compensation. He
will get social security. If he is a veteran the VA budget picks up this
welfare cost. But by and large, except for a small differential of rates,
these are welfare costs that the Federal Government would be picking
up whether the man is a veteran or not.

Chairman Proxyire. It may or may not be true now. But there cer-
tainly was a long period before we had a retirement welfare program
which was at all comparable to the pension that veterans received. It
was true during the thirties, and it was true in World War L It has
had a long history since the Civil War or before.

Mr. WemENBaUM. If you want a tabulation showing all of the de-
fense related expenditures of the Federal Government, they are far
bigger than my category of national security. You could prorate the
Division of Disbursement of the Treasury Department. After all, the
major share of checks it issues——

Chairman Proxyire. But what you have done, Mr. Weidenbaum,
is to take the insurance and retirement payments made by the Pentagon
itself, and categorized them as welfare not defense in your appendix A
of your prepared statement and you have taken the urban housing
pailc} for by the Pentagon, military housing, and called that public
welfare.
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Mr. WemexpaunM. Precisely. Again, I presume that the transfer
payment called retired pay to retired members of the Armed Forces
1s 1n lieu of social security public assistance. If these men did not
qualify for that type of retirement program, they would qualify for
another type of Government retirement program.

Chairman Proxmire. I am not sure that——

Mr. WemeNBaUM. It is not central to my analysis, you appreciate.

Chairman ProxMIRE (continuing). Many people would necessarily
aceept your analysis as saying that social security payments are a wel-
fare program. Social security many people feel is a form of insurance.
Tt is a specific part separated from the usual budget that presumably
is financed, although some people question it, on the basis of payroll
taxes which people pay in during their working years and then get
back after their retirement. It is quite separate from the usual concept
of public welfare as being an assistance program, or a program of
that kind. And unemployment compensation is paid for by an em-
ployer over a period of time specifically earmarked for compensation
when he lays his personnel off.

It is something a little different, it would seem to me, than to be
blanketed into a total public welfare category and then compared
with national security and told, we spend more on public welfare.

Mr. Wemeneraum. I have in mind the kind of welfare phrase that
is used in the Constitution, to promote the general welfare, the kind
of activities of the Department of Health, Education, and Welfare.
As T indicated, these are exploratory titles and categories. If you
like the general idea of a Government-wide program budget, I would
only encourage you to have your staff perhaps develop a more satis-
factory alternative.

Chairman Proxuire. I think that is a very good point you are mak-
ing. And T do not mean to be critical of you. I think it is very helpful
that you have these. The very fact that they strike some spark here
indicates that vou are on the right track here; that you are begin-
ning to think about these things, and you certainly challenge us with
this kind of division. But I think we have to be a little careful if we
intend to organize our analysis on this basis and then say we have an
administration that is moving more in the direction of public welfare
than any previous administration, because we can show that the unem-
ployment compensation and social security are both increasing.

Incidentally, we have increased social security much more than the
administration wanted us to increase it, much more.

Mr. WemensauMm. That is right.

Chairman Proxmire. And next year they will be in the position
of the best welfare administration we have ever had.

Ninety percent of our national security expenditures are direct
expenditures on 1.S. military forces. Only 10 percent are on nonmili-
tary efforts to achieve international peace and security. This is true
even if you move foreign relations into the national security cate-
gory—as one might argue it is logical to do. Arms control isn’t even
a big enough item to show up in the table. Would it not seem logical
to conclude that, at the margin, we could obtain much more national
security per dollar expended by shifts from military to nonmilitary
efforts within this category ?
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My, WemexBaTM. I certainly am not in a position to answer the
question, but that is precisely the kind of question that I raise in my
prepared statement. It is precisely the kind of question that a Govern-
ment-wide program budget would bring to the forefront, and it is the
kind of question that is not now even raised, much less answered. At
the present time, these are simple tables; they are meant to be. But
the very notion of arraying these alternatives, I think, just provokes
this kind of questioning of the need for reallocation.

Chairman Proxyrire. Let me just ask a general question.

Mr. WemexBauM. Of course, I would not suggest increasing ex-
penditures for any category without scrutinizing in detail its budget
submission. T am sure you as a member of the Appropriations Com-
mittee appreciate that.

Chairman Proxmire. Yes, I do.

Former Budget Director Schultze basically supported the thrust of
this administration’s fiscal monetary policy. I am sort of inclined to
agree—if I were sure I knew what these policies were. But he felt,
I believe, he could not assure us these would meet the basic problem
of the day—reducing inflation without increasing unemployment.

As a very competent economist and Assistant Secretary of the Treas-
ury, how do you feel about this?

Mr. WempeENBaTM. I am not sure if Mr. Schultze has accurately and
completely described the economie policies of the administration. I do
not know if I am the most appropriate man to do that. But I am going
to take a stand. As T see it, what we are trying to do is, we are succeed-
ing slowly—and I emphasize both words—succeeding and slowly.

Chairman Proxmire. Let us give an explanation of that succeeding.
I think that takes some doing these days. Given unemployment, and
given inflation, how are you succeeding ?

Mr. WerpENBAUM. First of all, we clearly slowed down the economy,
the overheated economy that we inherited, to squeeze the demand-pull
inflationary pressures out of the economy, which was essential. Until
you can do that there was no expectation at all that you could make any
headway in the fight against inflation. And that we have done.

Chairman Proxmire. Where was the evidence that we had an exces-
sive demand, when you recognize that we were operating at about 85
percent of capacity when President Nixon took over? And, as far as
manpower resources are concerned, weekly hours of work throughout
American industry, at that time, were relatively moderate, they were
less than they have been often in the past. As a matter of fact, now
they are the lowest hours per week that we have in some 20 years, and
we are operating at less than 80 percent of capacity now.

Mr. WemeNBauM. Those capacity figures are frankly suspect enough
that I rarely cite them in my own statements. I do rely more heavily
on the estimates of the high employment economy—it used to be the
full employment budget or full employment economy——

Chairman Proxmire. What we had to do is create more economy in
order to—

Mr. WemeNBauM. I did not say that.

Chairman ProxMIre. You are relying primarily on those statistics?

Mr. Wemeneaum. I said that we had excessive demand, that the
demand for goods and services of the American economy exceeded our
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capacity to supply them at the then current prices. That is how I would
define a demand-pull inflation. We certainly have gone beyond that.

I do see some of the early results of that. The wholesale price index
clearly, when you look at the wholesale price index for each month of
this year, has a strong downward trend. I do not think there is any
question in my mind about that.

If you look at the seasonally adjusted consumer price index for
each month of 1970, the increase is a downward sloping line. The rate
of inflation, the rate of price increase

Chairman Prox>ire. You must be looking at different figures than
I am. You say the seasonally adjusted consumer price index, the
increase is a downward sloping line? I am looking at it right now,
and it is an upward sloping line.

Mr. Wemensaum. Seasonally adjusted or unadjusted ? .

Chairman Proxymr. Seasonally adjusted. I realize that last month
the scasonally adjusted figure reduced the raw data from 7.2 percent
annual rate increase to a 6 percent annual rate increase. But that does
not give me much encouragement. Does it give you much ?

Mr. Wemexsavunm. I will have to ask my trusty assistant to bring
up my book of data.

Chairman Proxyme. Here 1s what I have, all items

Mr. Wemexpaum. First of all, T have here the whelesale price index.
Tt is quite clear that the increases in January and February swere
much higher than the March-April-May pattern. In March there was
an increase of 0.2, in April there was no increase at all, although, as
Isaid at the time, I would not give that much weight to one particular
month. In May, the increase was 0.2. This clearly is a

Chairman Proxamre. May was what?

Mr. WeIDENBATM. May was 0.2 percent.

Chairman Proxiire. Are you saying that we have turned the
corner on inflation ?

Mr. Wemexsavar. I say that the rate of inflation, as measured by
the consumer price index as seasonally adjusted and as measured by
the wholesale price index, is measurably lower, thus far, in 1970 than
was the trend in 1969.

Chairman Proxarre. I do not know. In July 1969 the wholesale
price index went up 0.1 of a percent. In August it went up one-tenth
of a percent. In September it went up two-tenths of a percent. That
is about comparable to what it is now.

Mr. WEmENBaUM. Between May 1969 and 1970 the wholesale price
index went up 514 percent. That is substantially higher

Chairman ProxMire. In what period ?

Mr. WempenBauMm. Over the past year, from May 1969 to——

Chairman Proxare. But, after all, you are referring to a couple
0¥ m;)nths. You admit it went up in January and February and
March

Mr. WrmexeavM. I am talking about a whole year, from May 1969
to May 1970, the wholesale price index went up 3.5 percent. The annual
rate for April and May—I worked up the annual rate, and it is 1.2
percent. That is a lot lower; 1.2 versus 3.5. I would say we are making
progaress, Senator.

Chairman Proxyre. Take a look at the GNP deflator of the eco-
nomic indicators. It went up more rapidly the first quarter of the year.
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Mr. Wemexssavar. I should caution you that there is a statistical
problem in the first quarter. For some reason, which I can defend on
theoretical grounds, certainly not on empirical grounds, we assume
there is no increase in productivity on the part of Government em-
ployees such as you and me.

Chairman Proxamre. That is a pretty good assumption.

Mr. Wemexsauy. I am not willing to yield that for either one of
us.

Chairman Prox»rre. Let us just include the Congress.

Mr. WeipExsaua. Hence, each time there is a governmentwide
pay increase the entire cost of that pay inerease shows up as an in-
crease in prices in the GNP deflator. Hence, the first quarter of 1970,
which was a period of a large pay increase for Government employees,
it shows an inordinate increase in the GNP deflator.

Hence, I do not think we get a useful result by comparing that
quarter with the quarters in 1969.

Chairman Prox»Ire. At any rate, you do see some straws in the
wind. I think you are remarkable that you see them. It is a little hard
for me to see them based on the recent statistics, and I think it is hard
to rely much on wholesale prices, because they have been stable for
long periods when the consumer price went up. And as you know,
they have not been increasing anything like as much as consumers’
prices have been over the past few years. For example, consumers’
prices have gone up 34 percent over the 1957-59 base, and wholesale
prices only 16 percent.

Mr. Wemensatvs. I do not want to claim too much at all.

Chairman Prox»ixe. At any rate, you are saying that we are mak-
ing some slow progress in your view, we have slowed down in the
economy, wholesale prices are not increasing quite as rapidly. Do you
feel that we need anything else in monetary fiscal policy ¢ How about
a wage price freeze or jawboning, or incomes policy, wage-price guide-
line?

Mr. WempENBaun. I have given that considerable thought recently.
Personally, I think the time has come to give some serious considera-
tion to some form of incormes policy.

Chairman Proxyure. By incomes policy you mean wage-price guide-
lines?

Mr. WemenBaUM. In my analysis so far I find there is quite an
array of items which can be included in an incomes policy. That is
one of the problems that has caused a good deal of public confusion.

Chairman Proxyire. Yes; there is. For instance, Chairman Burns
made a speech on incomes policy indicating that he felt that the time
has come for this. But he wasnot very specigc in that speech. And there
was no chance to question him. And there was some confusion as to
how far he would go. I think it is very important to spell out what
you mean by incomes policy. In the first place, would you mean that
the Council of Economic Advisers, for example, should attempt to
determine what is a justified increase in wages over the next year or
so, and the rate at which wages should be settled, and to the extent
that they can, allowing of course variations, and the extent to which
price increases can properly or should properly reflect costs? Have you
worked that out ?
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Do you think then the President could call attention to specific
instances in which industries or labor unions in their demands exceed
the guidelines?

Mr. WemeNBaTM. You have described one among many possibilities.

Chairman Proxyire. What is your reaction to that, Mr. Weiden-
baum? Do you think it is something we should do now, or not?#

Mr. WemeNBauM. I have a long, so far very pleasant, relationship
with this committee. I like to be as helpful as I can.

Chairman Proxmire. You are a very responsive witness. You can say
yes or no.

Mr. WemexBauM. In my present position I am economic adviser
to the Secretary of the Treasury. And I feel obligated to give him just
all the advice I possibly can. And I assure you, Mr. Chairman, that in
this area of incomes policy I have been giving the Secretary of the
Treasury my full views and advice.

Chairman Proxmire. What can you tell us that you have been telling
him?

Mr. WemENBATM. I mean it most sincerely, I do not think it would
be appropriate for me to pass on the confidential counsel

Chairman Proxyire. I am asking, what can you tell us that would
not be a breach of confidence # What can you say as Assistant Secretary
of the I'reasury to us this morning that you think would be helpful?

Mr. Wemensaum. Well, I volunteered earlier the statement, I think,
that the time has come to seriously consider incomes policy.

Chairman Proxmire. I think that is very helpful, if you would tell
us what you mean by incomes policy.

Mr. WemensauM. As I see it, there is an array of alternatives. In
fact, T must say that in this array, which I would like to present, the
extremes offend me. One extreme is compulsory direct wage and
price controls.

Chairman Proxmire. You are against that ¢

Mr. WemenNeauM. Not only for philosophical grounds, but on prag-
matic grounds I do not think they will work.

Chairman Proxare. Then on the other extreme I presume it would
be simply an attempt to

Mr. Wemexsaudr. To stand up and say, please be patriotic and do
not raise your wages and prices.

Chairman Proxmire. Where is the middle ground?

Mr. WemensauMm. And then there is a whole spectrum of alterna-

“tives between those two extremes.

Chairman Proxmire. Give us one that you think would be accept-
able in practice.

Mr. Wemeneaud. Let me not beg the question. Let me just give you
the various alternatives in this middle ground. One clearly is types of
%uideposts for noninflationary wage and price behavior. These can be

ormulated in a number of different ways, by a Government agency,
by a board appointed by the President, by one set up under legisla-
tion. This can be voluntary, or it can be compulsory. You could have
a watchdog committee set up by the President or by the Congress
which focuses on individual wage and price decisions, and makes com-
ments, and perhaps points the finger at very ostentatiously large wage
and price decisions.
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Chairman Proxyre. It is in this general area that you think it
might be wise public policy now under present circumstances?

Mr. Wemexpaou. I think it is in this middle ground that serious
consideration needs to be given.

Chalrman Proxarire. I think that is very, very helpful.

Thank you very much, Mr. Weidenbaum. You have been most help-
ful to us. And I do apologize if I got you on some delicate ground.
But I think you handled it very well. And your prepared statement is
a fine contribution.

Mr. WemexsavM. Thank you.

Chairman Proxmire. Mr. Gorham, we are delighted to have you.
We want to thank you for your patience, and you go right ahead and
present your prepared statement as you may wish. And any part of
your prepared statement that you abbreviate or skip over will be
printed in full in the record.

STATEMENT OF WILLIAM GORHAM, PRESIDENT, THE URBAN
INSTITUTE, WASHINGTON, D.C.

Mr. Goruaym. Mr. Chairman, it is a pleasure to participate in this
committee’s persistent efforts to explore how we can make our pub-
lic choices more informed and rational. It is a pleasure to partici-
pate in bringing coals to Newcastle, which I feel I am doing.

The thrust of this inquiry is to reexamine our national priorities
and the way in which they are determined. I would like to address a
closely related issue: How well are we prepared to accomplish what-
ever purposes find their way onto our national agenda ?

Experience is a valuable thing, but it obviously has not been enough.
To use the famous old example, a cat who has once sat on a hot stove
will never sit on a hot stove again. But he will never sit on a cold
stove, either,

This is the problem I think we run into when we rely t0o much on
the wisdom of experience. We are not always able to extract the right
lesson from the experience we have had.

Recent American history seems cluttered with the wreckage of deci-
sions and policies undertaken by men who were both intelligent and
experienced.

In this light T have only one recommendation to make to this com-
mittee. It concerns the use of intellectual tools to help establish na-
tional priorities. In a system of government such as ours, I feel it un-
desirable for the executive branch to have a virtual monopoly on
research capability. It seems to me that if legislators are ever to gain
advantage over their predecessors in coping with great policy issues,
it will come through the establishment of a really first-rate analytical
organization serving the legislative branch.

However we do or will set priorities for public action, it is the
knowledge base on which we heavily depend to determine how we
should address ourselves to the particular problems finding their way
onto the public agenda.

I do not have to justify before this committee the need for improving
the accuracy of our aim against the specific social targets which the
American people place before their Government.
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When we fumble too many of the problems we have undertaken to
solve, each failure weakens the public will to “do something” ina
collective way.

The question is: Why don’t we do better?

One reason is that when the public is ready to place an item on its
“do” list, their leaders are not always ready with a well thought out,
pre-tested, or at least promising solution. Moreover, they are not al-
ways ready with an honest and competent appraisal of the success of
previous or current attempts to deal with the issue in question.

Sometimes it seems that we learn only what the cat learned, to stay
off the stove, hot or cold.

To seal the argument let me cite three examples. First, through a
miracle of political trading the Congress passed the Elementary and
Secondary Education Act of 1965. It featured in its main title, title I,
aid to the education of poor youngsters. There are very few who have
looked closely at this program who feel that it did much of value
toward its purposes. Nor is there now—as a saving grace—a coherent
body of information on which to base subsequent attempts to tackle
the problem.

Of course it might be argued that no one could have predicted the
passage of such a bill, therefore it is understandable that the Govern-
ment was unprepared to offer substantial guidance on effective uses of
the funds. But if that were the case, a survey of expected uses, and an
assessment of those uses, may have suggested a slower phase-in of
spending, experimentation, or both. This would appear to have been a
more responsible road.

A second example is medicaid.

The inadequacy of health services to the poor has been a source
of concern and modest public action for a long time in the country.
In 1965 the Congress passed as a provision of the Social Security
Act a payments mechanism for the medically indigent—title 19.
Tt is fair to say that the provision was passed with virtually no one
knowing—or perhaps even asking—what impact the provision would
have on: (1) The status of health of the poor, (2) the delivery of
services to the poor, (8) the system of health care, or (4) the price
of health services generally.

A1l these issues are central to the choice and yet they were either
not addressed or they were addressed in the most cursory way prior
to enactment of the legislation. While medicaid has undoubtedly
done some good—in some States considerable good—it certainly could
have been made much more effective had more forethought been taken
before its passage aslaw.

Finally, the overall war on poverty would have to be counted among
the wars for which insufficient preparation had been made. The
process by which decisions were made regarding the kinds of things
to be done, how much, and by whom, was distressingly weak. The
slogans—for example, “making taxpayers out of tax eaters”—were
a poor substitute for carefully weighed options.

This is not to say that the war was not worth undertaking, nor that
given the time available to get to the front, we did not do as well
as could be expected. These examples are not meant as an attack on
those who promoted or passed the legislation. They do in my opinion,
however, illustrate poorly captured opportunities. And the weakness
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in each case stems from inadequacy in the executive and the congres-
sional preparation for consideration ¢f public programs.

T have cited these particular programs because I know a little more
about them than others. However, let me assure you a faulty process
is spawning similar failures daily. The Omnibus Crime Control and
Safe Streets Act of 1968 was addressed to high crime. Yet there are
few authorities who have studied the matter who really believe that
we know how to expend funds against crime effectively.

Certainly another reason government is not ready to take advantage
of the emergence of public willingness to get on with some collective
purpose is that we have not made the necessary investments to know
where the winners are among our current programs. Evaluation of
the things we do is still taking baby steps and faces some formidable
institutional barriers, which T will remark on later.

Let me assure you that I do not mean to imply by what I have said
that we should hold our action unless we are absolutely assured we
know exactly what to do. Most learning is learned by doing, and
Government programs have never been, and probably never will be,
different. But good stewardship would seem to demand that we inform
ourselves as well as we can in advance of the crisis of action, and that
we have mechanisms for doing so.

Before offering suggestions to improve our ability to launch and
guide Government programs I would like to turn my attention to some
candidate agenda items in which substantial ignorance on how to pro-
ceed exists. Since the Urban Institute, of which I am President, was
organized to make sustained inquiries into these and other national
policy issues. I will draw on its beginning efforts.

INCOME AND DISTRIBUTION

‘While most income and its distribution are determined largely in
the private sector, the Federal Government—alone—directly transfers
in cash about $50 billion annually and many other billions in ear-
marked subsidies to individuals. Moreover, the tax structure is our
most self-conscious and broadest instrument of redistribution. In ad-
dition, most other Government programs, including the $80 billion
Defense budget, have profound short- and long-term impact on the
distribution of income.

A large number of conditions in our society which have captured
public attention diminish or disappear as levels of income rise. Of
course, some new ones emerge. In any case, given the profound impor-
tance of income and its distribution, it is surprising that we do not,
and indeed do not have the capacity to, place before the public the
income implications of the programs we consider.

With some few exceptions such as new individual tax rates and direct
transfers such as social security benefits the way in which new Gov-
ernment programs will redistribute income is rarely spelled out. Until
we can—and routinely do—spell out redistributive effects, we ob-
scure an implication of Government programs—always worth dis-
cussing and frequently central to the decision.

TWhile this issue is usually explicit in direct transfer programs, the
ability to spell out implications of alternatives in administration
proposals as they emerge in the heat of congressional consideration
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has been very limited. It has been recently accomplished in connection
with the proposed family assistance plan (FAP). It is worth saying a
word about this, since it does iflustrate a class of aids which should be
brought to the support of the legislative process.

A computer model of the FAP was developed which calculates for
any variation in the income guarantee level, definition of eligibility,
and so forth, the 10-year budget costs and the distribution of bene-
fits by the economic and demographic characteristics of the recipients.
An assortment of such research tools could greatly facilitate informed
legislative action.

FAP is a relatively straight forward transfer, and modeling its im-
pact is correspondingly straightforward. This is decidedly not the
case with programs having only indirect or long-term effects on in-
come, such as educational programs. These require more sophisticated
models and understanding of quite complex interrelationships.

We have in our own organmization the past year started develop-
ment of computer models which would permit predicting the long-
term effects of a variety of social welfare programs. Of course, they
will never be any better than the understanding of the relationships
among the things we try to do and the things we wish to change.

While modest unencumbered direct income transfers, such as the
FAP or social security payments, solve many individual problems,
they often go only a little way toward relieving certain conditions of
lower income households, such as poor health, bad housing, and so
forth.

Besides cash we have many programs which provide direct serv-
ices to low-income families, such as the OEO neighborhood health
centers.

We have others which increase the supply of things which they
consume, such as interest subsidies on new low- and moderate-income
rental housing.

Finally, we provide earmarked cash, good only for the purchase
of particular commodities, such as food stamps. But the choice of
mode—cash, services, supply subsidy, or earmarked income—has been
based on little systematic inquiry into the relative effectiveness of the
alternatives.

In the case of medicaid, which I mentioned earlier and which is
closest to earmarked income, it appears that the program has gen-
erally yielded only modest increases in medical services for those
eligible. The greatest portion of the cost of the program is transferred
from Federal and State governments to the providers of medical
services.

That happened because the supply of medical services, at least in
the short run, is unresponsive to higher demand. Consequently, the
price of the services and not the amount supplied increased. Perhaps
it should be called doctors’ aid.

In_housing, our principal mode of improving services is through
supply subsidies given to producers of new housing. The other alter-
natives of providing operating subsidies or earmarked allowances have
barely been considered. The Department of Housing and Urban De-
velopment has encouraged the Urban Institute to analyze the full
range of policy options for increasing the quality of housing serv-
ice for low-income families. While it is too early to make definitive
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recommendations, it is not too soon to doubt the optimality of our
current housing strategy.

INFLATION AND UNEMPLOYMENT

I will turn now to a second area in which we do not seem to have all
the answers, as suggested by the earlier conversation between you and
Dr. Weidenbaum; namely, the joint issues of unemployment and
inflation.

Our efforts to attain maximum production and employment tend to
produce inflation which, as you know, has an uneven impact on income
distribution. When we restrain inflation by monetary tightness, in-
creasing taxes, or decreasing expenditures, unemployment tends to
increase.

We have never really explicitly weighed the social and economic
impacts of inflation and unemployment and thereby songht in a delib-
erate way the least bad balance for the Nation. Unfortunately, we do
not know how to do that yet. We do know that as unemployment rises
in the fight on inflation, it has uneven impacts in difterent regions,
cities, among the races, sexes, occupations, and age groups. The result-
ing concentration of the burden of unemployment makes the problem
much more severe.

Moreover, even though some labor markets are loosened, others
remain tight and continue to contribute to inflationary pressure. We
really need to give more attention to the two dynamic determinants
of unemployment: The duration of job search before a job is found,
and the turnover rate that reflects how long the particular match
of worker and job remains mutually satisfactory. To reduce unem-
ployment, job-worker matches must take place faster and the quality
of the matches, in terms of job tenure, must be improved. Both of
these, in turn, depend on how long the jobs in each market segment
match the unemployed workers.

National economic growth and price stabilization policy have par-
ticular relevance to cities. Contrary to some of the fears expressed in
the late fifties and early sixties, the cities experienced job growth dur-
ing the economic expansion, although the responses lagged behind
national growth.

The average rate of growth in unemployment in SMSA’s, which we
recently examined, was 8 percent in the central city and 6 percent in
their suburbs during the 1965-67 period, a considerable expansion
when compared with the rates of 1.1 percent and 4.7 percent in the
period 1959 through 1965.

Recent statistics on city unemployment rates showed the major
SMSA’s are among the first to feel the impact of rising unemployment.
As expected, the central cities of these SMSA’s are experiencing the
most severe problems. Within the central cities, unemployment rates
are’ high an(F rising in poverty areas among the blacks and the young.

The Department of Labor estimates that over 30 percent of teenage
blacks in urban poverty areas were unemployed during the first 3
months of this year, compared with about 20 percent in 1958. Unem-
ployment rates among Negroes, mostly concentrated in racially segre-
gated sections of our major cities, continue at about twice the rates
for whites.
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These facts underline the importance of a more satisfactory resolu-
tion of the unemployment dilemma than we have achieved so far.
'We suspect that solutions are to be found in programs designed to
reduce the duration of unfilled vacancies and period of unemployment,
anc%1 to increase the duration of job-people matches once they are
made.

A good strategy to cope with central city employment problems can-
not be specified with much confidence at the moment. Our work on
occupational distribution of recent job growth in central cities sug-
gests that high central city unemployment rates are not simply the
result of a geographical and skill mismatch of people and jobs as
commonly believed. We are now attempting to determine the relative
importance to employment experience of the characteristics of the local
labor market, on the one hand, and the personal characteristics of
the members of the labor force on the other.

It is already clear that some programs to change the demand for
labor and the structure of jobs will be desirable to supplement the
more conventional programs for training and placement of jobseekers.

Though we will spend $314 billion in 1970, our present manpower
programs are probably too small to have any impact on the inflation-
unemployment problem. Most are oriented toward the disadvantaged
rather than the overall inflation-unemployment process. A manpow-
er program capable of making an important contribution to the re-
duction of both inflation and unemployment would probably need
to be different and, perhaps, larger than our present one and give
much more attention to filling critical job vacancies.

To design such a program we will have to know more than we do
now.

URBAN GROWTH POLICY

Finally, I would like to turn to last year’s most asked national
policy qluestion: Where are the next hundred million Americans
going to live?

Many people are disturbed by the current and expected pattern
of urban growth. In recent months the President, Members of Con-
gress, and others have called for an urban growth policy. The Na-
tion does not have an articulated policy nor an integrated set of
programs aimed explicitly at shaping the future growth of urban
America. Qur urban growth policy is a hodgepodge of Federal, State,
and local programs whose ends and means are frequently in conflict
and whose results at times exacerbate commonly recognized problems.

“Growth centers” and “new towns” are much discussed. However,
our understanding of why cities grow or do not grow and of what
can be expected from policies designed to affect such growth is seri-
ously deficient. For example, if we decide to promote the growth of
small and medium-sized urban centers, experience indicates that the
proper selection of these growth centers is just as important as the
design of the policies to be applied. Ability to benefit from incentives
varies widely among places.

At present we do not have a sound basis upon which to evaluate
the consequences of alternative urban policies and the criteria for
selecting urban growth centers.

This is hardly a complete list of items that might find a place on
the national priority agenda. However, it is certainly not atypical
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with regard to the state of knowledge on how to proceed. If the
state of our knowledge is shaky, our ability to become informed and
thereby prepare for intelligent public policy is not much sounder.

The institutions and structures we have are weakly equipped to
learn from experience, and we have taken precious few steps to create
new ones,

As suggested in my illustrations, we must know more about the prob-
lems we are trying to solve, know more about the effects of our cur-
rent and past efforts to deal with these problems, and in these ways
and others prepare more effectively for program development and
hudget choices.

I will offer a personal action list for a wise and well-motivated
Congress. The Congress should :

Continue support of individual scholarship. There are faults with
our scholarly community, but not faults which will be corrected by
starving them or their work. It is safe to say that most gains to our
basic understanding stemmed from the work of individual scholars
plying their trade in their own ways.

Encourage the development of interdisciplinary institutes. There
are many problems of our society which will be understood much
faster if mechanisms for massing intellectual resources are developed
and nurtured. A number of prototypes for such enterprises exists.
If they are not encouraged substantially and financially they will
languish.

Rekindle the spluttering flame of PPB. This committee has done
much already on the subject. In my judgment PPB is absolutely right
in concept. It requires more sustained support from the Congress,
the White House, and the BOB. It requires patience. Its message and
value is care in considering what the Government has done and might
do. New initials will be needed but the job must be done.

Require objective evaluation of Government programs. Some con-
siderable progress has been made here. It will require continued at-
tention. Some reorganization within each Federal agency will be
necessary to get objective information. Congress will have to figure
out some way to reward those who tell the truth about programs, or
they will get only selective truth, which could easily be worse than
nothing.

Encourage the appointment of bridging persons within speaking
distance of all major actors in the decision process, congressional as
well as executive. Iven when the knowledge for better choice is avail-
able somewhere, it frequently does not find its way to those actually
making the decisions. The best way to meet this problem is to encour-
age all major parties to a decision to have close to them someone who
knows what is known or knows how to find out.

Encourage experimentation in social problem-solving. Many of the
problems we have taken on have never been understood well enough
to design effective solutions. We will have to experiment. Precedents
for such experimentation are just coming into their own. They re-
quire encouragement or they will fall prey to those who have littie
patience and those who would rather the target of the experiment was
not on the agenda at all.

Subject to scrutiny established old programs as well as proposed
additional ones. Congressional attention is not naturally directed to
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the existing base of programs. The current scrutiny of the Defense
Establishment is perhaps an exception to this.

I would now like to come back to the main theme of the hearing by
emphasizing two points.

First, setting priorities in the absence of some sense of the re-
sources required for each purpose is not really possible in a resource-
constrained world.

Second, when our government performs some social purpose poorly
we fail on at least four counts. We waste resources which would have
been used with more personal satisfaction by those who forfeited
them. We leave our purposes insufficiently accomplished. We lessen
the willingness of the policy to persevere against the condition itself.
And finally, we weaken our citizens’ confidence in the public sector in
general. The problem becomes regarded as insoluble, the government
mcompetent, or both.

Since many public purposes are pressed by a very fragile majority
1n coalition, the cost of poor government performance can be a shrunk-
en agenda. If there were no alternative to poor performance, this out-
come would be cause for resignation (perhaps with a heavy heart).
But when good performance is possible, loss of the agenda item is a
diminishment of us all.

Thank you, Mr. Chairman.

Chairman Proxyire. Thank you very much for a most thoughtful
statement.

You talk about the possibility of weighing the pains and difficulties
that developed in inflation on the one hand and unemployment on
the other, so that we can work out what would be least bad. And then
you go into an analysis of manpower training programs and mobility
of jobs. And mobility of labor is one way we can go about it. Can we
get more than this out of economic analysis in your view, Mr. Gorham ¢
In other words, can we arrive at some kind of a notion on the Phillips
curve, the conclusion on the part of many competent economists that
after a certain level of unemployment is reached, any further diminu-
tion in unemployment must be accompanied by inflation and that
inflation continues for some time.

Mr. Gormam. I believe that even the most optimistic Phillips
curve movers would agree that there will be some level of unemploy-
ment below which the price level rises. However, a growing group
of economists and others in this country and elsewhere, including econ-
omists on the staff of the Urban Institute, believe that we do not have
to accept the particular relationship between unemployment and infla-
tion which this country appears to have. Indeed with a sensible set
of government programs designed for the purpose we can have a bet-
ter Phillips curve which provides a lower level of unemplovment
for any given level of inflation. Other countries do it. And thev feel—
and T agree—that we probably can too. But we have a lot to learn.

Chairman Proxa»rire. You see, in your analysis here vou seem to con-
clude—the implication mav be unfair—you seem to conclude that what
we really have to do is understand what the job vacancies are—we do
not have those statistics. incidentally, this committee has been trying to
get them—what the job vacancies are, the demand for labor on the
one hand, and then the supply of labor, and try with manpower {rain-
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ing to provide that these people who are unemployed can find those
jobs, and we can do something about it in that way, in a way that
would be deflationary rather than inflationary. But af the present time
the 4.8 percent unemployment, with such a high proportion of mi-
nority groups as you point out in your statement, does it not seem that
we do need more aggregate demand, that we need more aggregate
employment ?

Mr. Gormam. Nothing that T suggested in my statement should
argue against more aggregate demand. It is not an argument against
pressing for more aggregate demand. It rather is an argument for a
very close look at the specific mechanism by which tight labor mar-
kets create price pressures. That specific mechanism is not understood.

It is suggested in my statement, and by Charles Holt, who has done
a great deal of this work, that there are particular critical vacancies
which even with general slackness in the labor market provide fuel for
inflationary pressures. To locate these areas and to act against them
would reduce inflationary pressures.

Chairman Proxmire. But actually when you look at the situation it
1s very hard to see that. For example, the aTea where we have had the
biggest increase in wages has been in the construction trade. The area
where we have the biggest unemployment is in the construction trades.
We had in Milwaukee late last winter or early this spring 30 percent
unemployment. Settlements are very high, as you know. And there does
not seem to he much correlation between a scarcity of labor, although
there should be, and the classical economic analysis says there is. When
you look at the facts, say, you have a sharp increase in the cost of auto-
mobiles this year, and an excess of automobile workers and heavy un-
employment in the area—it seems that there is little correlation for
some reason between a tight labor market and then higher prices.

Mr. Gormar. I think if one looks, as you are suggesting, into specific
industrial sectors such as construction—which I have not done, and I
speak really as one ignorant of the specific sectors that we are dis-
cussing—one might find special situations. ]

I think in construction the barriers to entry might create special
problems for inflationary pressures, and these might be examples where
union pressure is effective.

Chairman Proxaire. In your analysis you pointed out, partly
facetiously but partly seriously, that medicaid could be called doc-
tors’ aid to some extent, inasmuch as there was a limited amount, in
the short run at least, of medical resources, health resources, and when
you increase this program sharply and suddenly it has inflationary
implications, many of the indigents do not get the care even though
they should theoretically get it, and that a careful analysis of this—
if the question had been asked in advance, perhaps we could have
forestalled this and had a more sensible program. Could the same
kind of analysis be useful in the family assistance program that Presi-
dent Nixon has proposed that is going to come before us for a vote
very soon in the Senate, and it has already been acted on in the House ?

As you say, this is a straightforward program. There are several
alternatives involved here. I think there is a lot of merit in the pro-
gram. but at the same time an enormous cost can be involved. The
initial cost is reasonably modest, comparatively modest, $4 billion.
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But this could go up to $20 billion or more if you set a higher rate,
and there is a great temptation to do it.

Could economic analysis in your view help us here, or do we just
Liave to trust our political instincts ¢

Mr. Gormadi. First, it should be said that quite a large amount of
analysis did go into the development of the family assistance plan.
It was not invented overnight. It is really the culmination of many
years of work by a fairly substantial number of people both within
and outside of the Government. It is really quite different from medi-
caid. Medicaid is largely operating:

Chairman Proxaire. Similarly, there was a lot of analysis going in
various ways, maybe not of a specific program, but of various health
Insurance programs.

Mr. Gorrzaym. Well, I think there probably was a great deal of anal-
ysis of health insurance programs. But there was almost no analysis of
a payment mechanism to the medically indigent, that I know about.
1t could have taken place somewhere else in HEW. But I think it did
not take place. But medicaid went through a very complex and con-
strained medical delivery system, whereas in the case of the family
assistance plan, basically money is transferred from the general pop-
ulation to the poor. And how effective they are in using their money
will depend on what sort of purchasers they are, how they consume
their money.

1 think there are some important issues around FAP which are
unknowns, and not easily kmowable without a great deal of experience.

The relationship between a transfer payment such as FAP and the
work behavior of the individual is very dimly perceived. The ex-
perience in New Jersey where one of the first large-scale experiments
with this sort of an income payment was undertaken seemed to sug-
gest that work behavior was virtually not a factor.

The fear of many that if you give the unworthy along with the
worthy poor some income, they are going to stop working is neither
justified nor disapproved by the early returns of the New Jersey ex-
periment. One can only say that very few Government programs had
as much information to go on as FAP had on that issue, little as it
was.

Chairman Proxaire. Do you have a report or study you can sub-
mit for the record on the family assistance program

Mr. Gormam. Let me explain what our role has been. We have
been acting for the Congress and for the administration as technical
consultants. We have provided the cost and effect estimates. We will
be happy to provide for the record a record of those activities and those
estimates.

Chairman Proxmire. We would like it very much, it would be very
helpful to use.

(The following information was subsequently supplied for the
record by Mr. Gorham:)

The following list of computer work performed for the Department of Health,
Education, and Welfare since August of last year itemizes each separate job
specification. Nearly every item in this inventory list represents an income
maintenance proposal, but each one represents a unique mix of allowance rates.

coverage and offset tax structures. The standard output of each printout is ex-
plained at the end of the inventory.
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INCOME MAINTENANCE COST AND COVERAGE ESTIMATES PERFORMED FOR HEW

(1) 1966 Vanishing Income Supplement paying $730 to the first two family
members and $450 only to the next five members (a guarantee for a family of
four of $2400), taxing annual family money income less means-tested transfer
income at 50 percent, covering families of all sizes, including Social Security
benefits in adjusted gross income for Federal income tax liability calculation.
Dated August 28, 1969.

(2) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to the next five family members (a guarantee of $1600 for
a family of four), taxing annual family earnings above $720 at 50 percent, tax-
ing family unearned income (excluding means-tested income), at 100 percent,
covering families of all sizes. Dated August 31, 1969.

(3) 1968 Vanishing Income Suppiement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee of $1600
for a family of four), taxing annual family earnings above $720 at 50 percent,
taxing family unearned income (excluding means-tested transfer income, in-
terest, rent and dividends) at 50 percent, taxing interest, rent, and dividend
income at 100 percent, covering families of all sizes, and dated September 1,
1969.

(4) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee of $1600
for a family of four), taxing annual family earnings above $720 at 50 percent,
taxing family unearned income (excluding means-tested transfer income) at
50 percent, covering families of all sizes, and dated September 1, 1969.

(3) 1966 Vanishing Income Supplement paying $625 to the first two family
members and $375 only to the next five family members (a guarantee for a fam-
ily of four of $2000), taxing annual family money income less means-tested
transfer income at 50 percent, covering families of all sizes, dated September
1969.

(6) 1966 Vanishing Income Supplement paying $500 to the first two members
and $300 only to the next five family members (a guarantee for a family of
four of $1600), taxing annual family money income less means-tested transfer
income at 50 percent, covering families of all sizes, dated September 1969.

(7) 1966 Vanishing Income Supplement paying $875 to the first two family
members and $525 only to the next five members (a guarantee for a family of
four of $2800), taxing annual family money income less means-tested transfer
income at 50 percent, covering families of all sizes, dated September 1969.

(8) 1966 Vanishing Income Supplement paying $1000 to the first two family
members and $600 only to the next five members (a guarantee for a family of
four of $3200), taxing annual family money income less means-tested transfer
income at 50 percent, covering families of all sizes, dated May 9, 1970.

(9) 1966 Vanishing Income Supplement paying $1125 to the first two family
members and $675 only to the next five members (a guarantee for a family of
four $3600), taxing annual family money income less means-tested transfer
income at 50 percent, covering families of all sizes, dated September 1969.

(10) 1966 Vanishing Income Supplement paying $625 to the first two family
members and $375 only to the next five members (a guarantee for a family of
four $2000), taxing annual family money income less means-tested transfer
income at 70 percent, covering families of all sizes, dated September 1969.

(11) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee for a family
of four of $1600), taxing annual family money income less means-tested transfer
income at 70 percent, covering families of all sizes, dated September 1969.

(12) 1966 Vanishing Income Supplement paying $750 to the first two members
and $450 to only the next five members (a guarantee for a family of four of
$2400), taxing annual family money income less means-tested transfer income
at 70 percent, covering families of all sizes, dated September 1969.

(13) 1966 Vanishing Income Supplement paying $875 to the first two family
members and $525 only to next five members (a guarantee for a family of four
of $2800), taxing annual family money income less means-tested transfer income
at 70 percen,t covering families of all sizes dated September 1969.

(14) 1966 Vanishing Income Supplement paying $625 to the first two family
members and $375 only to the next five members (a guarantee for a family of four
of $2000) taxing annual family money income less-tested transfer income at
30 percent, covering families of all sizes. Dated September 1969.
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(15) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee of $1600
for a family of four), taxing annual family money income less means-tested
transfer income at 30 percent, covering families of all sizes, dated September 1969.

(16) 1966 Vanishing Income Supplement paying $875 to the first two family
members and $525 only to the next five members (a guarantee for a family of
four of $2800), taking annual family money income less means-tested transfer
income at 30 percent, covering families of all sizes dated September 1969.

(17) 1966 Vanishing Income Supplement paying $750 to the first two family
members and $450 only to the next five family members (a guarantee for a
family of four $2400), taxing annual family money income less means-tested
transfer income at 30 percent, covering families of all sizes, dated September
1969.

(18) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee for a fam-
ily of four of $1600), taxing annual family earned income over $720 at 50 percent,
covering families with children, taxing family unearned income (excluding
means-tested transfer income) at 100 percent, including Food Stamp estimates.
Dated September 15, 1969.

(19) 1966 Vanishing Income Supplement paying $750 to the first two family
members and $450 only to the next five family members (a guarantee for a fam-
ily of four of $2400), taxing annual family earned income over $720 at 50 per-
cent, covering families with children, taxing unearned income (excluding means-
tested transfer income) at 100 percent. Dated September 16, 1969.

(20) 1966 Vanishing Income Supplement paying $625 to the first two family
members and $375 only to the next five family members (a guarantee of $2000
for a family of four), taxing annnal family earnings over $720 at 50 percent, tax-
ing family unearned income (less means-tested transfer income) at 100 percent,
covering families with children. Dated September 16, 1969,

(21) 1966 Vanishing Income Supplement paying $750 to the first two family
members and $450 to the next five family members (a guarantee for a family of
four of $2400), taxing annual family money income less means-tested transfer
income at 50 percent, covering families of all sizes, dated September 22, 1969.

(22) 1966 Vanishing Income Supplement paying $750 to the first two family
members, $450 to the next five members, and $225 to every member thereafter
(a guarantee for a family of four of $2400) taxing annual family money income
less means-tested transfer income at 50 percent, covering families of all sizes,
dated September 23, 1969.

(23) 1966 Vanishing Income Supplement paying $750 to the first two family
members and $4350 only to the next five family members (a guarantee for a fam-
ily of four of $2400), taxing annual family money income less means-tested
transfer income over $720 at 50 percent, covering families of all sizes and dated
September 23, 1969.

(24) 1966 Vanishing Income Supplement paying $3500 to the first two family
members and $300 only to the next five family members (a guarantee of $1600
for a family of four), taxing annual family earnings above $720 at 50 percent,
taxing family unearned income (excluding means-tested transfer income) at 50
percent, covering families with children, including Food Stamp estimates. Dated
October 1. 1969.

(25) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee of $1600
for a family of four), taxing annual family earnings above $720 at 50 percent,
taxing family unearned income (excluding means-tested transfer income) at 50
percent, covering families of all sizes, including Food Stamp estimates. Dated
October 2, 1969.

(26) 1968 Vanishing Income Supplement paying 500 to the first two family
members and $300 only to the next five family members (a guarantee of $1600
for a family of four), taxing annual family earnings above $720 at 50 percent.
taxing family unearned income (excluding means-tested transfer income) at 50
percent, covering families of all sizes, including Food Stamp estimates, contain-
ing cost and coverage estimates based upon family work experience. Dated Octo-
ber 10, 1969.

(27) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee for a fam-
ily of four $1600), taxing annual family earnings above $720 at 50 percent, tax-
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ing family unearned income (excluding means-tested transfer income) at 50
percent, covering families with children. Dated October 10, 1969.

(28) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee for a fam-
ily of four of $1600), taxing annual family earned income over $720 at 50 per-
cent and annual family unearned income receipts (less nonadult Public Assist-
ance) at 50 percent, covering only families with children with the head in the
labor force 50 weeks or more, dated October 10, 1969.

(29) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five members (a guarantee for a family of
four of $1600), taxing annual family earned income over $720 at 50 percent, tax-
ing family unearned income (less non-adult Public Assistance) at 50 percent,
covering families with children, containing extensive cost and coverage esti-
mates based upon family work experience. Dated October 10, 1969.

(80) 1966 Vanishing Income Supplement paying $1675 to the first two family
members and $1075 only to the next five family members (a guarantee for a
family of four of $5600), taxing annual family money income less means-tested
ilé%gsfer income at 50 percent, covering families of all sizes, dated October 14,

(31) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five members (a guarantee for a family
of four of $1600), taxing annual family earned income over $720 at 50 percent,
taxing family unearned income (less means-tested transfer income) at 50 per-
cent, covering families with children, containing extensive cost and coverage
estimates based upon family work experience. Dated October 14, 1969.

(32) 1971 Vanishing Income Supplement paying $750 to the first two family
members and $450 only to the next five family members (a guarantee for a
family of four of $2400), taxing annual family money income less means-tested
transfer income at 50 percent, correcting for sample income underreporting,
covering families of all sizes dated October 27, 1969.

(33) 1971 Vanishing Income Supplement paying $750 to the first two family
members and $450 to the next five family members (a guarantee for a family
of four of $2400), taxing annual family money income (less means-tested trans-
fer income) at 50 percent, covering families of all sizes, dated October 27, 1969.

(84) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee for a
family of four $1600), taxing annual family earnings above $720 at 50 percent
and family unearned income receipts (less nonadult Public Assistance) at 50
percent, covering families with children, containing extensive cost and coverage
estimates based upon family work experience. Dated October 29, 1969.

(85) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee for a
family of four $1600), taxing annual family earnings above $720 at 50 percent
and family unearned income (less non-adult Public Assistance) at 50 percent,
covering families with children without Public Assistance. Dated October 29,
1969.

(36) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a guarantee for a
family of four $1600), taxing annual family earnings above $720 at 50 percent,
taxing family unearned income (less nonadult Public Assistance) at 50 percent,
covering families with children with Public Assistance. Dated October 29, 1969.

(87) 1971 Vanishing Income Supplement paying $875 to the first two family
members and $525 to every member thereafter (a guarantee for a family of
four $2800), taxing annual family money income (less means-tested transfer
income) at 50 percent, covering all family sizes. Dated October 30, 1969.

(88) 1971 Vanishing Income Supplement paying $1000 to the first two family
members and $600 to every member thereafter (a guarantee for a family of four
$3200), taxing annual family money income less means-tested transfer income
at 50 percent, covering families of all sizes. Dated October 30, 1969.

(39) 1971 Vanishing Income Supplement paying $1125 to the first two family
members and $675 to every member thereafter (a guarantee for a family of four
§3200). taxing annual family money income less means-tested transfer income
at 50 percent, covering families of all sizes, dated October 30, 1969.

(40) 1971 Vanishing Income Suplement paying $1250 to the first two family
members and $750 to every member thereafter (a guarantee for a family of
four $4000), taxing annual family money income less means-tested transfer in-
come at 50 percent covering families of all sizes. Dated October 30, 1969.
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(41) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 only to the next five family members (a quarantee for a family
of four $1600), taxing annual family earnings above $720 at 50 percent, taxing
family unearned income (excluding non-adult Public Assistance) at 50 percent,
covering families with children. Dated October 30, 1969.

(42) Vanishing Income Supplement paying $750 to the first two family mem-
bers and $450 to every member thereafter (a guarantee for a family of four
$2400), taxing annual family money income less means-tested transfer income
at 70 percent, covering families of all sizes. Dated October 30, 1969.

(42) 1971 Vanishing Income Supplement paying $750 to the first two family
members and $450 to every member thereafter (a guarantee for a family of four
$2400), taxing annual family money income less means-tested transfer income
at 30 percent, covering families of all sizes. Dated October 30, 1969.

(44) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee of $1600 for a
family of four), taxing annual family money income less means-tested transfer
income at 50 percent, covering families of all sizes, dated October 30, 1969.

(45) 1971 Vanishing Income Supplement paying $625 to the first two family
members and $375 to every member thereafter (a guarantee for a family of four
$2000), taxing annual family money income less means-tested transfer income
at 50 percent, covering families of all sizes, dated October 30, 1969.

(46) 1971 Vanishing Income Supplement paying $750 to the first two family
members, $450 to the next five members and $225 to every member thereafter (a
guarantee of $2400 for a family of four) taxing annual family money income
less means-tested transfer income at 50 percent, covering families of all sizes,
dated October 30, 1969.

(47) 1966 Vanishing Income Supplement paying $750 to the first two family
members and $450 to every member thereafter (a guarantee for a family of four
of $2400), taxing annual family money income less means-tested transfer income
at 50 percent, covering families of all sizes. Dated November 5, 1969.

(48) 1971 Vanishing Income Supplement paying $750 to the first two family
members and $450 to every member thereafter (a guarantee for a family of four
$2400), taxing annual family money income less means-tested transfer income
at 50 percent, correcting for sample income underreporting, covering families
of all sizes. Dated November 5, 1969.

(49) 1971 Vanishing Income Supplement paying $750 to the first two family
members and $450 to every member thereafter (a guarantee for a family of four
$2400), taxing annual family money income less means-tested transfer income at
50 percent, covering families of all sizes. Dated November 5, 1969.

(50) 1966 Vanishing Income Supplement paying $750 to the first two family
members and $450 to every member thereafter (a guarantee for a family of four
$2400), taxing annual family money income less means-tested transfer income at
50 percent, correcting for sample income underreporting, covering families of all
sizes. Dated November 5, 1969.

(51) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee of $1600 for a
family of four), taxing annual family earnings above $720 at 50 percent, taxing
unearned income (excluding non-adult Public Assistance) at 50 percent, cover-
ing families with children, containing extensive cost and coverage estimates
based upon family work experience. Dated November 11, 1969.

(52) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
of $1600), taxing annual family earnings above $720 at 50 percent, taxing family
unearned income (excluding non-adult Public Assistance) at 50 percent, cover-
ing families without Public Assistance dated November 11, 1969.

(53) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
of $1600), taxing annual family earnings above $720 at 50 percent, taxing family
unearned income (less nonadult Public Assistance) at 50 percent, covering fam-
ilies with Public Assistance. Dated November 11, 1969.

(54) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
of $1600), taxing annual family earnings above $720 at 50 percent, taxing family
unearned income (excluding non-adult Public Assistance) at 50 percent, covering
families with children, Dated November 11, 1969.
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(53) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earnings above $720 at 50 percent, taxing
family unearned income (excluding non-adult Public Assistance) at 50 percent,
covering families with children, including a 10 percent increase in 0ASDI
benefits, Dated November 11, 1969.

(56) 1975 Vanishing Income Supplement paying $500 to the first two family
members and 3300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earnings above $720 at 50 percent, taxing
family unearned income (excluding non-adult Public Assistance) at 50 percent,
covering families with children. Dated November 11, 1969.

(37) 1975 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earnings above $720 at 50 percent, taxing
family unearned income (excluding non-adult Public Assistance) at 50 percent,
covering families with children, including a 10 percent increase in OASDI bene-
fits. Dated November 11, 1969.

(58) 1971 Vanishing Income Supplement paying $1675 to the first two family
members and $1075 to every member thereafter (a guarantee for a family of
four $5500), taxing annual family money income less means-tested transfer in-
come at 50 percent, covering families of all sizes. Dated December 2, 1969.

(59) 1971 Vanishing Income Supplement paying $1675 to the first two family
members and $1075 to every member thereafter (a guarantee for a family of
four $5500), taxing annual family money income less means-tested transfer in-
come at 100 percent, covering families of all sizes. Dated December 2, 1969.

(60) 1973 Vanishing Income Supplement paying $1075 to the first two family
members and $625 to every member thereafter (a guarantee for a family of
four $3400), taxing annual family money income less means-tested transfer in-
come at 50 percent, covering families of all sizes. Dated December 2, 1969.

(61) 1975 Vanishing Income Supplement paying $1400 to the first two family
members and $800 to every member thereafter (a guarantee for a family of
four $4400), taxing annual family money income less means-tested transfer
income at 50 percent, covering families of all sizes. Dated December 2, 1969.

(62) 1968 Vanishing Income Supplement paying $500 to the first two family
members, $300 to the next four persons, $200 to the next family member, and
$100 to every member thereafter (a guarantee for a family of four $1600), tax-
ing annual family earnings at 50 percent, taxing family unearned income (ex-
cluding non-adult Public Assistance transfer income at 100 percent, covering
families with children. Dated December 30, 1969.

(63) 1966 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent, taxing family
unearned income (less non-adult Public Assistance) at 50 percent, covering
families of all sizes, containing extensive cost and coverage estimates based upon
family work experience, correcting for sample income underreporting. Dated
January 20, 1970.

(64) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent, taxing family
unearned income (excluding non-adult Public Assistance), at 50 percent, cover-
ing families of all sizes, containing extensive cost and coverage estimates based
upon family work experience. Dated January 20, 1970.

(63) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent, taxing family
unearned income (excluding non-adult Public Assistance) at 50 percent, cover-
ing families with children, containing extensive cost and coverage estimates
based upon family work experience, correcting for sample income underreport-
ing. Dated January 20, 1970.

(66) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent, taxing family
unearned income (excluding non-adult Public Assistance) at 50 percent, cover-
ing families of all sizes, containing extensive cost and coverage estimates based
upon family work experience, correcting for sample income underreporting.
Dated January 20, 1970.
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(67) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income over $720 at 50 percent, taxing
family unearned income (less non-adult Public Assistance) at 50 percent. cover-
ing families with children, containing extensive cost and coverage estimates
based upon family work experience. Dated January 20, 1970.

(68) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income over $720 at 50 percent. taxing
family unearned income (less non-adult Public Assistance) at 50 percent, cover-
ing families with children, (male heads only), containing extensive cost and
coverage estimates based upon family work experience. Dated January 26, 1970.

(69) 1971 Vanishing Income Supplement paying $300 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings over $720 at 50 percent, taxing family
unearned income (less non-adult Public Assistance) at 50 percent, covering fam-
ilies with children, (male heads employed full-time, full-year), containing exten-
sive cost and coverage estimates based upon family work experience. Dated
January 26, 1970.

(70) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income over $720 at 50 percent, taxing
family unearned income (excluding non-adult Public Assistance) at 50 percent,
covering only female-headed families with children, containing extensive cost
agdocoverage estimates based upon family work experience. Dated January 26,
1970.

(71) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income over $720 at 50 percent, taxing fam-
ily unearned income (excluding non-adult Public Assistance) at 50 percent, cov-
ering families with children, containing extensive cost and coverage estimates
based upon family work experience, restricted to female heads employed full-
time, full-year. Dated January 26, 1970.

(72) 1971 Vanishing Income Supplement paying $300 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income over $720 at 50 percent, taxing fam-
ily unearned income (excluding non-adult Public Assistance) at 50 percent. cov-
ering families with children (female heads potentially employable), containing
extensive cost and coverage estimates based upon family work experience. Dated
January 27, 1970.

(73) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earned income over $720 at 50 percent, taxing
family unearned income (less non-adult Public Assistance) at 50 percent, cover-
ing families with children (female heads potentially employable, no kids under
6 years), containing extensive cost and coverage estimate based upon family
work experience. Dated January 27, 1970.

(74) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee to a family of four
§1600), taxing annual family earned income over $720 at 50 percent, taxing
annual family unearned income (less non-adult Public Assistance) at 50 percent,
covering families with children (male heads potentially employable), contain-
ing extensive cost and coverage estimates based upon family work experience.
Dated January 27, 1970.

(75) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income over $720 at 50 percent, taxing
annual family unearned income (less non-adult Public Assistance) at 50 percent,
covering only male-headed families with children, containing extensive cost and
coverage estimates based upon family work experience. Dated February 3, 1970.

(76) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income over $720 at 50 percent, taxing
annual family unearned income (less non-adult Public Assistance), at 50 percent,
covering families with children (male heads employed full-time, full year), con-
taining extensive cost and coverage estimates based upon family work experience.
Dated February 3, 1970.
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(77) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income over $720 at 50 percent, taxing annual
family unearned income (less non-adult Public Assistance) at 50 percent, cover-
ing families with children (male heads potentially employable), containing
extensive cost and coverage estimates based upon family work experience. Dated
February 3, 1970.

(78) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income over $720 at 50 percent, taxing
annual family unearned income (excluding non-adult Public Assistance) at 50
percent, covering families with children (female-headed), containing extensive
cost and coverage estimates based upon family work experience. Dated Febru-
ary 3, 1970.

(79) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income above $720 at 50 percent, taxing
annual family unearned income (excluding non-adult Public Assistance), at 50
percent, covering families with children, (female heads employed full-time,
full-year) containing extensive cost and coverage estimates based upon family
work experience. Dated February 3, 1970.

(80) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income above $720 at 50 percent, taxing
annual family unearned income (excluding non-adult Public Assistance), at 50
percent, covering families with children, (female heads potentially employable)
containing extensive cost and coverage estimates based upon family work experi-
ence. Dated February 3, 1970.

(81) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter {a guarantee for a family of four
$1600), taxing annual family earned income above $720 at 50 percent, taxing
family unearned income (excluding non-adult Public Assistance), at 50 percent,
covering families with children (female heads potentially employable with no
kids under 6), containing extensive cost and coverage estimates based upon
family work experience. Dated February 3, 1970.

(82) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income above $720 at 50 percent, taxing
family unearned income (excluding non-adult Public Assistance), at 50 percent.
Covering families with children (head less than 50 years), containing extensive
cost and coverage estimates based upon family work experience. Dated February
16, 1970.

(83) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income above $720 at 50 percent, taxing fam-
ily unearned income (excluding non-adult Public Assistance), at 50 percent,
covering families with children (head under 40 years), containing extensive cost
and coverage estimates based upon family work experience. February 16, 1970.

(84) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income above $720 at 50 percent, taxing
family unearned income (excluding non-adult Public Assistance) at 50 percent,
covering families with children (head under 30 years), containing extensive cost
and coverage estimates based upon family work experience. Dated February
16, 1970.

(85) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income above $720 at 50 percent, taxing
annual unearned income (excluding non-adult Public Assistance). at 50 percent,
covering families with children (head under 50 years), containing extensive cost
aéld 9coverage estimates based upon family work experience. Dated February
16, 1970.

(86) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earned income above $720 at 50 percent, taxing
annual unearned income (excluding non-adult Public Assistance) at 50 percent,
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covering families with children (head under 40 years), containing extensive cost
and coverage estimates based upon family work experience. Dated February
16, 1970.

(87) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earned income above $720 at 50 percent,
taxing annual family unearned income (excluding nonadult Public Assistance)
at 50 percent, covering families with children (head under 30 years), contain-
ing extensive cost and coverage estimates based upon family work experience.
Dated February 16, 1970.

(88) Special tabulations covering work experience of Vanishing Income Supple-
ment (print-out numbers 29 & 41) population. Dated February 16, 1970.

(89) 1971 Harris Plan dated February 21, 1970.

(90) 1972 Harris Plan dated February 21, 1970.

(91) 1973 Harris Plan dated February 21, 1970.

(92) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $200 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, cover-
ing families with children. March 7, 1970.

(93) 1968 Vanishing Income Supplement, paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance at 100 percent, covering fam-
ilies with children. March 7, 1970.

(94) 1971 Vanishing Income Supplement, paying $500 to the first two family
members a $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance at 100 percent, covering families
with children. March 7, 1970.

(95) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earnings at 50 percent and family unearned
income less nonadult Public Assistance at 100 percent, covering families with
children. March 7, 1970.

(96) 1975 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earnings above $720 at 50 percent and
family unearned income less nonadult Public Assistance receipts at 100 percent,
covering families with children. March 7, 1970.

(97) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 perecent, cover-
ing families of all sizes. March 7, 1970.

(98) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, covering
families of all sizes. March 7, 1970.

(99) 1975 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, covering
families of all sizes. March 7, 1970.

(100) 1968 Vanishing Income Supplement paying $530 to the first two family
members and $320 to every member thereafter (a guarantee for a family of four
$1700), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, covering
all family sizes. March 7, 1970.

(101) 1968 Vanishing Income Supplement paying.$560 to the first two family
members and $340 to every member thereafter, (a guarantee for a family of four
$1800), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, cover-
ing families of all sizes. March 7, 1970.
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(102) 1968 Vanishing Income Supplement paying $690 to the first two family
members and §340 to every member thereafter (a guarantee for a family of four
$2200), taxing annual family earning above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, cover-
ing families of all sizes. March 7, 1970.

(103) 1968 Vanishing Income Supplement paying $750 to the first two family
members and $450 to every member thereafter (a guarantee for a family of four
$2400), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 50 percent, covering
families of all sizes. March 7, 1970. .

(104) 1968 Vanishing Income Supplement paying $750 to the first two family
members and $50 to every member thereafter (a guarantee for a family of four
$240), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, covering
families of all sizes. March 7, 1970. . M~

(105) 1971 Vanishing Income Supplement paying $750 to the first two family
members and $450 to every member thereafter (a guarantee for a family of four
$2400), taxing annual family earnings above $720 at 50 percent and family un-
earned income less nonadult Public Assistance receipts at 50 percent, covering
families of all sizes. March 7, 1970.

(106) 1971 Vanishing Income Supplement paying $750 to the first two family
members and $450 to every member thereafter (a guarantee for a family of four
$2400), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, covering
families of all sizes. March 7, 1970.

(107) 1975 Vanishing Income Supplement paying $750 to the first two family
members and $450 to every member thereafter (a guarantee for a family of four
$2400), taxing annual family earnings above $720 at 50 percent and family un-
earned income less nonadult Public Assistance receipts at 100 percent, covering
families of all sizes. March 7, 1970.

(108) 1968 Vanishing Income Supplement paying $950 to the first two family
members and $550 to every member thereafter (a guarantee for a family of four
$3000), taxing annual family earnings above $720 at 50 percent and family un-
earned income less nonadult Public Assistance receipts at 100 percent, covering
families of all sizes. March 7, 1970.

(109) 1968 Vanishing Income Supplement paying $1125 to the first two family
members and $675 to every member thereafter (a guarantee for a family of
four $3600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, cover-
ing families of all sizes. March 7, 1970.

(110) 1971 Vanishing Income Supplement paying $1125 to the first two family
members and $675 to every member thereafter (a guarantee for a family of four
$3600), taxing annual family earnings above $720 at 50 percent and family un-
earned income less nonadult Public Assistance receipts at 100 percent covering
families of all sizes. March 7, 1970.

(111) 1975 Vanishing Income Supplement paying $1125 to the first two fam-
ily members and $675 to every member thereafter (a guarantee for a family
of four $3600), taxing annual family earnings above $720 at 50 percent and
family unearned income less nonadult Public Assistance receipts at 100 percent,
covering families of all sizes. March 7, 1970.

(112) 1968 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 50 percent, cover-
ing families of all sizes. March 7, 1970.

(113) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of
four $1600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipt at 50 percent, covering
families of all sizes. March 7, 1970.

(114) 1968 McGovern Plan paying $600 for each child under 18 years of age
and dated March 7, 1970.

(115) 1968 McGovern Plan paying $780 for each child under 18 years of age
and dated March 7, 1970.

(116) 1971 McGovern Plan paying $600 for each child under 6 years of age
and dated March 7, 1970.
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(117) 1971 McGovern Plan paying $780 for each child under 6 years of age and
dated March 7, 1970.

(118) 1971 McGovern Plan paying $600 for each child under 18 years of age
and dated March 7, 1970.

(119) 1971 McGovern Plan paying $780 for each child under 18 years of age
uated March 7, 1970.

(120) Special tabulations of the Vanishing Income Supplement population
(print-out Number 94) dated April 20, 1970.

(121) 1971 Goodell Plan taxing annual family money income less means-
tested transfer income at 80 percent, and dated April 23, 1970.

(122) 1972 Goodell Plan taxing annual family money income less means-tested
transfer income at 80 percent, and dated April 23, 1970.

(123) 1973 Goodell Plan taxing annual family money income less means-
tested transfer income at 80 percent, dated April 23, 1970.

#24) 1974 Goodell Plan taxing annual family money income less means-tested
transfer income at 80 percent, dated April 23, 1970.

(125) 1975 Goodell Plan taxing annual family money income less means-
tested transfer income at 80 percent, dated April 23, 1970.

(126) 1980 Goodell Plan taxing annual family money income less means-
tested transfer income at 80 percent, dated April 23, 1970.

(127) 1971 Javits Plan dated April 30, 1970.

(128) 1972 Javits Plan dated April 30, 1970.

(129) 1971 Javits Plan mandating an AFDC payment level of $1800 to an
AFDC-eligible family of four, and dated April 30, 1970.

(130) 1972 Javits Plan mandating an AFDC payment level of $1800 to an
AFDC-eligible family of four, and dated April 30, 1970.

(131) 1973 Javits Plan dated April 30, 1970.

(132) 1974 Javits Plan dated April 30, 1970.

(133) 1975 Javits Plan dated April 30, 1970.

(134) 1971 Goodell Plan taxing annual family money income less means-tested
transfer income at 57 percent, and dated May 10. 1970.

(135) 1972 Goodell Plan taxing annual family money income less means-tested
transfer income at 57 percent, and dated May 10, 1970.

(136) 1973 Goodell Plan taxing annual family money income less means-tested
transfer income at 57 percent, and dated May 10, 1970.

(137) 1974 Goodell Plan taxing annual family money income less means-tested
transfer income at 57 percent, and dated May 10, 1970.

(138) 1975 Goodell Plan taxing annual family money income less means-tested
transfer income at 57 percent, dated May 10, 1970.

(139) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee for a family of four
$1600), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, covering
families with children but excluding the aged and disabled, and dated May 4,

1970.

(140) 1971 Vanishing Income Supplement paying $700 to the first two family
members and $400 to the next five members and $300 to every member thereafter,
(a guarantee of $2200 for a family of four), taxing annual family earnings above
$720 at 50 percent and family unearned income less nonadult Public Assistance
receipts at 100 percent, covering families with children, but excluding the aged
and disabled, and dated May 14, 1970.

(141) 1971 Vanishing Income Supplement paying $500 to the first two family
members and $300 to every member thereafter (a guarantee of $1600 for a family
of four), taxing annual family earnings above $720 at 50 percent and family
unearned income less nonadult Public Assistance receipts at 100 percent, covering
families of all sizes but excluding the aged and disabled, and dated May 26, 1970.

(142) 1971 Vanishing Income Supplement paying $700 to the first two family
members $400 to the next five members, and $300 to every member thereafter (a
guarantee of $2000 for a family of four), taxing annual family earnings above
$720 at 50 percent and family unearned income less nonadult Public Assistance
receipts at 100 percent, covering families of all sizes but excluding the aged and
disabled, dated May 26, 1970.

(148) Special day care tabulations of Vanishing Income Supplement plan #94
population. Dated June 14, 1970.
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OUTPUT EXPLANATIONS

Standard output for an estimated income maintenance scheme consists of
four sections. In addition, on special request, a fifth section containing cost and
coverage estimates of recipient units based upon extensive family unit work
experience is available. The contents of the five sections of output are spelled
out below.

Section 1

Section One consists of 16 tables. Each table contains (i) the number of house-
holds receiving a net allowance (the gross allowance less the offset tax) and the
average net allowance classified by family money income (less means-tested trans-
fer income) levels before the simulations (ii) the number of households receiving
the net allowance plus residual welfare and this average amount classified by
the same income item as in (i), (iii) the number of households with preallowance
disposable income (family money income less Federal income and Social Se-
curity taxes) and the average preallowance disposable income amount classified
by preallowance disposable income levels, (iv) the number of households with
post-allowance family money income (preallowance family money income less
preallowance means-tested welfare plus post-allowance residual welfare plus
the net allowance) and this average amount classified by post-allowance family
money income levels, and (v) the number of households with post-allowance dis-
posable income (post-allowance family money income less post-allowance Federal
income taxes and Social Security taxes) and this average amount classified by
post-allowance disposable income levels.

The income level classifiers in each of the five parts of each section one table
represent 19 income levels, identical for each part. These are as follows: under
500, 500-999, 1000-1499, 1500-1999, 2000-2499, 2500-2999, 3000-3499, 3500-3999,
40004499, 5000-5999, 6000-6999, 7000-7999, 8000-8999, 9000-9999, 10,000-11,999
12,000-14,999, 15,000-24,999, 25,000 and over.

The above information is provide in each of 16 tables for the following 16
groups and subgroups of the population :

(1) All families and unrelated individuals.
(2) Male head under 65 years.
(3) Male head 65 years or older.
(4) Female head under 65 years.
(5) Female head 65 years or older.
(6) White head of household.
(7) Nonwhite head of household.
(8) Rural households.
(9) Urban households.

(10) Northeastern households.

(11) North Central households.

(12) Southern households.

(13) Western households.

(14) Unrelated individuals.

(15) Families with children.

(16) Families without children.

Section 2

Section two of the computer print-out includes the number of family units
and number of persons covered by the income maintenance program. Family
coverage and total costs for preallowance means-tested programs and post-
allowance residual welfare programs are included—in total and by assistance
category. Section two also contains the following dollar totals: (i) total gross
allowance, (ii) total offset tax, (iii) pre- and post-allowance poverty gaps,
low-income gaps, Federal tax liabilities, and Social Security benefits, (iv)
recoupment net cost (total net allowance plus reduced Federal income tax
liabilities), (v) policy net cost (recoupment net cost less pre-allowance means-
tested transfers plus post-allowance residual welfare), (vi) Food Stamp costs,
(vii) Social Security taxes, and (viii) poverty gap and low-income gap reductions.

The cost and coverage information listed above is related for each of 29
groups and subgroups of the population indicated below :

(1) National totals.
(2) Male head.

(3) Female head.
(4) White head.
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(5) Nonwhite head.

(6) Head under 65.

(7) Head 65 or older.

(8) Families with children.

(9) Families without children.
(10) Northeast.
(11) North central.
(12) South.
(13) West.
(14) Inside SMSA—national.
(15) Central city—national.
(16) Urban fringe—national.
(17) Inside SMSA—southern.
(18) Central city—southern.
(19) Urban fringe—southern.
(20) Outside SMSA—national.
(21) Urban—national.
(22) Rural—national.
(23) Outside SMSA—southern.
(24) Urban—southern.
(25) Rural—southern.
(26) Rural farm—national.
(27) Rural non-farm—national.
(28) Rural farm—southern.
(29) Rural nonfarm—southern.

Section 3
For 19 separate family money income levels—identical in structure to the
19 income levels described in Section One—Section Three produces the following
information :
(1) Total number persons, families.
(2) Average preallowance adjusted gross income, Federal income taXx,
poverty and low-income gaps, and disposable income.
(3) Average allowance and total allowance families and average offset
tax and total offset tax families.
(4) Averge post-allowance Federal tax liabilities and number of tax-

paying families.

(5) Average Social Security tax payment and number of tax-paying
families.

(6) Average post-allowance disposable income, poverty gap and low-
income gap.

(7) Average post-allowance increase in disposable income and average
post-allowance poverty gap and low-income gap reductions.
The above information is listed for the following 33 groups and sub-groups in
the population in Section 3 output:
(1) All families and unrelated individuals.
(2) Families.
(3) Unrelated individuals.
(4) Families with children.
(5) Families with no children.
(6) Families with one child.
(7) Families with two children.
(8) Families with three children.
(9) Families with four children.
(10) Families with five children.
(11) Families with six or more children.
(12) Family head under 65 years.
(13) Family head 65 years or over.
(14) Family head male.
(15) Family head female.
(16) Male head under 65 years.
(17) Male head 65 years or older.
(18) Female head under 65 years.
(19) Female head 65 years or older.
(20) Families receiving income-determined transfers.
(21) Famlies not receiving income-determined transfers.
(22) Families with children receiving income-determined transfers.
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(23) Families with no children receiving income-determined transfers.
(24) Families with one child receiving income-determined transfers.
(25) Families with two children receiving income-determined transfers.
(26) Families with three children receiving income-determined transfers.
(27) Families with four children receiving income-determined transfers.
(28) Families with five children receiving income-determined transfers.
(29) Families with six or more children receiving income-determined
transfers.
(30) Male head under 65 years receiving income-determined transfers,
(31) Male head 65 years or older receiving income-determined transfers.
(32) Female head under 65 years receiving income-determined transfers.
(33) Female head 65 years or older receiving income-determined transfers.

Section 4

Section four output lists the number of families, number of persons, number
. of children, number of elders, post-allowance change in disposable income, and
total net allowance of the following population groups:
(1) Initially below poverty line—stay poor, cross poverty.
(2) Allowance recipients in two subgroups listed in Q).
(3) Between low cost and poverty line—go below poverty line, stay below
low cost line, cross low cost line,
(4) Allowance recipients in three subgroups listed in (3).
(5) Initially above low cost line-—go below line, stay above line.
(6) Allowance recipients in two subgroups of (5).
Information indicated above is listed for the following population groups and
subgroups in section four output :
(1) All households.
(2) Household size—1.
(3) Household size—2.
(4) Household size—3.
(5) Household size—4.
(6) Household size—?5.
(7) Household size—®6.
(8) Household size—T7 or more.
(9) Head under 65 years.
(10) Head 65 years or over.
(11) Male head.
(12) Female head.
(13) White head.
(14) Nonwhite head.
(15) Northeast.
(16) North central.
(17) South.
(18) West.
(19) Farm.
(20) Nonfarm.

Section 5

Section 5 output contains cost and coverage estimate information identical to
that provided in Section 2; however, the information is listed in Section 5 for
an additional 129 subgroups of the population. These subgroups are generally
based upon the work experience and education of the family head as well as
the family size. Each category is described below :

(1) Full-time worker 50-52 weeks.
(2) Full-time worker 2749 weeks.
(3) Full-time worker 1-26 weeks.
(4) Part-time worker 50-52 weeks.
(5) Part-time worker 27-49 weeks.
(6) Part-time worker 1-26 weeks.
(7) Non-worker—no work found.
(8) Non-worker—ill, disabled.

(9) Non-worker—caring for home, family.
(10) Non-worker—going to school.
(11) Non-worker—in institution.
(12) Non-worker—in Armed Forces.
(13) Non-worker—retired.
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(14) Non-worker-—other.

(15) Part-time worker—slack work.

(16) Part-time worker—found only part-time work.

(17) Part-time worker—ill or disabled.

(18) Part-time worker—full-time not desired.

(19) Part-time worker—going to school or keeping house.
(20) Part-time worker—other.

(21) No earners in family.

(22) One earner in family.

(23) Two earners in family.

(24) Three or more earners in family.

(25) Kids under 6 years in family.

(26) Family receives transfer income:.

(27) Family does not receive transfer income.

(28) Occupation not available—family size 2-3.

(29) Occupation not available—family size 4-6.

(30) Occupation not available—family size 7 or more.
(31) Professional, technical-—family size 2-3.

(32) Professional, technical—family size 4-6.

(83) Professional, technical-—family size 7 or more.

(34) Farmers, farm managers—family size 2-3.

(35) Farmers, farm managers—family size 4-6.

(36) Farmers, farm managers—family size 7 or more.
(87) Managers, officials, and proprietors—family size 2-3.
(38) Managers, officials, and proprietors—family size 4-6.
(39) Managers, officials, and proprietors—family size 7 or more.
(40) Clerical workers—family size 2-3.

(41) Clerical workers—family size 4-6.

(42) Clerical workers—family size 7 or more.

(43) Sales workers—family size 2-3.

(44) Sales workers—family size 4-6.

(45) Sales workers—family size 7 or more.

(46) Craftsmen, foremen—family size 2-3.

(47) Craftsmen, foremen—family size 4-6.

(48) Craftsmen, foremen—family size 7 or more.

(49) Operatives—family size 2-3.

(50) Operatives—family size 4-6.

(51) Operatives—family size 7 or more.

(52) Private household workers—family size 2-3.

(53) Private household workers—family size 4-6.

(54) Private household workers—family size 7 or more.
(55) Service workers—family size 2-3.

(56) Service workers—family size 4-6.

(57) Service workers—family size 7 or more.

(58) Farm laborers—family size 2-3.

(59) Farm laborers—family size 4-6.

(60) Farm laborers—family size 7 or more.

(61) Laborers (except farm)—family size 2-3.

(62) Laborers (except farm)—family size 4-6.

(63) Laborers (except farm)—family size 7 or more.
(64) Industrial category ont available—family size 2-3.
(65) Industrial category not available—family size 4-6.
(66) Industrial category not available—family size 7 or more.
(67) Agriculture, forestry, or fisheries—family size 2-3.
(68) Agriculture, forestry, or fisheries—family size 4-6.
(69) Agriculture, forestry, or fisheries—family size 7 or more.
(70) Mining—family size 2-3.

(71) Mining—family size 4-6.

(72) Mining—family size 7 or more.

(78) Construction—family size 2-3.

(74) Construction—family size 4-6.

(75) Construction—family size 7 or more.

(76) Manufacturing—durable goods—family size 2-3.
(77) Manufacturing—durable goods—family size 4-6.
(78) Manufacturing—durable goods—family size 7 or more.
(79) Manufacturing—nondurable goods—family size 2-3.
(80) Manufacturing—nondurable goods—family size 4-6.
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(81) Manufacturing—nondurable goods—family size 7 or more.
(82) Transportation—family size 2-3.

(83) Transportation—family size 4-6.

(84) Transportation—family size 7 or more

(85) Communications—family size 2-3.

(86) Communications—family size 4-6.

(87) Communications—family size 7 or more.

(88) Utilities and sanitary services—family size 2-3.

(89) Utilities and sanitary services—family size 4-6.

(90) Utilities and sanitary services—family size 7 or more.
(91) Wholesale trade—family size 2-3.

(92) Wholesale trade—family size 4-86.

(93) Wholesale trade—family size 7 or more.

(94) Retail trade—family size 2-3.

(95) Retail trade—family size 4-6.

(96) Retail trade—family size 7 or more.

(97) Finance, insurance and real estate—family size 2-8.

(98) Finance, insurance and real estate—family size 4-6.

(99) Finance, insurance and real estate—family size 7 or more.
(100) Business and repair services—family size 2-3.

(101) Business and repair services—family size 4-6.

(102) Business and repair services—family size 7 or more.
(103) Personal services—family size 2-3.

(104) Personal services—family size 4-6.

(105) Personal services—family size 7 or more.

(106) Entertainment and recreation services—family gize 2-3.
(107) Entertainment and recreation services—family size 4-6.
(108) Entertainment and recreation services—family size 7 or more.
(109) Professional and related services—family size 2-3.
(110) Professional and related services—family size 4-6.
(111) Professional and related services—family size 7 or more.
(112) Public administration—family size 2-3.

(113) Public administration—family size 4-6.

(114) Public administration—family size 7 or more.

(115) Education of head 0 years—family size 2-3.

(116) Education of head 0 years—family size 4-6.

(117) BEducation of head 0 years—family size 7 or more.

(118) Education of head 1-8 years—family size 2-3.

(119) Education of head 1-8 years—family size 2-3.

(120) Education of head 1-8 years—family size 7 or more.
(121) Education of head 9-12 years—family size 2-3.

(122) Education of head 9-12 years—family size 4-6.

(123) Education of head 9-12 years—family size 7 or more.
(124) Education of head 18-20 years—family size 2-3.

(125) Education of head 13-20 years—family size 4-6.

(126) Education of head 13-20 years—=family size 7 or more.
(127) Family size 2-3.

(128) Family size 4-6.

(129) Family size 7 or more.

Chairman Proxmire. Also the result of the New J ersey experiment,
if you can give us that.

Mr. Gormam. You would have to get that from the Office of Eco-
nomic Opportunity. We do not have copies of those results.

(At the request of Chairman Proxmire the following information
was subsequently supplied for the record by the Office of Economic
Opportunity :)
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INTRODUCTION

The Office of Economic Opportunity in 1968 initiated an experimental project
in New Jersey to measure the effects of a program that assures families a minimum
income level in a manner designed to protect their incentive to work.

This experiment is being conducted by the University of Wisconsin, Institute
for Research on Poverty in conjunction with MATHEMATICA, INC., a Princeton, N. .,
research firm. One of the purposes is to study test families to determine the degree to
which income maintenance payments increase or reduce work effort. The income

‘ mgintenance payments are reduced as a family’s other income rises, and the experiment
is carefully designed to assure that the earning of income always préﬁts rather than
penalizes the beneficiary. The experiment, which is being financed by more than $5
million in grants, will be completed at the end of 1972.

The first significant data from the New Jersey project have now been analyzed.
These data would be valuable under any circumstances, for their implications would
suggest ways to reform our welfare system. But they have assumed particular impor-
tance in recent months because the operation of the New Jersey experiment in many
ways is similar to the operation of the Family Assistance Program proposed by the
President.

- Two important differences between the New Jersey experiment and the Adminis-
tration program, however, should be kept in mind in evaluating this data. First, the New
Jersey experiment contains no requirement that participants accept work training or a
job to receive benefits. Secondly, it does not provide the extensive day care facilities
that are an integral part of the President’s program.

The addition of these two provisions as proposed in the Family Assistance Pro-
gram would be expected to have a positive effect on work incentive. Therefore, we can
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assume that the New Jersey data give a conservative estimate of the trends that could
be expected were all elements of the Pre;ident’s Family Assistance Program imple-
mented.

The New Jersey data now available were gathered from August, 1968, through
October, 1969, in Trenton, Paterson, and Passaic from 509 of the 1,359 participating
families. They are based on the experiences of 364 families receiving various levels of
support payments and a control groyp of 145 families not receiving payments. The
control group is used for purposes of comparison with the experimental group. since
their characteristics at the beginning of the experiment were similar to those of the
experimental group. We can therefore tell whether the payments have had any etfect

at the end of the experiment by looking at any differences between the two groups.
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CONCLUSIONS

This experiment was specifically designed to provide evidence about the
effects such a program would have for the person it is designed to assist, give
realistic cost estimates, and offer suggestions for implementation.

We believe that these preliminary data suggest that fears that a Family
Assistance Program could result in extreme, unusual, or unanticipated responses
are unfounded.

Furthermore, we believe these preliminary data from the New Jersey proj-
ect indicate that a Family Assistance Program is practical. The data suggest that:

1. There is no evidence that work effort declined among those receiving
income support payments. On the contrary, thei’e is an indication that the work
effort of participants receiving payments increased relative to the work effort of
those not receiving payments.

2. Low income families receiving supplementary benefits tend to reduce
borrowing, buy fewer items on credit, and purchase more of such consumer goods
as furniture and appliances.

3. The Family Assistance Program, excluding the Day Care Program and
Work Training provisions, can be administered at an annual cost per family of
between $72 and $96. Similar costs for the current welfare system run between

$200 and $300 annually per family.
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RESULTS

The data were analyzed for the purpose of gathering preliminary information
on four questions (Chart I):

How is work incentive affected by supplementary assistance payments?

How does such assistance affect the spending behavior of the beneficiaries?

What are the effects of the hfgher income levels on family stability?

What are the estimated administrative costs of the proposed Family Assistance

Program?
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CHART1

WORK EFFORT
SPENDING BEHAVIOR
FAMILY STABILITY
ADMINISTRATIVE COSTS
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CHARACTERISTICS OF FAMILIES IN THE EXPERIMENT

Chart II reflects the characteristics of the families in the experimental group
at the beginning of the project.

As this chart shows, the average test family had 5.8 members, nearly one-
fourth had eight or more family members, and nearly 70 percent had children younger
than 6. The average age of the male head of household was 35.6 years. About 36 per-
cent of the families were white, another 36 percent were black, and the remainder
were principally Spanish-speaking Puerto Ricans.

The majority of participants in the test group rented apartments from public
and private landlords and the majority had less than a high school education. Sixty-
three percent of the heads of houséhold who were employed worked as skilled workers
and 35 percent as unskilled laborers. All but 8 percent of the heads of household were
employed and 66 percent of those who were employed usually worked full time. The
average family income at the beginning of the experiment was $4,248 per year, and
this income is being supplemented during the experiment by an average benefit of

$1,100 per year per family.



109

CHART I

Average family size is 5.8 persons

36 percent are Black
36 percent are White
28 percent are Spanish-speaking

81 percent did not graduate from high school
8.6  years is the median educational level

63 percent are skilled workers

35 percent are unskilled workers

92 percent are employed

Average family income $4,248
Average level of benefits $ 1,100

48-553 0—70—pt. 1——38
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ALTERNATIVE WORK EFFORT BEHAVIOR

Chart 111 shows two alternative extremes of possible work effort behavior.

Line A shows the pattern that would be followed by a participant who
reduced his work effort dollar for dofar as the supplementary benefits increased,
until his work effort reached zero. Thus his total income remained the same,
although he had completely stopped working. This is, of course, the maximum
possible disincentive effect.

Line B shows the pattern that would be followed by a participant whose
work effort remained constant. The payments had no effect on his incentive to

work.
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ACTUAL WORK EFFORT BEHAVIOR

Chart IV indicates actual work effort on the part of the participants. On the
basis of these data, we can say that work effort did not decline for the group analyzed,
but rather that it followed a pattern close to Line B on Chart HI. There is, in fact, a
slight indication that the participants’ overall work effort actually increased during the

initial test period.
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CHART IV

Control  Experimental

Percent of families whose:
Earnings increased 43% 53%
Earnings did not change 26% 18%

Earnings declined 31% 29%
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INCOME PATTERNS OF EXPERIMENTAL GROUP

The trend toward increased work effort is further apparent in Chart V,
which shows a very slight rise in the average monthly income of the 364 test
families.

The monthly income, which includes earnings as well as supplementary
benefits, increased from an average of $340 at the beginning of the experiment

to $381 during the tenth month, reaching a low of $358 and a high of $388.
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CHART V

INCOME PATTERNS OF EXPERIMENTAL GROUP

Average
Monthly
Income
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$381 $380 $385 $381
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ATTITUDES TOWARD WORK

In-depth interviews with participants indicate that the low-income individual
is strongly motivated toward work.

As shown in Chart VI, the majority indicated that they aspire for a better job
and are willing to move to another city or take training even if it meant a pay cut in
order to get that better job. The majority also indicated that they are willing to work
two jobs to support their families. Of all the factors influencing work choice, job
security was ranked twice as high by participants as any other job factor, including
wages, working conditions, or job interest.

These responses from the participants indicate that supplementary income

assistance will not reduce their work effort.
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CHART VI

Aspire for a better job 65 percent
Would move to another city for a good job 56 percent

Would take training with pay cut to get
better job 55 percent

Would work two jobs 60 percent

Job stability is twice as important as any
other aspect of job

.LOW INCOME PEOPLE ARE STRONGLY WORK MOTIVATED.
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CHANGES IN BORROWING BEHAVIOR

This raises the question: How do beneficiaries’ behavior patterns change as
their incomes increase? The answer: They seem to borrow less and to purchase
more durable goods.

Chart VII shows that the experimental group borrowed less while receiving
supplementary assistance payments than did the control group which, of course,
received no supplementary assistance.

Only 40 percent of those in the experimental group increased their borrow-
ing, compared to 53 percent of those in the control group. Meanwhile, 24 percent
of those in the experimental group actually borrowed less, as compared to only 18
percent of the control group.

This could indicate that those in the experimental group are paying back
loans to a greater degree and buying items on time less than their control

counterparts who are not receiving payments.
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CHART VII

Control Experimental
Borrowing increased 53% 40%

No change in borrowing 29% 36%
Borrowing declined 18% 24%
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MAJOR CONSUMER PURCHASES

Chart VIII indicates that the supplementary assistance payments not only
helped the experimental group to borrow less, but also allowed those families to
make some major purchases.

Twice as many families in the experimental group purchased furniture as
did families in the control group, while purchases of television sets and other major
appliances also increased in the experimental group.

The data indicate that furniture dominated purchases among younger fami-

lies, while major appliances were the most frequent choice of older families.
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CHART VIII
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FAMILY STABILITY

Another important question is whether an increase in income would decrease
the divorce, separation, and desertion rate among families. '

While the experiment was not designed to specifically address this question,
data presented in Chart IX suggest that an increase of income of the levels examined
in the experiment has little impact on family stability. The change in family composi-
tion in the New Jersey sample to date has been approximately the same in both the
control and the experimental groups. Of the 364 families in the experimental group,
only 54 changed in composition because of desertion, death, divorce, or separation.
This evidence must be taken as extremely tentative since the causes of family instability
clearly include more than income alone and the experiment has been underway for only
a short time.

This finding of lack of change in family stability differs from information from
the U.S. Bureau of Census shown in Chart X which reports that family stability
increases significantly as income rises.

Clearly, we need further information on this question, information that may be

provided during the remaining two years of the New Jersey experiment.
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CHART IX

Husband present at start of program
Husband not present at start of program
Husband present at end of program

Husband not present at end of program

92%

8%
86%
14%

21
Experimental
94%
6%
85%
15%
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CHART X
EFAMILY STABILITY BY INCOME LEVEL*
Proportion of Stable Marriages

Family I Nonwhi Whi

No income 39 58
$1 to$ 999 50 65
$ 1,000 to $ 2,999 56 74
$3,000 to $ 4,999 58 78
$ 5,000 to $ 6,999 63 81
$ 7,000 to $ 9,999 68 82
$10,000 and over 69 85

* Stable families refer to marriages in which men have been
married only once and wife is present.

Source: U.S. Population Census, 1960, Marital Status, Table 6

22
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ESTIMATED ADMINISTRATIVE COSTS

Estimated administrative costs of the proposed Family Assistance Program
based on similar costs in the New Jersey experiment are reflected in Chart XI.

These costs are relatively low because the Family Assistance Program would
be virtually self-administering. After an initial personal contact, approximately one-
half of the beneficiaries can be expected to fill out and file their reporting forms with
no additional help. An additional 30 to 40 percent can be expected to complete
the necessary reporting following a second or third contact. The remainder will
probably require regular supervision.

The estimated costs include the submission of monthly reports on family size,
eamnings, and other sources of income. The benefits could be adjusted each month
with benefit payments made every two weeks.

The estimated total cost per family for this type of administration is $72 to
$96 per year, exclusive of work training and day care costs. This figure compares to
the estimated cost of $200 to $300 per family per year for the existing welfare

system, also excluding the costs of training and services.

48-5538 0—T70—pt. 3——9
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CHART XI
ESTIMATED ADMINISTRATIVE COSTS
Category Annual Cost Per Family
Field Office Operations $23.00 to $29.00

General Inquiries from Recipients
Assistance in Filing Income Report Forms
Follow-up on Address Changes

Reports to the Central Office

General Administration $36.00 to $48.00
Payment Calculations
Check Writing and Mailing
Audit
Appeals Procedures

General Supervision and Program Review

Supplies and Services $13.00 to $19.00
Forms and Clerical Supplies

Postage
Computer Time

Office Rentals and Equipment —_—
TOTAL ANNUAL COST PER FAMILY $72.00 to $96.00
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DESCRIPTION OF EXPERIMENT

These preliminary data are abstiacted from one of two major experiments
now being sponsored by the Office of Economic Opportunity in its effort to deter-
mine the effects of an income support system-on work incentive.

These data are from the New Jersey urban experiment, which includes
1,359 families in Trenton, Passaic, Paterson, and Jersey City, New Jersey, and
Scranton, Pennsylvania. All families in the urban experiment are headed by males
between the ages of 20 and 58. Because knowledge of the effects of such support
payments on other types of families is also important, the second experiment
includes 835 rural families in Duplin County, North Carolina, and Pocahontas and
Calhoun counties, lowa. The rural experiment includes both male- and female-
headed households and family heads who are older than 58. Both experiments are
being directed by the University of Wiscoﬁsin Institute for Research on Poverty,
which has subcontracted some of the work to MATHEMATICA, INC., a New Jersey
research firm.

In both experiments, the income guarantee is scaled to reduce as other
income rises, but to assure beneficiaries that the eaming of income will always profit
rather than penalize them. Two variables are applied to the income guarantee scale.
The first variable increases the amount of income guarantee to 50, 75, 100, or 125
percent of the poverty line. For a family of four, this poverty line for the purposes’
of the experiments is $3,300 per year. The second variable reduces supplementary
payments as other income rises. This amount is expressed as the equivalent to 30,

50, or 70 percent of other income.
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Althoudlthepﬁmnythrmdthecxpeﬁmentsktodetetminetheeffectsof
the supplementary payments on work incentive, sccondary data also are being collected.
For example, the interviews with families are designed to determine the cffects of the
supplementary income on birth rates, borrowing behavior, consumer purchases, school
performance and social behavior of children in the test families, amounts spent for
medical and dental care, leisure time activities, and family separation.

Another important aspect being studiedis the effect of the payments on family
mobility: Will increased income permit families to move to take advantage of better
work opportunities? Thus, families in the experiment are followed throughout the
thre&ym/testperiod,even if they leave the original test areas.
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Chairman Prox»rre. I must say, Mr. Gorham, that while you make
an excellent case for enlarging our research capabilities, both in the
executive and the legislative branches, you also provide an argument
for reducing Government spending in a variety of programs whose
benefits have not so far measured up to their costs. Why not just stop
spending good money after bad in these programs, or at least in some
of them ? Wouldn’t the taxpayer be better off with a healthy tax cut?

Mr. GormaM. I think there are probably programs in the Govern-
ment in which we are very little better off in having started the pro-
gram than we were before the program was started. That is not exactly
the same thing as ending a program. Once a program exists, it makes a
place, and to withdraw it frequently will cause injury. So that the
decision to withdraw a program which did not make a great deal of
difference at the outset has to be based on what the postwithdrawal
world would look like. In some programs it might be perfectly healthy
to withdraw it, but I would look at 1t very cautiously.

Chairman ProxMmire. Let me give you a specific example. I have been
a stanch advocate of any kind of assistance for education. I think this
is the best investment a nation can make, and it is a program that can
show that we really believe in the American dream, to give an oppor-
tunity to our people, and put our money where our mouth is. But I
wonder about the amount of money spent on title I of the Elementary
and Secondary Education Act.

Hasn’t this been a pretty big price to pay for the lack of prepara-
tion on the part of the Federal Government, and cannot the same be
said for the other cases you summarize in your statement?

Mr. Goruam. Is the question whether or not we are making a bad
investment in title 17

Chairman Proxmige. Yes.

Mr. Goruam. My personal judgment is that it was a disappointing
investment.

Chairman Proxymire. What went wrong and what can we do about
it?

Mr. GoraaM. I think in one way what was wrong was the presump-
tion on the part of those who put the program forward that somehow
if money is put out there, that money will be used wisely. And that pre-
sumption, I believe, has not been correct.

TEe money was used largely in old ways, the ways the money used
to be used, and ways which had never been verified as effective. Title
I money was for compensatory programs, yet in almost every case it
became a substitute for local money. Spending was diffuse, not con-
centrated.

Chairman Proxymire. What happens if we stop that?

Mr. GorHaM. That is another question again.

Chairman Proxmire. That is right. That is why I asked it, Mr.
Gorham.

Mr. Goraam. If we pulled the money back some considerable hard-
ship could take place in a number of school districts. If you are ask-
ing me what impact it would have on the education of disadvantaged
youngsters, my personal view is that it would have very little impact
on the education of disadvantaged youngsters because, generally
speaking, it was not focused on them in the first place.
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Chairman Proxmire. You are saying that the sensible decision may
not be something politically possible but the acceptable decision would
be to reduce it ¢

Mr. Goruam. Possibly. I would want to look much more closely at
the possible reactions of local school districts to having this money
pulled back.

Chairman Prox»are. It would seem that either you are going to get
an increase in local property tax, because one of the reasons for Fed-
eral aid to education was that the property tax had reached a level of
virtual exhaustion, or you are going to get a degradation of the edu-
cational opportunity for these children, that is, you are not going to
be able to pay the teachers’ salaries, or you are going to have too many
pupils per room, or you are not going to meet the cost, is that right?

Mr. Goruam. I would distinguish between a degradation of oppor-
tunity for the youngsters and a reduction of the sources going mnto
their education. They are not necessarily equivalents. What I mean to
say is that you might not be able to (Frovide quite the salary increases
you would wish to or quite the student-teacher that you would wish
to. But whether that would impact significantly on the real opportuni-
ties offered to the youngsters affected is in my opinion in doubt, at
least in doubt.

Chairman Proxmire. Is there any study, any analysis that would
disclose this?

Mr. GoruaM. Yes. There probably are many studies that have been
done in the past year. Three years ago we conducted a study on title
I in a large number of cities. My statements about the program are
largely based on that study. If very significant improvements in the
use of title I funds have been made since that study was made, I have
not heard about them.

Chairman Proxmire. Will you submit that for the record ¢

Mr. Goruam. The study is the property of the Department of
Health, Education, and Welfare, but 1 am certain that I can acquire
it, and their approval to submit it.

(The following information was subsequently supplied for the rec-
ord by Mr. Gorham :)
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PREFACE

This report summarizes the work done to date by General Electric,
TEMPO on Contract No, HEW-05-67-55, A Survey and Preliminary
Cost-Benefit Analysis in Elementary-Secondary Education, Phase I,
The study, which began 21 April 1967, was conducted as a joint effort ..
with the Department of Health, Education and Welfare (DHEW) and
the Office of Education (OE). Although this report is submitted as a .
final report on the above contract, it should be viewed ae a progress
report on the overall study, and should be added to the body of infor=
mation which was reported earlier. )

Two interim progress reports preceded the present report:

67TMP-67 (submitted 27 .June, revised 21 July 1967)
67TMP-89 (submitted 15 September 1967)

The June report describes data collection formats and discusses
_ problems in data collection. The proposed analytical approach is
presented in detail, .
The September report summarizes the fourteen field trips con-

" ducted in the study and provides descriptive information on those com=
pensatory education (CE) programs. The trip reports provide descrip~
tions of the information and impressions obtained from visits to four-
teen school districts.

The trip repoits are reprinted as a separate appendix to this réport.

' SYNOPSIS OF WORK

The first several weeks of the study were devoted to designing ana-'
lytical approaches and planning a survey of CE programs in selected
school districts. Models for testing the statistical significance of '
observed changes in selected pupil performance measures were de-
veloped and presented in 67TMP=-67, the June progress report.
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Plans to obtain data on pupil performance and exposure to CE were
_expanded to include information on the characteristics of the pupils,,
their schools and their communities. The large variation in these
later variables was judged as important for explaining observed '
changes in pupil performance between 1965-66 and 1966-67,

Following guidelines of the Office of Education (as contained in
their financial and pupil accounting handbooks), special forms were
designed to obtain data in a standardized fashion to conserve the time
of school personnel. (The forms are displayed in 67TMP-67,)

The fourteen school districts included in the study were selected
by DHEW but were not intended to be representative of all achool dis- .
tricts pursuing compensatory education programs. Rather, for most
of the districts selected, there was reason to believe that successful
programs were in progress in at least some of the schools, One ob-
jective of the study was to investigate the characteristics of programs
which held promise of favorable impact on the performance of de-
prived children,

The field trips were made by joint teams of DHEW, OE and TEMPO
personnel and entailed 3-day to 2-week visits to each district, Un~'
doubtedly more time would have been helpful in every case but the
need to visit many locations in order to expand the sample sizes of
schools and programs was considered more important. One negative

. effect of the intense travel schedule was the inability to summarize -
and analyze adequately the information and impressions after each
trip.

Problems encountered in collecting information provide insight
into the complexity of such a study and are, therefore, useful back-
ground information. Briefly stated, the more severe problems were:

e amount of detailed information required for making per-
' formance measures compatible is very great and the number
of special conversion factors that are required prevents
extensive use of automatic data processing;

e achievement scores came from different tests and came
from tests which were administered at different points during '
the school year among and within the sample districts;

e much of the readily available data on CE were not in usable
form for study because they did not give information for spe-.
cific grades;
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e it was difficult to distinguish between CE and regular school
programs and between CE programs funded by federal and
non-federal agencies;

e the large transfer of pupils into a sample school makes it
difficult to identify the amount of CE to which pupils have
been exposed, '

Achievement data received from the school were reviewed for ap-
plicability in comparing 1965-66 with 1966-67 performance levels.
Because of incompatibility and incompleteness of data, it was neces~
‘sary to delete three of the fourteen school districts in the statistical
-analysis., The trip reports include information of fourteen school dis-
tricts but the rest of the report is based on information from eleven
. school districts,

SYNOPSIS OF THIS REPORT

This final report consists of four sections, and seven attached ap-
-pendices. An appendix of trip reports, prepared for use within DHEW'
and OE, has been bound separately to maintain the school-district
anonymity requested for this report.

Section 1 describes the ariginal study objectives and the technical
approach used in analyzing sample data, It gives a brief summary
of the final selection of observations for statistical analysis.

" Section 2 presents the results of an analysis in which changes in
‘achievement test scores and the association of changes with the spe-
" cific state variables are examined., The variation in achievement
_test scores among school districts is described and a summary of
the procedures used in processing achievement data is presented.

Section 3 analyzes the correlation between changes in achievement
and Title I expenditures measured at the district level. It also il-
lustrates, for two sample school districts, procedures used and prob-
lems inherent in determining the type and level of CE at the grade
level in specific schools. It provides insight into variations in the °
type, purpose, duration and intensity of CE programs, and in the
type of students involved in them, and the relationship of these pro=-
| grams to regular education programs.

~ Section 4 presents observatxons, conclusions and recommendationu' -
. based on the Phase I effort.
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‘The attached appendices contain technical discussions as wellas . -
supporting material for the discussions in the main text,

.
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SUMMARY

. This report analyzes data from a sample of 132 schools which
received funds from Title I for compensatory education to aid educa-
tionally disadvantaged pupils. Most of the eleven school districts from '
which the schools were drawn were selected because there was rea-
son to believe that successful compensatory education programs were
in progress in at least some of the district schools, Conclusions are
based on a comparison of achievement scores in 1966-67, after pupils
were exposed to compensatory education from Title I funds, with
achievement scores in 1965-66,

There appears to have been a slight decline in average pupil achieve=
ment level in the sample schools, For the entire sampﬂa—the average ’
grade equivalence score in 1966-67 was approximately one-half month
lower than the corresponding grade equivalence score in 1965- 66,

The percentage of the pupils in the 1966-67 test results who also par-
ticipated in programs funded by Title I is not known but is beheved
to be less than 50 percent,

On the other hand, there appears to have been a alighf improve-
"ment in achievement of pupils who are at the lowest achievement levels
in their respective grades. The average grade equivalence score of
pupils at the lowest decile in the 1966-67 tests was approximately one-.
fourth month higher than the average grade equivalence score of core
responding pupils in the 1965-66 tests, Although the one-fourth month
change is very small, it is statistically different from the observed
negative changes in both the mean score and the score at the upper
quartile,

There is considerable variation in changes in achievement among
school districts, One district shows a statistically significant increase
_in the average score while two show significant declines. With re-
spect to achievement at the lowest decile, none of the school districts

shows significant decrease, but two districts show significant increases,
. i . . .
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The very preliminary results suggest that amount of improvement
 is related to level of Title I expenditures. The districts which showed
“the largest improvement at the lowest decile are the districts which
had the higher average Title I expenditures per pupil,

The two variables most closely related to changes in achievement

_are initial achievement level and percent Negro. Lower initial
achievement levels in 1965-66 are associated with larger gains be-
tween 1965-66 and 1966-67. This suggests that the availability of

- Title I funds is probably helping pupils at the lowest achievement
levels the most, Schools which had 40 to 60 percent Negro pupils
showed the poorest response to compensatory education programs.
Schools with 0 to 20 percent Negro pupils showed the best response.

Examinations of schools in two districts reveal extremely wide
variations among schools and among grades within a school in ex-
penditures for both regular school programs and compensatory edu-
cation programs, In one of the districts there was a positive cor-
‘relation between changes in achievement and total expenditures but -
in the other district no significant relationship could be detected,

The overall study provides considerable evidence that more spe-
cific studies are needed to properly evaluate the effects from Title
I. In addition, more emphasis should be placed on getting participat-
ing schools to keep systematic ‘records on pupil, school, and program
characteristics. The records from many schools are not adequate
for the types of analysis required for proper evaluation of compensa=
tory education,

it is always possible that the positive changes which have been at-
tributed to CE are due to sampling variation, However, it must be
recognized that to judge statistical results as insignificant also in-
volves risk., There can be a loss to society in failing to support a
program that is actually successful but available data do not clearly
indicate the success. TEMPO relates the above.conclusions and the
detailed discussions in the remainder of the report as an objective
evaluation in light of available data, It must'be kept in mind that Title
I funded programs were still relatively new at the time of 1966-67
tests and it is not reasonable to expect large gains in achievement so
-soon, ’
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Chairman Proxmire. You also made an intriguing comment about
the Omnibus Crime Control and Safe Streets Act of 1968. What you
say 1s “There are few authorities who have studied the matter who
really believe that we know how to expend funds against crime
effectively.”

Can you elaborate on this comment? How little do we know about
crime control ¢

Mr. Goraam. I am literally saying in that statement exactly what
has occurred. I have spoken with a number of authorities. I have
talked with them about what we know about how to reduce crime.
And it is very difficult to find one who has any confidence that any law
enforcement measure which would probably be used by the law en-
forcement officials around the country today would lead to a reduction
in crime.

Chairman Proxmige. Certainly in some areas, like the District of
Columbia, there is confidence that if we put more money into narcotic
control and treatment and rehabilitation and so forth that this would
help, at least the chief of police has testified to that effect, and many
other authorities here in the District. And this, I am sure, is true in
some of the other big cities where they feel that much of the increase
in-crime is the increase in drug abuse and the necessity for the nar-
cotics addict to feed his habit.

Mr. Goruam. I believe there is no question in most people’s mind
that if we can reduce the need for people to steal in order to support
narcotics addiction, crime can be reduced. No question at all. There are
some promising new programs that we have all read about that might
provide the key to breaking the link between addiction and theft.

Chairman Proxmire. Methadone has gotten some good recommen-
dations in this respect where it has been tried.

r. GoraaM. That is right.

Chairman Proxmire. Isn’t there also a correlation between the num-
ber of police officers that you have on active duty, on the beat, and so
forth, and crime?

Mr. Goruam. As far as I know, there have been only two studies
made on that question. One was in New York City several years ago,
where they saturated one of the precincts with cops, and they appear
to have reduced on-the-street crime in that precinct. A second study,
reported at the University of Chicago, indicated that an increase in
police manpower substantially lowered street crime and had somewhat
smaller effects on off-street crime.

Chairman Proxmire. But they had it in other parts of the city
instead ?

Mr. Goruam. That is likely. The problem is that there were in-
adequate controls and the degree to which the other street crime moved
to another neighborhood was not reported.

Chairman ProxMire. You have to do it in the entire area; that is
presumed, that is what we are trying to do in the District with a ter-
rific increase in police officers. I am Chairman of the District of
Columbia Appropriations Subcommittee, and I am very conscious of
the fact that we spend more money per person on police than any other
city in the country, and have the highest crime rate.

We also spend more money per pupil on education than any other
city except New York, and have the poorest showing in reading tests.
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So I think that the conclusion that you have that money will not solve
the problem, just the matter of throwing money at a problem and say-
ing that is it—it is a lot more complicated.

Mr. Goruam. On police, I might add that there may be very good
reasons to increase tﬁg number of policemen which do not have to do
with reduction in crime. It has to do with the psychic state of people.
They may feel a lot better seeing more cops around. And that 1s a
positive, real factor not to be ignored. Certainly one of the important
costs of crime is the unease that people have in walking in the streets.
And if there are policemen in the streets, that might reduce their
unease.

Of course, it may be possible to reassure people without increasing
the number of police and we are investigating this possibility by con-
ducting an experiment with neighborhood policing. We are testing our
innovation, which we call the beat commander system, in the city of
Detroit. In the second phase of that study, which should begin early
next year, we will conduct a controlled experiment to compare the beat
commander system to the more customary police operations in other
precincts. We will be measuring the effect on victimization rates, on
thebehavior of police as observed and reported by residents of the area,
on attitudes toward police, and on fear of crime. I believe this will be
the first controlled experiment testing the effectiveness of a proposed
innovation in police operations.

Chairman Proxmigre. In your statement you say that we do not have
the capacity to explain the income implications of Federal programs.
Can you explain what you mean by this and cite some examples for
illustrative purposes?

Mr. Goruam. Virtually every program we have involving benefits
to individuals or communities takes from one group of citizens and
gives to another based on the revenue structure of the society.

I can give any number of examples. Perhaps I should choose one
from education. Our programs, which provide college dormitories for
universities around the country, confer a benefit on all those indi-
viduals and groups who go to universities. They confer no benefit,
or virtually no benefit, on those who do not. So there are income dis-
tributional implications of college dormitory programs. Spelling out
those implications is a worthwhile exercise. It would surprise a great
number of people who think that virtually all of our special social
programs go to the poor and downtrodden in the society. In fact, many,
many programs benefit largely the well to do.

Chairman Proxymire. How can this be done in relationship to the
budgetary action by the Congress?

Mr. Gornam. I think it could be done by creating a demand by the
congressional branch upon the executive branch for the distributional
implications of the programs that are underway or proposed. Who is
going to benefit, and who is going to pay? Particularly it seems to
me on new programs this could be——

Chairman Proxuigre. Every time we get into debate, for example,
we did get it very clearly in the debate on whether or not we ought
to have a program of permitting educational expenditures to be de-
ducted from personal incomes taxes by parents. And the argument
there was that this would benefit the well-to-do parents, but only
those, of course, who pay income taxes would get a benefit from it,
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and the parents who were poor or whose incomes were low obviously
would not benefit. Of course, you could still argue that you do not
want to impoverish your middle class. And it is awfully difficult for
people with modest incomes who pay income taxes to send their chil-
dren to college and have the money to do it.

But at least we discussed it, and had the knowledge that this was
a factor that if you are going to help the poor to go to college you
have to have the scholarship program and the work study program,
and so forth.

Mr. Goraam. Those are obvious cases in which you would certainly
want to know who benefits.

Chairman ProxMire. It is so rare that we get that kind of discus-
sion and we ought to have it.

Mr. Gormax. It is enormously important to all sorts of proposals
which, at first glance, would not appear to be income redistributive
but which really have profound and important redistribution effects.
I do not know whether we will have a new towns policy or not. Many
people are interested in it. If we had a new towns policy in which the
résidents of the new towns were largely middle and upper income
people and we put a large amount of public resources, what builders
call front money, in the new towns; that is a transfer worth address-
ing. We might wish to do it anyway but we ought to know the
implications.

Chairman Proxmire. In this particular income distribution you
have pointed out our lack of knowledge of the income distributional
impact of most Government expenditure programs. I certainly agree
that we must press very hard to improve our knowledge in this area.
Perhaps we should require this analysis as a standard part of new
legislative requests, although we have not had too much success so far
in getting other supposedly required information, such as the 5-year
budget estimates required by Public Law 801 and the environmental
impact study required by the Environmental Policy Act, and yet we
rarely get it, Mr. Train testified before this subcommittee. He says
he has gotten very little or almost nothing, although it is the law.

However, Mr. Weidenbaum has reminded us this morning that di-
rect expenditure programs are only the beginning. We also need to
know the distributional impact of federally assisted credit programs
and Federal tax aids. What capability does the Urban Institute have
for analyzing these questions? Would such an analysis be technically
possible?

Mr. Goruam. T have not really thought deeply about that question,
and I cannot answer it with confidence. The Urban Institute has good
economists who have thought about the way in which transfers take
place, and I am fairly confident that if any group could address this
sort of question we could. It is a large subject and we have only begun
to work on it. We have, for example, developed a model for estimating
the income effects of a large number of tax and grant programs. We are
improving the model to make it a more comprehensive and accurate
evaluator of the combined redistributional impacts of Government
programs.

Chairman Proxmrre. I would like to return very briefly to your dis-
cussion on the manpower program. You say:

“What is clear now is that * * * (we) * * * must include programs
to change the demand for labor and the structure of jobs.” Could you
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explain what you mean by this? It would seem much more logical to
look first at the work which needs to be done, and to train our labor
force to meet this demand. It almost sounds as if you are proposing
“make work” or “leaf raking” jobs to conquer unemployment. Granted
these may be a lot better than nothing, but surely the better alternative
isto train people for really useful jobs? :

Mr. GoraaMm. The presumption of most of our manpower program
in this country has been that the labor force should adapt, should be
made to match the jobs that are available. That is the presumption.
And what this statement does is challenge that presumption as an ex-
clusive approach. It says that indeed upgrading, training, placing,
moving the labor force might all be a very positive, integral part of
reaching full employment, or near full employment. But these may
not be sufficient nor efficient. It may just turn out that in particular
places under particular conditions no amount of training, however
extended, no amount of placement effort, will find jobs for a particular
group of men. If that is the case, and we still care about having them
work, then some attention to the demand side of the market is nec-
essary.

Chairman Proxmizre. I understand that. But it just seems to me that
when you look at something like housing, the whole implications of
housing, we need 26 million more houses in the next 10 years, and we
are far short of that. Instead of building 2.6 million this year we will
probably build about 1.3 million. Housing not only provides jobs for
the people who build the house, but of course all the people who supply
that house, and all the people whose industries are fed by what goes into
the house: lumber, concrete, and almost anything you can mention
would be affected by this.

It seems to me that you can literally employ millions and millions
of people for a long time to do this job, and still we would not per-
haps do it adequately.

Mr. Goruam. I was not suggesting the kinds of programs that could
be developed on the demand side. In fact, probably the most sensible
programs do work through the regular economy, to include increased
requirements in the public sector, which is not a call for creating
leaf-raking brigades. In both the private and public sectors some job
restructuring may be possible. The best effects would be those in which
by selective encouragement we did develop a pattern of jobs which met
demand-side requirements but which were adapted to the existing sup-
ply of labor.

Chairman Proxaire. You say in your statement :

In a system of government such as ours, I feel it undesirable for the executive
branch to have a monopoly of research capability. It seems to me that if legis-
lators are ever to gain an advantage over their predecessors in coping with great
policy issues, it will come through the establishment of a really scientific re-
search organization serving the legislative branch.

Could you elaborate on this point? What kind of a “really scien-
tific research organization” should we have?

Mr. Goruay. I believe that there are many issues as to which, if I
were a Congressman. 1 would wish to be able to call upon an analytical
group to provide unbiased analysis. I think that it is fair for you to
pose many of the questions that you asked today to the executive
branch. And, in fact, the mechanism for getting information largely

48-553 0—70—pt. 1—10
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is by posing such questions to the executive branch. It seems not at
all inconsistent with our form of government or the separation of
powers for the legislative branch to have its own voice.

Chairman Proxmire. Could this be in-house ?

Mr. Gormam. I think it could very well be in the Congress, or
attached to the Congress. Of course—

Chairman Proxaire. Scientific GAO ¢

Mr. Goraam. It could be that; yes.

Chairman Proxmire. What do we get out of the Urban Institute ?

Mr. GoruaM. You can get its president to testify any time you want.
And you can ask it questions and within the resources that are at its
own command, if they cover the bill, you can get answers. You can
provide support for it.

Chairman Proxuire. Of course, we would pay for it.

Mr. GorHaM. You could. We would not turn it down.

Chairman Proxuire. Would we have to pay for it?

Mr. Goraam. It depends on the magnitude of the effort and whether
we could perform the studies you asked for with our own resources.
They all come from someplace. But most of our Government clients
probably would be delighted to allow their funds to be used for modest
levels of inquiry. If the demand became very large, of course, their pur-
poses would be undermined, if we used our resources for that.

Chairman Proxmire. You point out that the central cities of our
metropolitan areas are experiencing the most severe unemployment
problems. Can you offer any explanation for this phenomenon? Do
you know what the Federal Government is doing to combat it?

Mr. Gormam. It is very difficult to give a short answer to that
question. Many, many people have been concerned about——

Chairman Proxmire. That is my last question, so give a long
answer.

Mr. GoruaMm (continuing). Why the very high unemployment rates
are in the central cities. One can cite a fairly large variety of reasons
that can contribute to this high unemployment rate. The problem
really-is to isolate those which do not contribute or could contribute
to unemployment and to learn which ones, in fact, are predominantly
important and costs and the like tend to be high in central cities. This
factor affects location and expansion decisions of firms. We also know
that many of the unemployed central city residents tend to have lower
degrees of education, tend to be in unskilled occupations, tend to be
disproportionately young, tend to be unmarried—I am really giving
you their statistics—tend to have weak associations with the primary
labor market—and all these could contribute toward high turnover
rates.

Chairman Proxmire. What is the Government doing about this?

Mr. Goraam. I think a great number of manpower programs ad-
dress themselves to the skill training:

Chairman Proxmire. Will that do the job? It seems to me that you
would have a rising unemployment, especially unemployment in that
area.

Mr. Gormam. Idoubt very much that skill training will do the whole
job. The most effective training programs are training programs which
link up with jobs, where the trainer has a job in mind and will place
the trainee.
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There is another role of training programs not to be lightly dis-
missed, namely, that while the person is in the training program he
is in a job, so to speak. And I think a large number of our manpower
and training programs have indeed been employment programs.

Chairman Proxmire. That has been the usual manpower training
prl(:fram we have had in this country.

r. GorEaym. Yes. I think what has occurred with many training
programs, or many central manpower programs, is that aggregate
demand policy has raised the level of aggregate unemployment. It is
hard to do the whole job with manpower programs when overall unem-
ployment rates are rising.

Chairman Proxmire. Even the administration says they expect un-
employment to increase, at least for a few months, and then they hope
it will ease off, but their prediction is that it will go higher.

I do have one other question. On the subject of programing-plan-
ning-budgeting the PPB, do you agree with Dr. Weidenbaum’s view
that we have had too much of it, we were too ambitious in moving it
out of the Pentagon into the civilian agencies?

Mr. Goruam. Let me tell you what I think he meant, and then I will
tell you whether I agree with it. I think he meant that the PPB was
started with an enormous flourish but indiscriminately. Every agency
was told, thou shalt install PPB. And they didn’t have the capability,
they did not have the competence, they did not know what their prog-
lems were. The central direction was very weak because they did not
have the staff in BOB to even guide the efforts. The amount of pres-
sure was modest. Their ability even to read the material that was sent
to them was very limited. There was virtually no feedback from the
Bureau of the Budget to the agencies.

Chairman Proxmire. You are an ideal witness to answer this ques-
tion. You were in the Pentagon, you saw that in the Pentagon. And
then you were in HEW. And it seems to me you developed some of
these PPB programsin HEW, didn’t you ?

Mr. GorHAM. Yes.

Chairman Proxmire. Now, didn’ you feel that they contributed
something, that they caused a breakthrough, if they were successful
to some extent at least in getting a better understanding, even if
they did not have the resources behind them to get the kind of results
you would have liked ?

Mr. Goruam. Well, Mr. Chairman, you are very kind to ask me
that question. I think we did contribute. I think the efforts at bring-
ing analysis information data to bear on choices made a good deal
of progress in HEW. It made it because the principal person who
was chosen was at a high level in the organization, for one reason,
and he was given resources. And so some significant beginnings were
made toward installing a working system. Many other agencies did
not have the encouragement from the Cabinet secretary, did not place
the man in charge in a high position, and gave him no resources.

Chairman Proxymire. How is PPB doing in HEW now ¢

Mr. Goraam. My impression is that it 1s running at a more modest
level of activity than it did when I was there. But that is only an im-
pression.

Chairman Proxmire. That is putting it very kindly. It is starving
to death.
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Well, thank you, very, very much, Mr. Gorham. You did a very
helpful job. And you certainly are an ideal witness in these areas.

We will next convene on Thursday, June 4, in this room, at 10 a.m.,
when we will hear from Daniel B. Suits, professor of economics, Uni-
versity of California; Melville Ulmer, professor of economics, Uni-
versity of Maryland; Prof. Sar Levitan, professor of economics,
George Washington University.

Robert Wood of the Harvard-MIT Joint Center for Urban Studies
taind former Secretary of HUD, has been rescheduled for Monday,

une 15.

The subcommittee will stand in recess until Thursday, June 4, at 10
o’clock in the morning.

Thank you very much. .

(Whereupon, at 12:15 p.m., the subcommittee recessed, to recon-
vene, at 10 a.m., on Thursday, June 4, 1970.)
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Coneress oF THE UNITED STATES,
SuscomMITrEE ON EcOoNoMY IN GOVERNMENT
oF THE JoinT EcoNomic CoMMITTEE,
Washington, D.C.

The Subcommittee on Economy in Government met pursuant to
recess, at 10 a.m., in room G-308, New Senate Office Building, Hon.
William Proxmire (chairman of the subcommittee) presiding.

Present : Senator Proxmire.

Also present: John R. Stark, executive director; Loughlin F. Mc-
Hugh, senior economist ; Richard F. Kaufman, economist; and Doug-
las C. Frechtling, economist for the minority.

Chairman Proxmire. The subcommittee will come to order.

The current annual report of the Joint Economic Committee takes
issue with the characterization by the Secretary of Labor of man-
power policy as “a junior partner to fiscal and monetary policy.” We
stated in our report that the prospect of rising unemployment and
the need to shift resources from defense to high-priority civilian uses
made labor and manpower policies a particularly crucial element in
economic policy, not merely a “junior partner.”

The evidence becomes clearer daily that we may have already entered
into a recession, although some may wish to call it a pause. The ques-
tion is, how deep and how long will it run?

As joblessness rises and poverty and hardship intensify, it should
be obvious that a program to combat these problems and to provide
a decent standard of living for all persons is desperately needed and
that it is the responsibility of the Federal Government to create and
immediately implement such a program.

But the Federal cupboard appears to be almost empty. There is no
program to fight unemployment. Indeed, the Government seems to be
using unemployment as a weapon to fight other economic ills.

To discuss these questions, we have before us today three noted
economists.

Sar Levitan, formerly with the W. E. Upjohn Institute for Em-
ployment Research, is now director of the Center for Manpower
Policy Studies of the George Washington University in Washington,
D.C.,, and is the author of “Poverty Work and Training Efforts:
Goals and Reality;” “The Great Society’s Poor Law ;” and “Programs
in Aid of the Poor for the 1970%.” '

Daniel B. Suits is professor of economics at Merrill College at the
University of California at Santa Cruz. He formerly taught eco-
nomics at the University of Michigan. He has acted as consultant to
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the Secretary of the Treasury, the Council of Economic Advisers, and
the U.S. Arms Control and Disarmament Agency.

Melville J. Ulmer is a professor of economics at the University of
Maryland and has served as consultant to the Bureau of the Budget,
the Departments of States, Commerce and Labor, the Interstate Com-
merce Commission, and the Organization of American States. He is
the author of a text book, “Economics: Theory and Practices,” and
of “The Welfare State: U.S.A.”

We will proceed with the opening remarks from left to right, Mr.
Levitan, Mr. Suits, and Mr. Ulmer, in that order, and reserve the
question and answer period for later.

Mr. Levitan, will you start off.

STATEMENT OF SAR A. LEVITAN, DIRECTOR, CENTER FOR MAN-
POWER POLICY STUDIES, GEORGE WASHINGTON UNIVERSITY,
WASHINGTON, D.C.

Mr. Levitan. Thank you, Mr. Chairman,

Your introductory comments and the broad and pervasive testi-
mony supplied thus far in these hearings place me, Senator, in the
role of a poor relation. For my assignment today is to focus on man-
power programs accounting for an annual outlay of less than $3
billion. Even if I threw in Federal expenditures for education as a
close cousin for manpower, I would still be dealing with a Federal
budget of $7.5 billion, just enough to make a ripple in the $200 billion
plus annual Federal outlays.

But as you suggested, Mr. Chairman, in the light of rising unem-
ployment, the Federal manpower policies and programs should be
receiving an increasingly important status because they may be the
only efforts that are available to provide for hundreds of thousands
of victims of national policies to reduce inflation.

I would just like to make a few observations about the present status
of manpower programs and their future direction in the short run.

1. The manpower programs which were initiated in the 1960’s re-
main on the right track. Unlike many other efforts which were initi-
ated to aid the poor but resulted in helping the rich, manpower pro-
grams continue to stress the needs of the unemployed, unskilled, and
poor.

2. The administration of manpower programs leaves much to be
desired. As a result of congressional overreactions to various needs,
real or imagined, categorical programs have proliferated and these
not only tend to reduce the flexibility of administration and the adapt-
ability to changing economic conditions, but also impair the effec-
tiveness of the programs to serve their intended clients.

3. A number of pending bills attempt to consolidate existing man-
power programs and improve their administration. There is no need
to discuss the details here, but the controlling criteria should be the
decategorization of existing programs, the encouragement of local
flexibility in designing programs, and the participation of commun-
ity based organizations in the planning and administration of the
manpower efforts.

4. The experience of the JOBS programs, which, by the way,
was recently discussed in detail by the junior Senator from Wis-
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consin, illustrates possibly better than any other effort the need to
adapt manpower programs to labor market conditions, Aside from
some irregularities which have shaken the faith in JOBS, rising un-
employment has no doubt contributed to the lackluster record of
JOBS. A program designed for a tight labor market cannot be
effectively 1mplemented under rising unemployment. It is becom-
ing clear that JOBS is not living up to expectations. The $420 mil-
lion that the administration had originally allocated to the pro-
gram for fiscal 1970 was reduced to $300 million 5 months ago,
and according to the latest notices, the funds earmarked for JOBS
have been further reduced to $175 million during the current
fiscal year.

5. One feature of the administration’s Manpower Training Act
deserves special mention in connection with the focus of these
hearings. The pending Manpower Training Act, provides for a
trigger mechanism automatically increasing manpower funds when
unemployment reaches 4.5 percent of the total labor force for 3
months.

The Joint Economic Committee has in the past suggested these
kinds of mechanisms, and I welcome this provision in the Man-
power Training Act. At the present level of appropriations, this
would boost manpower funds by about $155 million since not all
manpower programs are covered by the trigger mechanism. Con-
sidering the needs, this is a very small amount.

Congress would do well to adopt the administration’s proposal of
automatically boosting the funds allocated to manpower programs
by 10 percent when unemployment reaches 4.5 percent—this is now
a matter of the past. But the plan should be extended by raising
manpower funds 10 percent for each two-tenths percent increase in
unemployment. This would mean that the funds allocated to man-
power programs would rise automatically by 50 percent (about $800
million at present level of appropriations) when unemployment
reaches 5.3 percent, and the funds would double to over $3 billion
if unemployment rises to 6.3 percent, a range which we may experi-
ence before the end of this year. This provision, together with an-
other proposal by the administration calling for an automatic ex-
tension of unemployment insurance when the number of insured
unemployed reaches 4.5 percent (about equivalent to 5.7 percent of
total unemployment) would provide a measure of automatic aid to
the victims of monetary and é)scal policies.

6. The jobs deficit that we are now facing and which is likely
to plague us into the next year suggests the need for more vigorous
experimentation with public employment programs subsidized by the
Federal Government and payment at prevailing wage rates. The pres-
ent rise in unemployment is the product of policies to reduce infla-
tionary pressures. Without raising here any questions about the wis-
dom of these policies, few would argue that the burden of the result-
ing unemployment should be placed upon those who can least afford
it. Given the choice between outright income maintenance programs
and the creation of useful jobs, we should give priority to the Jatter.

7. The current economic slack may offer vocational educators the
opportunity to assume a greater role than they have played during
recent years in delivering needed training to the unemployed and
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preparing them for gainful employment when economic conditions
improve. As long as Ioose labor markets continue, the pressures for
immediate delivery of full-fledged employable persons will be dimin-
ished and the enrollees’ choice to opt for jobs instead of training will
also be reduced. Under the circumstances, more trainees are likely to
complete a course of training offered under the manpower programs.

I am suggesting two major options: (1) increase public employ-
ment; and (2) strengthen institutional training programs.

8. During the past 25 years there has been an excessive emphasis
on college and postgraduate degrees though this may not be a very
popular thing for a college professor to say. I would certainly not
argue against additional %earning, but we have become excessively
preoccupied with degrees rather than with a realistic appraisals of
the educational achievements needed to perform a job. For instance,
my own university still requires a mastery of French to receive a Ph.
D. and to become a oerri?i%ed manpower expert, although I do not
know a single economist who has read a French book in connection
with his work on manpower programs. To use Professor S. M. Miller’s
apt phrase, we are in a “credetials trap.” Educators have conned Con-
gress and the public too long about the virtues of higher degrees.

While expenditures for higher education have mounted, we have
invested little added resources in preschool facilities. We should as-
sign higher priority to expanding preschool and day care facilities
rather than to investing additional funds in higher education. I am not
suggesting any cuts in the congressional appropriations for higher
education, but if we are going to have any additional dollars, I would
put them in educating children below age 6, and not in higher
education.

9. Since inflation remains a major problem and outlays for man-
power, education, and welfare are likely to increase—I think that
Dr. Ulmer is going to recommend increased expenditures of $10 billion
or more—reduction of governmental expenditures has to be achieved
in other areas. Proposed wage and price controls or some form of
guideposts are not likely to stem inflationary pressures. Based on the
experience during the Korean period, such controls, if they are im-
posed, would be a futile exercise and may have the reverse impact than
what is hoped. The proposed controls may actually fan inflationary
pressures rather than dampen them.

So the simplistic approach with respect to wages and prices is not
going to work.

Thank you, Mr. Chairman.

Chairman Proxmire. Thank you, Mr. Levitan.

Mr. Suits is our next witness.

STATEMENT OF DANIEL B. SUITS, PROFESSOR OF ECONOMICS,
MERRILL COLLEGE, UNIVERSITY OF CALIFORNIA, SANTA CRUZ

Mr. Surrs. The total productive capacity of the U.S. economy de-
pends on the number of workers ready, willing, and able to work, on the
hours they put in on the job, and on the average productivity of the
man-hours worked. During the first quarter of 1970, for example, about
80 million men and women were at work in the United States. While
some of these were only part-time workers, others worked overtime or
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held down more than one job and on the average their hours of work
roughly corresponded to a work year of fifty 40-hour weeks, or about
2,000 hours.

These workers were of widely differing caliber and were employed
on jobs covering a wide range of productivity. On the average, how-
ever, output per man-hour on the job corresponded to goods and serv-
ices worth about $6 at current prices. Thus during the first quarter of
1970 these 80 million workers produced a total gross national product
of 80 million X 2,000 X $6, or $960 billion at annual rates.

Although this $960 billion gross national product consisted of a
vast outpouring of individual products, it is more important as a
measure of the overall productive potential of the economic system.
It represents a generalized productive capacity that can be used to
turn out whatever goods and services we might select, subject only
to the limitation that the total output cannot exceed the capacity limit.

For example, when more canned goods are desired, more of the 80
million workers can be put on jobs in the food processing industry.
But—unless there is a substantial body of unemployed Iabor to be
drawn upon—workers added to the canning industry must be with-
drawn from jobs in other industries.

Employment of workers on any given job automatically means that
the same men and women cannot be employed on any other job at the
same time, and the true economic cost of employing workers to produce
any one thing is the sacrifice of products that they could have produced
had they been otherwise employed. The economic cost of increased
output of canned goods is the foregone production of bread, clothing,
or other things that cannery workers could otherwise have turned out.

Nothing can be produced without the payment of its cost in full.
The very fact that the can of beans is on the grocer’s shelf is evidence
that man-hours and materials have gone into its production that could
have been used in other ways. The problem of priorities is the problem
of assigning manpower and resources to jobs in such fashion that the
benefits derived from their employment are at least as large as those
that could have been obtained from the alternative goods and services
that might have been provided instead.

As a case in point, U.S. defense expenditures, recorded at an annual
rate of nearly $79 billion during the first quarter of this year, repre-
sented over 8 percent of total GNP and embodied the services of nearly
10 million workers. These included the nearly 3.5 million men and
women in the armed services, roughtly 1.2 million civilian employees
of the Department of Defense, and the full-time equivalent of roughly
another 5 million workers in private industry engaged in the produc-
tion of supplies, military hardware, and other items purchased by the
Department of Defense.

All told, nearly 10 million workers, roughly one person out of every
eight Americans engaged in production, was directly or indirectly
working for the military sector of the U.S. economy.

Of total defense outlays, roughtly $25 billion went to continue the
war in Vietnam. This involved the services of nearly 1,750,000 men
and women, including an estimated 538,000 military in Vietnam,
233,000 in line or in training, 229,000 civilian defense employees and
the man-hour equivalent of 750,000 workers in private firms supplying
materials.
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The proper evaluation of these outlays demands that the benefits
gained be balanced against the alternatives sacrificed. To make one
comparison, $25 billion divided among the Nation’s estimated 6 million
peor families would average over $4,000 ger family—more than
enough to bring every one above the estimated level of minimum sub-
sistence.

The sacrifice of these same resources in Vietnam not only precludes
their use in any other way, but adds daily to the toll of death and de-
struction, intensifying international tensions, and adding to the fear
and distrust with which Americans are coming to be viewed by many
in the rest of the world.

Aside from Vietnam, our current level of military outlays can be
seriously questioned on two grounds. First, important questions have
been raised about the prices paid for the services obtained, particu-
larly in the matter of cost overruns on the one hand and inadequate
performance of the final product on the other.

The grave concern about the record on this score has been ably ex-
pressed by a number of people, including members of this committee,
and need not be repeated here. On a more basic level, however, we must
deal with defense expenditures not in isolation but as part of a system
intended to preserve our own peace and safety.

Surely, continuation of the present arms race is not conducive to
this objective, but rather places the safety of the entire world in in-
creasing jeopardy. Indeed, it is not too much to say that there is no
longer any such thing as national defense in the older sense of the
term, but that the only hope for peace and security lies in international
agreement to terminate and reverse the growth of nuclear armaments.

As long as both the United States and the U.S.S.R. hold that the
only acceptable defense position is to be a weapons gap in its own
favor, there is no possible end to the resources each must pour into the
proliferation of weapons and into the research and testing of increas-
ingly sophisticated and correspondingly more expensive and more
dan%erous systems.

The most important present consideration for our strategic defense
outlays should be their effect on the success of the SALT talks now
in progress and, looking beyond, their contribution to a system of in-
ternational cooperation in the systematic reduction of the destructive
potential now maintained in the world.

In this regard, our decisions to proceed with the installation of
ABM systems and to continue testing and begin deployment of MIRV
weapons is, in my opinion, particularly unfortunate. Not only has their
real effectiveness as part of the existing defense system been called
into question, but their impact on the atmosphere in which the talks
must go forward is counterproductive,

Beyond military outlays, there are a number of smaller programs
that likewise yield questionable benefits. The benefits to be gained from
the outlays for development of supersonic transport are questionable
to begin with but when the project is considered as an aspect of the
problem of environmental pollution and the problem of noise and as
an element in the redesign of airports and facilities, many consider the
development of supersonic aircraft for commercial transportation to
be of negative benefit on balance.
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On the other hand, America has many pressing needs for the use of
resources. A partial list of areas of need would include the problem
of poverty and income support, education, urban mass transit sys-
tems, medical care, environmental cleanup and pollution reduction,
and law enforcement and municipal services. In assigning priorities
to the use of resources in these areas, however, it is important to view
them not in isolation but as a system of problems. For what is done
about any one area has important consequences for the other.

For example, we find today an increasingly isolated minority of peo-
ple with inadequate incomes, poorly trained for, or without access
to productive employment. To bring these people into the mainstream
of our society is a prime task that will demand imagination, research,
and massive use of resources. But the problem is complex and involves
a large number of elements.

First, and most urgent, an income support program is required that
will provide an adequate standard of living for families with no other
means of support vghile affording ample work incentives. The Presi-
dent’s family assistance program as passed by the House, providing
a minimum income of $1,600 to a family of four with no other means
of support, is a step in this direction. Although this is a marked ad-
vance over existing welfare programs, and although the addition of
food stamps and family assistance would bring the total up to almost
$2,500, even this falls almost a third below the estimated $3,600 mini-
mum required for subsistence, and the program should be raised as
rapidly as possible to that level. Because this would entail both greater
support for each family, and would expand the number of families
eligible, the cost of the expanded program would be roughly double
the $4.5 billion estimated for the present bill.

Family assistance is, however, only one aspect of an adequate pov-
erty program. To be effective it must be accompanied by expanded ac-
cess by the poor to quality education and job training. This implies
not only expansion of Headstart and other preschool programs to
reach every child who could be benefited, but would also involve up-
grading the elementary and secondary education available to t](m)e
poorer members of the community.

An important qualification must be made at this point, however,
for the effectiveness of education involves a great deal more than
merely the total quantity of resources devoted to it. There is, today,
widespread disaffection with schools, and their performance, both
from within the school system and outside. Students in schools both
in poor urban areas and in affluent suburbs, and from grade school
through the university, are increasingly vocal in their concern over
their educational experience, and it is clear that a program that merely
devoted more resources to the programs as they now operate would be
unlikely to procure benefits commensurate with its cost.

An extensive program of research and experimentation to encourage
the development of new approaches to education and to evaluate
their effectiveness is much needed. We need to know more about what
actually happens to children in the educational process, and how to
alter it to improve the results. We must question not only methods
and materials, but whether what we have been teaching is even neces-
sary or appropriate for the lives students lead.
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It would even be useful to ask whether we do not teach too much
and whether a part of the formal curriculum could not be replaced by a
systematic work-study program involving job experience for all stu-
dents at a relatively early age.

I might interject here that this indicates yet another interrelation-
ship with other programs, because before work experience can be in-
corgorated in the educational program for the young, more jobs have
to be supplied. Education depends on manpower programs and the
level of employment.

A third important aspect of the problem of the poor is the difficulty
of physical access to jobs. This problem is acute for people living in
central cities with inadequate public transportation. Most of our
recent, investment in transportation has been devoted to expressways
and to urban mass transit systems whose main effect has been to per-
mit wealthier people to commute to work from the suburbs; little, if
any of our efforts has been devoted to transportation systems that
would permit poor people to get easily to and from a productive job.

The problem has been aggravated by the migration of industry out
of the city away from the poor worker.

There are serious difficulties in providing this type of mass transit.
For one thing, competition of the automobile has not only virtually
replaced urban mass transit but has altered the typical configuration
of cities. Under the necessity for all dwellers to have access to public
transportation, cities of an earlier day tended to be “star shaped” as
people tended to cluster along rays emanating from the hub of the
city along transit lines.

The result was a population distribution easily served by street-
car, bus, or subway line. With the advent of the automobile, however,
the distribution of population was no longer constrained along these
rays and cities evolved a more uniform spatial distribution of
population.

The new configuration, however, is poorly adapted to the old forms
of mass transit. For example, buslines can no longer follow a few
main routes, but must wander over wide areas to serve the population.
Again, new systems are needed before the problem can be usefully at-
tacked, and this means extensive research and development of ideas.

We spent $5 billion a year to find how to get a handful of men to
the moon; a similar outlay to get millions of poor workers to work
would pay immeasurably larger dividends.

A fourth aspect of the problem of the poor is housing, and decisions
on the kind of housing to be provided and where it should be located
are intimately associated with the problem of mass transit. Perhaps
the provision of low-cost housing located near the job is a better
solution to the worker’s problem than efforts to transport him back
and forth.

One possibility might be to provide Federal financing to firms to
construct low-cost housing complexes adjacent to their factories, to
be occupied by employees moved from the central cities.

The aspects of the problem of poverty also include medical care,
municipal services, law enforcement, civil rights, population limita-
tion, and a host of other elements. The objective here is not to attempt
to list them all, but to indicate that a complex of problems of this
sort cannot be treated as isolated or distinct.
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They are interconnected and must be treated as a complete system.
Moreover, their solutions will involve the massive use of resources that
must be diverted from other purposes. For this reason, our most urgent
priority is an end of the fighting in Vietnam and termination of the
International arms race.

That concludes my statement, Mr. Chairman.

Chairman Proxumire. Thank you very much, Mr. Suits.

Our last witness is Professor Ulmer.

STATEMENT OF MELVILLE ULMER, PROFESSOR OF ECONOMICS,
UNIVERSITY OF MARYLAND

Mr. ULmEer. Thank you, Mr. Chairman. )

It is perhaps ironic, in this era of a knowledge explosion, that our
Nation is still using techniques for economic stabilization that were
developed more than a generation ago. I am aware, of course, that
we have had some minor technical innovations, and more than a few
neologisms, or additions to jargon, such as “fiscal dividend” or “trade-
off,” but basically knowledge in this field, and the practical techniques
we have available, are about where they were left by John Maynard
Keynes, about where they were, in short, at the end of World War 1L

Now I am not knocking the classic Keynesian measures, fiscal and
monetary, that we and all other democratic countries have used during
the past quarter of a century. Their towering contribution is that
they have banished the fear of a great depression, once and for all.
But that observation, important though it is, is essentially negative,
because it emphasizes what we have avoided, not what we got.

‘We have never achieved a true foundation of economic stability, on
the basis of which we could confront, calmly and constructively, the
fundamental problems of poverty, pollution, inadequate health pro-
visions, the care of our very old and our very young, the quality of
life. Instead, we and all other democratic countries have been rock-
ing endlessly back and forth between excessive unemployment and
excessive intlation ever since the first significant postwar recession
in 1949.

The present crisis is simply another link in that chain. And the fiscal
and monetary tools we rely on merely move us from one point, on what
some economists call the Phillips curve, to another, from one unpleas-
ant combination of inflation and unemployment to another combina-
tion. In other words, given these policies, and these alone, we are en-
trapped by an inflation that never ceases, even when unemployment
is steep as it is getting to be today, entrapped by an inflation that
simply rises and falls in intensity like a stubborn fever.

Hence, I want to outline what I hope will be a more constructive
approach to this problem of instability, and one which also deals with
the two related problems of poverty and the care of our human re-
sources. The program is aimed at providing full employment and
stable prices at the same time, a situation which we have never been
able to enjoy at any point in recent history, and which, it seems to
me, must rank near the top of any list of national priorities. My plan
recognizes, as our current policy does not, that inflation has several
causes, and hence each of its three points is directed at a different
aspect, or cause, of inflation.
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One cause, that T think is readily documented in the data, has to do
with the disparity between the structure of the demand for labor, and
the structure of our labor supply. It is hardly news, especially to this
committee, that modern technology has been demanding a higher level
of skills, and is expected to continue so according to the manpower
experts of the Labor Department.

Not so familiar is the fact that while the demand for labor has been
altered, in favor of more skill, the corresponding change in the supply
of labor has lagged. True, our average educational level is now much
higher than ever before, yet in the Nation as a whole the shift in the
composition of the labor supply toward greater skill has not kept up
“iith the shift in demand. The relevant figures make this unmistakably
clear.

Thus, in 1961, when the general unemployment rate was 7 percent,
unemployment rates were 14 percent for unskilled workers and 10 per-
cent for semiskilled workers. So, for those lacking training, education,
or experience, the 1961 recession was a real depression. The other side
of the coin is that in that year of overall unemployment the unem-
ployment rate was only 2 percent for technical workers and profes-
sional employees, and less than 2 percent for business and public ad-
ministrators. More detailed data show that from medical technicians
and computer programmers to machinists and draftsmen, skilled per-
sonnel were in short supply. And the prices of these scarce services
rise under these circumstances, bringing pressure on the price level.
The consumer price index was, of course, moving up throughout the
reces?ion years from the late 1950’s to the early 1960’s, though mod-
erately.

The accelerated rise in the price level came soon after. as the con-
trast just described grew more intense. By 1966, the overall unemploy-
ment rate had been pushed down to 4 percent, or a bit less. For the
unskilled, however, jobs remained hard to get; 7 percent of them were
out of work. In dramatic contrast in that vear the unemployment rate
in 1966 was down to an almost unbelievable 1 percent or less for tech-
nical workers, professional employees, and business and public ad-
ministrators.

In general, skilled personnel had become extremely scarce, creating
truly inflationary situations, even though the unskilled were still in
surplus. As we might expect, in 1966, the Consumer Price Index
rose sharply, reaching an annual rate of 4 percent by the end of the
vear, and gathering momentum for the even stronger inflation that
developed later. Thus, the more we attempt to raise overall demand
so that unemployment can be reduced, the more we exacerbate the
disparity between demand and supply in the markets for scarce,
skilled labor.

And then the more intense grows inflation, until we are forced to
pull back, building up unemployment once again. The process is as
self-perpetuating and reinforcing as getting drunk to cure a hang-
over, as we are finding out once again today. Plain common sense
suggests that there must be a better way to stop inflation than to
create unemployment and then try to compensate the idle with hand-
outs.

In the first place, no administration would have the temerity, de-
liberately to create enough unemployment to stop inflation cold,
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though it could be so through a tragic miscalculation. In any event,
stopping inflation entirely would require an unemployment rate of
at least 8 percent, or about 7 million idle workers, not to mention 15
to 20 percent for the unskilled, for Negroes and the inexperienced.

In the second place, mere handouts tend to perpetuate and extend,
rather than cure, the so-called “culture” of poverty. What is needed
is an attack on instability itself, so that those now in poverty can
become useful, participating members of society.

To this end, I propose first of all integrating all Government ac-
tivities associated with welfare, manpower training, and social security
in a single coordinated agency. For convenience, I call the new agency
the National Service Administration, or NASAD. While new, it would
displace more than a few agencies and bureaus which now operate in
these fields, often at cross purposes.

The first and foremost obligation of NASAD would be to channel
all those now able to work and who are idle into jobs in private
industry, in other branches or levels of government, or in NASAD
itself. In other words, it would guarantee full employment, using its
own resources as a final measure to do so.

All the activities of NASAD would be tax financed. Not only would
its operation, therefore, be noninflationary, it would be positively
anti-inflationary by increasing the supply of scarce skilled labor and
by expanding the Nation’s output. Above all, the operations of
NASAD would relieve the Nation of one major, recurrent obligation
it would no longer be necessary, time and again, to raise overall
demand to inflationary heights in order to reduce excessive unem-
ployment.

Full employment would be assured perpetually with a national
income, as we shall see, at a noninflationary level. Since NASAD
itself would be employing surplus labor, it would function as a service
agency for public works programs around the country, at all levels of
government.

The starting point of the system is that anyone who wished to
apply to government for financial aid in any form, including unem-
Is)loyment insurance, would be required to register with the National

ervice Administration. Obviously, they must register somewhere,
so this requirement is no imposition. After suitable testing, the
registrant would therefore be assigned to one, or in a few instances
more than one, of the following four programs:

(1) Job Placement. NASAD would maintain a continuous, com-
puterized inventory of the Nation’s job opportunities as well as of the
Nation’s idle, all of whom would be registered with its comprehensive
nationwide employment service. Employers would be required to
report, job openings with the government employment service, or
with cooperating private employment agencies that were certified
by the government. Where possible, business would be expected to give
advance notice of layoffs as well as vacancies. Jobs would be offered
to registrants in line with their qualifications, and where necessary to
bring men and jobs together, NASAD would provide grants or loans
to finance moving and housing.

(2) On-the-job training. Those men and women not properly placed
in jobs through the employment service would be offered on-the-job
training in industry, in State and local governments, and within the
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National Service Administration itself. In industry and State and
local governments, NASAD would subsidize the training by paying
one-half the going wage during the training period. Those not placed
in this way would receive on-the-job training, and basic education
where needed, in NASAD’s own programs, some of which would be
conducted with established educational institutions. Insofar as feas-
ible, registrants would work half-time and study half-time. The train-
ing program would be tied in closely with the job inventory of the
placement service.

3. Public employment. Those people who could not be placed in
regular jobs in industry or State or local governments, even after
a suitable period of training and education, would be employed di-
rectly by NASAD, and organized into a variety of National Service
Units. I am sure that it is unnecessary to recite, for this audience,
the vast number of public needs that today are largely or wholly
unsatisfied.

The National Service Units would work on these, from city beau-
tification to anti-water-pollution projects. Some could provide serv-
ices of use to NASAD’s own internal operations. For example, under
professional supervision, they could help to staff day nurseries so
that working mothers could stay on the job. I can envisage assigning
some NASAD workers to our understaffed hospitals and to our un-
derstaffed and often brutally mismanaged nursing homes for the
aged.

4. Income supplements and guarantees. All registrants with
NASAD whose family incomes remained below a Exed minimum
would receive public assistance allowances in amounts sufficient to
bring them up to that minimum. The fixed standard would be equiva-
lent to that now established by the Social Security Administration
for the measurement of poverty, with differentials for size of family
and location. The recipients of public assistance would include:

(@) those needy who are unqualified for training or work be-
cause of physical or other handicaps and

(b) those whose earnings are insufficient to bring their total
family incomes up to the poverty level.

Thus, no less than the widely advertised negative income tax plans
or the more modest welfare pflan sponsored by President Nixon, the
program described here would guarantee a minimum income; but
unlike them, it would not provide automatic allowances. The em-
phasis, instead, is on rehabilitation and job opportunities.

Permanent subsidies would go only to the aged and to those who
were certified, because of some deficiency, as unable to work. Train-
ing, and/or guaranteed jobs, would be available for all others. It is
an economical program because it would not provide handouts for
anyone above the poverty line, and because it not only encourages work,
but presents actual job opportunities for all who can utilize them.

More important, the National Service Administration, in company
with the other two branches of my program to which we now come,
would bring full employment without inflation. I shall deal with
these very briefly.

Even in the presence of the National Service Administration, it
would be quite possible for the economy to generate an excessive, in-
flationary rate of spending, either in the private sector, the public
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sector, or both. The vesult would be the well known excess demand
type of inflation. Similarly, it would be possible for the economy to
suffer from a deficiency of demand, so that the number of uncmployed
applying for jobs with the National Service Administration would
expand unduly. The objective of pelicy, of course, would be to avoid
excesses as well as deficiencies in demand, and to aim the national
income at the maximum noninflationary rate achievable.

Traditionally, in the so-called New Economics, tax changes and
sometimes public expenditure changes have been used to control the
national income. But in practice these have proved to be excessively
rigid, or inflexible, and as for monetary policies, they have proved to
e too uncertain. :

In addition, some think the traditional fiscal policies for stabiliza-
tion have been conducive, some think, to fiscal irresponsibility. So I
propese a system of refundable taxes, or compulsory loans, that would
he more flexible and foolproof. Briefly, the compulsory loans and
their repayment would be invoked by Presidential order, within limits
set by Congress, and would be operated in connection with a special
stabilization trust fund, so that money paid into it would be sterilized.
The loans would appear as positive, refundable taxes, and the repay-
ments would appear as negative taxes, in our regular income tax re-
turns.

Each loan would be repaid with interest at the end of 3 years, unless
earlier redemption were ordered by the President. Hence, loans and
repayments could be used to build up purchasing power, or reduce it,
as required. The system could work with pushbutton speed, when
necessary, and would not be nearly so disturbing to business and house-
hold planning as ordinary tax changes are.

The third and last plank of my program aims at stamping out the
dying embers of inflationary psychology. It would consist of a National
Income Board which would have industrial and occupational divisions
around the country. The board would serve primarily as a watchdog
or ombudsman for consumers, exercising informal controls, where
hecessary, on prices, wages, and other incomes.

It would investigate public complaints and also seek out inflationary
practices inside as well as outside Government. Its tools for correction
would be conference, negotiation, voluntary arbitration, and persua-
sion, backed where necessary by the pressure or nationwide publicity.

The function of the National Income Board would be critical mainiy
in the earlier stages following the introduction of my system, when the
psychology of inflation still remained intense. At the present moment
I think that a boarg? of this kind could be highly useful in checking
such inflationary price increases as we have already witnessed this
vear in steel, aluminum, copper, some types of machinery, cigarettes,
and a variety of other products, or in checking inflationary increases
In wages or other incomes such as we have had for printers, team-
sters, physicians, or are likely to get later this year when a record
number of union contracts are negotiated.

The greatest expense for the plan I have described would, of
course, be for the public employment, manpower training, and welfare
functions of the National Service Administration. After allowance
for certain offsetting savings such as that of unemployment insurance,
I estimate the net cost of these functions at anywhere from $5 to $10
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billion annually, depending on exactly where we fix our goals for
the unemployment rate and for price stability.

In comparison, I may note that during the decade from 1959 to
1969 we lost an average of from $30 to $40 billion in output per year
through not maintaining full employment, and we can add to this
some large, though incalculable, amount that we lost through our
failure to stabilize prices.

Thank you for your attention.

Chairman Proxmire. Thank you, gentlemen, very much. These are
most interesting statements, all of them.

Mr. Ulmer, while I think we can criticize what you have presented
to us—people always do when you present any kind of constructive
program—Iit is most helpful to have the detailed, very imaginative, and,
I think, quite exciting proposals that you make here. We want to get
into that in the questioning period. And I hope Mr. Levitan and
Mr. Suits will join 1n and give us the benefit of their critical evaluation.

I would like to ask all of you gentlemen first, how serious will the
unemployment problem become this year? Will you give us your
forecasts?

First, Mr. Levitan. You said something about a 6.3-percent rate.
I was not sure whether this was your expectation that it would go
that high or it could go that high?

Mr. Levitan. I think we are going to face, before the end of the
year, a range from 5.3 to 6.3 percent.

Chairman ProxMire. Mr. Suits?

Mr. Surrs. The rule of thumb that I like to use for unemployment
rates is that for every 1 percentage point underutilization of our pro-
ductive capacity we have about one-half of 1 percentage point added
to the unemployment rate as we measure it. The difference, the slip-
page, so to speak, arises in shorter hours and retirement from the
labor force, and other sources of disguised unemployment.

Chairman Proxyrre, Hours are pretty short right now.

Mr. Surrs. Yes.

Chairman Proxmire. Historically, they are about as short as they
have been for a long time.

Mr. Surrs. That is true. And this is one of the reasons that our
unemployment rate is now as low as 4.8 percent. Part of the under-
utilization is taken up by shortening hours.

Now, given that our gross national product has not only failed to
grow in the last two quarters but has actually declined, while our
productive capacity continues to grow as we add more and more to
our plant and equipment, and even supposing that there is some re-
covery of growth in the last half of this year, we can certainly not
expect the growth of real output during 1970 to be anything like the
amount that we are going to add to productive capacity.

I would guess that the maximum real growth we could expect, even
with considerable recovery in the second half of the year, would be
2-percent growth in economy in the total output, with a standard
growth in productive capacity, let us say, of 3 percent or 814 percent.

That, by itself, should add about 1 percentage point to our unem-
ployment rate.

Chairman Proxmire. That means that from now, from June 4,
until the end of the year, you expect an annual rate of growth of
around 2 percent ?
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Mr. Surrs. At the most, I would think.

Chairman Proxmire. I am not talking about the overall rate for
the whole year; it would be less than that because we did not grow at
all in the first 5 months. This would bring us how much unemploy-
ment ?

Mr. Surrs. This ought to add 1 percentage point by itself.

Chairman Proxmire. From 4.8 percent ?

Mr. Surrs. Up to 5.8 percent. However, the 4.8 percent is still, I
think, a low figure because, if you recall what happened to the unem-
ployment rate throughout 1969, it was very erratic. It began the year
at around 8.3 percent. It rose slowly until early in the fall when it
reached 4 percent, and then declineg abruptly and oscillated.

It seems to me that this irregularity and highly erratic behavior of
the unemployment rate last year was partly evidence of labor hoard-
ing on the part of employers who were not satisfied that their declin-
ing output would be permanently lower than it had been and who
were consequently holding workers on the payroll and not giving
them very much to do.

It 1s indicative that the rate of manpower productivity, which had
been growing regularly about 3 percent per year, during 1969 grew
hardly perceptibly.

Now, if, then, our present unemployment rate contains still some
holdover of this disguised unemployment, or hoarded labor force, we
could expect some further addition to the unemployment rate as these
workers are finally eased off the payrolls.

So that I would think that by the end of the year an unemploy-
ment rate of 6 percent, unless something quite substantial is done
about it, would not be out of order.

Chairman Proxmire. Mr. Ulmer ?

Mr. UrmEr. We all learned from figures released this morning that
business has been cutting back on its plans for gross capital expendi-
tures, a very vital element in the composition of our future output
and its level.

Chaizrman Proxmimre. What do economists call that, the accel-
erator?

Mr. Urmer. It certainly does work with an accelerator and a
multiplier effect as well.

In any event, it is a strategic element. And I think the danger in
our situation is that these cutbacks may accumulate. They have a
way of doing this. In downturns, we frequently find that the early
estimates overstate the actual development. We get a bias the other
way in upturns.

This may happen this time. And if it does the decline in the second
half of the year may be in sharp contrast to the officially expected
leveling off and plateau that Mr. McCracken has been talking about.

In that case, it is easy to envisage a 6-percent level of unemployment
by the end of the year. I think indicative here is the fact that some of
the forecasters within our Government have been talking rather openly
about the possibility of a 5.5-percent unemployment rate at the end
of the year. That was before the survey figures were released for busi-
ness investment. It may be that they are upping their estimate of un-
employment for the end of the year, but if they are not I certainly am.
And I would think 6 percent is a very likely figure.
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Chairman ProxMIre. So that you are estimating, then, gentlemen,
400,000 to a million more unemployed. And is it a proper assumption
that a disproportionate number of those would be minority groups?
In the central city, we have as you know about 814 percent unem-
ployed black people. Is that now likely to accelerate and continue?

Mr. Sorrs. I think the rule of thumb is that the black unemployment
rate is roughly double the average unemployment rate. So a 6 percent
average unemployment rate means an average black unemployment
rate of 12 percent.

In the central cities this can be increased by another 50 percent. And,
of course, when one gets to black teenagers in the central cities the
figures just boggle the mind.

Mr. Urmer. Mr. Chairman, I might mention that the latest figures
that the BLLS had on unemployment by type of skill, which I looked
into before coming here, was that the rate for unskilled, about which
T had some comments in my statement, was very close to 9 percent. I
think the exact figure is 8.9 percent.

Chairman Proxmire. That is unskilled regardless of race?

Mr. UrLmer. Right; these are black and white.

And T think that this figure could well skyrocket, as was just sug-
gested, not only for blacks, but for unskilled in general—not that all
blacks are unskilled, but there is a high proportion that are.

Mr. Levitan. I have some reservations regarding the analysis of
Dr. Suits and Dr. Ulmer. We should not take for granted that black
unemployment will necessarily remain double that of white. During
the last 3 or 4 years, blacks not only improved their income but also
their occupational mix. If you analyze the changes in the median
family income for blacks and whites during the 1960’s, from 1960
to 1969, you will find that the increase for blacks has been much
larger than for whites. This increase is not only proportional. The
absolute differential has also narrowed. This suggests that with the
reduction of discrimination Negroes have received a much better
chance ; they have advanced at least as far as whites, and even more so.
The impact of a short recession would depend upon the geographic
areas and industries affected. For example, increasing layoffs in the
aerospace industry is likely to proportionately affect more white
unemployment than black.

Chairman ProxwmiIre. They are still below, substantially below.

Mr. Levitan. Substantially below. But even in absolute terms you
will find that blacks have advanced more than whites. Between 1960
and 1969 the annual wage of nonwhite craftsmen and operatives who
were family heads rose by $1,753 compared with $1,677 for whites—
these figures are adjusted for changes in the Consumer Price Index.

Now, it is very possible, of course, that in a recession—we all apar-
ently agree that we are in a recession—the gains might be wiped out
if the recession is prolonged and widespread.

Chairman Proxmire. That would tend to accelerate black unem-
ployment, because their seniority is much less.

Mr. Levitan. But on the other hand, if they have gained seniority—
we do not know enough about the extent of black seniority—they will
retain the jobs in a recession. When we talk about automatic layoff
of blacks, we may be talking about past events.
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Chairman Proxyre. Certainly everything I have seen in Wiscon-
sin and elsewhere indicates that blacks are still the last hired, and
therefore, the first fired.

Mr. Urser. I think, instead of mere speculation, some facts on this
are relevant. While the unemployment rate overall was increasing
by 1 percent from 1969 at its best to the present time, the unemploy-
ment rate for the unskilled was increasing by 2 percent.

Now, the unskilled are by no means exclusively Negro, but a dis-
proportionate number are. So that the usual 2 to 1 relationship in
unemployment rates has held right up to April of this year, despite
Dr. Levitan’s speculation that it has changed. And that was the latest
figure available.

Chairman Proxarre. What is your judgment of current economic
policies insofar as their influence on employment ? What are we doing
that we ought not to be doing, and what are we not doing that we
ought to be doing?

Maybe Mr. Ulmer has already answered that as far as he is con-
cerned—he has a very comprehensive program that he thinks we
ought to engage in—although T can ask him the negative question.

Mr. Levirax, T would immediately, as T suggested before, put more
funds in both unemployment insurance and manpower programs so
that we could at least form a cushion for those who are laid off.

Chairman Proxartre. I would like to ask you about that. T under-
stand why you put more funds into unemployment compensation, of
course, because it does sustain demand. Bui when your aggregate
unemployment is increasing and your aggregate demand is dropping,
what good is manpower traming? Don’t you have an unfortunate
situation for training people for jobs that are not there?

Mr. Leviran. This is only partially true. When we are talking
about a 5 or 6 percent unemployment, economy, we are also talking
about the 94 or 95 percent employment economy. There are lots of
industries which need additional workers. So oven in a period of
high unemployment—say 6 percent, certainly that is high unemploy-
ment—there are many employers who do need additional workers.

Chairman Proxmre. T would be more comfortable if we had job
vacancy data so that we knew what jobs are not filled. The fact that
vou have 94 percent of the people at work does not help at all, because
1t does not help when a person now out of work takes a job which a
person now working will lose. You don’t improve the economie situa-
tion much, or ameliorate the woe of the unemployed.

Mr. LeviTax. Again, Senator, I would argue first that a great deal
can be done in a recession to help prepare persons for gainful employ-
ment when jobs become plentiful again and when labor markets be-
come tight.

Second there are lots of vacancies in public emplovment during the
neriod of high unemployment. And you can train the unemploved to
fill these jobs.

So again even in a period of high unemployment. I would still say
that it is better to have manpower training and keep people busy
while training in an institutional setting or while performing useful
jobs.

: Chairman Proxyrre. Isn't it a hard fact of life that we still have
the overwhelming amount of manpower training done by private
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employers when the labor market is tight, they get people who have
been unskilled and they train them because they need them?

When you have a surfeited labor market, when you have a lack
of demand, and you have people being laid off, your Government
manpower training programs are good, constructive for the future,
perhaps, but they are not very helpful in persuading the steel in-
dﬁlstry or building industry that are laying people off to then hire
them. '

Why should they hire them when business is bad and prospects
are 5);1(1 and unemployment is increasing and the outlook is not very
good ?

Mr. Levitan. As I stated before, unemployment is not evenly dis-
tributed and there are lots of areas, on a geographic as well as an in-
dustrial or occupational basis, that are growing in a 94-percent em-
ployment economy. And that is why you need flexibility in subsidizing
private employers and in training workers for industries which con-
tinue to expand during a period of recession.

Chairman Proxmire. Are there things that we are doing that we
should not be doing now, as far as economic policies are concerned,
with respect to employment ? Is there a monetary policy or fiscal policy
that we should follow which we are not following?

I take it you have indicated what we should do. What we should
do is to improve manpower training programs, we should increase
them, we should increase public employment in areas where we have
a great social need.

Dr. Suits?

Mr. Surrs. I should say I am inclined to agree with your analysis,
Senator. It seems to me that there is no better medicine for employ-
ment or for upgrading the labor force than a very brisk demand for
their services. We saw this quite recently in the eagerness of business-
men to undertake the JOBS program, for example, and often without
requiring any public subsidies, to provide jobs for people who were
hitherto unemployable. There were businesmen who made it their
business, just in the interest of the society-at-large, to seek out em-
ployees from the central cities and put them on the job.

Now, when we turn right around and slow the economy down we
are saying, essentially to the businessmen, this public spirit of yours
is great, this is the way to do it, and this is the way that private enter-
prise works, it is just too bad we cannot keep your sales up so that
you can keep these people on. So that we reverse the program that we
encouraged and instituted. This has been the real tragedy of our ap-
proach to inflationary control.

Now, it is true, of course, that as the scarcity of labor increases, and
this increases first in the highly skilled sectors as Professor Ulmer has
pointed out, that labor costs begin to rise more rapidly than produc-
tivity and that prices rise in consequence. The tragedy has been in our
attempt to control the rise in prices by slowing down the economy and,
hence, defeating our own purpose as far as job training and employ-
ment is concerned.

This is a tragic seesaw on which we are caught. In an effort to
improve the position of unemployment, we then find ourselves in a
condition of rapidly rising prices and in an effort to calm down the
price increase we find ourselves allowing unemployment to rise again.

Chairman Proxarre. How do we get out of it
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Mr. Stirs. There are two approaches to this problem. One, it seems
to me, is the shortrun approach that, aggravating as it is and distress-
Ing as it is, direct control of wages and prices is not all that bad if this
is the alternative to playing seesaw with your economy.

Chairman Proxarire. Do you feel that this is the time for that?

Mr. Surrs. Yes; I feel that given the alternative of either aggra-
vating unemployment or aggravating inflation—in other words, divid-
ing society even further.

Chairman Proxire. Would you have mandatory wage and price
controls, including an OPA setup that could administrate effectively,
or would you have it, as Mr. Ulmer proposed, an expression on the
EM‘% of the President that he would hope that wages would be held

at ¢

Mr. Surrs. As a minimum, an expression by the President that wages
and prices should be kept within bounds, that some kind of guidepost
be established, as a very minimum. I am skeptical, frankly, about the
effectiveness of such a program. It has no teeth. It relies upon the good
will of selected industries and selected labor organizations to lead the
way. And this means, essentially, that somebody has to make the big
sacrifice, somebody has to be the hero to give up gains that he would
otherwise be able to make.

It means, for example, that one would have to ask the automobile
workers not, to press to catch up to their cost of living.

Chairman Proxmire. So you would prefer to have administered
wage-price

Mr. Surrs. I do not prefer it in any sense

Chairman Proxmige. It is a choice of evils?

Mr. Suvirs. That is right, as a choice of evils. T think we need a pro-
gram that can be made effective and can be enforced in the economy.
It 1s an agonizing choice, either way we make it. But considering the
alternatives, this is the direction I would propose to go as a shortrun
measure. Now, in the long run I agree with both Mr. Levitan and
Mr. Ulmer that part of the difficulty that we experienced, part of the
problem of our having such rapid inflation with still 8 percent or more
of the labor force unemployed, is precisely that the unemployed seg-
ment is not highly skilled, is not the segment which can supply the
needs for a highly technical modern industry, and that the training of
such people and bringing them into the manstream of employment
will itself contribute greatly to mitigating the problem of inflation.

Mr. Levitax. I do not think that controls or an income policy would
work in the short run for the simple reason that just establishing the
mechanisms and organization of wage-price controls would take
months, and possibly longer. And by that time, when the institutional
arrangements are completed, as Dr. Suits suggested, there would be
groups with a great deal of clout and whose wages or prices could not
be frozen, and exceptions would have to be made which would make
any freeze untenable.

Chairman Proxmre. You would have to suffer through this 5.3 to
" 6.3 percent-inflation that you predicted? Or how do you feel about
that? Do you think inflation is likely to continue the rest of the year?

Mr. LevitaN. Yes, we already have a built-in inflation for next year
of 5 percent.
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To return to your earlier question, there are certain places where we
can cut expenditures. I do not think that Congress will do it. so I
hesitated to respond. We can save a few billion dollars for example in
agricultural expenditures. And we can save in other places. In terms of
my priorities, I do not think the economy or the Nation would be hurt
very much if we cut out about $10 billion in expenditures in the right
places. In other words, if we want to reduce inflationary pressures,
we have to cut demand or raise taxes. If you anticipate continuing in-
flation for several years, only then would it be desirable to set up a
mechanism which would establish wage and price controls.

Chairman Proxmire. Then you would accentuate the unemployment
over the next few months, would you not——

Mr. Levitsan. No, I refuse to be put in that position, Senator.

Chairman Proxmrre (continuing). Unless you moderate monetary
policy in some way, anticipating that this is going to have a dramatic
effect on housing ?

Mr. Levitan. On a selective basis that might be done and that is why
I suggested that before we expand welfare and manpower expendi-
tures I wonld like to save some $10 billion in other expenditures. But
nnder no circumstances would T vlace the unemploviment burden on
those who can least afford it. If the added welfare expenditures can-
not be balanced by cuts elsewhere, then T wonld favor raising taxes. If
we want to reduce inflation to 2 or 3 percent, and unemployment to
3 or 314 percent, we are not going to achieve this goal with another in-
comes policy or price and wage control.

Chairman Proxmire. Could vou gentlemen eive us vour views on
the proposed family assistance plan? Do you think it will work, isita
possible alternative to the welfare system, is it more desirable than
other proposals such as the negative income tax ?

First, Mr. Ulmer?

Mr. Urarrr. If T mav, T wounld like fo comment on what has been
said about the general ecoromic sitnation first, T realize that this is
reallv what T was talking about, and T know that is whv you did not
ask me to again present my ideas. But T did have some thonghts about
what was being said here.

As we all know, there is a rising ehorus that is in support of an in-
comes policy, as.it is called, by which is usnally meant an informal,
nonmandatorv control over prices and wages, more or less like the
third plank of my own proaram for stability.

Now. the very point of my statement was that this is not =ufficient
by itself, not by a long shot, in controlling inflation. And T think one
of the dangers of the present situation is that with this rising chorus
in support of an incomes poliey, false hopes are heing raised. People
are getting the idea that, gosh, if we just appoint a commission or
give some other agency of the Government hower to do this, evervthing
is goine to be all right, and we can lower the interest rate and move
ahead. But I think the fact is, from our own history, and from the
history of Western Europe, we could be pretty sure that we wounld face
an even sharper inflation than we have had in the past.

Chairman Proxarrre. Have vou read the Sheehan book on wage price
cuidelines? Tt is a verv fine hook, bv Mr. Sheehan, writing for the
Brookings Institution. And he made a verv comprehensive study of
incomes policy. And he agreed that under most eircumstances it wounld
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solve, as he put it, 2 to 10 percent of the problem—in other words,
a very, very modest part of the problem,

On the other hand, an incomes policy now would seem to fit our
problem like a glove that is well tailored would fit 2 hand. After all,
you have a situation now in which you have apparently no excess
demand. Almost everybody agrees to that, the administration agrees
to that. We have on the other hand a cost-push-tyvpe inflation, spe-
cifically a wage-push-type inflation. And under these cirmumstances we
might as well do what we can. It is true we want to do everything.
But this 10 percent of the problem that might be solved this way is a
great deal better than saying there is nothing we can do, and moving
ahead into a situation in the short run which would result in 6-per-
cent unemployment.

You have a long-term solution which I want to get into a few
minutes.

Mr. Urmer. Mr. Chairman, I agree with you 100 percent. I just
had an article published last week in the New Republic in which I
took this very view. I did write an article on the case for an incomes
policy. And I enthusiastically am in support of it. And T do agree
that it would have maybe a 10-percent ameliorative effect.

What I was suggesting is that, because there has been an almost
unanimous agreement that this is what we ought to do, that people
are getting the idea that this is the end of our problems. And it is
not. It is the first, modest, important but modest, step toward solving
the problem of economic stability, which is fully consistent with what
you are saying, that we need it now. It is a good first step to take.
But we ought not to think that then we can rest on our laurels.

Chairman Proxmire. Let me ask you about the family assistance
program. Will it work? Is it a possible alternative to the welfare
;yst%n;l? Is it more desirable than the negative income tax, and so

orth?

Mr. Urnmer. You see, I have done so much thinking about this, and
I came to so firm a conclusion about this, that it is awfully difficult
for me to discuss that, except in the sense of the lesser of several types
of evils that I think might be available at the moment. You see, I do
think, as I have said here, that the emphasis ought to be given to
rehabilitation. And that means manpower training and education of
various kinds, and jobs.

And then I think, in addition to that, we ought to have the most
generous kind of support, family support program, that we can afford,
that would bring everyone else who was not there up at least to
the poverty level.

That is a little different, very different from a negative income tax
plan. And it is very different from the plan that President Nixon
has just advocated. Even though T realize it is called the “work fare
program,” and it is supposed to give emphasis to employment, it
cannot do that very well in a declining labor market, as you your-
self were saying earlier. And it provides only a very modest expansion
in our manpower training program at that.

Also in this plan there is a need for cutting down on the welfare
that people get in some graduated way in line with the earnings that
they acquire.
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Now, this gets one into the position also—and it is very dramatic
in the negative income plans—of providing benefits for people who are
above, well above, often, the poverty level.

In some of the negative income tax plans of the Brookings Institu-
tion—perhaps you have seen them—they call for positive subsidies go-
ing to families with $12,000 per year in income, which leaves quite a
burden for those above that level who have to pay the whole tax bill.

You see, in what I have advocated here—where you do give people
the opportunity to work, and then if it is ascertained that they cannot,
then they get the full amount up to the poverty level—you do not have
that problem of taxing the poor on their earnings, and you do not
have the problem of paying out substantial sums to people who have
incomes well above the poverty level.

Chairman Proxmire. So you feel the problem could better be solved
by guaranteed jobs supplemented by something like this for those who
are unable to work ?

Mr. Urmer. Exactly right, yes. That is why I do not like to discuss it
in isolation.

Chairman Proxyire. Dr. Suits?

Mr. Surrs. I am enthusiastically in support of a family assistance
plan. Our existing welfare program could hardly be better calculated
to be a divisive force in the community, as one that heaps indignities
on the poor. And it very badly needs revision.

The idea of a minimum income program is by no means new. We
had one in effect since the early thirties, for example, in the farm area.
The interesting difference between our farm program and what is pro-
posed in the family assistance plan is that the farm program has
placed most of its support on the land-owning farmer, and has ignored
completely the plight of the equally affected ex-farm laborer whom we
now find populating our central cities.

I would propose that we treat the ex-farm laborer, if you like, in the
same way that we treat the wealthy farmer—not of course, on the same
scale, since agricultural subsidies can rise as high as a million dollars
per farm, and I do not think this is necessarily the scale that we should
adopt for our urban and welfare programs—but certainly something
that would guarantee the family a minimum income compatible with
JEhe need of subsistence, say, at present prices, $3,600 for a family of

our.

Now, this should, of course, be so done as to prove maximum in-
centive for work effort. I believe that there are certain technical diffi-
culties in the plan that is before the Senate at the present time in this
regard. And those should be eliminated. But in addition I would sug-
gest, that the level of support implied in the existing plan as passed by
the House is not adequate to meet these targets, and that it should be
revised upward as quickly as possible.

Chairman Proxmire. By “as quickly as possible” I presume, if we
follow your analysis, which is in the theme of these hearings, the
changing priorities, you would move the resources that we now have
in the military area and perhaps in some other areas out of that area
and to some extent into this area ?

Mr. Surrs. I certainly would; that the cost of a $10 billion per year
family assistance plan, as a ball park estimate of what this would
amount to, can probably be readily paid for by a reduction in overruns



167

in the military budget, even without cutting into the actual Military
Establishment.

It is certainly this order of comparison that we are talking about.
Of course, it is less than 50 percent of the cost of the Indochina war for
a year.

Mr. Levitax. I agree with the principles indicated by Mr. Suits——

Chairman ProxMire. This is on the family assistance program?

Mr. Levitan. Yes. But I have some problems with the levels of pay-
ments. Mr. Suits would apparently raise the family assistance to
about $3,600. Mr. Ulmer would also go to $3,500.

Mr. Urxer. $3,600, I will buy $3,600.

Mr. Levitan. Which means that you would raise by more than half
the basic guaranteed income proposed by FAP.

Mr. Ulmer said that would cost $5 to $10 billion. I believe it would
cost twice or three times as much.

Chairman Proxarre. You say it would cost three times as much, to
the extent that Mr. Suits is able to get $10 billion and add it to the $4
billion that has already been allocated.

Mzr. Levitan. If you add $10 billion to the $4 or $5 billion proposed
by the administration, you would still have to double the amount to
achieve a guaranteed annual income of $3,600 for a family of four.

But there are other important problems. It is not a question of
either/or. If we guarantee an income of $3,600 for a family of four
and we want to assign priority to training and job creation over in-
come maintenance, then the question is at what level of wages are we
going to guarantee jobs? And then if there is a guaranteed job, what
kind of discipline will you have in the marketplace? Are we going to
coerce people to work or not ?

These are the types of problems that we will be facing in the next
few years.

Chairman Proxmire. Would you say that this requires more study ?
As I understand it, the New Jersey experiment indicated that there was
no disincentive for work in a program that was tried with over a thou-
sand families,

Mr. Leviran. The conclusions that have been publicized on the
basis of the New Jersey experiment are premature and based on
highly fragmentary experience. I also believe that the cases are highly
selected and their applicability to a national program is questionable.

Chairman Proxarire. Selected on the basis of presumably giving us
a scientific example.

Mr. Levitan. I don’t want to belabor the doubtful lessons of the
New Jersey experiment, but it does indicate the relationship or the
interdependence of work and relief. If we want to guarantee an an-
nual income of $3,600 for a family of four, then we must raise the
minimum hourly wage to at least $2 an hour to make it equivalent
on a full-time basis with the guaranteed income.

Chairman Proxarire. This is on the assumption that only one mem-
ber of a familv of four would be working?

Mr. Levitax. That is right and it is a fair assumption. Millions of
people are now working for less than $2 an hour. A guaranteed in-
come of $3,600 per year would require changing not only the mini-
mum wage system, but also our system of remuneration for work.
Though compassion would indicate that we adopt the levels of guar-
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anteed income suggested by Drs. Suits and Ulmer, realism would dic-
tate that we start at the lower level—possibly the proposal by the ad-
ministration of $1,600 plus food stamps, which makes it equivalent
to some $2,400. Certainly a great deal of experimentation is necessary
before broad policies can be designed to deal with the interdependence
of work and income, whether you call it negative income tax or
work-fare,

The New Jersey experiment is not enough. And I would hesitate
to guarantee $3,600, which leaves me open to charges of being heart-
less. I would rather be on the safe side and guarantee a lower level
and at the same time provide for various experimentations with work
Incentives as income supplements.

Chairman Proxmire. It seems to me, Mr. Suits and Mr. Ulmer, this
argument that we have just gotten from Mr. Levitan, is going to have
a lot of persuasiveness with the Congress, for many reasons. We have
a very tight budget. It is a new program. Yesterday we had a very
competent witness with a lot of experience in the HEW—he is now
head of the Urban Institute—who said that we had failed in our
title I Secondary Education Act money in providing real help for
voor children. He also said that the medicare program was pretty
much of a failure; it had been of assistance primarily to doctors.

He overstated the case, perhaps, and perhaps he did so deliberately.
At any rate, all of this indicates that we should have these programs
carefully thought through and analyzed first. We should start per-
haps on the modest level even though that might be somewhat cruel,
or quite cruel, to people who are receiving welfare. But there is a logic
in this more cautious approach in terms of having a better program
with greater support that would not be discredited as the years go on.

Mr. Levitax. There is ancther thing, Senator, which T think we
ought to bear in mind. That is, when we talk about the total welfare
dollar, I would not. put it in one basket of income maintenance. It has
become fashionable among economists in the last few years to say
give the poor money. We have other traditional arrangements to
combat poverty and we should not discard the experiment which
started under the Great Society, namely, the antipoverty efforts. I’'m
referring to Headstart. Legal Aid, and related efforts.

You mentioned Mr. Gorham’s testimony about medicare and spend-
ing billions of dollars, which helped doctors, or other people. The anti-
poverty programs have experimented with medical delivery svstems
and these ought to be extended. As we always talk about priorities—
and this is the name of the game at these hearings—we have to de-
cide where we should allocate additional dollars. I would not put it
all in income maintenance. Instead, I would sustain and extend many
of the programs that T just mentioned plus some that date back to the
New Deal days, and certainly some that date back to the poverty efforts
of the sixties. If the Elementary and Secondary Education Act is not
working, then it is up to Congress to improve its operation, and not give
up so easily, because many of these programs have worked or are
now working,

Chairman Proxaire. T did not mean to give up on the program, T
am just saying that there are programs that may be started too big—
perhaps not, but a very competent witness argues that they have been,
on the basis of thorough analysis, and we ought to be more cautious
if possible in the future.
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Mr. Levira~. The danger is that in search of simplistic solutions,
We may put excessive reliance on income maintenance. For example,
if we ralse the income maintenance for a family of four, a woman
with three children, from $2,000 to $3,000, that would seem to be a very
large increase. But the additional thousand dollars would not enabio
the mother to go out and buy a better delivery of health services or a
better school for her children. It is the Government’s business to
improve these services and provide for their delivery.

Chairman Proxaire. Mr. Suits?

Mr. Surrs. 1 certainly would prefer a family assistance program
started at a lower level than none at all. But personally I am quite a
conservative man. And I have a very high opinion of money. If some-
body wanted to help me, if I were in need, I would much prefer to
receive an income than to receive the services that he thought would
be best for me. It has been my experience that one rarely sees eye to eye
with other people on the question of need. And I would prefer that my
assistance take the form of providing me with what I really need,
namely, an income.

Chairman Proxmire. Here is why work is so important. I think
everybody can agree that when somebody earns something it is up to
them how they expend it, no matter how badly.

Mr. Surrs. That is exactly true.

Chairman Proxake. When you have a grant program, now, it is
somewhat different. You feel a responsibility not only toward the
mother but toward the children and in most of these cases most of these
people do have children.

Mr. Surrs. That is true, Senator. But it only seems to come up when
we talk about poor people. We do not talk about the farmers that way,
because we do not see that he gets his medical care or college education
for his kids, we see that he gets his rather handsome stipend, and that
1s it. We do not feel that way about the defense contractors. They pre-
sent the bill, and here is the overrun. We are sorry, but we pay it.

Now, here are our poorest people. One-third of whom, incidentally,
are unable to work at all. To the extent that poverty is simply complete
inability to work, we are talking foolishly when we talk about job
Incentives or anything else.

Another third, for one reason or another—very frequently health or
family problems, sometimes the inability of the poor to get a job—work
less than a full year.

And the remaining third, of course, are employed already, often at
wages too low to enable them to make a living.

1t seems to me that a family assistance program which would provide
a base to,which family earnings could then add is what e really need.
We are not talking about a family assistance program which would
in any sense replace earnings, but merely a family assistance program
that puts a floor under the family living standard which then could be
added to by further earnings.

There are few people in the United States above the poverty level
who would exchange their right to productive employment at the
wages that they now earn for the right to idleness at a mere $3,600 a
year. You would not be prepared to do that, I would not be prepared
to do that, and hardly anybody else would be prepared to do that.
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Mr. Leviran. But millions of people are working in the United
States at less than $3,600. If I were one of them, I would rather
take the $3,600 that Senator Proxmire would hand me every year than
work for it.

Mr. Sorits. But that is not the choice that you are faced with. We
will put you under this program, and some portion of your earnings
will add to the $3,600.

_ Chairman Proxmire. You would only get the payment, whether
it is $3,600, or $2,000, or $1,600, provided you worked if you were
able to work.

Mr. Leviran. We are saying then that we would have to have cer-
tain mechanisms that would provide income supplements, and that
these supplements would establish a much closer interrelationship
between work and income maintenance. And this is what we need.

Chairman Proxarre. Along that line T would like to ask you, Mr.
Ulmer, your very comprehensive program would require people to
accept employment if they are able to work? I gather it is your
philosophy that people should be required to work if they are able
if they are to receive any sort of public assistance? Do you feel any
income maintenance program should have a “work test” ?

Mr. Urarer. Let me explain that fully. I do explain it elsewhere,
but in this brief presentation I could not quite explain it. I would
hope that we would get most people who are able, fully able to work,
to participate in our society. I think they will be happier and we
will be happier that way. '

Chairman Proxarire. I think Congress would be happier and the
taxpayers would be happier. This is a revolutionary concept. It may
be a very good concept, but it is something that it will be very hard
for Members of the House and the Senate to sell. Maybe they can sell
it to students, but it would be very hard to sell it to some constituent
who works and works like the dickens and gets a relatively modest
income, unless you have a work requirement attached to it. It is
just not practically possible, it seemed to me.

Mr. Uraer. I did not quite finish what I wanted to say about this.
I was saying that I would hope that most people would be glad to
accept job opportunities when they were there. I really believe that
they would. But suppose we have an individual who simply, despite
the fact that all the tests indicate he could do it, simply refuses to
work, but still comes to the Government for financial assistance.
Well, then, I would give him assistance, but I would not give him as
much as I would give those who cooperate with the Government
regulations. Those who cooperate with the Government regulations
would get the full, generous $3,600 for a family of four. Those who
did not would get——

Chairman Proxmire. Then you would not have a work require-
ment. You would simply have a minimum income ?

Mr. Uraer. I am not going back to a penal system here.

Chairman Proxmire. Not a penal system.

Mr. Urszr. Or workhouse system, I should say. I did not have that
in mind. I do not think that is practical, moral or anything else. So I
certainly would like to clear that up. :

But T would like to clear something else up again. When estimates
are made of costs in this connection—incidentally, I go along with you
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about starting this in a modest way, I did not mean we would take
1t whole hog, you have to experiment with any kind of a social innova-
tion—but when estimates are made of the cost of a program such as
mine, not so much weight is given to the fact that this is a rather
fundamental change in the way we have been doing things.

Now, this program of mine would offer jobs, would get jobs for
everyone somehow within the government or outside it. And I think
this would greatly reduce our welfare rolls.

Now, I realize that normally in our welfare rolls we have a lot of
mother-headed households. But I would suggest on a biological prem-
ise that behind every one of those mother-headed households is a
male, and he is usually hiding in the background, and the welfare peo-
ple never see him, and we have learned recently that even our census
takers do not see him. Now, if these unemployed males had jobs, I
think that in a great many cases those families would be off welfare.
That 1s a speculation, but 1t is at least as good as the contrary specula-
tion which says that it would not be changed at all.

Chairman Proxamre. If you cannot find them—and in many cases
these fellows are pretty slippery—would the mothers be encouraged
to work if we provide day care for the children ?

Mr. Urmer. On that elusive male, Senator, I was suggesting that
the male was elusive because he was unemployed and he did not want
to deprive his family of relief payments, but if he got his job he
would show his face and even carry it high. That is the contrast
that I was suggesting.

Chairman Proxyre. Would you encourage mothers to work if they
wanted to doso?

Mr. Uraer. Very much so. I think in very many cases their children
would be better off 1f they worked.

Chairman Proxamre. Ts it possible to devise a comprehensive job
training and income maintenance program which treats men and
women equally ?

Mr. Uraer. Men and women equally ? I would hope so.

Chairman Proxmire. In your new administrative organization, the
National Service Administration, one of the functions would be to
guarantee jobs to everyone able to work. I gather you would support
a program of guaranteed public employment whether or not this new
agency 1s set up. It would be possible to move in this direction within
our existing departmental organization would it not ?

Mr. Uramer. You say we could move within our existing
organization ?

Chairman Prox»rre. Yes.

Mr. Uraier. Well, you see, one of the things——

Chairman Proxmire. Senator Ribicoff, for instance, who is a mem-
ber of this committee, and who is a very highly thought of Senator,
has indicated that he is somewhat reluctant about the guaranteed in-
come, that he is very much in favor of guaranteed work. And I think
this reflects a common view, not only in Congress, but particularly in
the working public.

Mr. Uryer. I am happy to hear that.

Chairman Proxyire. Do you say it would be possible -without the
kind of comprehensive program tﬁat you have set forth? I am not



172

saying that the way you set it forth is not the way to do it; maybe
it is. I am just wondering if we could move ahead?

Mr. Urmer. Of course, we could move ahead as we stand now in
many of the directions that I would advocate. But, Senator, I think
coordination is so very important. If we take, for example, the mat-
ter of manpower training, we ought to have that tied to a real job,
computerized job-information system. And we have not done this.
I realize that we are moving in this direction now, but very modestly.
I think we ought certainly to combine the two matters of job place-
ment, job information—three matters—and manpower training. And
so I would like to move in the direction of coordination. But experi-
mentally—perhaps that is not so important, especially if we wanted
to develop public work or public employment—I should say, we
could certainly do it with the present setup in a variety of ways
and should.

Chairman Proxamre. Mr. Levitan, you stress the value of man-
power programs as a solution to poverty and unemployment. You
wonld expand these programs greatly when unemployment rises.

You stress the value of manpower programs in changing the skill
composition of the labor force, thus easing labor bottlenecks and re-
ducing inflation. For this purpose, don’t we particularly need man-
pow@er programs when labor markets are tight and unemployment is
low?

Can the same programs serve both these purposes? Do we need
more manpower training when unemployment is low or when it is
high? Do we need different types of training programs under dif-
ferent conditions?

Mr. Levitan. I think we need to adapt the manpower programs
to fit the changing economic conditions. In a tight labor market we
reply more on private employers. We offer them special inducements
to hire workers whom they might otherwise reject because of dis-
crimination, or because the workers are not as well qualified. This
is what we have been doing under JOBS.

During a slack period, T think the emphasis should be much more
on providing various forms of public employment. For instance,
Operation Mainstream is a very good program in a slack labor mar-
ket. As practiced during the past 5 years, it created jobs in rural areas
where jobs were scarce and involved little capital investment. And
this can be expanded during periods of recession. There are many
jobs in public employment that can be filled in a recession.

Chairman Proxyire. Let me read for you from our Joint Economic
Committee Annual Report in which we said:

Since we believe that the manpower training programs should at all times
be adequate to fill legitimate needs, we see no need for any automatic expansion
tied to an arbitrary statistical indicator, such as some particular level of the
unemployment rate. At any time when unemployment can be reduced and eco-
nomic efficiency improved through job training, the programs should be expanded.

Mr. Levitan, do I take it that you do not agree with that statement?

Mr. Levrran. I thought I did; it depends upon the available man-
power programs. We need a great deal of flexibility. That is why I
favor decategorization of the manpower programs, whether under the
Manpower Training Act or one of the related pending bills. Given
greater flexibility, I think that in a tight labor market, inducements can
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be offered to employers, private or public, to train people or prepave
them for jobs that are available. During the period of a recession, you
have the luxury of giving more basic education and longer training
periods which would prepare trainees for jobs once the recession is
over. Whether you need more funds during a period of recession than
in a period of tight labor market is debatable and depends upon pro-
gram priorities. But you would certainly have a different emphasis and
dlﬁ']erent types of programs during difficult phases of the business
cycle.

Chairman Proxaire. You are one of the country’s outstanding
experts on manpower training programs. And you imply that we
should expand these programs. How fast is it possible to expand the
programs, given the absolute limits and the supply of skilled personnel
to staff the program?

Mr. Leviran. Well, it depends, Senator, for what you would expand
them. Right now, as many people are being forced out of employment,
and 1f their unemployment insurance should expire, then I would place
empbhasis on job creation and make provisions for income maintenance,
and I would not be overly concerned about the training content of the
jobs. Given present conditions, I would bolster manpower programs by
no more than half a billion dollars on an annual basis—-—

Chairman Proxmire. You feel that is about as much as we can do,
given the staffing ?

Mr. Levrrawn. Right. If unemployment increases, and if it remains at
a high level for any length of time, we would need additional funds for
job creation regardless of what the training content is.

Chairman Proxmire. Mr. Ulmer, you have recently published an
article in the New Republic which spells out your concept of a Na-
tional Incomes Board in some detail. It would be a substantial
bureaucracy, with regional offices around the country. Now, I am
very much in sympathy with the goals that would be set for this In-
comes Board. It would offer voluntary guidance as to the appropriate
noninflationary pattern of price and income changes. It would work
to eliminate inefficiencies both in the private and the public sectors of
the economy. These are objectives the Joint Economic Committee has
been advocating vigorously for a long time.

My question is: Why do you feel an independent Incomes Board
would be the best method for achieving this? We have, unfortunately
a host of examples of regulatory agencies that do not regulate. And
this Board would only have the authority to negotiate and to seek
publicity. Would the press give it publicity ? The Lobbyists Registra-
tion Act was supposed to work through publicity. It is another in-
effectual example of this approach.

Mr. Unmer. I agree that a look at some of our regulatory agencies
is a very depressing experience, One of the reasons that I have more
hope for this organization is that it would have a rather extensive
membership from the standpoint of representation. I would certainly
want to have members of the general public—consumers—on each of
those Boards. Incidentally, you did mention a substantial bureaucracy.
I think I have made it clear, certainly in the article, and I would
like to do it here, that I did not have in mind an OPA. I do have in
mind an organization that would look for trouble spots, not try to keep
1ts eye on every price and wage in the economy. So it would not have to
be that big.
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Chairman Prox»ire. How many members would these have ?

Mr. Urmer. It would depend on what the Board was doing. But I
would think three consumer members, three Government members,
three '

Chairman Proxmire. You say you would have these around the
country in different parts?

Mr. ULMER. Yes.

Chairman Proxmire. One in all the major cities in the country ?

Mr. Unmer. I would certainly have one in every State, and then I
would have perhaps smaller representatives within different parts of
the States, such as big cities.

Chairman Proxmyire. In California you might have three or four,
and in New York you would have more than one?

Mr. ULmERr. Yes, I think so.

Chairman Proxmire. If a voluntary approach is going to work
at all, doesn’t it have to have the full force of the presidential office
behind it ¢ This is what the Joint Economic Committee has advocated.
The President should set guidelines. Mr. Reuss and I have introduced
bills to accomplish this.

I just wonder if a voluntary approach which would not have presi-
dential support in specific terms could accomplish very much. There is
some question as to whether even that would work. Mr. Levitan chal-
lenges that. And he may be right.

Mr. UrmEr. I would certainly support the kind of proposal that
vou and Congressman Reuss have made. And T do think there is room
for different approaches to this problem. And really we will never
know the answer as to which is the better way until we try them all,
which we will never do. So we do have to make decisions on imper-
fect information. But I expected, of course, that the Board I was
setiting up would have presidential support, it would be part of the
executive department, and he would Jend his prestige. But the dif-
ficulty with depending upon the President, Senator, I think is that he
1s just one man, and this Council of Economic Advisers is just a small
group of men, and under that system

Chairman Proxmrre. He is the man, though, he is just one man, but
he has the power, we realize that more every day in Congress, not
only in foreign policy but in domestic policy too.

Mr. Urmer. Yes, but what we had under jawboning was the selec-
tion of the most conspicuous industries, the most conspicuous unions,
and the arm-twisting in those particular sectors.

Chairman Proxare. It worked. He rolled back steel prices, he
rolled back copper prices, he rolled back aluminum prices, he held
back wage settlements in the steel and automobile industries.

Mzr. ULmER. Just because it worked I would be for it. But I think
another more embrasive organization could do even better. When you
say it worked we are taking Mr. Okun’s figures that in certain few
selected industries the Government, the Pregident, held the price in-
crease down to 1.8 percent, I think, whereas under present circum-
stances it has gone up 6 percent. I think those are the figures.

Chairman Proxmire. Here is what bothers me. How can you expect
to get any real publicity, real force, real public pressure if you do
not have the President behind you? If you have a local board you set
up—and I can imagine how the unions might react to it, and the cor-
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porations would really get some amusement out of it, they really would
not feel that these local fellows knew what they were talking about,
they would not have the real prestige that only the President of the
United States has—wouldn't it be disregarded as interierence, and
wouldn’t newspapers and TV and radio stations just play it down
and not report.it at all ?

Mr. Urmer. We would have to have a system for having these local
boards come back to the National Board in Washington, and the Na-
tional Board going back to the President as necessary. When you
have recalcitrant unions or corporations or what, then it may be neces-
sary. Now, perhaps after this was done four or five times you would
not find such obstinacy in corporations or some unions. But I agree
with you, you would have to have as a final resort the power and in-
fluence of the President. I would just like to extend that, however,
and give him more eyes and arms than he now has.

Chairman Proxmire. Has anything like the National Service Ad-
ministration been put into effect in other countries? And if so, can
you tell us how it has worked and what the results have been in
some of those countries? It is an imaginative, innovative idea, and I
think we ought to give it every consideration.

Mr. Urmer. If you take the small country of Holland—I am very
familiar with Holland—they do not have a complicated system like
this, because the country is so small. You can tell from The Hague
or Amsterdam what is happening everywhere else in the country; it
is a short trip.

But even so they do have a system which is verv much like the one
I described in general, and in a way it works. When large corpora-
tions, now that they are used to the system in Holland, when large
corporations plan to have a substantial price increase, they ordinarily
go to the Government first and get its informal approval.

Now, it is not a matter of law, it is not mandatory, but that is the
way it works, because they have been accustomed to working hand-in-
hand with the Government, and they are all conscious of the fact
that there is a real inflationary problem there. The unions also check
in with the Government before making their demands.

Chairman Proxmrre. They have incomes policy, but you are pro-
posing something more comprehensive and more substantial. For ex-
ample, at the end of your statement, you price out the public employ-
ment, manpower training, and welfare functions of the National
Service Administration at from $5 to $10 billion.

Mr. Urmer. Yes.

Chairman Proxmire. It seems to me that the programs that would
be combined under the new agency are spending far in excess of that
amount. Isn’t your estimate a rather conservative one, or how do you
account for the difference?

Mr. Urymer. Where did you think the big expenditure was coming
from, which segment? You see—I am sorry, guess I didn’t get your
question, Senator.

Chairman Proxmire. I say, you price out the public employment,
manpower training, and welfare functions of the National Service
Administration at from $5 to $10 billion. But it seems to me that the
programs that would be combined under the new agency are spend-
ing far in excess of that amount. Isn’t your estimate a rather con-
servative one, or how do you account for the difference?
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Mr. Urmer. As 1 say, this estimate depends on how far we want to
go at the beginning.

Chairman Proxaire. T was referring to your statement where you
said, you propose integrating all Government activities associated
with welfare, manpower training, other antipoverty measures, social
securlty, and unemployment insurance in 2 single coordinated agency.

Mr. Urmer. Yes, sir. If we took, let us say, 1 percent of the labor
force, that would be about 8 million or so mdividuals—what is the
figure?

Mr. Levrran. 800,000.

Mr. Ursmer. 800,000.

And let us say the cost of training or subsidizing these individuals
1s $5,000 a person—and that is rather high, it is more than we are
paying today, isn’t it, Mr. Levitan?

Mr. Levreaxn. It is a fair amount. You want to pay the prevailing
wage, not less.

Mr. Urmer. Just take that $5,000, which would enable—certainly be
a minimum wage plus an overhead cost—$5,000 times 800,000 workers
would come to $5 billion.

Now, double that to make it 2 percent. That is $8 billion. Appreciate
the fact that we are reducing unemployvment insurance when we do
this. We are now paying $4 billion per annum at this rate currentlv for
unemployment insurance. We might be reducing this by $3 billion,
giving us a net expense of $5 billion.

I am just suggesting the order of the magnitude of the fioures
involved here. I do not think that when we consider this as net ex-
Penses that the figure of $10 billion is an unreasonable figure.

Now, $5 billion is a figure that would hold for, let us say, an ex-
perimental start on this, but not the program in toto.

Mr. Levrran. But vou see, Mr. Ulmer, there is a very real problem
in this. When you say that you will include 1.6 million people in this
kind of a program, and if you are going to guarantee, say, a $2 an
hour wage, then presumably all the millions in the country who
make less than two dollars an hour will want to join this program.
Tnder a ounaranteed emplovment, as vou suggest. vou would have to
provide for millicns of peonle, or you would have to change the whole
ware structure in the country.

Chairman Proxamre. Tn additjon, vou would have a hicghly infla-
tionarv sitvation, hecause as vou have pointed out. Mr. Levitan, those
who are now earning a dollar and a half or a dollar twenty-five, or
whatever—and if you are nct under Interstate Clommerce vou can
earn less than that, and many millions of people do—as those wages
automatically go up, your wage costs would go up and your prices
wonld haveto go up in many other industries.

Mr. Urmer. Yes, except T would not. aceept your premise on what
the Federal Government would be paying. On its own jobs it would
be paying a minimum wage for the unskilled, and a going wage for
others so that only some of those people who are below a minimum
wage could have any possible advantage in seeking NASAD employ-
ment. And I do not think there are so manv breadwinners in this cate-
gory who are getting wages below the minimum. )

Mr. Levitan. I do not have the figures now, but 2 years ago in
the Labor Department figures, there were 10 million persons in the
United States who were making less than $1.60 an hour.
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. Mr. Uraer. Many of these are no doubt members of multi-job fami-
lies. But more important, this organization is not operating on that
kind of, as T see it, that kind of economically suicidal basis, because I
think the picture you just drew is kind of suicidal.

Chairman Prox»mre. It would be true, Mr. Ulmer, that a large
number of these people would be housewives working part time and
not supporting the family, supplementing their income. And teenagers
would be working part time in school. And there are others in this
category who may or may not fall into your guaranteed wage cate-
gory. 1 take it you would guarantee a job to everybody who needed
a job to support themselves and their families. Perhaps you would
not necessarily guarantee a job to those who simply wanted it to sup-
plement their earnings—they are going to get it, and this would help
the economy, but you would not guarantee that—or would you?

Mr. Urnmer. Senator, the organization as I saw it would operate this
way. When an individual came to it for aid it would find out what
the individual could do. Now, if an individual came to it for aid be-
cause he was earning less than the National Service Administration
was paying, why the National Services Administration would say,
why of course we will take care of you. Keep your job, and we will
pay the difference between your job, what you and perhaps others
m your family are earning, and that poverty level minimum that the
Government is designing to bring every family up to.

Chairman Proxare. Obviously with that kind of an approach you
have a problem at times with increasing aggregate demand rather
sharply. I am not sure I understand your proposed system of refund-
ing annual taxes or compulsory loans as a way of balancing out so
that you will always have a situation where you minimize your infla-
tion, and you have your unemployment also minimized.

Mr. Urmer. I would like to come to that. But, Senator, did you
understand what I had in mind here? The National Service Adminis-
tration really would not be inflating wages.

Chairman Proxmize. I understand. In other words, if somebody
were working in a department store in Madison, Wis., and making a
dollar an hour, they would get another dollar an hour from National
Service Organization, perhaps, or 80 cents, they would not get the
full payment from them, theywould just get a supplement ?

Mp. Urarer, That is correct—a supplement, as required, to bring the
family up to the poverty level margin.

Now, on the mfunda%le tax idea, the Congress would have to appro-
priate a sum that the fund would start out with, and then with this
device our fiscal policies for stabilization could operate much more
flexibly, and without interfering with business and household planning
so much,

We sometimes find it necessary to raise taxes, not because we have
to finance public services, but because we have to dampen demand.
Instead of doing that we would impose a refundable tax. This op-
erates, as I think I have described, as a refundable—as a compulsory
loan in effect, because the individual taxpayer would receive this
money back with interest at least in three years and maybe earlier.

Similarly, when the Government wanted to expand purchasing
power and found it necessary to do that, it would order loan redemp-
tions before the 3 years were up at any time.
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So there would be payments into and out of this fund in line with
the stabilization needs of the economy. And accordingly—

Chairman Proxwmrre. This kind of thing is really new, isn’t it? Has
this been tried in any country? You spoke about Holland and with
an income policy, but has any country ever had anything like this?

Mr. ULmEr. Not as a stabilization device. In England and Canada
they did use a program such as this in part, in very modest part, to
pay for the expenses of World War II. So that they did impose re-
fundable taxes that were supposed to be refunded, and were.

Chairman Proxmire. I am talking about the whole comprehensive
program that you have suggested.

Mr. Urmer. Absolutely not. There is nothing exactly like that any-
where. There are parts of this program scattered about.

Chairman Proxumire. Do you have ideas as to how this could be
Eut_ i{Ig]tO effect, without making a total national program, on a pilot

asis?

Mr. Urmer. Yes. I think you have supported a bill for informal
price control. I think that we definitely need some action such as that
at this time. And this is important to take care of cost-push inflation,
and so on. This is perhaps the simplest thing from an administrative
point of view to do. For the refundable tax idea, yes, I think we
could move in on this in a modest way, so that part of the next tax
increase might be refundable.

And we could set up a stabilization trust fund to serve as a pilot for
this program once it was in effect. Similarly with public employment.
As you were earlier remarking, we would move in on this with our
present facilities, and without establishing a new organization that
would do this on a grand scale as in my plan; we could do it on a
much more experimental and modest scale now.

Chairman Proxmire. I just have a couple more questions I would
like to ask you, Mr. Suits. We touched on this before, but I would
like to ask you expressly.

I understand that SEC-Commerce just released today the new
projections by business for plant and equipment spending in 1970.
These new estimates show that businessmen now expect to spend this
year about 7.8 percent more than in 1969. Last March they projected
fixed capital spending for 1970 at a level more than 10 percent higher
than in 1969. Does this scaling down of capital spending mean more
unemployment ? Further proof that we are in a recession? Or, as the
administration will probably say, proof that its “game plan” to com-
bat inflation is proceeding on schedule?

" Mr. Surrs. Or perhaps all three. Tt is perfectly clear that scaling
down investment expenditures is going to further cool off the econ-
omy, that cooling off the economy means increased unemployment,
that increased unemployment as nearly as T understand it seems to be
fulfilling the administration’s “game plan,” so that perhaps all three
of these are correct. Personally, as I said earlier, it seems to me that
we should stop playing see-saw with the economy in this way and
address ourselves directly to the problem of maintaining a high level
of employment and then directly stabilizing prices.

To the extent that a decline in plant and equipment spending is
going to mean not only lower jobs today, but will mean a lower
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growth in potential output of our economy for tomorrow, it is going
to be a poor development, a bad development.

Chairman Proxmire. At the same time we have had a long and
enormous expansion in business and investment plant equipment.
In 1964 it went up about 15 or 16 percent. The same thing in 1965.
In 1966, it stayed at that high level in 1967, and it took off again in
1968, and so forth. And so it is an increase on top of a very, very high
level, and at a time when we have substantial unused capacity. People
say they do not like those statistics, but we are perfectly happy and
willing to improve those statistics if we can and impress them on it,
and say, well, I guess they are the best we have. Does it make sense
for business to continue to add to idle plant when they are operating
at less than 80 percent of capacity ?

Mr. Suirs. Of course not, except that 80 percent operating rate
or any operating rate is not evenly distributed over the economy,
and there are certainly areas where we very drastically need
modernization.

Chairman Proxmire. A few areas like utilities, it is hard to think
of many others that need the kind of expansion that they seem to be
getting, for example, in automobiles and steel and other areas.

Mr. Surrs. I suspect, however, that buisness firms rarely invest in
new plant and equipment, except where they feel that it will be profit-
able in the long run. And from that point of view, the need must be
there.

Now, it is, of course, true that our own current policy has been
contributing to a maldistribution or misallocation of our investable
funds. For example, the rising rate of investment in plant and equip-
ment has obviously been partly at the expense of a declining rate of
increase in housing, as a matter of fact, a declining absolute output
of housing at a time when we have announced a housing target of two
and a half million housing units a year.

Chairman Proxmire. With the worst housing shortage in years.

Mr. Surrs. We have a target of over two and a half million houses
a year.

Chairman ProxMmire. I am not sure that this is going to be realized,
if we begin to cut back in our capital spending. There is now growing
unemployment in the construction trade.That is one skilled area where
you haveit.

Mr. Surrs. That is right. But if we translate a slowing down in in-
vestment, expenditures in plant and equipment into an easier money
policy and lower interest rates, there will be more credit available for
mortgages, and the housing industry—

Chairman Proxmire. Doesn’t this suggest that we could have a
pretty serious recession problem in the next few years, inasmuch as
we have built up this enormous plant, we may possibly have over-
expanded our capital plant, and we could have a capital goods recess?
This has been such an important accelerator, as you gentlemen pointed
out earlier, in our economy historically, if we cannot expect much
stimulation in that area, wouldn’t it seem that we might have som2
serious recessionary problems because of that ?

Mr. Surrs. I would prefer to put it the other way around, that is,
to the degree that we have satisfied our need for capital, it will release
men and women for other occupations, for house-building, for one
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thing, ro look at one of our crying needs. We have at the present time
in the United States somewhat fewer than 85 medical schools, I be-
lieve, 82 or 83.

Chairman Proxmire. These things do not happen automatically,
they only happen if we get our monetary policy under control and
make our funds available in these areas.

Mr. Surrs. That is right.

Chairman Proxyire. In the housing area, as long as you have
mortgages at 9 percent you are not going to build houses.

Mr. Surrs. That is right. We can release resources, but if you do
not make any provision for those resources, they will simply remain
unemployed. And to that extent we will have a very serious longrun
recession problem. It would be a tragic mistake for us to do that. And
I think it is politically unfeasible. I think it is politically unthink-
able that this would develop, when the power to redirect these released
resources Into more fruitful employment is certainly ours.

Chairman Proxmire. Do you see any sign of that happening, re-
directing our resources?

Mr. Surrs. T am afraid I do not.

Chairman Proxarre. That is what concerns me very much at this
time.

Mr. Surrs. Yes, indeed. We have some small indication. For ex-
ample, the family assistance program is a redirection of resources to
put them at the disposal of poorer members of the community. And
the prospective tax reductions which have already been legislated for
1971 and 1972 will put some of these resources in the hands of the
taxpayer. If we ease our monetary policy—and there is evidence that
this is now being done—we will release some of these resources for
use in the construction industry. And then of course we have a num-
ber of programs that have already been congressionally approved
which are operating at rates on appropriations that are below the
intended operating rate. There is about $6 or $7 billion of those which
could be funded in the future. So. I think that there is no lack of
place to put the resources that we find at our disposal. )

The problem rather is on the other foot, to get the resources mobil-
ized out of the existing uses. )

Chairman Proxarire. Gentlemen, thank you very, very much. This
has been a most helpful panel. And we deeply appreciate the excel-
lent job that all of you have done. o

Tomorrow we will reconvene in this room to hear three distin-
guished experts on military spending policy at 10 o’clock in the
morning. )

(Whereupon, at 12:19 p.m., the subcommittee recessed, to recon-

vene the following morning, at 10 a.m., Friday, June 5, 1970.)
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Coxcress OF THE UNITED STATES,
SuBcoMMITTEE 0N EcoxodMy 1N (GOVERNMENT
orF THE JoINT EcoxoMic COMMITTEE,
Washington, D.C.

The Subcommittee on Economy in Government met, pursnant to
recess, at 10 a.m., in room G-308, New Senate Office Building, Hon.
William Proxmire (chairman of the subcommittee) presiding.

Present: Senators Proxmire and Percy ; and Representative Brown.

Also present: John R. Stark, executive director; Loughlin F. Mec-
Hugh, senior economist; Richard F. Kaufman, economist; and Doug-
las C. Frechtling, economist for the minority.

Chairman Proxarre. The subcommittee will come to order.

Today we shift the emphasis of the hearings on “Changing Na-
tional Priorities” from the civilian to the mlhtary side of the budO'et
Civilian and military spending, of course, are not unrelated. All Fed-
eral programs are funded from the same ultimate source—the tax-
payer. Federal funds used for one purpose are no longer available
for another. If there is one unhappy lesson all of us have learned in
the past several years, it is that the Nation cannot have all the guns
and butter it wants. The question is, where do we draw the line “and
how far can analysis take us in our search for balance between civilian
and military expenditures.

There is only one legitimate purpose for a military establishment:
the common defense. This purpose is set ont in the Constitution and
the power of providing for the national defense is placed in the
Congress by that document, It is therefore proper and necessary for
Congress to take a strong interest in all questions concerning our na-
tional security. That interest should never be merely academic or
moot, for the power to provide for the national defense includes the
responsibility to make national defense policy.

This subcommittee, however, does not make decisions, about civilian
or military budgets. Our purpose is to study the economic impact of
both kinds of Federal spending and, more specifically, to investigate
whether it is possible to achieve economy in government. To do this
we have attempted to employ economic analysis and other tools of na-
tional thought. The military side of the budget should be as sus-
ceptible of analysis as any other—but is it ?

We have three most dlstmormshed defense analysts hefore us this
morning. each of whom has performed valuable service in positions
of high responsibility with the Federal Government.

(181)
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Dr. William W. Kaufmann has been a consultant to the Depart-
ment of Defense, the Rand Corp., the Hudson Institute, and the Insti-
tute for Defense Analyses. He was a member of the Air Force Science
Advisory Board from 1961 to 1963, and in 1967 was given the Distin-
guished Public Service Award by the Department of Defense.

Dr. George W. Rathjens was on the staff of the Weapons Systems
Evaluation Group in the Department of Defense, from 1953 to 1958;
was a Special Assistant to President Eisenhower for Science and
Technology, from 1959 to 1960; was Deputy Assistant Director of the
U.S. Arms Control and Disarmament Agency, from 1962 to 1964 ;
and was the Director of the Weapons Systems Evaluation Division
at the Institute for Defense Analysesin 1965.

Dr. Timothy W. Stanley was a member of the White House staff
from 1957 to 1959 and has served in various capacities on the staffs
of the last six Secretaries of Defense. In the summer of 1969, he re-
turned from Europe where he served for over 4 years at the United
States Mission to NATO, as the Assistant to the Secertary of De-
fense for NATO force planning and Defense Adviser to the United
States mission. He held the personal rank of Minister and was awarded
the Defense Department’s Distinguished Civilian Service Medal.

We will proceed from left to right and then have a question and
answer period.

Dr. Kaufmann, you go right ahead.

STATEMENT OF WILLIAM W. KAUFMANN, PROFESSOR OF POLITI-
CAL SCIENCE, MASSACHUSETTS INSTITUTE OF TECHNOLOGY,
PAST CONSULTANT TO THE DEPARTMENT OF DEFENSE, THE
RAND CORP., THE HUDSON INSTITUTE, AND THE INSTITUTE FOR
DEFENSE ANALYSES, AND PAST MEMBER OF THE AIR FORCE
SCIENCE ADVISORY BOARD

Mr. Kavrmanw, Mr. Chairman, it is an honor to participate a
second time in these hearings and to join the distinguished company
of my friends and colleagues, Professors Rathjens and Stanley.

My prepared statement summarizes the results of the work that
a group of us have been doing at the Brookings Institution on current
and future defense budgets. The work itself has leaned heavily on
the hearings conducted a year ago by this subcommittee.

Our results have already been reported to you by Professor Schultze.
To repeat them, they are first of all

Chairman Proxmire. I might just interrupt to say that this is a
substantial prepared statement, a fine prepared statement. And with-
out objection the entire prepared statement, including the appendix,
will be printed in full in the record.

And I presume that you will be able to abbreviate it and highlight

it.
Mr. Kavrmaxnw, Yes, sir.
DerexseE Buocer ror Fiscar YEear 1971

To repeat these results, they are: First of all, the defense budget
for fiscal year 1971, according to our estimates, contains about $11
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billion for the war in Southeast Asia, on the order of $18 billion for
the strategic nuclear forces, and around $44 billion for the baseline
general purposes forces.

We estimate that of the $44 billion for the general purposes forces
about $19 billion are allocated to the fulfillment of our NATO com-
mitments, cver $16 billion go to preparations for an Asian contingency,
about $1.3 billion to the capabilities for a minor contingency, and
around $7.3 billion to our strategic reserve, and research and develop-
ment for the general purposes forces.

Postwar SPENDING

We also estimate that, assuming an almost complete U.S. disengage-
ment from Southeast Asia by the end of fiscal year 1972, that it should
be possible to contemplate postwar defense budgets again in 1971
dollars ranging from a low of about $45 billion to a high of $77 billion.
By 1975, as Professor Schultze has indicated to you, the low defense
budget would permit a fiscal dividend of about $44 billion. The high
budget would mean discretionary resources of only around $6 billion.

DErENSE ANALYSIS

I will be happy to discuss these defense budgets with you in more
detail. Here, however, I would like to add only that, while there cer-
tainly will be disagreements with both our methodology and our
findings, I would like to think that we have demonstrated over the
past vear the following :

First, the defense budget is not an impenetrable mystery.

Second, it need not be regarded as an uncontrollable, in the same
sense as social security or medicare.

Third, we can get an analytical handle on the major forces and pro-
grams in the bugget for the purposes of debate and change. Neither
unthinking decreases nor unquesticning increases need to be the or-
d%li of the day. Systematic and informed choices we believe are pos-
sible.

To the extent that our work supports these conclusions it owes a
great deal to the President’s foreign policy statement, Secretary
Laivd’s defense posture statement, and, above all, the hearings of the
Congress. Indeed, in large measure because of the initiatives taken
by this subcommittee, I believe that we are making important prog-
ress toward a more systematic discussion of defense spending and
other national priorities.

ADDITTON AL KNOWLEDGE NEEDED

T hasten to add, however, that, while I recognize the continuing
need for security in defense matters, there remain a number of ways
in which we can improve our understanding and analysis of defense
issues. For example, in order to continue improving our analysis we
still need the following kinds of data and information :

First, a good deal more discussion of how we should translate for-
eign policy interests, commitments and objectives into the specifics of
missiles, divisions, air wings and naval vessels.
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Second, more detailed and better organized cost data about weapons
systems and mission-oriented programs, including more detailed se-

lected acquisition reports, which I hope Senator Stennis will continue
to issue.

Third, a concerted effort to relate the very large overhead costs of
the defense establishment to specific combat and combat-sapport forces

so that we can obtain a better idea of how changes in the latter will
affect the former.

Fourth, as much data as security permits on weapons systems reli-
ability and effectiveness, particularly as we move to the acquisition of
such expensive and technologically demanding weapons systems as
Safeguard, ULMS, Cheyenne, the F-14, and the F-15.

OrportuNITY CoOSTS OF DEFENSE

Finally, to move out of my own field, we also need descriptions of
specific domestic programs, along with their targets, estimated long-
term costs, and expected effectiveness. We need them so that we can
obtain a better appreciation of the opportunity costs that we incur as
we increase or decrease the margin of our defense expenditures.

That concludes my summary statement, Mr. Chairman. Thank you
for your consideration.

Chairman Proxmire. Thank you very much, Mr. Kaufmann.
Your prepared statement will be placed in the record at this point.
(The prepared statement of Mr. Kaufmann follows :)

PREPARED STATEMENT OF WILLIAM W. KAUFMANN
I. INTRODUCTION

When we talk about defense policy and national priorities, we usually mean
changing the allocation of our resources among a wide range of public and pri-
vate activities rather than completely abolishing some of those activities. In
present circumstances. we tend to mean giving greater emphasis to domestic
programs than we lhave done in the past. That. in turn, implies that we must
increase taxes, take resources away from other programs, simply rely on in-
creased revenues from a growing economy for new initiatives. or take some
combination of these steps.

Increased taxation does not look like a plausible option in the present mood
of the nation. In fact, we appear to be going in the opposite direction with the
tax reform bill of 1969 and the expiration of the surcharge. We are left. there-
fore, with the growth of federal revenues (as a function of expanding GNP)
and a reallocation of those revenues as the principal means by which we can
change our current priorities. The defense budget. always a matter of keen in-
terest, becomes the object of particular scrutiny in that context. Few people
regard it as an uncontrollable in the same sense as Soecial Security or Medicare,
and many consider it excessively large for the international objectives that they
think we should have in mind.

What is more, it can easily be demonstrated that the size of the discretionary
resources (or the fiscal dividend, if you prefer) available to the President for
domestic programs is highly sensitive to the level of defense spending. During
the past year, for example, the Brookings Institution has looked at a number
of different defense budgets within the context of expected federal revenues and
other anticipated outlays, and—assuming an end to the war in Indochina—has
found it quite plausible to conceive of defense budgets and discretionary re-
sources in the following range by FY 1975 :
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[tn billions of dollars}

Discretionary resources in fiscal year
Defense budgets in fiscal year 19751 v 1975 y

1n 1871 prices In 1975 prices tn 1975 prices
77 92 6
62 75 23
43 58 40
45 54 44

L Assuming a complete U.S. withdrawal from Southeast Asia,

It is easy enough, of course, to invent defense budgets which differ substantially
from the one we have now. But how do we test their respective merits and
choose among them? And once having chosen, how do we make our preference
politically acceptable?

II. PorLiTicsS AND PLANNING

There is a tendency, in trying to provide answers, to mix up the two questions,
and to give simplistic and extreme answers to them. At one extreme, for ex-
ample, the defense budget is described as the product of negotiations and bar-
gains among interest groups whose objectives and programs are almost ex-
clusively determined by their organizational affiliations. At the other extreme,
the budget is seen as resulting from a highly orderly process in which objective
analysis by disinterested public servants plays the dominant role. As usual,
the truth seems to lie somewhere between these extremes.

A careful description of the existing political process would probably show
that organizational interests and bargains are indeed important contributors
to the budgetary outcome. At the same time, it would be hard to deny that a
rather primitive art called force planning exists; it would be equally difficult to
assert that the art has played no part in budgetary choices. What tends to be
at issue, usually, is not whether systematic analysis exists and should play a
major role in determining budgetary outcomes, but whether it now does or can
do so in the future.

Here, because of limitations in time and space, my discussion will focus on
the intellectual basis for choosing from among the many defense options avail-
able to us. How our choices can be driven through the jungle of the political
system, or how that system can be made more receptive to systematic analysis
and choice, must await another occasion.

I1I. CURRENT DEFENSE BUDGETS AND VIETNAM

In order to start our discussion somewhere, let us consider defense outlays for
FY 1970 and FY 1971 as they relate to the war in Southeast Asia, to our
strategic nuclear forces, and to our general purpose forces. This breakdown
gives us the following figures (in billions of current dollars) :

[In billions of dollars]

Fiscal Iyge]a(; Fiscal {;;{

Type of outlay
War in Southeast Asia. . .. iiaioL 17 I3t
Strategic ruclear forces. ... . I . . 17 18
General-purpose FOrCes e 43 44
L 77 73

This particular display of defense expenditures serves several purposes. It
defines three major categories where we can exercise choice. It tells us what
we are spending in these categories. And it provides a basis for measuring and
comparing various types of change.

The costs of the war in Southeast Asia are incremental costs: that is, outlays
over and above what we have been spending for our peacetime establishment and
its activities. These oantlays reflect a decline from the peak incremental cost of
about $23 billion (rather than $29-to-30 billion), which occurred during FY
1968.
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The outlays for the strategic nuclear forces and general purpose forces (or
limited war forces, if you prefer) constitute the costs of our baseline force:
that is, what we have regarded during roughly the past decade as necessary in
peacetime for the maintenance of U.S. interests and commitments. These baseline
expenditures amount to about $60 billion in FY 1970 and $62 billion in FY 1971.
They would translate to around $50 billion in 1965 dollars, or what we were
spending on our defense establishment prior to the major expansion of our
involvement in Southeast Asia.

The baseline force, in current prices, absorbs 78 per cent of our defense outlays.
The cost of the war, on the other hand, represents 22 per cent of the total, and,
at least until recently, its share has been declining. In principle, we can alter
the rate at which we withdraw from Southeast Asia. This would affect the speed
with which we recover the remaining costs of the war. But despite the over-
arching importance of the conflict to American society, we have to recognize that
there is a very definite limit to the amount of resources that its termination will
yield, and that the total “dividend” will be more than absorbed by impending
tax cuts and the growth in the costs of the so-called uncontrollable domestic
programs. It is estimated that the tax reform bill alone will result in a loss of
Federal revenues of $8 billion by FY 1975. Social Security costs, on the other
handg, are likely to increase by $12 billion over the next five years. Thus, if we
want to consider really major new initiatives on the domestic front, it appears
that we must look for resources primarily in economic growth and the baseline
defense budget.

IV. ANALYSES OF THE BASELINE DEFENSE BUDGET

Efforts to come to grips with the baseline defense budget can best be made by
means of macrostrategic and microstrategic analysis, although the distinction be-
tween the two types is somewhat artificial, particularly when it comes to the
strategic nuclear forces. The macrostrategic approach involves the formulation
of objectives, measures of effectiveness, and aggregate force levels based on
capabilities already in the inventory. The microstrategic approach deals with the
fine-tuning of force size and composition by means of weapon system comparisons.
The results of these comparisons purport to express the least-cost method of
achieving prescribed levels of effectiveness. In the process, the analysis may also
consider the marginal effects of increases and decreases in force levels. Obviously,
one type of analysis can very quickly lead into the other type.

V. THE STRATEGIC NUCLEAR FORCES

Macrostrategic analysis provides many of the critical assumptions that underly
the current baseline force. For example, the baseline budget for our strategic
nuclear capabilities is very much a function of the following assumptions :

1. Our strategic offensive forces, in a second strile, should be capable of in-
flicting a level of assured destruction on the Soviet Union defined as 20-to-23 per
cent of the population and at least 50 per cent of Soviet industry.

2. We should maintain a modest capability to follow options other than assured
destruction, including the ability to limit damage to the United States, should
strategic deterrence somehow fail. Such a capability should take the form of
anti-bomber defenses, a thin area-wide ABM defense, some offensive forces
capable of destroying fixed hard targets, and a cheap civil defense program.

3. We should operate three separate forces—land-based missiles, sea-based
missiles, and bombers—each capable, by itself, of inflicting the requisite level of
assured destruction: all of this as insurance against the possibility that one or
even two of these forces might collapse and fail to respond after a Soviet first
strike.

The current baseline strategic nuclear forces are rather widely considered to be
conservatively designed because of these and other assumptions. An even more
conservative posture might involve raising the level of assured destruction and
placing much heavier emphasis on damage-limiting capabilities such as a major
deployment of counterforce missiles, fast mop-up bombers, the ABM, and large-
scale civil defense. A posture of this character, including extensive modernization
programs for bombers, missiles, and anti-bomber defenses, could raise the total
budget for the strategic nuclear forces from about $18 billion in FY 1971 to some-
thing on the order of $24 billion a year. It might also induce Soviet reactions of
such magnitude that they would nullify the additional security that we had
expected to gain.
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Even without SALT, but more probably with it, we might adopt another major
variant of the current strategic posture. This variant would give us a less
conservative capability. For example, we might reduce the level of assured
destruction that we require to 10-to-15 per cent (which would still mean more
than 20 million fatalities in the space of 24 hours). We might also give up our
now-modest efforts to retain a counterforce damage-limiting capability. And
we could reduce the attempt to maintain all three of our deterrent forces in a
highly survivable condition. This posture would permit us to phase out some
of our current offensive and defensive forces as well as cancel or reduce ex-
penditures on newer systems that we are now developing or deploying. The
resulting budget for the strategic nuclear forces, associated capabilities, R&D,
and support might fall from $18 billion to $14 billion a year.

VI. THE GENERAL PURPOSES FORCES

The costs of the general purpose forces are comparably sensitive to changes
in a series of macrostrategic assumptions. Thus, the current baseline forces and
the budget for them, are sensitive to changes in the following premises :

1. The Soviet Union and China are basically hostile and ambitious powers who
might act separately but more or less simultaneously to satisfy their ambitions
at the expense of our interests.

2. We must therefore be able, in conjunction with our allies, simultaneously
to meet conventional attacks in Europe and Asia, and deal with a minor con-
tingency elsewhere.

3. We must have on hand the active forces and the strategic mobility neces-
sary to deploy rapidly to threatened regions and to establish forward defenses
sufficient to meet the early phases of an attack.

4. We must also maintain the forces, equipment, and supplies necessary to
reinforce our deployed forces and sustain them in combat along protected lines
of communication for as long as 3-to-6 months.

Simply to give one example of the impact of these assumptions, consider the
costs, in 1971 dollars, of preparing to deal simultaneously with two major con-
tingencies and one minor contingency. These costs are approximately as follows :

Annual cost

in billions of
Contingency 1971 dollars

NATO Europe - ———- $20.9
Asia (Korea or Southeast Asia) ____________________ . 17.3
Western Hemisphere (minor). —_— - 1.3
Strategic reserve e 4.5

Total - ______________ ———— S 44. 0

To the extent that these figures have merit, a fairly literal interpretation of
the President’s Guam doctrine could result in decreasing the costs of the Asian
contingency from $17.3 billion to about $7.3 billion. In other words, a change in
the assumptions about the contingencies alone could reduce the costs of the
general purpose forces from $44 billion to $34 billion a year (in 1971 prices).

The current baseline forces are frequently characterized as underdesigned for
the three prototype contingencies. A much more conservative design could result
in the addition of active land forces, tactical air wings, and attack carriers, along
with increased numbers of the next generation of more expensive weapon systems.
Such changes might raise the budget for the baseline general purpose forces
from $44 billion to $54 billion a year in 1971 prices.

VII. CosT-EFFECTIVENESS

In the past, it has been possible to vary defense costs similarly, if less dra-
matically, as a function of microstrategic analysis. Now, however, the impact
of microstrategic choices is proving to be larger in scale as weapon systems
become increasingly complex technologically, and as their procurement and
operation and maintenance costs climb. The conventional wisdom has it that
weapon system choices should be governed by technological advance. Not only
must we buy the newest and most sophisticated systems ; we must also replace
the older systems on a one-for-one basis, quite apart from such factors as the
capabilities of potential adversaries, increases in costs, and supposed increases
in unit effectiveness.

Frequently, however, it turns out that for a budget of, let us say, a billion
dollars, it makes more sense from the standpoint of effectiveness to buy 1,000
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units of relatively old-fashioned system A, costing a million dollars apiece, rather
than 500 units of system B, costing $2 million apiece. Of course, there are those
who would say, if that is the case, spend $2 billion and buy 1,000 units of system
B. But for $2 billion we could buy 2.000 units of system A, which still might
leave us better off. Indeed, system B—however glamorous and sophisticated—
would have to be at least twice as effective as system A Dbefore it would be
worth buying as a substitute. More often than not, however, we fail to achieve
such advances in effectiveness as we move from one system to the next. In any
event, it is frequently the case that quality is not an adequate substitute for
quantity where weapon systems are concerned. As a consequence, we may prefer
large numbers of relatively simple, reliable systems to much smaller numbers of
their technologically advanced successors which promise a great deal but are
so often unable to deliver on the promise for some time to come because they
start off being low in reliability, only marginally better in other significant
parameters of effectiveness, or both.

Many systems under development, or actually in the procurement process.
are at issue on precisely these grounds. The following table lists a number of
such weapon systems for the general purpose forces. along with the New Obli-
gzational Authority (NOA) requested for FY 1971, their currently estimated pro-
curement costs, and an estimate of their annual operating costs :

[Costs in billions of current dollars]

Fiscal year Estimated

1971 new Estimated annual

obligational  procurement operating

Weapon system . authority costs costs
SAM-D air defense__ $0.09 $3.4 $0.5
MBT-70 tanks___._. .08 2.0 .3
TOW antitank missiles. .10 1.0 1
F-15 aireraft___.______ .40 7.7 L1
F-111 aircraft___ .50 .5 1
F-14 aircraft._______ .80 8.3 1.2
Phoenix missiles. ... - .10 1.5 .2
S-3aireraft. .. ... .. 230 3.2 .4
SSN—688 attack submarines_._____ .50 4.5 .6
DLGN-38 frigates__._._._.___.___ . .20 4.9 .7
CVAN-70 attack carrier R . .15 .6 .1
DD-963 destroyers. .. ... .- .50 4.2 .6
Total e 3.72 41.8 5.9

Let us assume rather arbitrarily that the procurement costs of these systems
will be spread evenly over a 10-year period, and that we will incur their total
annual operating costs for only three of the ten years. The resulting average
annual systems costs might then come to around $6 billion for the 12 systems
listed. Thus, even if we were to substitute for them new systems about half as
expensive to procure and operate, we might still be able to save, on the average,
about $3 billion a year during this ten-year period. Alternatively, for the cur-
rently estimated totals, we could have twice as many of the cheaper systems.

VIII. SoME DEFENSE OPTIONS

With these kinds of macrostrategic and microstrategic calculations at hand,
it becomes possible to construet a variety of defense budgets, each with a par-
ticular rationale and justification. Thus, we could continue to maintain the pre-
Vietnam baseline force as one option. This would mean a fairly conservative
posture for the strategic nuclear forces and the general purpose forces and a
good deal of latitude for their modernization in the face of obsolescing systems
and evolving threats. Such a posture would cost about $62 billion in 1971 prices
and $75 billion in 1975 prices, assuming a U.S. withdrawal from Vietnam. Around
$23 hillion in discretionary resources would become available by FY 1975 as a
result of defense spending at a level that was considered necessary between 1961
and 1965.

Another option would be to strive for a major counterforce damage-limiting
capability in our strategic nuclear forces (despite the strong probability of Soviet
coutermeasures), along with general purpose forces designed to give us in-
creased confidence of being able to cope simultaneously with major European
and Asian conflicts. This would combine the strategic package of $24 billion with
the general purpose forces package of $33 billion for a total budget of $77 billion
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in 1971 prices, and $92 billion in 1975 prices, again assuming a full T.S. with-
drawal from Southeast Asia. Defense outlays at this level would result in dis-
cretionary resources of about $6 billion. That is, with estimated revenues, we
would not be able fully to fund existing and currently proposed domestic pro-
grains, much less embark on major new initiatives.

Still a third option would involve the adoption of a less flexible and higher-
risk posture with respect to both the strategic nuclear and the general purpose
forces. As indicated earlier, the strategic forces would be designed for the as-
sured destruction mission only, planning would be done less conservatively than
is now the case, and the required levels of damage to the Soviet Union would be
lowered. The general purpose forces would no longer be programmed for two
major contingencies simultaneously and a substantial portion of the capabilities
oriented toward Asia would be demobilized. The resulting strategic and general
purpose packages would cost about $14 billion and $34 billion respectively, for a
total of $48 billion (without Vietnam) in 1971 prices and around $58 billion in
1975 prices. This budget, which would be $17 billion below the pre-Vietnam
baseline budget (in 1975 prices), would enable the President to dispose of discre-
tionary resources on the order of $40 billion by FY 1975.

If, in addition, we became less mesmerized by the latest defense technology
and exercised greater discipline at the microstrategic level than we now do,
we might bring this low budget down by another $3 billion or more without
any loss of combat effectiveness. This would mean a post-Vietnam budget of
$45 billion in 1971 prices and about $54 billion in 1975 prices. The resulting fiscal
dividend by 1975 would amount to $44 billion, a figure which would come rather
close to satisfying most domestic demands for resources as they are currently
formulated.

IX. RISK, INSURANCE, AND CHOICE

Other more or less conservative and flexible defense postures could obviously
be generated. It seems reasonable to argue, however, that post-Vietnam budgets
in the range of $45-to-$77 billion (in 1971 prices) would be compatible with a
major role for the United States in world affairs. Even at the low end of the
range, moreover, significant resources would remain available to counter quali-
tative and quantitative changes in potential threats. Presumably our choice
would not be determined by such slogans as whether we were seeking to become
isolationists or world policemen, since neither budget would seriously accord
with either policy. Rather, we would probably want to be concerned with the
specific definition of our interests, the degree of confidence we want to have
in maintaining those interests against various possible threats, how our military
posture might interact with that of allies and potential enemies, and what
domestic opportunities we would forego as we moved toward higher and more
conservative defense budgets. .

The choice of an insurance policy, in defense as in other areas, is always diffi-
cult. But reasonably well-tailored policies can be designed to suit the wishes and
resources of the national customer. There are, admittedly, a number of insurance
salesmen on the premises who have their own special views about preferred com-
panies and appropriate premiums. No doubt their pressures strongly affect the
final choice. Still and all, before the choices are made, it usually proves more
desirable to bave some understanding of the product and what we want than
simply to enter the marketplace as an ill-informed purchaser of the competitors*
wares. Consumer reports can be useful in defense as they are elsewhere,

APPENDIX

I. INCREMENTAL COSTS OF THE WAR IN VIETNAM
TABLE 1.—ESTIMATED PEAK INCREMENTAL COST OF THE WAR IN VIETNAM

Billions of

current

Type of expenditure: dollarst
800,000 military-personnel at $12,000 per man peryear._________ R 9.6
250,000 civilian personnel at $10,000 per man per year_ . __ 2.5
Ground, air, and naval ordnance. _.._..._.________._____ 5.2
500 aircraft at $3,000,000 per aircraft (average).. ... _____ 1.5
Replacement of U.S. and ARVN land force equipment and supplies. 1.3
Other procurement. ... _ ... .. _______ 1.0
Construction___________ ... _____. ... - L0
Transportation, petroleum, oil, and lubricants_____ ... .. 1.0

L vemmve 23,0
1 Details do not add to total because of rounding.
48-553-—T0-—pt. 1 13
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TABLE 2—ESTIMATED MANPOWER REQUIREMENTS AND INCREMENTAL COSTS OF THE WAR IN VIETNAM, FISCAL
YEAR 1968-721

[Cost items in millions of current dollars]

ltem 1968 1969 1970 1971 1972

Military personnel:
In Vietnam. ... iiie... 536, 100 538, 200 380, 000 200, 000 50, 000
In line of communications and training........ 263,900 233, 447 180,714 120,714 20, 000
Civilian personnel_ ... ... .. 250, 000 227,71t 167,794 111, 894 10, 000
Total personnel. ... ... oo oo 1, 050, 000 999,418 728,508 432,608 80, 000
Cost of military personnel
In Vietnam 2. _____ . ... $17,477 $17 545 $12 388 $6, 520 $1,630
In line of communications and training3.___.__ 3,167 2,801 169 1,449 240
Cost of civilian personnel¢_ . .. .. ... 2,500 2 278 l 678 1,119 100
Total costo . 23,144 22,624 16, 235 9,088 1,970

1 The manpower data in this table are end-of-year figures, and the costs developed from them represent annual rates
of outla at yearend.
2 $32,600 per man per year, based on an average annual rate of $12,000 per man for pay and allowances, and average
annual ‘combat costs per man of $20,600.
3$12,000 per man per year.
4 $10,000 per man per year,

TABLE 3.—EXPENDITURE LEVELS FOR ILLUSTRATIVE VIETNAM DISENGAGEMENT PROGRAM, FISCAL YEARS 1969-751

ltem 1969 1970 1971 1972 1973 1974 1975
Military personnel (th dsof men). oo oooouoomeannns 538 380 200 50 0 0 0
Incremental outlays (billions of dollars) ________________ 23 17 11 3 215 2] 21

1 These are purely illustrative estimates; however, through 1971, they are roughly consistent with the budget projec-
tions of total armed forces strength. All fgures are as of the end of the fiscal year to which they relate.

2 It is assumed that military assistance at a rate of $1,000,000,000 a year will be allocated to Southeast Asia after the
withdrawal of U.S. forces.

TABLE 4. —DEPARTMENT OF DEFENSE ESTIMATES OF THE INCREMENTAL COSTS OF THE WAR IN VIETNAM

[In millions of dollars]

Budget category Fiscal year 1969  Fiscal year 1970
Military personnel. ... ..o oeo oLl $5, 666 $5,375
Operation and maintenante - . oo cciicacceecae 6,488

PrOCUIEMENt_ oo e e e oo e e 8,757 6: 283
RO T, & B dmememaaeoan 139 112
Military ConStruction. ..o oot e 494 220

Total o 21,544 17,428

TABLE 5—DEPARTMENT OF DEFENSE ESTIMATES OF THE COSTS OF THE WAR IN VIETNAM, BY MILITARY SERVICE

{Dollar amounts in billions of current dollars]

Percent change

in non-SEA

costs over

. fiscal year

Fiscal year— 1965

1965 1969 1970 Fiscal Fiscal
year year
SEA1 Other SEA Other SEA Other 1969 1970
$11.6 $11.5 $13.6 $9.8 $14.6 +17 +26
13.2 4.4 18.1 3.4 18.9 +37 +43
18.1 5.6 20.3 4.2 20.5 +12 +13
4.2 (. 8.3 oo [N R
47.1 21.5 57.3 17.4 59.6 +22 +27

1 SEA stands for Southeast Asia.
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II. COSTS OF THE STRATEGIC NUCLEAR FORCES

TABLE 1.—-ESTIMATED COST OF THE BASELINE STRATEGIC NUCLEAR FORCES, BY MAJOR PROGRAM, IN FISCAL
YEAR 1971

[in billiens of current dollars]

Strategic
Program Total1 forces

Strategic forces. ... ... eieeieas
General-purpose forces . . . _ . eiiaaens
Intelligence and communications__ . __ i
Airlift and sealift. e iiiiieaaas
National Guard and Reserve forces. . . iiiieicicaaa.
Research and development. . iiiai.-
Central supply and maintenance. ... ... iieiiieiiiieae.
Training, medical, and other personnel activities_ ... . . .. .......
Administration and associated activities...._.._. R
Support of other nations ... e

Total obligational authority . ... iiiioas

e

—
Y31 YNCN L T VRN

N wr=vpoe AN

~
©
—
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o

t Total includes the cost of the war in Vietnam, estimated at $11,000,000,000 for fiscal year 1971.

TABLE 2.—ESTIMATED COST OF THE STRATEGIC NUCLEAR FORCES BY MAJOR SYSTEM

{In billions of current dollars]

Fiscal year
1371 1

System:
Minuteman and Titan . e cemcaccmeaaan
Polaris/Poseidon _ i iiiicaas
Heavy bombers. ___ -
Air Force air defense system_ . _ . ____ .. __....._.
Army air defense system_ ____
Antiballistic missile defense_________ ...
Intelligence and communications.
Civil defense. - et iteaemeemeemcmmmeeeeeeeaeoan

W

—U100 B O -

W —

1 System costs reflect not only direct program costs, but also R. & D. and indirect support costs.

III. COSTS OF THE BASELINE GENERAL PURPOSE FORCES

TABLE 1.—ESTIMATED COST OF THE BASELINE GENERAL PURPOSE FORCES BY PROGRAM, FISCAL YEAR
1971

[In billions of current dollars}

Baseline

general

purpose

Program Total? forces *
Strategic forees. - . i mmmmmecmmemmemem - $7.9 (...
General purpose forces. ______ 24.7 $20.5
Intelligence and communications. 5.2 2.6
Airliftand sealift_ _._______..____ 1.5 1.2
National Guard and Reserve Forces. 2.5 2.0
Research and development______ 5.4 3.2
Central suppy and maintenance. 8.4 5.1
Training, medical, and other personnel activities. 12.6 7.7
Administration and associated activities. .. - L5 1.0
Support of ather nations. .. s 3.2 .7
Total obligational authority .. .« oo e cccc e accic e 72.9 4.0

1 Tota! includes the cost of the war in Vietnam, estimated at $11,000,000,000 for fiscal year 1971,
2 Baseline figures do not include the cost of the war in Vietnam,
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TABLE 2.—ESTIMATED COST OF THE BASELINE GENERAL-PURPOSE FORCES, BY MAJOR SYSTEM, FISCAL
YEAR 1971

[1n billions of current dollars)

Cost1
System: .
Army diViSIONS . e ieeeemeeemeiaaeaeaeees 13.6
Marine diviSion/WINgS - - - - e cemmamemmmmemammmeaceaeoo 4.0
Guard and Reserve forces. . . i 3.2
N VY @IF WINES - oo e e o e et camemnemaee 7.2
AT FOrCe @ir WINES. - - o e mmaemeeem e mm e 8.4
Antisubmarine and antiaircraft warfare at sea (ASW and AAW) . e 3.8
Ampbhibious, fire support, and mine warfare forces_______.___ . i1
Airlift and sealift _ . e caemmmmmm e mmmemem—o—mnns 2.0
Military assistanCe ... i .7
(- ULy S 44,0
1System costs reflect not only direct program costs, but also R. & D. and indirect support costs.
TABLE 3.—PROGRAMED ALLOCATION OF THE BASELINE GENERAL-PURPOSE FORCES, BY GEOGRAPHIC
CONTINGENCY, AS OF FISCAL YEAR 19701
T ) Western  Strategic
Type of system Europe Asia Hemisphere Reserve Total
Active Army divisions_____.______________....... 1614
Active Marine division/wings.......______.. 3
Guard and Reserve forces. ... _______ 9
Navy airwings2______________ . ____._.__ 15
Air Force airwings______..____.___________._.... 23
ASW and AAW forces3 (percent).____________.__. 100
Amphibious and other forces (percent)__________._ 100
Airlift and sealift forces {percent)_________________ 100
Military assistance (percent).._._.._________ ... 100

1 The baseline forces do not include those forces added especially for the war in Vietnam. . i

2 Al attack carriers on station (2 in the Atlantic and 3 in the Pacific) and their immediate backup carriers (2 in the
Atlantic and 3 in the Pacific) are allocated to Europe and Asia.

3 Excluding the escorts for the attack carriers.

TABLE 4.—ALLOCATION OF THE BASELINE GENERAL-PURPOSE FORCES COSTS, BY GEOGRAPHIC CONTINGENCY,
FISCAL YEAR 19711t

[In billions of 1971 dollars]

Western Strategic

Type of system Europe Asia Hemisphere Reserve Total
Active Army divisions___ ... ... ... 58 5.1 0.8 1.9 13.6
Active Marine divisionfwings. .. ... __.....- 1.4 2.6 . 4.0
Guard and Reserve forces_ ... _____._._____..... 2. 3.2
Navy air Wings._ .- i acceiaaaa- 1.9 3 7.2
Air Force air wings_. ... oooo.... 5.8 .6 8.4
ASW and AAW forces_____ ... _._.___._ 19 .9 3.8
Amphibious and other forces_.... ... ... ... .4 .7 L1
Airlift and sealift forces_._ ... ...oooooC Lo .0 2,0
Military assistance. ... . ... .2 .5 .7

Total. i 20.9 17.3 1.3 4.5 44.0

1 Excluding the incremental costs of the war in Vietnam.
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IV. DEFENSE OPTIONS
TABLE 1.——DEFENSE BUDGET OPTIONS BY MAJOR SYSTEMS (EXCLUDING VIETNAM COSTS)

{In billions of fiscal year 1971 dollars)

Medium- Medium-
Baseline  Conservative risk risk option
option option option streamlined
Strategic Nuclear Forces:
Minuteman and Titan_.____.._____________.______ 31 3.1 2.3 2.3
Polaris/Poseidon. . _______.___________ 2.6 3.6 2.6 2.6
Heavy bombers_. _.._________._____ ... 3.5 4.9 2.9 2.9
Air Force air defense_____.._._________ 3.0 4.1 2.4 2.4
Army air defense...______.___ 4 .4 .3 .3
Antiballistic missile defense.._____________ 1.8 3.8 .5 .5
Intelligence and communications_.____________. R 3.5 3.5 3.0 3.0
Civildefense___.______________________________. .1 Wb .
Subtotal___ ... ... 18.0 24.0 14.0 14,0
General Purpose Forces:
Active Army divisions____..___.__.___._._______. 13.6 17.7 8.7 8.0
Marine divisionjwings_ .. __.____________._______. 4.0 5.4 4.0 4.0
Guard and Reserve Forces__ 3.2 3.2 3.2 3.2
Navy tactical airwings____________________._____._. 7.2 8.7 4.2 3.2
Air Force tactical air wings______.________._______._ 8.4 10.4 7.3 6.6
ASW and AAW Forces. ________ 3.8 3.8 3.3 2.7
Amphibicus and other forces 1.1 1.1 .6 .6
Airlift and sealift_....._____ e 2.0 2.0 2.0 2.0
Military assistance. ... _____________________. . ) .7 .7 .7
Subtotal .. . ... 44.0 53.0 34.0 3.0
Grand totai._____..._______._ . ______________. 62.0 77.0 48.0 45.0

Chairman Proxmire. Dr. Rathjens, we shall be glad to hear from
you now, sir.

STATEMENT OF GEORGE W. RATHJENS, PROFESSOR OF POLITICAL
SCIENCE, MASSACHUSETTS INSTITUTE OF TECHNOLOGY, FORMER
MEMBER OF THE WEAPONS SYSTEMS EVALUATION GROUP IN
THE DEPARTMENT OF DEFENSE, FORMER MEMBER OF THE
STAFF OF THE SPECIAL ASSISTANT TO PRESIDENT EISENHOWER
FOR SCIENCE AND TECHNOLOGY, FORMER DEPUTY ASSISTANT
DIRECTOR OF THE U.S. ARMS CONTROL AND DISARMAMENT
AGENCY, AND FORMER DIRECTOR OF THE WEAPONS SYSTEMS
EVALUATION DIVISION AT THE INSTITUTE FOR DEFENSE
ANALYSES

Mr. Rarnoexs. Mr. Chairman, it is a privilege to appear before
you today in connection with your hearings on changing national
priorities. I can claim no special expertise except possibily with respect
to Defense Department programs and more particularly the strategic
systems programs. Therefore in my prepared statement I will focus
on them.

While the defense budget as a whole may continue to decline with
withdrawal from Southeast Asia, large increases are in prospect in
the strategic budget. For that reason the strategic programs should be
of great concern to your subcommittee.

We now have underway, or under consideration, a number of very
expensive programs. You see I have listed several of these here, with a
total estimated cost of $50 billion.
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The last cost, that for ULMS, is my own minimum guess about a
program that is not yet well defined. The other figures are based on
various Defense Department estimates.

If past experience is any guide at all, they will almost all turn out
to be much too low. This Is especially likely to be true of Safeguard
which Secretary Laird now concedes will have to be expanded well be-
yond phase II, on which the $11 billion figure is based, if it is to be
significantly effective in defending Minuteman against the kind of
evolvinf Soviet threat that he projects.

In addition to the aforementioned programs, there are others that
are more in the gleam-in-the-eye category; for example, SABMIS
(the Navy’s ABM system), a new Air Force ICBM, and a scheme for
movable or mobile basing of Air Force ICBM’s.

Once new systems are developed and procured, they must, of course,
be maintained and operated, and this will require large expenditures
in addition to those included above, particularly for systems such as
bombers. When all the costs arc considered, it will be apparent that we
could well be spending by 1975 $25 to $30 billion per year on strategic
systems.
yIf we should decide at some point to build a large-scale nationwide
ABM system to try to protect our industry and population against
a Soviet missile attack the costs would be still larger, certainly at least
an additional $50 billion over the next decade.

At the other extreme there would seem to be opportunity for drastic
reductions in strategic forces. That is, of course, one of the hopes,
albeit a distant one, of the strategic arms limitation talks (SALT)
now underway.

We can now deliver over 4,000 strategic warheads against the Soviet
Union. Based on extremely conservative estimates, 400 would destroy
30 percent of the Soviet population and three-quarters of its industrial
capacity. The Soviet Union has a similar overkill capability with
respect to the United States. It is clear from these figures that 1t is
entirely feasible to consider mutual reductions in strategic forces by
ab least a factor of 10 without there being any need for settlement of
political differences between the superpowers.

The deterrent capability inherent in the strategic force of each would
be for all practical purposes just as effective as at present. Moreover,
each superpower could well afford to reduce its strategic offensive
forces by at least a factor of 10 before it would have to be concerned
about its forces possibly being inadequate to cope with China or other
emerging nuclear powers.

Chairman Prox»ire. May I interrupt to ask, what do you mean
by a factor of 10, Dr. Rathjens?

Mr. Rarugexs. Well, T think we can cut down 10 times.

Chairman Proxsure. To 10 percent as large as it isnow ¢

Mr. Rarusens. Ten percent as large as it is now, yes.

Thus, expenditures for strategic forces for the mid-1970 period
could range anywhere from a high of perhaps $30 billion, or even
more, per year to as low as perhaps $7 or $8 billion.

The Jow projection I believe could be realized only if the SALT
negotiations were highly successful, if then.

The high projection would seem likely if SALT fails, but even in
the event of such failure, I would hope that some of the programs I
have listed would not go forward.
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Safeguard is perhaps the best example. Discussion of its technical
deficiencies is perhaps not appropriate here, but the argument against
it as a defense for our Minuteman can be summarized with the obser-
vation that on cost effectiveness grounds it is almost certainly the
least effective response to a possible growing Soviet threat that we
have ever seriously considered.

In recognition of this, administration spokesmen this year have
been reduced to justifying Safeguard defense of Minuteman on the
grounds that it makes sense, not in its own right but as an add-on to
anti-Chinese ABM deployment.

I might add here that the case for deploying Safeguard as an anti-
Chinese defense is also an extremely weak one on technical, political,
and economic grounds.

Whether or not Safeguard is ever built, it is probably realistic to
expect that by the mid-1970’s multiple independently targetable re-
entry vehicle (MIRV) programs will have gone forward in both the
United States and the Soviet Union. With that, for reacons I will get
into shortly, the present silo-based ICBM systems may be perceived
to be obsolete as reliable components of strategic deterrent forces. For
the United States, that will mean a major restructuring of our stra-
tegic forces. This could involve much greater emphasis on mobility
(for example, ULMS and perhaps the B-1); superhardening and
active defense of ICBM’s with components designed specifically for
that purpose, in contrast to those of Safeguard ; or both.

Even if Safeguard deployment is stopped, we seem destined to have
to live with strategic force budgets much larger than the present
$18 billion level unless further MIRV development, and deployment,
can also be stopped.

Both ABM and MIRYV illustrate well our basic problem in approach-
ing the design of our strategic forces; that is the difficulty in dealing
with uncertainty about the future, and our propensity to base force
posture decisions on what we have come to call worst case analyses.

One is very likely not to know the purpose for which one’s adversary
is deploying such systems nor how effective they may be. That being
the case, one will naturally, in prudence, assume the worst. The arms
race with which we are now confronted has its basis in such
assumptions.

Chairman Proxmire. May Y interrupt to say that your entire pre-
pared statement will be printed in the record.

Mr. Ratasexs. Thank vou. I appreciate that.

Because of ambiguities about whether the Soviet Union was going
ahead with a large ABM system and about possible performance, we
have gone ahead with our Minuteman IIT and Poseidon MIRV pro-
grams, and ostensibly because of uncertainty about the Soviet multiple
warhead programs, the administration is determined to go ahead with
the defense of our Minuteman force with the Safeguard system.

It is clear that we have grossly overreacted in both cases. This has
occurred because we impute to our adversaries technical capabilities
and risk taking proclivities which would seem absurd in our own
society, and because we simply have not thought very carefully about
the adversary reactions that might be induced by our decisions. Doubt-
less there are similar decisionmaking problems in the Soviet Union.
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Now, it is not surprising that those who are very close to various
high-technology programs on both sides will see in them great ad-
vantages, and will tend to overlook probable adversary reactions. But
clearly it is the responsibility of the political leadership in both coun-
tries to recognize not only the utility of such systems but the reactions
which may be induced by their deployment.

I would hope that as we consider our approach to the strategic arms
limitation talks we will not get carried away with “worst case” anal-
yses to the point where agreements that would be in our overall in-
terests will be precluded. I must say that I am much- concerned by
recent exaggerations of the Soviet threat by Secretary Laird and his
colleagues, and by their proclivity to carry “worst case” analysis to
extremes.

If such views prevail on either side, I very much fear that not only
will we be confronted with the failure of the SALT negotiations and
a vastly increased budget for strategic forces, but also with a further
erosion of confidence, particularly on the part of our young people, in
our ability to make our system function in ways that can lead to ra-
tional decisions.

I have focused as much as I have on “worst case” analysis because
T believe it is at the heart of the problem in ordering national priori-
ties. We use “worst case’” analysis when we look at the problems of de-
fense posture, particularly in strategic areas, but rarely, if ever, when
we look at the other threats to our society.

The result is that we run risks because of the degradation to our
environment, because of alienation of our young people, and because
of continued failure to deal adequately with the problems of the poor
and disadvantaged, both here and abroad, that are far greater than
those implicit in the remote possibility that the Soviet Union could
develop capabilities to destroy virtually all of our strategic forces
simultaneously, and that they would then do so.

Aside from the enormous waste in resources there may be other even
more serious costs in pursuing some of the new programs. While not
perhaps immediately the concern of this committee, I would feel remiss
were I not to at least mention some of them. Both the U.S. MIRV and
ABM programs provide examples.

The President has indicated he wants a nationwide anti-Chinese
ABM system because, on his assumption that it could provide a “vir-
tually infallible” defense, we could have a more credible Asian policy.
The Implication is that we might take actions in Asia that we would
not take without Safeguard, which could possibly lead to a Chinese
nuclear attack against us.

Thus, to my mind the Safeguard deployment as a defense against
a possible Chinese attack is a prescription not only for an unending
round of expenditures in an effort to keep ahead of an evolving Chinese
missile capability, but also for possible disaster since there is no tech-
nical basis for believing that Safeguard could provide the kind of
impenetrable defense that the President has suggested, and on which
he would propose that policy be based.

I have suggested earlier that unconstrained Soviet MIRV develop-
ment and deployment would very likely induce a major restructuring
of our strategic forces. The Soviet Union might similarly respon
to our MIRV programs. However, there is another response which is
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from our point of view, and from that of all mankind, a more worri-
some one, I refer to the possibility that the Soviet Union might adopt
a “launch-on-warning” doctrine for its ICBM’s.

There are a number of reasons why the Russians are far more likely
to adopt such a doctrine than would we if we perceived our ICBM’s
to be threatened. First, they are less likely to rely heavily on their mis-
sile launching submarine force for deterrence because of its smaller
size, because there is less experience with it and less of a naval tradi-
tion, and because U.S. antisubmarine warfare capabilities are prob-
ably superior to those of the U.S.S.R.

Second, the Russians are less likely to rely heavily on their bombers
because of historical precedent and the relatively small numbers.

Third, the United States can better afford to restructure its stra-
tegic forces as a response to increased vulnerability of ICBM’s. A
launch-on-warning doctrine is cheap and easily implemented, but
superhardening, active defense, mobile land-based systems, new bomb-
ers, or increased emphasis on sea-based systems, the responses which
are being considered by the United States, are very costly.

It would indeed seem foolish if by going ahead with our MIRV
programs as a hedge against a nonexistent Soviet ABM capability we
induced the Soviet Union to adopt policies for control of its strategic
forces which would make our security, and theirs, dependent on their
radars and computers never giving false alarms about an attack against
them. How ironic this would be when we recognize how many b11-
lions we have spent so that options other than “aunch-on- warning”
would be available in our case.

You will recognize that I have identified two unfortunate conse-
quences that may flow from unwise decisions in the strategic arms area:
the possibility that we may induce very costly escalations in the arms
race that add nothing to our security; and the possibility that we may
increase the risk of nuclear war in crisis situations.

While the first consequence is perhaps more dlrectly of concern than
the second to this Subcommittee on Economy in Government, I hope
you will bear both kinds of consequences in mind as you continue your
1mportant effort to bring about a more rational ordering of our na-
tional priorities.

Thank you.

Chairman Proxyire. Thank you, Dr. Rathjens.

(The prepared statement of Mr. Rathjens follows:)

PREPARED STATEMENT OF GEORGE W. RATHJENS

Mr. Chairman and Members of the Subcommittee : It is a privilege to appear
before you today in connection with your hearings on changing national priori-
ties. T can claim no special expertise except possibly with respect to Defense
Department programs and more particularly the strategic systems programs.
Therefore in my prepared remarks I will focus on them.

YWhile the budget for fiscal 1971 calls for only about eight billion dollars ex-
plicitly for strategic systems, the true cost when one includes appropriate costs
for research and development, intelligence and communications, anti-submarine
warfare, personnel, etc. is probably over twice that. The recent Brookings Study*
suggests $18 billion, a figure I find entirely reasonable, out of a total defense
budget of around $73 billion.

i Charles L. Schultze with Edward K. Hamilton and Allten Schick, Seiting National
Prioritics: The 1971 Budget, Washington, D.C.: The Brookings Institution, 1970.
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While the defense budget as a whole may continue to decline with withdrawal
from South East Asia, large increases are in prospect in the strategic budget.
For that reason the strategic programs should be of great concern to your
subcommittee.

We now have underway, or under consideration, a number of very expensive
programs :

(In billions)

Minuteman III__.__ — e e $5
Poseidon e e e e e 6
B 1 Bomber_ o e 10
SRAM (Short Range Attack Missile) - 1
SCAD (Subsonic Cruise Armed DecoOy ) oo e 1
Safeguard ABM System. oo - 11
Minuteman superhardening_._ . _____ . oo - 6
ULMS (Underwater long-range missile system) .________ . ____________._ 8
Total e e 50

The last cost is my own minimum guess about a program that is not yet well-
defined. The other figures are based on various Defense Department estimates.
If past experience is any guide at all, they will almost all turn out to be much
too low. This is especially likely to be true of Safeguard which Secretary Laird
now concedes will have to be expanded well beyond Phase II, on which the $11
billion figure is based, if it is to be significantly effective in defending Minuteman
against the kind of evolving Soviet threat that he projects. In addition to the
aforementioned programs, there are others that are more in the gleam-in-the-eye
category: e.g. SABMIS (the Navy’s ABM system), a new Air Force ICB), and
a scheme for movable or mobile basing of Air Force ICBM'’s. Once new systems
are developed and procured, they must of course be maintained and operated, and
this will require large expenditures in addition to those included above, par-
ticularly for systems such as bombers. When all the costs are considered, it will
be apparent that we could well be spending by 1975 $25 to 30 billion per year
on strategic systems. If we should decide at some point to build a large-scale
nationwide ABM system to try to protect our industry and population against
a Soviet missile attack the costs would be still larger, certainly at least an
additional 50 billion over the next decade.

At the other extreme there would seem to be opportunity for drastic reduc-
tions in strategic forces. That is of course one of the hopes, albeit a distant one,
of the strategic arms limitation talks (SALT) now underway.

We can now deliver over 4000 strategic warheads against the Soviet Union.
Based on extremely conservative estimates, 400 would destroy 309 of the Soviet
population and 34 of its industrial capacity. The Soviet Union has a similar over-
kill capability with respect to the United States. It is clear from these figures
that it is entirely feasible to consider mutual reductions in strategic forces by at
least a factor of ten without their being any need for settlement of political dif-
ferences between the superpowers. The deterrent capability inherent in the
strategic force of each would be for all practical purposes just as effective as at
present. Moreover, each superpower could well afford to reduce its strategic
offensive forces by at least a factor of ten before it would have to be concerned
about its forces possibly being inadequate to cope with China or other emerging
nuclear powers.

Thus, expenditures for strategic forces for the mid-70 period could range any-
where from a high of perhaps 30, or even more, billions of dollars per year to
as low as perhaps seven or eight billion.

The low projection I believe could be realized only if the SALT negotiations
were highly successful, if then.

The high projection would seem likely if ‘SALT fails, but even in the event
of such failure, I would hope that some of the programs I have listed would not
zo forward. Safeguard is perhaps the best example. Discussion of its technical
deficiencies is perhaps not appropriate here, but the argument against it as a
defense for our Minuteman can be summarized with the observation that on
cost-effectiveness grounds it is almost certainly the least effective response to
a possible growing Soviet threat that we have ever seriously considered. In
recognition of this, Administration spokesmen this year have been reduced to
justifying Safeguard defense of Minuteman on the grounds that it makes sense,
not in its own right but, as an add-on to an anti-Chinese ABM deplovment.
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Whether or not Safeguard is ever built, it is probably realistic to expect that
by the mid-1970’s multiple independently targetable reentry vehicle programs
will have gone forward in both the United States and the Soviet Union. With
that, for reasons I will get into shortly, the present silo-based ICBM systems
may be perceived to be obsolete as reliable components of strategic deterrent
forces. For the United States, that will mean a major restructuring of our
strategic forces. This could involve much greater emphasis on mobility (for
example, ULMS and perhaps the B-1); superhardening and active defense of
ICBM’s with components designed specifically for that purpose, in contrast
to those of Safeguard ; or both.

Even if Safeguard deployment is stopped, we seem destined to have to live
with strategie force budgets much larger than the present $18 billion level unless
further MIRV development, and deployment, can also be stopped.

Both ABM and MIRYV illustrate well our basic problem in approaching the
design of our strategic forces; that is the difficulty in dealing with uncertainty
about the future, and our propensity to base force posture decisions on what we
have come to call “worst case” analyses.

ABM and MIRYV systems are very different in one respect. From an engineering
point of view, the MIRV concept seems highly attractive and the development
programs have, according to all accounts, been highly successful. The effective-
ness of ABM systems, on the other hand, is likely to be highly unpredictable,
and even if one gives such systems the benefit of every doubt, it is likely that
they can be rather easily offset by improvements in the offensive capabilities.

In other respects, though, the two developments are similar. In each case there
is likely to be considerable uncertainty about effectiveness: in the case of the
ABM simply because of uncertainty about adverse capabilities and tactics and
because there are so many things that can go wrong; and in the case of MIRV’s
because one may not know how many warheads the adversary has on each
missile nor how accurate they are. Moreover, with respeet to both MIRV’s and
ABM there are likely to be ambiguities as to the purpose of deployment. In the
case of MIRV’s, it will not be clear whether they are being deployed as penetra-
.tion aids to facilitate penetration of possible adversary ABM defenses, for use as
counterforce weapons so that one can more effectively destroy the adversary’s
missile forces by preemptive attack, or for both purposes. In the case of ABM
systems, they may be deployed to defend retaliatory capabilities—a stabilizing
move; they may be used to defend population against a retaliatory strike by the
adversary—a prospect which would likely stimulate a build-up in adversary
strategic offensive strength; or they may be deployed for still other purposes
such as a defense against lesser powers or to cope with accidentally launched
missiles.

Thus, both ABM and MIRV systems lend themselves to a remarkable degree
to what we have come to characterize as “worst case” analyses. One is very likely
not to know the purpose for which one’s adversary is deploying such systems nor
how effective they may be. That being the case, one will naturally, in prudence,
assume the worst. In such assumptions were the seeds of the arms race with
which we are now confronted. Because of ambiguities about whether the Soviet
Union was going ahead with a large ABM system and about possible perform-
ance, we have gone ahead with our Minuteman III and Poseidon MIRYV programs,
and ostensibly because of uncertainty about the Soviet multiple warhead pro-
grams, the Administration is determined to go ahead with the defense of our
Minuteman force with the Safeguard system. It is clear that we have grossly
over-reacted in both cases. This has occurred because we impute to our adver-
saries technical capabilities and risk taking proclivities which would seem
absurd in our own society, and because we simply have not thought very care-
fully about the adversary reactions that might be induced by our decisions.
Doubtless there are similar deecision making problems in the Soviet Union.

Now, it is not surprising that those who are very close to various high-tech-
nology programs on both sides will see in them great advantages, and will tend
to overlook probable adversary reactions. But clearly it is the responsibility of
the political leadership in both countries to recognize not only the utility of such
systems but the reactions which may be induced by their deployment. I would
hope that as we consider our approach to the strategic arms limitation talks we
will not get carried away with “worst case” analyses to the point where agree-
ments that would be in our overall interests will be precluded. I must say that
I am much concerned by recent exaggerations of the Soviet threat by Secretary
Laird and his colleagues, and by their proclivity to carry “worst case” analysis
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to extremes. If such views prevail on either side, I very much fear that not only
will we be confronted with the failure of the SALT negotiations and a vastly
increased budget for strategic forces, but also with a further erosion of con-
fidence, particularly on the part of our young people, in our ability to make our
system function in ways that can lead to rational decisions.

I have focused as much as I have on “worst case” analysis because I believe
it is at the heart of the problem in ordering national priorities. We use “worst
case” analysis when we look at the problems of defense posture, particularly in
strategic areas, but rarely, if ever, when we look at the other threats to our
society. The result is that we run risks because of the degradation to our environ-
ment, because of alienation of our young people, and because of continued failure
to deal adequately with the problems of the poor and disadvantaged, both here
and abroad, that are far greater than those implicit in the remote possibility that
the Soviet Union could develop capabilities to destroy virtually ell of our
strategic forces simultaneously, and that they would then do so.

Aside from the enormous waste in resources there may be other even more
serious costs in pursuing some of the new programs. While not perhaps im-
mediately the concern of this committee, I would feel remiss were I not to at
least mention some of them. Both the U.S. MIRV and ABM programs provide
examples.

The President has indicated he wants a nationwide anti-Chinese ABM system
because, on his assumption that it could provide a “virtunally infallible” defense,
we could have a more credible Asian policy. The implication is that we might
take actions in Asia, that we would not take without Safeguard, which could
possibly lead to a Chinese nuclear attack against us. Thus, to my mind the Safe-
guard deployment as a defense against a possible Chinese attack is a prescription
not only for an unending round of expenditures in an effort to keep ahead of an
evolving Chinese missile capability, but also for possible disaster since there
is no technical basis for believing that Safeguard could provide the kind of
impenetrable defense that the President has suggested, and on which he would
propose that policy be based.

T have suggested earlier that unconstrained Soviet MIRV development and de-
polyment would very likely induce a major restructuring of our strategic forces.
The Soviet Union might similarly respond to our MIRV programs. However,
there is another response which is from our point of view, and from that of all
mankind, a more worrisome one. I refer to the possibility that the Soviet Union
might adopt a “launch-on-warning” doctrine for its ICBM’s. There are a number
of reasons why the Russians are far more likely to adopt such a doctrine than
would we if we perceived our ICBM’s to be threatened. First, they are less likely
to rely heavily on their missile launching submarine force for deterrence because
of its smaller size, because there is less experience with it and less of a naval
tradition, and because U.S. anti-submarine warfare capabilities are probably
superior to those of the USSR. Second, the Russians are less likely to rely heavily
on their bombers because of historical precedent and the relatively small numbers.
Third, the T.S. can better afford to restructure its strategic forces as a response
to increased vulnerability of JTCBM’s. A launch-on-warning doctrine is cheap and
easily implemented, but superhardening, active defense, mobile land-based sys-
tems, new bombers. or increased emphasis on sea-based systems, the responses
which are being considered by the United States, are very costly.

It could indeed be tragic, if by going ahead with our MIRV programs as a
hedge against a non-existent Soviet ABM capability we induced the Soviet Union
to adopt policies for control of its strategic forces which would make our security
and theirs dependent on their radars and computers never giving false alarms
about an attack against them. How ironic this would he when we recognize how
many billions we have spent so that options other than “launch-on-warning”
would be available in our case.

You will recognize that I have identified two tragic consequencies that may
flow from unwise decisions in the strategic arms area: the possibility that we
may induce very costly escalations in the arms race that add nothing to our
security ; and the possibility that we may increase the risk of nuclear war in
crisis situations. While the first consequence is perhaps more directly of concern
than the second to this Subcommittee on Economy in Government, I hope you
will bear both kinds of consequences in mind as you continue your important
effort to bring about a more rational ordering of our national priorities.

Chairman ProxMire. Our last witness is Dr, Stanley.
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I notice you have a very substantial prepared statement. And with-
out objection the entire prepared statement will be printed in full in
the record, and you may highlight it or summarize it any way you
wish.

STATEMENT OF TIMOTHY W. STANLEY, VISITING PROFESSOR OF
INTERNATIONAL RELATIONS, THE JOHNS HOPKINS SCHOOL OF
ADVANCED INTERNATIONAL STUDIES, FORMER MEMBER OF
THE WHITE HOUSE STAFF, AND PAST ASSISTANT TO THE SEC-
RETARY OF DEFENSE FOR NATO FORCE PLANNING AND DEFENSE
ADVISER OF THE U.S. MISSION TO NATO

Mr. Stancey. Thank you, Mr. Chairman. I will indeed be brief and
just touch on the major points in my prepared statement.

Both my colleagues today and other witnesses before this committee
have presumably provided, or will provide, enough statistical data to
keep you and your staft fully occupied. So I thought that I would use
a more qualitative approach and perhaps try to offer a slightly differ-
ent perspective on how to get a handle on the problem of general
purpose forces.

I think there is an interesting contrast to be made between the
defense sector and the domestic sectors of our economy: in the defense
area, at least, I have a feeling that we know more or less what we
do know; and perhaps more importantly, we know what we do not
know. There is a policy framework of seeking to maintain interna-
tional stability which tends to put upper and lower limits on the
amount which can reasonably be spent for defense. I simply am not
enough of an expert in the economic field to know whether that is
also true there. But the impression one gets is that this is not the
case, that we do not even know the relevance of what we do not know;
and it is not clear that we have a national set of priorities against
which to measure specific programs.

In my prepared statement, therefore, I make the suggestion that to
have intelligent medium-term planning, we need to have a clearer
vision of the future, or perhaps alternative futures, a couple of decades
ahead. And one way to get that might be to form a new kind of
national commission which would involve both the executive and
legislative branches, Federal, State, and local officials, the leaders of
the intellectual professions in this country, the universities and the
research institutions, which might be able to synthesize the projections
of the future, as we now are beginning to make them, pull them to-
gether, and make them much more widely available to the public.

It might greatly facilitate the process of developing some long-range
national goals against which the work of this and other committees of
Congress would be more useful. That suggestion is outside the area on
which you asked me to testify, Mr. Chairman, so I will just leave it
there and get back to the defense questions.

In my prepared statement I do take some issue with the notion that
there is a “free dividend” which can be obtained from the defense
sector. For one thing, I amn not sure that the total resources of the
country, as measured, for example, by gross national product, are really
a fixed quantity which exists independently of the relative effort in
various sectors.
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Secondly, I do not think that there is a common denominator of meas-
-urement by which one can compare a unit of military value with a unit,
say, of social value, even if one were able to define such units.

‘And thirdly, whatever our objectives may be, or come to be, in the
domestic ares, they obviously have to be achieved in a world environ-
ment. Now that world environment is changing rapidly also. But one
prerequisite of international security is stability in the political-mili-
tary balance of deterrence, which is more than just strategic forces, for
it includes the spectrum of the total military capability of the major
powers, and indeed the reciprocal images of that capability.

We have learned, or I hope we have learned, that too high a level of
defense efforts can be destabilizing by arousing fears and hence com-
petitive escalation in the arms programs of other countries. And by the
same token, I would argue that too low a level can also upset the
balance by stimulating temptations and effecting the confidence and
attitudes of other nations.

The Brookings study which Dr. Kaufmann alluded to, and of which
he was a principal author, lists a range of American defense postures.
T would reject the low extreme, which gave rise to some press comment
in the last day or so when Dr. Schultze indicated that this low, low
posture might generate a saving of up to, as T recall, $17 billion.

According to the study, this would involve reductions in the general
purpose forces of something like six Army divisions, six carriers, three
wings of tactical aircraft, and not proceeding with various moderni-
zation programs for the general purpose forces, and holding our
strategic forces to a minimum.

To do all of these things I think would give the United States such
a low posture and a low capability that it would run very high risks
in the present world. And I would say the same thing in the reverse
about the very high posture, heavy modernization, heavy emphasis on
strategic forces, and damage limitation.

So I think that in just common sense political terms there is a range
which might extend from, let us say, $60 to $80 billion in constant
prices. Within that range—since one 1s obviously not going to avoid
doing all of the things that the military are recommending, nor is one
going to accept all their recommendations—the real range of choice is
probably much narrower. And I would somewhat arbitrarily place it
in the $68 to $76 billion range, or about 5 percent one way or the other
of the projected 1971 defense budget of $71.8 billion.

1 note, however, that this figure amounts to a percentage of gross
national product of about 7 percent. And in the international political
context, there is some relevance to the fact that, for example, Britain,
France, and Germany are going to average over 5 percent of their gross
national product for defense. Russia and China spend about 9 to 10
percent, according to the best estimate. Israel, which is currently
under almost a stage of siege, must have a percentage between 15 and
20 percent. And if we can hold the defense budget within this range
and our resumption in growth continues, then the U.S. percentage
might well drop to about 6 percent.

But again T think the percentage of GNP ranges between 6 and 7

ercent; and optimistically speaking, if we are successful in disengag-
ing from Vietnam, I feel that the dollar costs also are in this range of
about 5 percent or perhaps at most up to 10 percent on either side of
the 1971 figure.
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I have expressed some skepticism in my prepared statement about
the utility of the approach of the 1, 114, 2, 3, or however many con-
tingencies that you want. It is true that some military planning is
done on this basis; and it is perhaps a useful analytical tool. But one
can plan as easily on a contingency of three 5-division wars, or five
3-division wars, or one 15-division war, without really affecting one’s
force requirement at all. This is because a true “requirements” ap-
proach, as explained in my prepared statement, for each contingency
would generate larger forces for them than political-economic con-
straints would permit. So the inevitable scaling down to meet reality
undercuts the “contingency” approach. And I feel that the breakdown,
as in Dr. Kaufmann’s statement, and the Brookings study, is a little
bit artificial, in that it simply takes the forces we have and relates them
arbitrarily to specific geographic areas.

My point is this, that a country of the size and with the responsibil-
ities of the United States is going to have a certain level of general
purpose forces, however we arrive at that figure. We want to be able
to augment them in a crisis by reserve programs and we want to be
able to move them. Some should probably be in Europe, and some
should be in the Far East, and some should be at home. But the “mix”
of our deployment, it seems to me, ought to depend fully as much on
logistic factors and mobility and on the international political context
as on an arbitrary identification with specific contingencies—which
almost never happens in practice the way a planner’s scenario calls for.

Thank you.

Chairman Proxnire. Thank you, Dr. Stanley.

Your prepared statement will be placed in the record at this point.

(The prepared statement of Mr, Stanley follows:)

PREPARED STATEMENT OF TIMOTHY W. STANLEY

Mr. Chairman: I appreciate the opportunity to testify at your hearings on
“Changing National Priorities” because I believe that you are asking important
and relevant questions which go to the heart of the basic function of govern-
ment. But, as I will explain in a moment, I am rather pessimistic about the
availability of practical answers. If I understand the Subcommittee’s purposes
correctly, they involve both the substance and methodology of future decisions
affecting resource allocations within the national defeénse sector and within the
area of the general welfare.

I

Although I realize that my two colleagues and I have been asked to discuss
the national defense part of the problem today, and I will make some general
observations on that as a preliminary to the discussion, I hope you will permit
me to make a comment or two on the other or “domestic” part of the problem
of national priorities. For I regard it as far more difficult—although this may
be merely because I know much less about it—than the area of national security.

We are aware that the world is changing rapidly, that new perceptions of
“security” and new forms of international conflict—and of conflict resolution—
will modify the international system as we now know it before the end of this
century. But while we are waiting for these changes and as we recover from
the disillusionments attending our Asian involvement, there is an underlying
requirement of international security. It involves stability in the political-
military balance of deterrence. We have learned that too high a level of defense
can be de-stabilizing by arousing fears in others, and too low a level can have
the same effect by arousing temptations, or miscalculations and by affecting con-
fidence and attitudes of other countries. While there are important and difficult
decisions to be made affecting particular weapons systems, the overall level
of U.S. defense spending is constrained within fairly narrow political limits in
present circumstances. That is, I cannot find good arguments which would change
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this range beyond, say, 10 to 159 plus or minus, of the 71.8 billion requested
for Fiscal Year 1971. I'd like to come back to this point again; but here I am
contrasting this rather limited range with the virtually unlimited spectrum of
demands in the domestic sector. There, too, the criteria for measuring effective-
ness are much harder to design than in defense—although I am not as persuaded
as some of my colleagues with the validity of effectiveness comparisons even
in the military sphere; for the unknowns, incommensurables, and variables often
exceed the measurable knowns.

It is, as I say, hard enough to define a unit of military value; it is presumably
even harder to define a unit of social value. And it is surely impossible to find
a measurable common denominator between the two, for one would be comparing
not merely oranges and apples but things as diverse in their basic function as art
and automobiles.

Last year, Mr. Chairman, your committee called for “a determination of the
dollars costs required to attain primary social goals.” I do not believe this can
be done, not because of deficiencies in the science of costing, not because of
difficulties in measuring effectiveness, but because there is no agreement on what
these social goals are, at least in any meaningful long-term sense !

That is why I was pleased to note that in announcing these hearings the Chair-
man referred to “the urgency for a continuing comprehensive study of national
priorities . . .” I believe that America can and should act in the short term to
alleviate, if not eliminate, what people regard as intolerable conditions, wherever
this is possible. But to act, even on intelligent hypotheses, for the medium term,
we must have some clearer idea than 1 at least have about the longer term—say
the year 2000. By then America’s population will approximate 300 million and
life as we know it today may have been altered dramatically by ecological and
environmental imperatives as well as by social and political change.

A large part of today's sense of crisis is in our minds. In coming back to
America recently after more than four years in Europe, I have been struck
with the contrast between what my own senses tell me about our situation
(which is not all to the good, to be sure, but in many respects better than when
I left) and what other people tell me. I do not want to take time to go into
possible explanations for this self-reinforcing national psychosis: but I believe
that a part of it is an unconscious concern with this longer-term uncertainty.
People may instinctively sense that we have not begun to ask—let alone answer—
the fundamental questions.

One might combine these questions as follows :

How do you organize, control, and motivate man in a mass society—one
where affluence compounds the population explosion and contributes to the
ravages of the environment—given a decline in all three of the traditional
disciplines that have held societies together, namely., economic scarcity,
ideology, and the need for group loyalty vis-a-vis an external threat?

To be sure, ideologies persist; poverty is all too far from being banished ; and
the world is still too dangerous to permit complete abandonment of the discipline
of patriotism. But by the end of this century, given a projection of present trends,
all three may be considerably less meaningful as motivating factors than they
are today.

In asking such age-old philosophical questions about the relations between
man and society in an area of technological revolution, we are really asking
about what, for lack of a better word, might be termed “life-styles.” I emphasize
the plural since it is perfectly clear that if we are to retain enough diversity
to permit some degree of individual choice, then there must be many different
and perhaps entirely new life-styles.

For example; the uneconomic and vanishing “family farm” may prove to be
worth subsidizing and retaining as ecologically preferable to the fertilizer-inten-
sive “factory farm” which is replacing it and as a viable life-style in sociological
terms. But, within a few more decades, whatever land-use options there may have
been in this regard may well have been eliminated by urban sprawl. Or, the
planning that is now underway on rapid means of intercity transit may prove as
self-defeating as have some of our newest freeways—if, for example, they become
“magalopolis” versions of the present conditions on the New York subway at
rush hour! YWe may have to meet the coming transportation crisis by redesigning
our economic and social framework and maximizing modern communications so
as to sharply reduce travel.

To hypothesize about viable life-styles two decades from now, one needs to
know what percentages of the American people are likely to be—and should be—
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engaged in services, in production, in the arts, education and in research. Futur-
ologists are beginning to make projections; but what will motivate people if by
then their incomes are very indirectly tied to work? What about the institution
of the family? of the “community”, however defined, which is so central to
our political institutions? What do we know or can we predict about the human
dimension, now that genes, and perhaps life itself, can be synthesized?

What about the economic system: can qualitative demand and services sub-
stitute for the affluence based upon wasteful consumption and quantitative de-
mand? And if we succeed in reaching a stable population, can an economy the
size of ours, which has depended upon continuous growth in its base, adjust to
a Swedish or British model? Today serious thought is being given to the problems
of pollution and how to allocate the economic costs of repairing damage to the
environment, But except for stop-gap remedies, I find it hard to see how this can
be tackled without a long-range blueprint.

It would be presumptuous in the extreme for me to suggest answers; but I
can suggest a procedure for forward planning which would enable the various
decision-making units of our society, public and private, to make better informed
judgments about resource allocations. For without at least working assump-
tions, if not answers, to these fundamental long-range questions of societal en-
gineering, it is hard to see how we define meaningful social goals in the nearer
term, let alone develop realistic programs of education, urban development, and
environmental controls to meet them.

What we need is a concerted national attack to develop a vision—or several
visions—of the future. This would call for a “National Commission on America
Two Thousand,” going ar beyond any such commission yet created, and given
massive governmental support at the level of billions of dollars. It would have
to co-opt leaders of all the learned professions, from art and architecture, to
biogenetics, business, engineering and the law, to socialogy, political science, and
zoology. It would have to be bipartisan, and draw on labor as well as business,
students—who after all will dominate the future society—as well as professors,
and utilize as many of our diverse forms of organization as possible, from
churches to monority group forums. And it would have to be a project for an
entire decade.

One would hope that out of the welter of statistics and assumptions would
come some alternative projections from which theoretical models of what I
have called future life-styles in the broadest sense could be constructed. And
after appropriate cross examination and ventilation through wide-scale par-
ticipation—and indeed through the political process itself—there might come a
number of experimental approaches and pilot projects. And, with luck and good
leadership, there should emerge some really relevant guidelines to national pri-
orities. Only when we have some idea of where we want to go do the questions
of how do we get there and with what resources become relevant.

Despite the difficulties and drawbacks—and I can think of several even as I
propose the idea—a national effort of this scope would bear dividends quite
apart form the primary purpose of defining tangible future goals to assist con-
temporary planning. For in and of itself the enterprise might dramatically raise
public morale by showing that there is a future worth planning for and one
which technology has given us the means of shaping! America's young people—
including many of those now alienated——should be willing to enlist in this project
enthusiastically ; they need to be given the challenge of trying to answer the
questions they themselves have raised—albeit indirectly and often on the wrong
(or at least merely transitory) subjects. Widespread divergencies would and
should develop; but there would also be cohesive effects from making the effort
as a nation. And what might be politically unthinkable today can often be legiti-
mized by thinking hypothetically about it in the planning context of two decades
hence. At the very least, the visibility of the effort would create greater and
more constructive public participation in national choices.

Well, Mr. Chairman, I am conscious of having strayed rather far from the
specific area in which you invited me to testify—and into one where I have no
expert background to justify my comments. I apologize for the excursion; but
I did not want to make my rather skeptical opening remarks about the prospects
of doing what your subcommittee hopes to do without at least offering a possible
alternative. Many individuals and groups are now starting to work on ‘“fore-
casting”™, and even on a rethinking of the old dilemmas which involve man and
society. I am merely suggesting that these efforts should be greatly expanded,
organized coherently, and supported on the national level with all the energy
that we can impart. This does not call for a national master-plan of some kind nor
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for a preemption of private and governmental processes and decisions. It does
call for a new synthesis of informational inputs to those decisions on a longer
term basis. Without such an approach, I am afraid that the necessary short-term
answers to the questions which your committee is raising will provide only a
marginal chance of “muddling through” at best. And at worst, they may take us
in precisely the opposite direction from the one which, twenty years from now,
we might well wish we had chosen, had we as a nation really stopped to think
about it.

Mr. Chairman, let me now turn specifically to the area of national defense.
I gather that my two colleagues are going to discuss, respectively, the overall
defense budget and the composition of our strategic nuclear forces, so that I
should concentrate on what we call “general purpose forces.”

In getting to that particular part of the discussion, however, I think that it is
necessary to look first at the basic problems of allocating resources for defense.
I have seen some five different approaches, singly and in combination, tried
over the years and it may be worth a moment to enumerate them :

First, there is the “pure requirements” approach, that of estimating the forces
required to meet specific “threats” within the context of a given mission. This
approach results in the “force tabs,” so-called, to the JSOP, or Joint Strategic
Objectives Plan, which is the JCS estimate of the forces optimally desired to
meet all contingencies. It is unconstrained by resource considerations, and the
forces called for usually exceed by a wide margin those we are likely to have. For
example, I recall that President Eisenhower once asked for such a “blue sky”
budget submission to see what it would look like. It came to about $110 billion,
about double the amount actually decided on—and that was in the mid-fifties!

That experience, in fact, may have influenced President Eisenhower to adopt
the second approach, which was to assign a specific budgetary ceiling to defense—
one arrived at through economic and fiscal determinants rather than by military
considerations—and tell the Defense Department, in effect, to buy the best de-
fense it could for that amount.

The third approach, which 1 term “rationalist,”” was that of Secretary Mec-
Namara. As he said, “I'm here to originate and stimulate new ideas and pro-
grams, not just to referee arguments and harmonize interests. Using deliberate
analysis to force alternative programs to the surface, and then making explicit
choices among them is fundamental.”

This method involved asking critical questions about priorities and missions,
and to apply cost-effectiveness, or systems analysis, to the selection of specific
alternatives. In the context of the Kennedy Administration’s strategic reap-
praisal, this resulted in higher defense budgets and greater emphasis on con-
ventional and counter-guerrilla forces. The approach was long on quantitative
analyses, and sometimes short, perhaps, on political judgments. But I think
Secretary McNamara’s approach came the closest to an objective grappling with
the basic issues and choices. The problem with quantitative analysis, however,
is that it is by nature a form of micro-analysis; and by assigning costs to the
penny or effectiveness criteria to the ton-per-mile or rounds-per-minute, there
was a tendency to lose sight of the “macro” or larger context. One could, for
example, accept the systems-analysis view that theoretically Posture A was
a more cost-effective one for the U.S. to support in regard to Greek and Turkish
forces than Posture B. But this lost some relevance when it became clear
that, at one point, both countries were designing forces for possible use against
each other over Cyprus, rather than against the external “threat” as perceived
by the Pentagon! I am not anti-rationalist, and I admire many of Secretary
McNamara’s achievements. My point is merely that the unknowns and variables
are often more significant in the real world than the most careful quantification
of the knowns.

The fourth approach might be called “adjustments from a base” ; and, of course,
having a five-year force structure and financial plan against which “program
change proposals” could be considered was the essence of the new defense plan-
ing system. This approach is illustrated in the defense chapter of The Brook-
" ings Institution’s study on “Setting National Priorities” by Charles Schultze
and associates. I do not want to say too much about this, because one of
my co-witnesses today was a principal author of the defense section. But this
study refers to the “base-line” force—essentially our pre-Vietnam general pur-
pose forces. This is a useful benchmark, and not a bad device for avoiding the
thickets of unsolved—and perhaps unsolvable—issues while having a quantifiable
“base” from which to consider the effects of adjustments.
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The fifth and last approach might be called that of the “zero budget,” in which
one assumes that we have no forces at all ; and hence we are going to create them
only where clear priorities involving national survival can be established, e.g.,
nuclear deterrence. This is much favored by the “peace research” school of
thought; and it does have some analytical utility. But in the real world, choices
are not so presented, because we do have substantial forces, and technology pro-
vides its own dynamic. So, obviously, do the actions of other states—and the
unpredictability of international events themselves.

Some combination of these five approaches is involved, consciously or un-
consciously, in each Administration’s method of choosing how to allocate public
resources for national defense. One wants to take account of “requirements’—
but within certain fiscal limits: one wants to ask penetrating questions and
examine alternatives—and to ask if we did not already have it, would we create
it? And one is drawn by pragmatism to the adjustments from a base—simply
to have some ‘“‘given.”

As an experiment, I asked my graduate students early this spring to assume
that the range of plus or minus 5% from $72 billion for FY 1971 involved merely
technical questions, and to draw up policy-oriented defense budgets for the
United States above and below that range. It was significant, I think, that even
with that injunction, tlie range of their recommendations was relatively nar-
row—roughly from sixty to eighty billion. Below sixty, there appeared to be
clear political “signals” of American retrenchment which could be de-stabilizing
internationally. And above eighty, it was hard to find effective uses for the
money which would not be provocative.

By coincidence, this is almost the precise range in the aforementioned Brook-
ings study (Table 2-5) which goes from $59 billion for 1971 to 379 billion—except
for one very high modernization and strategic counterforce budget costing $88
billion, which I would reject as being politically de-stabilizing.

So the real choices for future defense budgets in constant prices, assuming a
phase-down in Vietnam (as the 1971 budget does) and no major crises elsewhere,
are probably in an even narrower range of, let us say, $68 to 876 billion. About
half of this difference concerns choices in the area of strategic nuclear forces,
for example, new systems such as Safeguard. The other half lies in the area of
general purpose forces, about equally divided between force level choices—Ilet
us say plus or minus one or two Army divisions, carrier task forces, and tactical
air wings—and weapons systems choices, e.g., the Main Battle Tank, the F-14
and F-15, new attack carriers, and so on.

The choices within this range are complex, highly technical, and important
from the point of view of the national defense. But in larger terms, they do not
seem to me of great policy significance nor of critical importance from the stand-
point of total national resources. Nor are they easily summarized for meaningful
Congressional and public debates.

Let me add a word here about the Congressional role, as one who has seen it
from both a scholarly and an Executive Branch viewpoint. The real significance
of Congressional reviews, it seems to me, occurs within the Executive Branch
itself! That is, the prospect of having to confront an independent—and some-
times politically hostile—review requires the Executive to do its homework, to
articulate its assumptions behind policy decisions, and to anticipate the national
mood reflected in Congress.

This may not be a fully satisfying role, but it is an absolutely essential one—
along with its companion, namely, policing the inefficiencies which invariably
creep into any large bureaucratic enterprise—as the Chairman hardly needs to
be told!

With respect to general purpose forces, it is possible to look at the overall
balance between functions and at specific trade-offs or ratios. I am not a believer
in the approach of one, two, or two-and-a-half contingency force planning ; for
I find the concept to be of limited utility. We can plan on one fifteen-division war
or three five-division wars without affecting forces! The fact is that in today’s
world, a country in the position of the United States is going to maintain forces
at a certain level and wants to be able to deploy them in a certain pattern, and
to mobilize others if needed. One can arrive at that level through any or all of
the five approaches that I outlined previously; and, as already noted, that level
is probably not going to vary by more than one or two major units form the
pre-Vietnam base line. Nor am I persuaded by the allocation, as in the Brookings
study, of certain forces to Europe, Asia, and “other.” If we are going to have
from 13-16 active Army divisions, some ought to be stationed in Europe, some in
the Far East, and some at home. The precise mix should be determined by logisti-
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cal and political considerations rather than by necessarily arbitrary assumptions
about contingencies in one or another part of the world.

I think, however, that it is worth asking questions about the balance between
services, esnecially where, as with air power, their roles overlap: about the
“teeth-to-tail” ratio in combat units; about the mix of ready and reserve forces.
and of forward deployed and strategic reserve forces—and the mobility of the
latter; and there are worthwhile questions about quality versus quantity in new
weapons systems. I have no doubt that the Army needs modern high-technology
tanks. But is the best use of limited resources to buy the proposed MBT at the
numbers and costs envisaged (which would have constituted one-half the total
cost of a typical European-type division set of equipment) in comparison to other
alternatives?

I believe that Congress can and should—and indeed does—ask such questions.
But I do not see any present scope for vast savings in our military general
purpose forces—which are declining anyway as the war in Indochina, hopefully,
phases down—which could be used for social purposes. If we know what we want
to do on a long-term basis in the domestic area—and as indicated at the begin-
ning of my statement, I am not sure that we do—then the funding should be
treated on its own merits and not as some sort of “free” bonus from the defense
sector.

One hears with increasing frequency these days an assumption which I would
question. This tends to treat national resources as a finite amount which must
be divided among claimants along certain lines. The federal budget of some
$200 billion is not an inherently fixed amount. Rather it is the net result of a
series of judgments and estimates about the range of probable expenditures,
the anticipated revenues, and the inflationary effects of a deficit or surplus. The
primary yardstick for resources is that of Gross National Product-—anad this is,
of course, a variable too, Economists argue, for example, that the Korean War,
in effect, cost nothing, because of the increase in Gross National Product gen-
erated by the additional investment in certain sectors of the economy over and
above the normally projected growth. It seems logical that this so-called multi-
plier effect operates in reverse; that if, for example, we were to drastically
reduce the defense budget in the hope of having a “dividend” for social purposes,
we might well reduce the Gross National Product by a substantial degree.
Obviously, over time, a comparable investment in educational. housing, and
urban projects would also generiate an increase in the private sector which
might compensate for the decline; so I am merely making the point that shifts
must be gradual, and that it may be a conceptual error to treat resources as an
absolute quantity which is independent of shifts in priority among the activities
which make up the Gross National Product.

In conclusion, Mr. Chairman, I believe it is necessary to ask questions, as your
committee is doing, about national priorities, even though comparisons between
economic sectors are difficult at best, and clear answers are hard to come by.
The challenge, it seems to me, is to hold defense spending down to the range
indicated, to resist the inherent tendency of acceleration in costs and sophistica-
tion, and to try to insure that ‘the choices made within that range are neither
wasteful of resources nor counterproductive in terms of international political
stability. Thank you.
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Chairman Proxmire. Thank all of you gentlemen for excellent
presentations, which are most helpful. It is especially interesting to
get a different view from the one we have been hearing lately.

First, I would like to start off with Dr. Kaufmann. There does
seem to be a division, Dr. Kaufmann, on the question of whether it
is possible to substantially reduce the general purpose forces. As 1
understand it, you assert that a $10 billion reduction is possible, and
perhaps you are saying that it would be desirable, given the scaling
down of the contingency planning from 214 to 114 wars.

A few days ago Charles Schultze expressed that opinion too.
Dr. Stanley apparently disagrees, as we have just heard. Can we get
some comment on that ?

First, Dr. Kaufmann?

Mr. Kaurmann. I agree with Dr. Stanley that the breakdown of
the forces in terms of specific allocations, either to Europe or to Asia
or to the third minor contingency, is bound to be artificial, and no one
is bound by those particular allocations. Nonetheless, the planning has
been done on that basis, and the force is very much a function of a
view that we should be prepared simultaneously to deal with two
major contingencies and one minor contingency.

I think this is a major foreign policy issue which is extremely diffi-
cult for someone like myself to resolve other than in a highly personal
way. All T can say there, sir, is that as I read the President’s foreign
policy message, and where he says that the plan is to reduce the
general purpose forces so that they are capable of what he refers to
as one and a half contingencies, by my reading of this, then, it should
be possible, particularly given the assumption that we will be follow-
ing a low profile at some time in the future in Asia, to reduce on the
order of $10 billion from that contingency.

Chairman Proxyire. Do you agree with Dr. Schultze’s analysis in
which he argued, for example, specifically for elimination of six air-
craft carrier fleets, and so forth ?

Mr. Kaursmaxy. Yes, sir; I would have to, because those are my
numbers.

Chairman Proxmire. I am glad Dr. Schultze relies on such an
authoritative source.

Dr. Rathjens, would you like to comment on that?

Mr. Ratasens. I cannot comment with any great knowledge about
all of the general purpose forces. I must say I find it very difficult to
see how one arrives at a rational force level for army divisions, tactical
air wings and some of the other components. But in a few areas I
think there 1s a clear case for rather drastic reductions, and you have
just alluded to one of them,

I do not see any basis at all for maintaining the 15 attack carriers.
I would think that we would probably be almost as well off with a force
level of half that size.

Another area in which we could afford drastic reductions is in anti-
submarine warfare. It seems to me that our capabilities are so poor
now and so irrelevant that almost all of that money is being wasted. I
suppose one could argue that we should spend a great deal more in an
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attempt to buy something useful. However, I see very little possibility,
with no good ideas in sight, that we would be able to develop much
of a capability no matter how much we spend. Therefore, I think most
of our ASW systems could be eliminated without much diminution in
our capability.

On the question of the Army component and the Air Force tactical
air, as I say, I find much more difficulty. However, it does seem to me
that probably both of those, the numbers of Army divisions and the
number of tactical air wings, could very well be reduced substantially
too. But I cannot say by how much.

5 Chlair;na.n Proxaare. Would you like to comment further, Dr.
tanley ¢

Mr. Stanrey. I would just like to say, Mr. Chairman, that there is
some danger in breaking down all of the overhead costs—intelligence,
communications, airlift, sealift, research, and development—and
assigning them to strategic forces or to general purpose forces, which
is basically the approach that I assume Dr. Kaufmann has taken.

Chairman Proxarre. This has great appeal to me, and I think it
would have to a lot of other Senators, because you are talking in spe-
cific terms. If you just say that we are going to follow a one and a half
war strategy or a two and a half war strategy, and nothing happens,
you have the same budget. It appears as if the Defense Department
really does not have a very clear 1dea itself of what it is doing and why.

It seems to me that every time you have a particular weapons system
that is expensive, and every time you have a division that absorbs a
given amount of manpower, you ought to know precisely why. And it
seems to me you ought to be ina position to justify it.

You say, well, you cannot really attach these divisions and aircraft
carrier fleets, and so forth, to a particular concept of a mission. I do
not know how we can justify them at all if we cannot do that.

Mr. Stavrey. I think it is possible to justify them in the aggregate.
If one takes the current unpopularity of our Asian involvement and
adds the current unpopularity in some parts of the Senate of our Euro-
pean deployment, then one quickly reaches a zero requirement for gen-
eral purposes forces.

I am arguing that even if you cannot demonstrate precisely the
relationship of a given unit to a specific scenario—and as I say. T am
not a believer in overall force planning on the basis of specific con-
tingencies, except as a military analytical tool—then I think one wants
to avoid a situation where other people’s perceptions of the United
States and what it is willing and able to do become quite different. For
T think their behavior wonld then change in a way that might be very
adverse to our interests.

Chairman Proxmire. Dr. Kaufmann, how would the reductions be
translated into divisions, tactical aircraft, attack carriers, and so forth?

Mr. Kavrmann. The $10 billion?

Chairman ProxMIre. Yes.

Mr. Kavramany. The computation was that, given the numbers we
used for the forces allocated roughly to the Asian contingency, this
would involve six U.S. Army division forces, and since the Marines
cannot be touched by statute, six attack carriers of the nine that are
currently in the Pacific, and then beyond that three—I believe it was
three—Air Force wings and a modest reduction in both amphibious
forces and in antisubmarine warfare.
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That was the basis for the $10 billion reduction.

Chairman Proxyire. Will you file the full data for the record, the
breakdown ?

(The following information was subsequently supplied for the
record by Mr. Kaufmann :)

As you know, any allocation of our baseline general purpose forces to specific
contingencies must contain elements of arbitrariness in it. It would be a mistake,
therefore, to take such an allocation too literally when we are considering an
increase or decrease in our general purpose forces. Our force structure, none-
theless, has evolved out of this kind of eontingency planning. Consequently, when
the Administration propounds as far-reaching a change in our foreign policy
as is contained in the so-called Guam Doctrine, it seems only reasonable to make
an adjustment of comparable proportions in our force structure. ‘Simply to ignore
such a change, or pretend that it has no implication for our general purpose
forces, is to make a mockery of the skills of our military planners and of the
defense planning process.

Exactly how much of an adjustment in the forces for the Asian contingency
should result from the Guam Doctrine must await a more precise formuiation
of the Doctrine itself. However, for purposes of illustration, I have assumed here
that we might still want several divisions, some amphibious capability, and a
considerable amount of air power immediately available for emergencies in the
Western Pacific and possible support of our Asian allies. I have also assumed
that we would continue to support a substantial military assistance program
in Asia, keep a large anti-submarine warfare (ASW) capability in the Pacific,
and maintain essentially the same airlift that we are now programming (since
we might want to use it in Europe as well as in Asia).

The following table shows the reductions I have made in the forces for the
Asian contingency based on these assumptions. The table also shows the decline
in the cost of the contingency as a function of the forece reductions. All costs are
estaimated in FY 1971 dollars and include a share of R&D, intelligence and com-
munications, and overhead, as well as the direct costs of the forces (procurement
costs and operation and maintenance costs).

REDUCTION IN THE BASELINE GENERAL PURPOSE FORCES FOR THE ASIAN CONTINGENCY

[Dollar amounts in billions]

Current status Reduced status

Forces Amount Forces : Amount

Army divisions.___. .. oo EJ 2 O
Marine divisionfwings..... R R 2.6 2.. .- $2.6
Guard and Reserve ForCes_ oot it eeaaiaacaaeeaconenns
Navy attack carrier wings. _ 2.9 12 . .5
Air Force tactical air wings. 26 2 ... - .8
ASWand AAW___.__.__. 1 R 1.9 44 percent of total 3_..___ 1.5
Amphibious forces. . - For three brigades_. . .7 For two brigades___.._.. .4
Airlift and sealift....._.___...._... .. 50 percent of total._ 1.0 50 percent of total3____._ 1.0
Military assistance. . _ ... ... ... 70 percent of total....... .5 70 percent of totat3_.___. .5
17.3 7.3

I There are 3 additional carriers in Pacific waters which | have not charged to the Asian contingency.
2 Actually, 4 attack carriers would be available in the Pacific, enough to maintain at least 1 on station in the Western
Paclfc if that were thought desirable.
3A no other red in these programs.

As you can see from the above table, I have deleted the following forces from
the Asian contingency :

{In billions of fiscal year 1971 dollars])

Forces: Costs
6 Army divisions I .- $5.1
5 Navy attack earrier wings___ . __ e 2.4
5 Air Force tactical air wings___..___ _ 1.8
2 CVS task forces (from the category of ASW and AAW) _____________ 0.4
1 brigade’s worth of Amphibious forces e 0.3

Total __ U 10.0
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These reductions would still leave us with the following capabilities immedi-
ately available for contingencies in Asia :

[In billions of fiscal year 1971 dollars]

Capabilities : Costs
2 Marine divisions with their air wings______________________________ $2.6

1 Navy attack carrier wing*______ o 0.5

2 Air Force tactical air wings______________________________________ 0.8
809% of the ASW and AAW force originally allocated to Asia__________ 1.5

2 brigades’ worth of Amphibious forces_ . 0.4
1009 of the Airlift and Sealift force originally allocated to Asia______ 1.0
1009% of the Military Assistance program originally allocated to Asia___ 0.5
Total ________ 7.3

13 other attack carrier wings, in Pacific waters but not charged to the Asian contingency,
would also be available.

It should be clear from this brief exposition that a somewhat different alloca-
tion of the $10 billion in savings could be made, although I think that this par-
ticular reduction is consistent with the main thrust of the Guam Doctrine. An
even stricter interpretation of that Doctrine might bring about further reduc.
tions, particularly in Naval and Air Force air power.

I should add that adjsutments in our forces for other contingencies could
also be made if there were further changes in U.S. foreign policy assumptions.
However, a cautionary note is in order here. It is far easier and faster to tear
down a force structure than it is to build it back up again. How precisely sensi-
tive our military establishment should be to possibly transient shifts in foreign
policy must, therefore, remain an open question.

Chairman Proxwmire. Dr. Stanley, you state that our real choices for
future defense budgets, even assuming a phase-down in Vietnam, are
in a relatively narrow range and that they are not of great policy signi-
ficance nor of critical importance from the standpoint of total national
resources. I have two questions.

First, why should this Nation find itself locked in to a defense budget
around $70 billion ? Do you really think it is impossible to escape from
this trap? After all, not so many years ago the range was from $30 to
$40 billion, and even today, the Soviet Union appears to be spending
much less than a $70 billion budget.

I would also like the other witnesses to comment on this, after you
give me your response.

Mr. Staxcey. I would not say it was impossible, Mr. Chairman.
Nothing 1s impossible. T would say i1t was undesirable. I think it par-
ticularly difficult and undesirable to make basic changes one way or the
other in our strategic posture until we have some clearer idea of the
other side’s attitudes toward stability. And basically we are trying to
find out that through the SALT negotiations.

But I think there are some dangers of lumping overhead in with
forces. For example, in the general purpose forces, the actual Defense
Department figure for those forces for 1971 is $24 billion. Dr. Kauf-
mann gets up to $44 billion, I guess, by simply assigning airlift, sea-
lift, national guard, research and development, intelligence, and com-
munications, or a portion of those, to general purpose forces.

Now, even if one were to take the step, which I do not recommend,
of making really substantial reductions in the actual active forces, it
does not imply that we would not want to increase our reserve capa-
bilities, so that if the world situation changed we could fairly quickly
resume a larger posture. To maintain that kind of a capability and to
have the intelligence necessary for valid political judgments as well as
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military, you are going to have to spend some of this money on that,
unless we just go out of the defense business altogether.

So this is why I feel that there are certain factors which do tend to
lock us into a certain range unless one is prepared to make really basic
changes which I would argue are destabilizing at either end of the
spectrum. And the fiscal year 1971 budget is only about $55 billion in
1964 prices and not much above your $40 billion figure in terms of the
prices of the mid-nineteen fifties.

Chairman Proxmire. Dr. Rathjens?

Mr. Rarasexs. It does seem to me that it is quite reasonable to con-
sider very substantial reductions. Let me refer to the strategic area
first. In the first instance one ought to hold the line at least. What I am
concerned about is an escalation that could eat up most of the reduc-
tions that one might have in the general purpose forces. Now, I really
believe there is no reason for that kind of an escalation in the strategic
budget, and it would be very prudent for us to try to achieve some
reduction.

We may be making a grievous mistake if we go ahead with some
of these programs hoping that we can negotiate an end to them in
the talks in Vienna. That could be one of the tragedies of the Vienna
negotiations, the possibility that we will go ahead with programs
which in prudence we would not continue in the absence of those
talks. We have done that before. We kept, I guess 2,000, B-47’s longer
than we would have in the hope that we could negotiate them away.
I believe rather strongly that in the strategic area we should simply
stop those programs which it is in our own interests to stop, and that
should be done whether or not we achieve some success at SALT. 1t
seems to me the MIRV program, and in particular the Minuteman
II1 program, is perhaps the best example.

I do not see that the Minuteman III program can buy us anything,
no matter what comes out of SALT, except a diminution in security
both because of the increase in the risk of war and because we will have
wasted money on it which could better be spent for other purposes.
Thus, I do think that some of these programs should be stopped.

Tt is entirely possible, I think, even if SALT fails, to achieve pos-
sibly some reduction in strategic expenditures. On the general purpose
forces it does seem to me that we can achieve some savings too.

Altogether I do not see any reason why we need be stuck with a $72
or $73 billion military budget for the next few years. That could well
drop, and very substantially, in my view.

Chairman Proxarire. As I understand it, your position is that you
would disagree with Mr. Stanley, inasmuch as you feel that to the ex-
tent we reduce our expenditures in Vietnam and our general purpose
expenditures we would not have to increase our strategic arms, re-
gardless of what happens at SALT, if we pursue that line which 1s in
our own best interest as far as strategic arms are concerned.

In fact, that we would hope to save perhaps $10 billion, T guess,
$11 billion—which Dr. Kaufmann says we are spending in the margin
at Vietnam ; to save that $10 billion, or $11 billion, you say we should
not automatically let it go into strategic arms, is that correct?

Mr. Raragexs. I believe that strongly. I think we may by 1975 or
so see a development in Soviet strategic forces that would perhaps
force us to buy some new systems. But it is certainly premature to make
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that judgment, and I believe that we ought to hold off on some of
these programs. Perhaps they will never be needed. I think they will
not be. I would see no reason whatever for going ahead with, as I
say, Minuteman III, or Safeguard. Probably we would do well to
avoid going ahead with the B-1 bomber program as well.

Chairman Proxyrire. Dr. Kaufmann ?

Mr. Kavryman~. May I just make a few points, Mr. Chairman, first,
on the question of allocating costs?

I think one of the problems we have had in the past and continue
to have is that 30 percent of the defense budget shows up in these over-
head costs, central supply and maintenance, training, medical, admin-
istration, and associated activities, retired pay. Now, it is very difficult
to try and allocate those to specific weapons programs. But I think we
have to come to grips with that, because otherwise, as I tried to indi-
cate in my summary statement—and Secretary Chaffee brought this
up qluite recently in a speech-—we chop off forces and this 30 percent
overhead just stays there, and nothing happens to it.

And T think we have to understand much better than we now do
what is the connection between Navy shore installations, Army bases
and training—and similarly for the Air Force—and the forces that we
are really interested in for operating purposes. Now, I have gone
ahead and done a fairly arbitrary allocation, to the best of my ability.

I do not hold any strong brief for it, but I think that the relation-
ship has to be made in order to avoid precisely what Dr. Stanley men-
tioned ; namely, that we will have all overhead and no combat forces.
And T think we have to work at that relationship. One way to work at
it is by going ahead somewhat impetuously and making the allocations
so as hopefully to stimulate others to arrive at a somewhat different
and better allocation.

Second, as far as lumping the general purpose forces with airlift,
sealift, guard and reserve, and R. & D., this, in fact, in the past year,
for certain purposes, has been the practice within the Pentagon in
order to arrive at some of these rather aggregate estimates which are,
I think, useful for decisionmaking.

Third, although I myself feel that it remains necessary for the fore-
seeable future to maintain major defense capabilities, I would not be
at all surprised, in the light of impending deficits—which I believe
you, Mr. Chairman, have had something to say about—if the Defense
Department and the administration surprise us with very substantial
cuts Z'ltl)l the defense budget, which suggests that they too view this as a
variable.

Chairman Proxmire. Dr. Stanley, isn’t it true that the difference
between a $68 billion and a $76 billion budget is quite significant in
terms of the resources that will be freed for nonmilitary use by the
lower budget? Have you calculated what the peace dividend might be
by 1975 if we were down to $68 billion by that year?

Mr. Staxcey. I think vou can calculate it in two ways: One, what
it is now, that is, $71.8 billion, which gives you roughly a $4 billion
potential saving; or you can calculate 1t against higher figures which
would be called for by decisions you might have made but presum-
ably did not.

Chairman Proxmire. Yes. I was talking about 1975.
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Mr. Staxiey. Yes. I think that saving is substantial and important.
And certainly if it is not neded for defense, there is no reason to ex-
pend it,

On the other hand, I am a little skeptical of the notion of automatic
transferability. You are much better acquainted than most people,
and certainly than I am, with the limits on the total resources available
to the Government for various purposes. Over time the transfer from
one sector to another may balance out and, of course, it depends a great
deal on which you decide not to do to take these cuts. If they affect
the heavy industry sector of the economy—and I am not a professional
economist, I am just talking from a commonsense point of view—it
seems logical to me that the reverse multiplier effect of the loss of
contracts, subcontracts, and so forth may have some effect on the
gross national product for that period.

In time the reinvestment of those resources in other programs will
catch up and compensate for it. But the notion that there is a fixed
amount of resources which is quite independent of the various activi-
ties that make up the gross national product, just does not strike me
as sound in commonsense terms.

Could T make one other point?

Chairman Proxmire. I think we all know that there is not a fixed
quantity of resources. The fluctuations in the employment and unem-
ployment, of course, are a part of this. We can increase the work force.

At the same time I think it is clear that to the extent that we do have
a substantial military budget, to the extent that we have a $78 or $76 bil-
lion military budget as compared to one that is $8 or $10 billion less, we
do have less to fight inflation, to ease the tax burden, and to achieve the
social purposes in which all of us are interested.

Mr, Stanrey. I would agree with that.

Chairman Proxmire. Did you want to make another point?

Mpr. StanvLEey. Yes, sir.

I was going to agree with Dr. Kaufmann, that some of the interest-
ing things which are worth looking at, I think, do go into these ques-
%ions of “teeth versus tail,” or active forces and overhead for those

orces.

I think it is important to focus on the mix that we want to have
between ready forces and reserve forces, for example ; the mix between
forward deployed forces and strategic reserve forces, in the sense of
being centrally located in the United States; and the mobility question.
And T think there are a lot of good questions that can be asked about
these particular systems, many of which are mentioned in the State-
ments by my two colleagues.

One example that I find intriguing is the question of the Main Battle
Tank. I once did a quick calculation and found that if these were pro-
cured at the numbers and the costs envisaged 2 or 3 years ago, and
put into our European-tvpe divisions, they would constitute something
like half the total cost of a division set of equipment for this one item.
And I think a number of neople made that noint, which mav be why
the procurement of the Main Battle Tank is under reconsideration.

I do not know what its status is at the moment. But again, given
the limit of resources. I think one does have to look at how one can
use them most effectively. And the tradeoff here really is between
quantity and quality, between more of something that is perhaps a
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little less effective, and the high technology, newer systems that I think
one needs to keep operating at the frontiers of military technology.

But again the question of tradeoff between very high cost, sophisti-
cated weapons systems and the more traditional ones is one ‘well worth
looking at.

Chairman Proxmire. Dr. Kaufman, I notice that you place incre-
mental spending for Vietnam at $17 billion for fiscal year 1970, and
$11 billion for fiscal year 1971. How did you develop these figures? As
you know, the administration did not publish Vietnam costs in the
budget, although I understand that recently Assistant Secretary Moot
gave some Vietnam figures to the Senate Appropriations Committee.
Are your figures the same as Moot’s ?

Mr. Kavrmany. We worked these figures up by taking them on the
basis of unclassified data in various hearings and the posture state-
ments by Secretary McNamara and Secretary Clifford, what appeared
to be the main incremental costs that were being incurred over and
above what we would otherwise be spending.

Chairman Proxmire. You developed them for 1968 and 1969 ¢

Mr. Kaurmann. Yes, sir.

Chairman Proxaire. What were they, $23 billion at the peak?

Mr. Kaurmany. $23 billion at the peak, I believe.

Chairman Proxmigre. There should be about $12 billion peace divi-
dent by next year in that sense, at least $12 billion saving in the Viet-
nam operation.

Mr. Kavrmanw. Yes, sir.

Chairman Proxmire. As you know, the administration did not pub-
lish Vietnam costs in the budget, although I understand recently
Assistant Secretary Moot gave some Vietnam figures to the Senate
Appropriation Committee.

Are your figures the same as Moot’s?

Mr. Kaurman~. Mine came before his. But I think if you would
turn to table 4 of the appendix in my prepared statement, I have given
what Secretary Moot now estimates to be the incremental costs of
the war in Vietnam for fiscal year 1969.

Chairman Proxmire. So your figures are pretty close, if this is the
same year, fiscal year 1969

Mr. Kaurmann. Yes, sir.

Chairman Proxwire. Yours are $22.6 billion and his are $21.5
billion : is that right?

Mr. Kauvrmann. Yes, sir.

Chairman Proxmire. And then in 1970 vours are $16.2 billion and
his are $17.4 billion. You are a billion dollars higher in 1969 and a
billion dollars lower in 1970.

Mr. Kaurmany. We actually raised the costs for fiscal year 1970 to
$17 billion, so that we are even closer, because there is always the
problem of the phasing of withdrawals and how much of the full
year’s saving you actually recover denending on the time at which
troops are withdrawn and then demobilized, to the extent that they are
demobilized. And we used the same methodology for arriving at our
$11 billion figure; however, that was arrived at before the incursions
into Cambodia, and the delays.

Chairman Proxyire. With respect to the incursion into Cambodia
in your judgment, on the basis of the information today and the sub-
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stantial information that the President released the other night, does
this indicate to you that there will be additional costs from that
operation ? . .

Mr. Kavraany. I believe there will be an additional cost.

Chairman Proxmire. I mean an additional cost in terms of, say,
more than a billion dollars?

Mr. Kaurmany. Yes, sir. I think there will. Because, as far as I can
judge, there already has been and will be a delay in the withdrawal
schedule.

Chairman Proxmire. Could you give us some estimate or rough
estimate of how big a cost you think that might involve, the Cambodian
operation ?

Mr. Kaurmann. My back-of-the-envelope calculation would be that
it would be on the order of $2 to $3 billion.

Chairman Proxmire. Again, on the subject of the war in Vietnam,
I have a difficult time reconciling the figures that have been leaking
through the Pentagon this year with previously published figures.

In 1969, the budget showed a peak Vietnam outlay of $28.8 billion,
or $29.2 billion with economic assistance to Vietnam included.

Now the peak year, according to your figures, was 1968, when only
$23.1 billion was spent. How do you explain this inconsistency ? Ts it
all a matter of the margin instead of the incremental cost—I should
say, instead of whatever cost they have allocated here ?

Mr. Kauraany. I cannot really explain the DOD figures, although
Secretary Moot in his testimony in April indicated that the higher
figures were arrived a by calculating what he referred to as the full
costs of the war; namely, the costs of the forces involved, even though
they were forces that we would have been maintaining anyway in
peacetime. And, therefore, as he made his presentation to the Appro-
priations Subcommittee he said that the full cost of the war should
be regarded as $28.8 billion, but the incremental cost, factoring out
the costs of those forces that we would have been maintaining anyway,
would bring the figure down to the $21.5 billion.

Chairman Proxaire. Let me get back to your $2 or $3 billion back-
of-the-envelope estimate on Cambodia. How did you figure that? A
lot of people would argue that there has been almost no increased
cost. While there have been substantial American troops, most of them
were withdrawn, all except 17,000, I think the President said. Why
would you argue that this is such a substantial cost ?

Mr. Kaurmaxy. Because, at least as we calculated the cost, we as-
sumed a smooth withdrawal from Vietnam, averaging on the order
of about 12,500 men per month being taken out.

Chairman Proxaare. Wait a minute. You are talking about some-
thing else, you are not talking about the Cambodian operation by
itself, you are talking about the fact that the President announced
last night that there will be 50,000 taken out by October 15, which
1s difterent from the withdrawal of 12,500 each month for the 12
months between May 1, 1970, and May 1, 1971.

Mr. Kauraa~x, Yes, sir.

Chairman Proxarre. This is not the Cambodian operation, it is the
withdrawal schedule.

Mr. Kauryaxx. Yes, sir. But I attribute the delay to the Cambodian
operation in that sense, if you wish.



218

Chairman Proxymre. That is an arbitrary judgment on your part,
isn’t it? Because the President did not, when he made his announce-
ment, indicate that there would be an evenly calculated withdrawal
of the same number each month, he simply said that there would be
150,000, and presumably you could withdraw all 150,000 of them the
last month or the last couple of months.

Mr. Kaurany. You are quite right. Althongh the pattern has
been one of relatively smooth withdrawal, with an interruption it
means that the savings from withdrawal and demobilization will be
smaller as a result of the delay. And our quick calculation is that this
will result in a reduction in savings of $2 to $3 billion.

Chairman Proxmire. Congressman Brown ?

Representative Broww. Mr. Kaufmann, let me go back to the last
table of your appendix in your prepared statement and talk about
the options. In those figures you talk about the 30 percent irreducible
overhead. Where do those show up now? Are they scattered through-
out these figures?

Mr. Kaurmaxy. Yes. I put them in precisely to show that when
one looks at the program costs of the system as shown in the program
budget I think one gets a somewhat distorted view of what the forces
cost because of these overhead costs which are shown separately in the
program budget.

As T indicated earlier:

Representative Brown. Could you give me an example, that is, air
wings, ASW, or any figure that you want to work on.

Mr. Kaurmann. Yes, sir. And to take the ASW-AAW, that has
allocated to it essentially $960 million of support costs, overhead costs.

Representative Brown. So when you talk about the conservative
plan of $3.8 billion you are talking about actual capability spending of
either $2.9 or $3.8 billion, or some other figure ?

Mr. Kaurmann. Yes, sir. In addition, R. & D. money which is not
ordinarily allocated to, say, the ASW-AAW programs is also built
into it.

Representative Browx. How much would we take out for R. & D.?
In other words, the R. & D. is not in the 30-percent, basic continuing
cost. What percentageis R. & D. ?

Mr. Kaurmany. In that particular case it is $240 million.

Representative Browx. Nine hundred and how many million ?
hMr. Kaurmany. $960 million, I believe, and $240 million. So that of
the

Representative Browx. That is $1.2 billion ?

Mr. Kaurmanw. Yes.

Representative Browx~. So actually in the medium risk option we
take $1.2 billion, and in the medium risk operation streamlined we
take out $1.5 billion of operational expenses or operational funding, is
that correct ?

Mr. KaurManN. No, sir. The amount of support in R. & D. would
vary, because presumably as you reduce the force you also would
have reduced some portion of the overhead, and theref%re the residual
overhead cost would be less.

Representative Brow~. You talked about retirement pay, and the
other factors that go into that. What would those be ?

Mr. Kauraany. The retirement pay is now the one big uncontrol-
lable. And that would remain fixed.
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Representative Brown. Wait a minute. If you retired people from
these systems would your retirement pay remain fixed ¢

Mr. Kaurmaxn. 1 am sorry. No, it could go up, depending on

Representative Browx. So in point of fact would part of the $2.7
billion go up, remain the same or go down ?

Mr. Kauraaxy. I would have to recompute it. But I think on
balance it would go down.

Representative Brow~, How much reduction did you anticipate or
would you anticipate in the R. & D. in the medium risk option
streamlined ?

Mr. Kavramanw. There was no reduction in R. & D. in that case.

Representative Brow~. In other words, is R. & D. maintained
throughout? The reason I ask the question is that if we reduce our
posture we might be well advised to increase our expenditure in
R. & D. because, if our assumptions are wrong we would have mate-
rial on the drawing boards to jump into some different posture; we
could expand our military capabilities if our assumptions were proven
incorrect.

Mr. Kaurmann. I agree, sir, I should explain, in that particular case
the reduction from $3.8 to $3.3 billion is a reflection of phasing out
the last four of the antisubmarine warfare carriers. We now have
four, we previously had eight, and the administration phased out four
of these. And there is a strong view that ASW carriers are not effective
contributors to the ASW program, and, therefore, the four ASW car-
ries are phased out, and the S-3 aircraft, which is currently under
development to be put on the ASW carrier, was, therefore, phased out
also, since there were no longer carriers to put it on.

Representative Brown. 1 want to be perfectly sure that T under-
stand what you have said here. I have put down these figures while
you were talking, and have done a little subtraction.

As an example, the ASW-AAW forces in the baseline option or the
conservative option, would have $3.8 billion, of which you suggest that
$1.2 billion is in fixed overhead ?

Mr. KaurMaNN. Yes, sir.

Representative Brown. Irreducible expenditures for fixed assets
and R. & D. This leaves $2.6 billion in actual capability.

Now, in the medium risk option, streamlined, that is reduced down
to $2.6 billion. You state that fixed overhead is something less than
$1.2 billion, but you are not sure what it is. I subtract $1.2 billion and
arrived at $1.4 billion.

The point I am trying to make is that the reduction in capability
is a reduction from $2.6 to $1.4 billion. You get a reduction of some-
thing like 45 percent in dollar capability. The $77 billion expenditure,
which is the total of the conservative option versus the $45 billion
expenditure of the medium risk option streamlined, is a somewhat
smaller percentage reduction.

In other words, when you look at the total defense spending it looks
like you have merely sliced off a small portion, but you have cut quite
close to the bone in terms of capability. Is that not correct?

Mr. Kaurmany. It may be correct; but the change in the program
forces, in other words, the combat forces, given the methodology that
was used here—for which I am fully responsible—would have changed
the program from—what did we say, $2.8 to $2.2 billion ?
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Representative Browx. $2.6 to $1.4 billion.

Mr. Kavraany. As I would do it, it would change from $2.6 to $2.2
billion. In other words, you would get a $400 million shift, because the
$1.2 billion is not constant.

Representative Browx. The $1.2 billion drops to $400 million, is that
correct ?

Mr. Kavraaxy. The support costs in this case—and I should ex-
plain as I did earlier—these are arbitrary allocations in order to try
and force the connection between these overhead costs and the com-
bat forces.

Representative Brow~. There is not a difference in the allocation
between the conservative option and the medium-risk option stream-
lined, is there ?

Mr. Kaurnmany. No, but I use a percentage.

Representative Brow~. You are making the same proportional allo-
cation, are you not? In other words, ASW and AAW forces still get
the same percentage in the conservative option as they get in the
medium-risk option?

Mr. Kavurmaxn. Yes, sir, but it is a declining amount.

Representative Brow~. I am talking about the same percentage of
the total figure of overhead.

Mr. Kauvrmaxny. Yes, but if the budget, according to this method-
ology, goes from, in this particular case from, say, $44 billion, or
$53 billion, down to $34 or $31 billion, the absolute amount of support
shifts, and therefore, the percentage shifts as well. So that the $1.2 bil-
lion is not a constant.

Representative Browx. Let us start from the total figure. I under-
stood that what you said was that 30 percent of the $77 million is an
overhead, is that correct?

Mr. Kaurmaxy. Of the total defense budget.

Representative Browx~. That is right, 30 percent of $77 billion 1s
overhead ?

Mr. Kaurnmann. Yes, sir.

Representative Brown. Of the $45 billion what would overhead be?

Mr. Kaurmany, Thirty percent.

Representative Browx. In other words, as you reduce your expendi-
ture you also reduce your overhead proportionally, is that correct?

Mr. Kaurmaxnw. Yes,sir.

Representative Brown. Can you explain to me why that would be
the case? Wouldn’t you have certain fixed expenses that would be
irreducible ?

Mr. Kavrman~. This is precisely the issue that I think we are both
trying to raise; namely, that this tends to be in fact the case, that the
overhead costs tend to be a remarkably insensitive to changes in com-
bat forces, and yet these overhead costs presumably are related to
supporting the combat capabilities. Now, I think we have a very real
problem

Representative Browx. Let me just take one small example. The
Pentagon building would not reduce expenses by merely reducing
forces as the overhead expenses would still be there.

Mr. Kaursmaxy. I would argue from some experience, sir, that if
you make major force changes you ought to be able to make changes
1n the number of people.
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Representative Browx. I do not have any question about that. My
question is whether or not the 30 percent is realistic; do you in fact
cut total overhead? Now, I operate a business, and when the volume
of business changes I find that when business sags the overhead tends
to become somewhat smaller or somewhat larger percentage of the total
cost of doing business.

We still have basic overhead expenses as we have to have accountants
around, and so forth. Now, in the defense establishment does that work
differently ?

Mr, Kavrmanw. No, sir; but let me repeat, there is no current way
of tying these overhead costs to the teeth of the Military Establish-
ment. Kverybody is concerned about the fact that they do not vary
even as much as you may have suggested in the business community
when you make changes in the forces. They tend to vary unproportion-
ately, which is I think a quite common phenomenon.

Representative Browx~. I do not want to labor the patience of the
chairman as I have already extended beyond my 10 minutes of ques-
tioning, but it occurs to me that your figures are unrealistic in that
you assume 30 percent overhead costs on $77 billion and also assume
30 percent overhead costs on $45 billion.

Now, I am not arguing that the overhead percentage goes up to 60
percent, or anything like that. But I am suggesting that it is not 30
percent but, probably substantially more than 30 percent. Even if you
close military bases around the country there is an expense problem
left that must be met by the Federal Government.

I sit on another committee in this Congress where we have the
problem of trying to dispose of installations that we built in World
War II; we are still attempting to dispose of some of them. This is an
expense to the Government, an overhead expense. My suggestion to
you, sir, is that the reduction in force capability is not 28 percent when
we drop the total defense expenditure from the $77 billion to the $45
billion, but the reduction is substantially more than that in our force
capability as we are spending a proportionately higher amount on
overhead. That is the only point I wanted to make in this questioning.

Do you resist that suggestion ¢

Mr. Kaurmaxn. Partly. First, the way in which we arrived at the
basic numbers, leaving aside for the moment the overhead cost, was
by actually identifying specific forces, to the best of our ability identi-
fying their cost, and taking them out of the particular package, say,
in the ASW case taking out the 4 CVS’s, and taking out the S-3 buy,
and then getting a reduction in the program which went from $2.6
billion in this case to $2.2 billion.

Now, I accept completely your point that there is not a straight line
relationship between overhead and the combat forces.

Unfortunately, however, nobody to my knowledge knows how to
make that relationship or how it varies as you vary the front end.

I, therefore, as I have tried to indicate, decided that these overhead
costs nonetheless, being such a significant portion of the budget, should
be allocated in a necessarily arbitrary way simply for illustrative pur-
poses to show what not only are the effects of changes, but also that
these forces represent higher costs than is generally attributed to them.

So I used a straight line method of allocating them.

48-553—T70—pt. 1 15
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Representative Browx. A final question. Suppose we disarmed com-
pletely and had no effective military weaponry of any kind. What will
be left in terms of Defense Department expenses? Does anybody know
what that figure is?

Mr. Kaurmany. Well, the retirement pay at current rates would be
about $3.2 billion.

Representative Brow~. You would have this expense ¢

Mr. KaurmaNN. Yes, sir.

Chairman Proxmire. Isn’t it true that on the assumption that we
have inefficiency in our overhead expenditure now that we could make
some cutback there in addition ? I think Congressman Brown has made
a very good point that after all overhead is something that cannot be
reduced proportionately, but I think you are right, that it can be
reduced, and reduced significantly.

For example, the Defense Department increased by $7.6 billion this
past year, reaching a total of over $200 billion, the amount of land that
it owns, $200 billion worth of land, 29.5 million acres. And much of
this could be sold off. And there are many other areas of overhead cost
and expenditures that can be reduced.

T would like to yield to Senator Percy.

Before I do that, let me just ask you a couple of quick questions.

Dr. Rathjens, I have been reviewing an excellent book, new book
by Herbert York. It concludes that because of the spiral of the arms
race, as our military expenditures increase, our security has decreased.
Would the opposite be true in your judgment if we carefully reduced
our military spending in the right places, do you believe our security
would increase?

Mr. Rarasens. I do believe that. I have been reviewing the same
book, and I have reached the same conclusion.

Chairman Proxmrre. I am doing mine for Life magazine.

Mr. RarasENs. It is a good book, an excellent book.

I might say in that connection that the description on this table
in the appendix to which you have just been referring, the last one in
Professor Kaufmann’s prepared statement, bothers me a little bit, in
that the implication there 1s perhaps that the conservative option im-
plies less risk and a medium risk. I would characterize these options
perhaps more accurately as base line, expensive, cheaper, or something
like that. Or if you want to do it in terms of risk, I would say the base
line is the medium risk. The most expensive one is the highest risk,
and the least expensive one is the least risk. I think, particularly con-
sider_iri{g some of the components here, the more we spend, the higher
the risk.

Chairman ProxMire. You emphasize the prospect of large increases
in the strategic nuclear budget. In your view, does this mean we are
returning to a policy of massive retaliation ?

Mr. Rarasexns. 1 domot know. I would not relate the two. But I
am concerned about the Guam doctrine, if you like, or the Nixon doc-
trine. And particularly I am concerned about the rationalization—

Chairman Proxmire. You are concerned about the Guam doctrine?

Mr. Ratasexs. I am in the sense that I am concerned about the
President’s anti-Chinese rationale for Safeguard. If I understand his
argument correctly, the implication is that we would rely on Safeguard
to cope with possible Chinese nuclear attack against us. That kind of
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an attack in my view could only be provoked if we were to use our
nuclear weapons against them. [ am concerned that with a reduction
in emphasis on conventional forces we may be moving in a direction
where there would be hope or inclination to use nuclear weapons to
cope with problems in Asia and elsewhere. Perhaps this would not in-
volve going quite to massive retaliation, but I would regard any such
effort

Chairman Prox»ire. That certainly is not a necessary element of
the Guam doctrine as announced, is it 2

Mr. Ratugexs. That is not necessary.

Chairman Prox»ire. 1 thought that was an excellent statement by
the President.

Mr. Rarasens. It is not necessary, but I would feel more comfort-
able if we had not heard that rationalization of Safeguard. That does
Wworry me. '

Chairman Proxaire. You place a great deal of importance, as all
of us should, on the SALT talks. But only this morning there was a
Pentagon announcement about the deployment of the first MIRV
missile. We have also begun work on the Safeguard ABM. Now, I
had assumed, and I think it is also implicit in your statement, that
one of the primary, if not the primary purposes of SALT was to come
to an agreement and possibly suspend deployment of MIRV and ABM,
My question is this:

It the United States goes forward unilaterally with the deploy-
ment of MIRV and ABM, what is there left to negotiate at SALT?

-1 would also like the other witnesses to comment.

Mr. Ratngexs, If we go forward with both of these, I suppose
it is still possible to have meaningful negotiations. We could negotiate
perhaps some limit on ABM, and perhaps some limit on the numbers
of strategic offensive forces. But I would also say that we would have
missed the main opportunities. I regard stopping both of those pro-
grams on both sides as the main opportunity. Beyond that, I would
say that we ought not—as I remarked earlier, even independently of
those talks—go forward with those programs at this time.

Chairman Proxmire. Is there any real hope, now that we have
begun to deploy MIRYV, is there any real hope that we can get an
agreement, given their attitnde and our attitude toward other spot
inspection? Doesn’t this depend on inspection, testing of MIRV which
can be done unilaterally without any mutual faith?

Mr. Raragens. I am afraid that if we go forward with MIRV’s
on either side to any substantial degree, the ground rules for any
negotiation would have to permit, as I remarked earlier, essentially
a total restructuring of the strategic force posture of both sides, so
that neither would continue to rely very heavily on its fixed facilities—
fixed land-based missiles. It is still possible for me to see an agree-
ment. It would necessarily imply the expenditure on both sides of many
billions of dollars to do something about that vulnerability, perhaps
to phase out Minuteman and build ULMS and other systems. I can
see an agreement. However, it would not be a freeze at all but rather
an agreement of a different kind. It would be an agreement that would
permit the restructuring of forces at a very large expenditure, but
perhaps with some constraint that would not obtain if you did not
have the agreement.
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Chairman Proxmire. Senator Percy ?

Senator Percy. Thank you, Mr. Chairman.

My first question is to Mr. Timothy Stanley. I first would like to
say how pleased I am to see you here, and to publicly express apprecia-
tion for the great assistance that you gave to me and my staff when
you were based at NATO as Minister and Defense Adviser.

I wonder, now that you have spent some time back in the States
and looked at our national spending priorities, and as you contemplate
the estimated $14 billion that we spend as a contribution to the NATO
defense, what your observation might be on the request that Senator
Mansfield has put in, supported now by 51 Senators, I believe, for
troop reductions in NATO. Also, what are your thoughts on the
proposals that I have been making for more burden-sharing, having
more of the cost of our NATO defense picked up by European coun-
tries which can well afford to do it today as against 25 years ago when
thev could not afford their own defense establishment ?

Mr. StaxLeY. Sir, as you may recall, I have been and still am a
supporter of the notion that the balance-of-payments costs of our
deployment in Europe are a very special problem for us, and they are
ones on which I think we are entitled to look to our allies for more
support than they have given us. I think we have reached pretty close
to the bottom of the barrel as to how much can be offset by new procure-
ment in the United States. And financing the deficit by simply float-
ing paper on which we pay interest is not obviously a good long-term
solution.

So T think that some combination of making the balance-of-pay-
ments costs more of a multilateral responsibility and getting our
allies to directly offset some of our support costs in Turope is an
eminently sound one, and one that I certainly support.

I do not think that I can say the same, however, for the resolution
which you mention, because I am more concerned with the destabilizing
effects that it has. Europe is very much in flux now. There are not only
the SALT negotiations, but also the West German Ostpolitik. We do
not know to what extent the other side is going to respond to the in-
vitation which NATO issued last week at its Rome meeting to discuss
European security generally and mutual force reductions specifically.
So I think that in the short term we could really have some badly
unsettling effect in Europe if we were to unilaterally withdraw our
forces. I think, however, that over the next 2 or 3 years there will be
an opportunity. in consonance with our allies, to reduce somewhat the
level of our active presence there. And to the extent that this can be
done without the undesirable political effects that I foresee, then I am
for it.

Senator Prroy. I think there is a real question as to our ability to
carry and sustain a $14 billion level which will continue to escalate as
wages increase and salaries for military personnel increase and costs
over there increase. It seems to me strange that the Européan countries
cannot seem to pick up a couple of billion dollars of that on their
budgets. That is the big offset that we need. I do not see how we can
continue this kind of spending. v

It certainly seems to me ludicrous for us to be paying the salaries
of German personnel, some 70,000 of them, who work for NATO.
They are part of the common defense. Why should we be paying in
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dollars or paying at all out of our budget the salaries of German per-
sonnel used in the common defense over there?

_ Why should we be paying the cost of installations, or paying the
German Government for transportation costs? The Government owns
the railroad system. Or power, because it owns the power system? Or
paying local taxes, when we do not even pay them in this country ?

It seems to me that there are hundreds of million dolars if not bil-
lions of expense that ought to be picked up. And I hope we would have
your vigorous support as a very knowledgeable person on that. If we
are not to massively reduce our troop level, then European countries
are going to have to find a way to pick up some of these expenses.

Mr. Stawcey. Of course, you are very well aware of the background
of this problem in that after World War IT our overhead occupation
costs were in effect picked up by the Germans as occupation costs.
When the occupation formally ended, we agreed to take some of them
back. At that time I do not think that we were as worried about a
dollar drain toward Europe as we were about a dollar “gap.” Now
the situation is reversed. And I think there is a very good case that
can be made along the lines you have just mentioned.

I would like to say, though, that before you came in we were having
some disagreement about the relevance and meaningfulness of assign-
ing dollar figures to specific contingencies. And I think that the $14
- billion figure is far larger than the total cost of our forces that are
in Western Europe.

The actual cost of the forces that are physically in Europe is prob-
ably about $3 billion, perhaps $314 billion.

Senator Percy. I just gave you the best estimates I can get from the
Bureau of the Budget as to what our cost is of the proportional share
of our contribution to NATO. And this is the figure I get. This takes
in, of course, the proportional amount of overhead attributable to
NATO here in the United States.

Mr. Stanrey. But it includes a lot of divisions that are in the United
States and have a kind of NATO tag on them in the sense that they
are earmarked for NATO; and it includes a lot of Navy ships that
may be in the Far East. But we say that if NATO has a war, then we
will try to get them there within a certain period of time. So they
are not really direct NATO costs, at least they are not the costs of
our deployment in Europe.

Senator Percy. Dr. Rathjens, I am always happy to see you. And
we deeply appreciate the technical assistance that you have presented
to many of us in the past on military weapons systems.

I wonder if you would care to comment on’the unofficial talks that
were carrled on in Washington as to where we stand on SALT and
the possibility of reaching some accord where we would have no ABM’s
except for the protection of our control centers in Washington and in
Moscow.

I am sure the Soviets have almost an obsession with doing some-
thing to somehow protect Moscow. Even if they feel that we can
penetrate it, symbolically they scem to want to protect, it. And maybe
there is some sense in providing some sort of protection to our control
centers in Washington against some accidental launch or some third
power launch. But would you care to comment at all on what you feel
1s the feasibility of this, and if you think it is feasible to reach some
sort of an agreement, what we ought to be doing this year on voting
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on appropriations on continuing phase I and phase II which would
extend further the hases that we would be equipping with ABM?

Mr. Rarmgexs. Senator, fortunately—I guess 1t is fortunate—I
am not privy to the details of our negotiating position and I am not
privy to the Soviet position so I feel I can talk freely about the specula-
tions that have appeared in the Washington Post and elsewhere.

Considering them, and also private conversations with various
people in and from the Soviet Union, I was not at all surprised at the
report that the Soviet Union might be willing to go along with de-
fenses limited to the two capitals, or might be willing to go even
further and go along with an agreement that involved no ABM de-
ployment on either side at all. 1t does seem to me the latter would be
preferred.

T would hope that the United States would be willing to go along
with either of those positions.

Of course, the Safeguard program as presently approved, and also
as proposed by the administration for this year, has nothing to do
with the defense of Washington. So that if one takes those reports
at face value it would seem to me it is probably time for us to go
back to the drawing boards.

T do not see any particular need for defending the two capitals—tor
defending the command and control facilities. I have little confidence
that the system would work effectively in coping with either an ac-
cidental or with a deliberate mass attack. In either case it would seem
to me it would buy very marginal improvement in our command and
control capability. T do not know exactly what the Washington de-
ployment alone would cost, but we would still be stuck with all of the
R. & D. and the overhead costs that were referred to earlier. Therefore,
even for a defense limited to Washington, the cost would be a number
of billions of dollars. For costs far less than that T am sure we could
buy a greater improvement in the reliability of our command and con-
trol system.

Accordingly, T would hope we would buy either position that the
Soviet Union was willing to buy, and T would urge that we try to take
advantage of that opening, if it is an opening, to reach an agreement
that would involve both sides.

Senator Perey. May T just ask this further question. We have had a
lot of discussion on the Senate floor about the pros and cons of the
unified budget. We have one deficit figure by the unified budget and
another one by the old system of budgeting. Would you care to com-
ment on—now that we have had a year’s experience or more with it—
whether voun think the unified budget is a concept that is sunportable,
or whether it is in any way misleading as to the degree of deficit that
we have, real deficit?

Mr. Ksitraaxys. I really do not feel competent to comment, Sena-
{:)ori T guess my feeling for what it is worth is that it is nice to have

oth.

Senator Percy. Thank you very much.

Thank you, Mr. Chairman.

Chairman Proxarre. Congressman Brown ?

Representative Brown. Mr. Rathjens, in your testimony I am not
sure I understand the predicate that is laid in the testimony. You say
that “we can now deliver over 4,000 strategic warheads against the
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Soviet Union. Based on extremely conservative estimates, 400 would
destroy 30 percent of the Soviet population and three-fourths of its
industrial capacity.” ]

What assamptions are you making as te the utilization of these
strategic warheads? Is 4,000 based on what would be available after
the first strike of the Soviet.?

Mr. Ratugexs. We could deliver somewhat more than 4,000 if they
did not destroy them. How many they could destroy

Representative Browx. It is not based on our first strike, is it ?

Mr. Rarngexs, It is the number we would have in our strategic
forces. .

Representative Browx. After the Soviet strike, what is your esti-
mate as to how many of these would be available?

Mr. Ratngexs. That could vary enormously. At this time it would
depend on the state of alert of our Strategic Air Command more than
anything else, because the bomber force carries a very large number
of those. It would depend on how many would be destroyed on the
ground. T would think as a minimum one would assume that some 400
of the Polaris warheads would get there

Representative Brown. You mean survive and get through?

Mr. Rarasens. Would survive and get through.

Representative Browx. Let us talk about survival. You have an-
other problem with respect to getting through.

Mr. Rarisexs. All right. T would think as a minimum 400 of the
Polaris warheads would impact on the Soviet Union.

Representative Brow~. You mean survive and get through ?

Mr, Rarasexs. Yes. And as a minimum, half of the Minuteman force,
that is another 500. So we are up to something like 900. Beyond that 1
really think it is quite speculative, and could be anywhere from 300
or 400 up to perhaps 1,500.

Representative Browx. Are you basing this on current capability ?

Mr, RatayENs. Yes.

Representative Browx~. What about force reduction ?

Mr. Rarurexs. If there were force reduction the number of sur-
viving warheads would depend, of course, on what you reduced.

Representative Browx. Assuming you reduced the Strategic Air
Command ?

Mr. Rarngexs. In my view, the prudent thing to do would be, at
this point in time, frankly, to begin to phase out Minuteman as a
matter of priority and to retain the Polaris force as the most reliable
component. If you retained just the Polaris force, I would assume that
at least for many years that would be an invulnerable deterrent. and
that the number of weapons we could deliver with that force would
be almost independent of whether they struck us or not.

I do not believe that aside from those they might catch at port, they
are going to destroy any Polaris submarines, except perhaps one or
two,

Representative Brow~. You suggest a factor of 1 in 10 reduction,
so I presume you mean we would have 400 strategic warheads at the
end of that reduction. Now, of those 400 strategic warheads how many
would you destroy ?

Mr. Rarraexs. The numbers that would be destroyed would depend
on which forces we retained. I would want to look at this in more detail.
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But my off-the-cuff answer would be to retain perhaps half the Polaris
force and perhaps a hundred B-52's or something like that, and get
rid of the Minuteman force entirely.

Representative Browx. And how many of the 400 warheads would
this put in the Polaris?

Mr. Rarasexs. Each Polaris submarine now has sixteen missiles.
The number of warheads depends on how you count the A-3—if you
count that as three warheads, or one warhead, on each missile.

Representative Brow~. How were you counting when you estimated
that we should reduce our force to 400 ¢

Myr. Ratasens. For most purposes I would count each A-3 as hav-
ing one warhead, since the impact points are close together.

Representative Browx. Let us use your figures.

Mr. Ratasexs. If you retain say, 20 Polaris submarines, that would
give you 820 warheads there, counting the A-8’s as having one warhead
per missile.

And if you maintained 100 B-52’s, I would think that with that com-
bination you ought to be able to deliver 400 warheads.

Representative Brow~. How many warheads would that be with
the B-52’s?

Mr. Ratasens, With the B-52’s, that number is variable. But for
a first approximation I think one can calculate about 4 per B-52.

Representative Browx. So this is 720 warheads, rather than 200; is
that right? ’

Mr. RatasExs. Some of the Polaris boats will always be in port.

Representative Browx. I am trying to clarify your statement which
calls for a factor of 1 in 10 reduction from 4,000 warheads. I get 400
warheads out of that.

Mr. Rarusens. That is right.

Representative Browx. And you have given me 720 warheads here.

Mr. Rarrsens. All right. And T would think that of these 700, 400
might be delivered.

Representative Brown. Is 4,000 what we now have, or what we now
have that are deliverable? I was under the impression that 4,000 is
what we now have available. -

Mr. Ratasexs. The 4,000 is what we now have in total.

Representative Browx. You would have 700 rather than 400; is that
correct ?

Mr. Raraoexs. There is nothing magic about either figure. A prop-
erly designed force of 700 weapons would be an adequate deterrent.
So would be any force capable of delivering 400 warheads. I would
oo further than that as far as deterrence is concerned. In my view, 100
delivered weapons would be quite adequate.

Representative Broww., How would you do it? Would you reduce
our Polaris submarines?

Mr. Ratarexs. Having said that a hundred is adequate, I think
more than a factor of 10 reduction in the total force would still give
us an adequate deterrent.

Representative Brown. How would you deploy the hundred? If
we cut down on the defense establishment T would like to specifically
know in what areas?

Mr. Raresexs. Let me give you a posture which I would think
would involve perhaps a factor of 10 reduction in cost, which I would
view to be an adequate deterrent.
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Representative Browx. I am interested in the cost factor too, but I
am interested here in your statement concerning strategic arms limita-
tions and how we should reduce from 4,000 strategic warheads to 400.
The figure you gave me was 720, and now you are suggesting we have
a hundred ; is that correct ?

Mr. Ratusexs. I am saying a hundred delivered—the capability to
deliver a hundred would be in my view adequate to deter any attack.

Representative Browx. In order to deliver a hundred, how many
warheads would we need ? )

Mr. Ratasens. A good number would be 160, the equivalent of 10
Polaris boatloads. :

Representative Browx. In a first strike situation 60 of our 160 war-
heads would be destroyed, or would not be able to get through; is
that correct?

Mr. Rarrgexs. I think that is a fair estimate. Some would fail be-
cause of reliability failures.

Representative Browx. What do you base that estimate on, sir?

Mr. Rarrsexs. I would assume that the reliability of Polaris mis-
siles is now somewhere between 70 and 80 percent. And I would assume
that at any given time some number like 60 percent of the submarines
may be on station, and another 20 percent in transit, and another 20
percent in port. Those that are in port might well be destroyed by
Soviet preempted attack. I doubt if any of the other would be. So 1f
vou had, say, 10 submarines, I would assume that perhaps two would
be destroyed, leaving eight. Not all of the warheads would get through,
as I say, because of reliability failures.

Representative Brow~. Using your figures I have 102 that would
be sent after destruction of 20 percent of the Polaris force, and failure
of 20 percent.

What is the Soviet capability for defending against these warheads?

Mr. Rarisexs. Well, there are 64 interceptors around Moscow, or
67, depending upon which figure you read. That system might work.
[ cannot believe that they would count on it working at all. At most
it could intercept if we chose to saturate it and exhaust it

Representative Browx. Shoot them all at Moscow ?

Mr. Ratrsexns. If we shot 65 at Moscow—TI think it would be a very
foolish thing to do with that size force, but you would be sure that
some would get through if we did.

Representative Browx. We are shooting off 102. How many of those
will get through?

Mr. Rarrsexs. It might depend on their targets, but I think very
likely 102.

Representative Brow~. In other words all would get through be-
cause the Soviets have no defense against them?

Mr. Rarasens. They have an ABM system around Moscow which
I would consider to be probably not of any utility at all.

Representative Brown. So a hundred percent of whatever we would
shoot off after a first strike would get through ?

Mr. Ratrsens. We could be sure that a hundred percent would
%et_through if we targeted them against other targets in the Soviet

nion.

Representative Brow~. How precise is this estimate ?

Mr. Ratagens. Which estimate ?
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Representative Browx. Your estimate.

Mr. Ratasens. Of what?

Representative Brown. Your estimate of how many will get
through? ]

Mr. RarasENs. I guess we cannot go into that in detail here. We
could get reliability figures from the Department of Defense.

Representative Brown. The reason I ask this question is hecause T
think we are in the area of considering what kind of military force
we have. Prior to World War IT we had gone through the exercise of
attempting to negotiate a reduction in arms and attempting to with-
draw from commitments previously made. We did have a first strike
attack at the time of World War IT and a good deal of our responsible
capability was destroyed.

Now, I want to get some idea as to the validity of your estimates.

And again, I ask how much reliance we can place on your estimates ?

Mr. Rarugens. Referring to the calculation that we just went
through, T suggested that on the average 20 percent of the submarines
might be destroyed in port at any given time. That is uncertain. It
depends on schedules for repair, retrofitting, and what have youn. T
would think that it would be unlikely in the normal course of events
that more than 30 percent would be destroyed in port. The reliability
of the missiles is much more uncertain. We have only tested, fo the
best of my knowledge, one Polaris missile to the point where it was
Iaunched from the submarine, actually went through the whole tra-
jectory and then delivered a nuclear warhead which detonated. That
did happen once, and it worked. We have fired many weapons with
dummy warheads from the Polaris missiles on a variety of trajectories
so there is a great deal of data available there. We have detonated
a number of nuclear weapons, and we have & great mass of data on
their reliability. But we have completed the whole sequence only once.
Even then it was still only a simulation because it was not to a target
within the Soviet Union.

But I do believe that our confidence in the ability of a Polaris mis-
sile, when you push the button, if you like, to get out of the tube, to
have both stages function properly, to have the warhead detonate
properly, and within reasonable tolerance of where it is supposed to
land, is probably somewhere between 70 and 80 percent. I would be
very surprised if it were less than, say, 40 or 50 percent, and very sur-
prised if it were more than 90 percent.

Now, of course in the targeting plans that people develop out in
Omaha when they allocate these forces, they use specific numbers
which are best estimates. I would be quite sure that they would fall
somewhere in the range I have just given vou.

I might say, since you have raised the question of the forces in
Europe and elsewhere, that we do have there, of course, an additional
7,000 nuclear warheads, a fair number of which could be delivered
against the Soviet Union.

Most of those are of smaller vield, and most of those are not targeted
against targets in the Soviet Union. But the Soviet planner who con-
templates possibly striking us first or otherwise provoking a nuclear
war would have also to count on the possibility that some of those
weapons, indeed some of those that might be on the attack carriers as
well, could be delivered against them.
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So in addition to those 4,000 that I referred to here, there are another
7,000 or 8,000, some small fraction of which might also be delivered
against the Soviet Union, depending upon the tactical situation.

Chairman Proxmire. Dr. Kanfmann, T take it that the list in your
prepared statement consists of weapons systems which, although they
promise a great deal, are likely to be “unable to deliver on the promise
because they are low in reliability, only marginally better in other
significant parameters of effectiveness, or both.” Is this a fair
conclusion ?

Mr. Kauvrmanw. No, sir; I did not wish to imply that the entire list
fell within that category. I simply meant to suggest that these were
all systems about which issues both of reliability and increased effec-
tiveness—given the power costs of the systems they would replace—
certainly questions about their reliability and about increases in effec-
tiveness should be raised.

Chairman Proxmire. You question them rather than make an asser-
tionabout them, is that it?

Mr. Kaurmaxx, Yes,sir.

Chairman Proxarre. Can you provide for the record the correspond-
ing list of weapons systems which are scheduled to be replaced

Mr; Kavrmanw. I would be glad to do that.

Chairman Proxwire. That would be helpful.

(The following information was subsequently supplied for the rec-
ord by Mr. Kaufmann :)

Your request was that I indicate what weapon systems would be replaced by
the new systems that I listed in my prepared statement. You may recall that I
had drawn my list of new weapons from the Selected Acquisition Reports pro-
posed by the Department of Defense, along with their estimated procurement
costs. The point T was trying to make, in presenting this list, was that the cost
of newer weapons is rising so rapidly that we face some difficult choices.

First, we can try to replace older systems on a one-for-one basis, in which case
we are likely to see a very large increase in tthe defense budget, especially since
operation and maintenance costs appear to be growing proportionately with
procurement costs.

Second, we can argue that effectiveness is rising commensurately with cost,
and—allowing for inflation—replace the older systems on an equal-cost basis,
which would usually mean on less than a one-for-one basis numerically.

Third, depending on the evolution of potential threats, we can try to obtain
less computer weapons with good performance, higher reliability, and power cost
than the new systems so as to avoid having to choose so sharply between quantity
and quality.

The third choice is frequently attractive not only because of financial consider-
ations., but also because, in many military encounters, a numerical advantage
in simple, reliable weapohs can outweigh the uncertain qualitative merits of a
few new and technologically advanced systems. If, for the same price, we have
a choice between a tank with a 70 per cent probability of destroying its target, and
two tanks—each with a 60 per cent probability of destroying the same target—
we may well prefer the latter.

In the circumstances, what may be relevant is not so much the predecessors
to the new weapons themselves, as whether the particular new systems repre-
sent necessary or wise replacements for older capabilities. Perhaps 1T can best
illustrate the issues involved by a brief discussion of each of the new systems
on my list.

SAM-D is a complex air defense system which, in its present incarnation, is
supposed to provide field Army air defense. 1f deployed, it would replace the
Hawk and Hercules batteries now providing this area protection. Despite its
technical sophistication and great cost. SAM-D raises the question of whether it
would provide any major increase in effectiveness over Hercules and Hawk
against expected threats.
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MBT-70 is intended as the main battle tank for the Army, and would replace
thie M~-G0. The new, “austere” version would cost an estimated $630,000 per unit
(assuming a production run of 3,000 tanks) against about $250,000 for the M-60.
The two tanks differ in certain important characteristies, but there remains the
question of whether one MBT-70 will be able to out-perform the two M-60s
which we could buy in its place. Another issue here as elsewhere is which would
be better in terms of cost and continuing effectiveness—making model improve-
ments in the M—-60 or attempting the technical leap forward represented by the
MBT-70. In this connection, Army R. & D. Chief Lt. Gen. Austin W. Betts is
quoted as having said : “There is nothing about this tank [the MBT-70] that we
dislike except its cost and demonstrated reliability.”

TOW is a heavy, tube-launched, optically-tracked, wire-guided, anti-tank mis-
sile which would presumably replace the ENTAC and S8-11 anti-tank missiles
as well as the 106mm. recoilless rifle. Unit costs for these various systems are
not available to me, and the issue here is not whether a successor to the older
missiles would be desirable. Rather, it is whether the Shillelagh missile adapted
to infantry use would be equally effective, less costly, and available much earlier.
It has been said that “Shillelagh is not exactly something soldiers would carry
around in their rucksacks. On the other hand, Congressman Charles S. Gubser
observed last year that TOW is hardly a light weapon either: “The launching
tube costs $96,000 per copy and takes two to three men, and possible a jeep, to
carry it.” According to Representative Samuel S. Stratton, Shillelagh, after field
tests and after having been accepted for production, costs “less than a third of
the cost of TOW, which is still in the development stage.” However, Representa-
tive Charles H. Wilson has argued that Shillelagh would have higher cost than
direct procurement of TOW, 10-20 percent has range capacity, 30 percent less
range capacity against high-speed moving targets, significantly lower accuracy,
greater time of flight at all ranges, and heavier weight.

The F-15 is being designed as an air superiority fighter for the Air Force, al-
through it may become a multi-purpose aircraft with an air-to-ground capability.
It will replace the F—4. Currently estimated unit costs are around $15 million
compared with $4 million for the latest version of the F—4. It has been argued
that, instead of the F-15, what we need to combat Soviet aircraft in the late
1970s is a much lighter and less costly fighter that would emphasize a high
thrust-to-weight ratio, low wing loading, simple and reliable avionics, visual
combat, and armament consisting of guns and the Sidewinder missile. A single-
seat, single-engine, highly maneuverable aircraft of this type, it is maintained,
would give much higher kill ratios than the F-15 against advanced Soviet
fighters, and would cost no more than the F—4.

The F-111, in the view of the Air Force, “represents a major step in moderniz-
ing our interdiction and long-range penetration capabilities.”” To the extent
that the F—111 replaces any aircraft, it is the ¥-105. Unit costs for the F-111
appear to be runming at around $9-10 million a copy, compared with about $2
million for the F-105 and $4 million for the latest model of the F—4. Two issues
concerning the F—111 have arisen. The first, brought out by Senator McClellan,
has to do with the extent to which the performance of the aircraft conforms to
the original specifications for it. According to Senator McClellan, the F-111 has
failed to meet performance specifications in such areas as takeoff weight, takeoff
distance, landing distance, ferry range, combat ceiling, maximum speed at high
altitude, dash distance at low altitude, and time to aocelerate from mach .9 to
mach 2.2. The second issue concerns the need for a major investment in inter-
diction and long-range penetration capabilities in the light of what are con-
sidered rather modest successes with this mission in both Korea and Vietnam.

The F-14/Phoeniz. The F-11 is being built as a multi-mission aircraft for
Fleet air defense, air superiority, and air-to-ground combat. The Phoenix missile.
to be carried by the F-14A and F-14B, ix to be used for long-range Fleet defense.
The F-14 succeeds the now-defunct F-111B (to which it bears many similari-
ties) and will presumably replace the F—4 in the Navy inventory. It is also
considered as a potential competitor to the F-15. Its cost reportedly approaches
$16.5 million per aircraft (presumably without the Phoenix missile). which
compares with about $11.5 million for an F-111B and $4 million for the latest
model of the F—4. The issues surrounding the F-14 are similar to those connected
with the F-15. In addition, since critics already consider attack carriers vulner-
able to Soviet surface-to-surface missiles and attack submarines. they question
whether the F-14 will seriously increase the survivability of the carriers against
this high-grade threat. Against other nations, they wonder whether an aircraft
as complex and expensive as the F-14 is even needed.
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The 8-3 is an anti-submarine warfare aircraft designed for operation from
ASW carriers (CVSs), of which there are now four in service. 1t will replace
the 8-2. The S-3 has been described as a four-man, fixed-wing aircraft powered
by two by-pass ratio turbo-fan engines. It would have vastly improved speed
and range compared with the S-2, carry more torpedoes, and be able to monitor
many more sonobuoys. The S-3 is expected to cost at least $16 million per copy
compared with $2 million per unit for the much older S—2. The issue concerning
the '8-3 is not whether it is a promising aireraft or whether the effectiveness of
the CVSs should be upgraded, if we maintain them in service.

It is whether we need the CVSs (and consequently the S-3) at all in view of the
other capabilities already available for ASW including particularly the Purge,
land-based force of P-3 aircraft. Critics of the $S-3 argue that the P-3 performs
the same functions as the CVS—S-3 combination, has the land bases available
to provide equal coverage, and is just as effective at lower cost.

The SSN—688 attack submarine is primarily a weapon for anti-submarine
warfare, although it can also be used to attack enemy naval and merchant
vessels. As such, it does not really replace vessels other than the now-obsolete
diesel-powered submarines as we build toward a force of more than 60 first-class
nuclear attack submarines. Rather, it succeeds the Sturgeon class (SSN-637)
attack submarines. The first SSN-G88 is expected to cost over $200 million ; sub-
sequent boats in the class are currently estimated at $160 million a copy. The
Sturgeon class, by contrast, has cost about $80 million per boat. Although it ap-
pears to be widely agreed that we should build to a force of at least 60 first-class
SSNs, there is some question as to whether the larger size and somewhat in-
creased speed of the SSN-688 bring benefits at all commensurate with the doubling
in cost over the Sturgeon class boats. Presumably, we could have two Sturgeons
for the price of one SSN-688. Moreover, it appears that the improved sonar, fire
control systems, and acoustic countermeasures planned for the SSN-688 could
be retrofitted into the Sturgeon boats.

The DLGN-38 is a nuclear-powered destroyer leader, or frigate, which will
serve as escort for nuclear-powered attack carriers. It can also operate inde-
pendently or serve as escort to ASW and amphibious forces. Four DLGNs (the
number currently programmed) are considered capable of replacing six conven-
tional escorts for the purpose of screening an attack carrier. In principle, the
DLGN-38s can be considered as replacing conventional destroyers of World
War II vintage, which we plan to replace anyway, given their age. Thus, what is
relevant here is the choice of replacement. A DL.GN-38 will probably cost between
$200 and $225 million. A DD-463 (see below) is currently estimated to cost close
to $100 million; and a DE-1052 (Knox class destroyer escort) might cost $50
million if production of this class were to be continued. The DE-1052 makes
only 27 knots, which is considered below the “magic” speed of 30-35 knots re-
quired for escorts of nuclear attack carriers. But it could still be used in that role,
or at least the ASW part of it. In the past, proponents of nuclear propulsion have
argued that the higher procurement costs ef the nuclear escort would be made
up for by lower operating costs and the smaller number of escorts required for
attack carrier. Whether that argument still holds, with the DLGN-3S class esti-
mated at over $200 million per escort, is worth some examination.

CVAN-70 is a nuclear attack carrier of the Nimitz class and is supposed
to be the third in a series of four or possibly five such carriers. The official
estimate of its cost is about $510 million, but there is widespread speculation
that it will end up costing between $600 and $700 million. In addition, if it were
provided with four nuclear escorts and a new suit of aircraft (including the
F-14), the procurement cost of the task force would amount to well over $2
billion. Annual operating costs of the task force would be more than $150 million.
If we maintain a force of 15 attack carriers in the Fleet, CVAN-T0 would
replace CVA-34, the Oriskany, which, with subsequent modernizations, is esti-
mated to have cost about $162 million. If we reduce the attack carrier force
to 12, CVAN-7T0 would replace CVA—41, the Midway, which has just completed
a $200-million modernization. It is generally assumed that the Midway, with
this modernization, should be able to operate effectively until at least 1980, and
possibly longer. Yet CVAN-70, if built now, would replace it by about 1976. In
other words, if we go down to a force of 12 attack carriers, we would not really
have to start CVAN-T0 (or its updated equivalent) until at least 1976. It is
also worth noting that the last conventional carrier we built—CVA-67, the
John F. Kennedy—cost about $278 million, or less than half the probable cost
of CVAN—70.
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DD-963 is a new class of multi-purpose destroyers, of which 30 are supposed
1o De built. Each DD-963 would be twice the size of previous destroyers and would
have a full load displacement of 7,000 tons (the full load displacement of the
DE-1052 is 4,000 tons). The DD-963s will presumably replace much older
‘destroyer types from World War IT, and there is general agreement that these
-ships should be replaced. At issue is whether the DD-963 represents the necessary
replacement. Officinl estimates give the cost for each DD-963 as $85 million, but
unofficial estimates now run as high as $110 million. By contrast, the DE-1052s
ihave been costing $30~35 wmillion, and might cost as much as $50 million if new
keels were laid under present conditions. The DDN-963 will probably go 3 knots
faster and carry an additional 5-inch gun. But whether these and other possible
advantages justify a ship double the cost of the DE-1052 is a question that re-
‘mains to be explored. It is noteworthy, nonetheless, that whether we buy DLGNs
-at $200 million, DDs at $100 million, or DEs at $50 million, the Navy’s total
“requirement” for escort ships seems to remain remarkably stable.

Chairman Proxarre. Dr. Stanley, vour idea of the role of the Con-
‘gress seems to me to be not only unsatisfying but a bit limited. As youn
know, the constitutional concept is that the Congress and the Executive
are co-equal. and T do not believe that military policy should be an
exception. Yet, vou would have the Congress only act as a sort of
sounding board for the Executive. Could you elaborate on what you
mean ?

T would like to hear from Mr. Kaufmanr and Mr. Rathjens on this
too.

Mr. Staxrey. Yes, Mr. Chairman. I meant simply that I do not
want to take anything away from Congress’ constitutional responsibili-
ties or indeed its vital interests in the subject, but that there are cer-
tain limitations on how much can be done with the staffs available to
Congress as opposed to the analytical staffs available to the Defense
Department. T was really trying, in a sense, to pay you a back-handed
compliment by saving that based on my observations within the execu-
tive branch there is a great deal more attention paid to expressed and
anticipated congressional concerns and views than I think is some-
times apparent from up here.

Chairman Proxyrre. Wouldn't it be wise, in view if the pre-
liminary statement, then, to beef up and improve the congressional
staffing ?

Mr. Staxrey. Yes, I think it would. T think it is really the process
by which good decisions, or good recommendations for Congress to
consider, are made by the Defense Department, that is, the process of
“having to sort out their own thoughts and articulate their assumptions
in anticipation of the Congressional review which you give to their
recommendations.

Chairman Proxarire. You see, we have a constitutional responsibil-
ity for the purse, for appropriating money. ‘This enters into some of
the amendments that are either pending now on the floor or which
are going to come up on the floor of the Senate on later bills. But we
have a duty. There is no way we can justify giving that away—we
have given that away, in the view of many of us in the past, because
we feel that we do not have this competence that you say we ought
to have. But I just wonder if we do not have an absolute duty to
determine whether or not we should go ahead with these expensive
systems based on our judgment.

The President can recommend to us, but he is just one person, whose
competence is very great and whose sources of information are excel-
lent, but who is fallible, and whose judgment we have a duty to ques-
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tion, and then we make a decision on this as far as the expenditures
are concerned.

\[1 Staxrey. I would have to respectfully disagree a little bit,

*. Chairman, on the theory that the responsibility for the conse.
quences of that decision falls pretty clearly on the President of the
United States; this responsibility is much more diffused in the
(ongress.

Chairman Proxyrire. We suffer from it. It certainly does not fall
entirely on the President of the United States, it falls on us, Congress-
man Brown and myself and every other Member of the Congress

Mr. Sraxiey. But if, for example, Congress were to force the Execu-
tive, as I think it has a constitutional 110ht to do, to make drastic troop
withdrawals from Europe, let us say, and if that were to have the effect
of shifting the whole basis of European security so that the German
attitude changed, and one had a Europe of an entirely different kind
than we ln\e no“ then I think that would have enormous political
and economic consequences for the United States.

And again, the focal point it seems to me, to avoid that, has to be
the Executive

Chairman Proxarire. I am not so sure. As you know, Senate Majority
Leader Mike Mansfield has put in a resolution, of which I am co-
sponsor, as well as a majority of Senators, calling for a substantial
withdrawal of troops from Europe. And we can, of course, give that
some power by just refusing to appropriate funds in this area if we
wish to do so.

I would agree that we probably will not do it as long as we have a
President who has a contrary view that is very strong. I think we
should, but we probably will not. But I do not see why we should not
have ever y right to go ahead and do it, since we have a constitutional
right, and we > have. it seems to me, a duty to determine where these
funds should be expended.

Mr. Staxvtey, The Congress and Senate in particular, of course,
have some responsibilities also in the foreign affairs field. But still the
Constitution really requires the President to conduct our foreign re-
lations. And it seems to me that Congress is not discharging its con-
stitutional duty if it takes actions of any kind that effectively foreclose
his possibilities.

I do not say they can not do it. Potentially, the Constitution is un-
workable if you have an impasse between the two branches. But it
does seem to me that the balance of responsibility for national security,
broadly defined, really does have to rest with the executive branch.
I know that is not a popular view to express in this forum, but it
is one that I nevertheless hold.

Chairman Proxyre. Dr. Rathjens?

Mr. Rarigexs. Of course, the responsibilities have to be shared.
I do feel that the development of the last 2 years, where the Congress
has exerted itself and has begun to question the Defense Department
budget and other national security related items in the same way that
it has those relating to domestic affairs, has been a very constructive
one.

I felt that until the last 2 years or so sometimes Defense Department
programs went through without adequate questioning by the Congress.

Now, in part it seems to me that this was based on the misguided
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assumption that these things were too technical to be understood with-
out a great deal of study. I think that that is wrong. You do not have to
be able to design a phased-array radar to make some reasonable de-
cisions about an ABM system. I believe Congress can understand most
of these issues just as well as they can the corresponding problems
that come up in connection with the domestic economy, and that 1t
should continue to exercise the same kind of scrutiny, the same kind of
control, with respect to the Defense Department budget that it does
in all other areas that involve large expenditures of money.

It is half the budget—or it has been in the past, it is less than that
now—and it does seem to me that the Congress has an important role.
In my view, particularly in this last year, it has been discharging it
very well.,

Chairman Proxare. Dr. Kaufmann ¢

Mr. Kauraaxw. I share Dr. Rathjen’s view, sir. From somewhat
painful experience I would say that from the standpoint of the Execu-
tive, at least, certain portions of it would have fong ago welcomed
an invention of the character that has been occurring in the last year
or two.

Chairman Proxyxe. Unfortunately, gentlemen, I have to go to the
floor.

Congressman Brown has some more questions. And I will turn over
the chair to him.

T want to thank all of you again for a superlative job, not only in
your statements, but in your responsiveness and your answers. You
have been most helpful. And I think you have made a fine record.

Congressman Brown?

Congressman Browx (presiding). Thank you, Mr. Chairman.

T would just make one observation with respect to the point Mr.
Kaufmann raised. It seems to me that the Congress should start out
every year at a zero base, and should do the same job that the Bureau
of the Budget presumably does with the President, and project finan-
cial needs, and then blend them with other branches. By this method
we might have a better sharing of that responsibility in our system.
I would like to pursue a couple of questions with Mr. Stanley.

In your prepared statement you state what I think is the meat of
this whole problem:

We have learned that too high a level of defense can be destabilizing by arousing
fears in others, and ‘too low a level can have the same effect by arousing tempta-
tions, or miscalculations and by affecting confidence and attitudes of other coun-
tries. While there are important and difficult decisions to be made affecting
particular weapons systems, the overall level of U.S. defense spending is con-
strained within fairly narrow political limits in present circumstances.

T would like to pursue the political limits of our withdrawal from
Europe with you for a moment. In this reference how successful do you
think we might be in persuading other nations to undertake the burden
of Western defense ?

Mr. Stantey. I am afraid T am a pessimist, Mr. Brown, on the basis
of having tried to get as much of that, done as we could during the last
four and a half years. And I think the reason for it is not at all one
of economic lack of capacity

Representative Browx. You mean their lack of economic capacity ?

Mr. Staxrey. Yes, sir. But I think it is the sense on the part of the
West European countries that it is the U.S. presence, and the
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kind of guarantee that is implicit in that presence, without which their
own efforts are meaningless. That is, they cannot have any kind of
effective deterrence of or influence on another nuclear superpower, the
Soviet Union, without our participation. I think we can get them to do
what they are doing better in qualitative terms. But the price of that
is some substantial continuing U.S. presence there for the next several
years.

Representative Browx~. I want to be perfectly sure that T understand
what you are saying. Are you suggesting that the price of our with-
drawal might be the creation of yet another nuclear power?

Mr. Staxcey. That was not the point T was making. But I think that
is a good point.

(Representative Browx. Is that implicit in your argument?

Mr. Staxtey. It is implicit in it, and I think that is a possibility.
We have strongly encouraged the Germans and our other allies to sign
the Nonproliferation Treaty.

Representative Brown. Let me pursue it just a minute. You said
that our mere presence is a certain amount of reassurance for the other
NATO powers and that as long as we have some kind of a physical
presence they will feel that we are their backstop as a nuclear power.
If we withdraw they might feel we are not directly involved, and at
that point Western Europe, and specifically Germany, would not have
an adequate nuclear defense ?

Mr. STaNLEY. Yes, sir.

Representative Brown. You are suggesting that the price of our
withdrawal might be the establishment of Western Europe as a compa-
rable—or to a degree competitive but noncomparable—nuclear power
with the Soviet Union ?

Mr. Staxrey. No, because I do not think the current political climate
in Europe is going to permit the creation of a kind of “United States
of Europe,” nor do I believe that they could overcome the many years
of leadtime to establish a credible nuclear force on their own,

I think you would have destabilizing tendencies, perhaps a realine-
ment favorable to the East, and a reassessment of the obligations of the
Nonproliferation Treaty which would have adverse political effects.
But I do not, think that Western Europe could create its own deterrent
scientifically and physically.

Representative Browx. Can we explore those destabilizing influences
for a moment? In your opinion is the Middle East a destabilizing
influence at this point?

Mr. Stanrey. Yes, I think perhaps so, but not with as direct a con-
nection. I think the Soviets are pursuing their own objectives in the
Middle East as they see them. But I feel that their judgment of how
far they can safely go is affected by the general posture and attitude
that they see on the part of the United States regarding its overseas
involvement and interests.

Representative Brown. In effect what you are saying is that the
reduction in defense spending, to the degree that it is radical, may to a
similar degree embolden any potential adversary?

Mr. StavLey. Yes, sir.

The point I was making earlier was put very well by a member of the
Belgian Parliament. When I asked him what would be the effect on
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the Belgian defense effort, which is rather minimal even as it is, of a
U.S. withdrawal of substantial size, he said this:

Logically we Europeans ought to greatly increase ours. But in fact the smaller
countries would feel then that their money would be completely wasted, it
would buy them nothing at all. The effect would be just the opposite, we would
reduce our budget in the feeling that self-defense was hopeless if the American
forces went home.

I may not be right in saying this, but it is a commonly held view in
Europe.

Representative Browx. The reason being that the proportion of
budget that the smaller nations would have to put into defense would
be o much higher?

Mr. Staxcey. That would not achieve any meaningful result, and
therefore “why do it %”

Representative Browwx. The political adjustments that would
be required by a small nation, or for that matter even a large
nation in Europe, would include the possibility of accommodation, and
to the extent that it is accommodation, less vigorous participation in
whatever our strategic posture might be ?

Mr. STaNLEY. Yes, sir.

Representative Browx. That is very interesting.

Mr. Staxcey. I know our time is limited, Mr. Brown. But could
I just say one thing for the record? Dr. Rathjens’ views are his and
I think they are shared by a riumber of other people in the academic
world. But'I would like to state just for the record that they are not
mine; for example, on the reduction in strategic forces which he was
discussing, and they are not those of a number of other people. So
that I do not think the committee has yet heard a representative spec-
trum of views on that subject. But I do not want to take up your time

.to glve my own views about it.

Representative Browx. I think one of the things that the committee
is always interested in is a representative spectrum of viewpoints.
Have you a suggestion in this area where we might look for some fur-
ther information ¢

Mr. Staxrey. On the particular subject of strategic forces, one sug-
gestion would be my colleague from Johns Hopkins, Robert Osgood,
who is returning there this fall after having been on leave to work at
the NSC. Another would be any of the people from the Hudson Insti-
tute, and particularly Donald Brennan, who has done a good deal ot
work in the same area that Dr. Rathjens has done. And I think they
have both written widely on opposite sides of the question.

Representative Browx. That would be very helpful. And I will sug-
gest to the chairman that it might be desirable before we terminate
these hearings to have these viewpoints expressed.

TWe are making economic judgments from the military judgments,
which in turn are based on foreign policy judgments, and all of which
boils down to political judgments on the part of not just the Congress
or the President, but the American people. Somebody earlier was dis-
cussing our Constitutional responsibilities.

The very basic constitutional responsibility is the general welfare
and the common defense. Balancing these two is what we are talking
about in this committee a good part of the time. A failure to do either,
or a failure to do both successfully, exposes not only the President, but
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Members of this Congress with the possibility of having that job
turned over by the people to somebody else. Cltimately the American
people make this decision.

Are there any other comments?

The staff has pointed out to me that we convene again on the 15th
of June, and we have scheduled Robert Wood of Harvard MIT Joint
Center for Urban Studies; Maurice Mann, the Assistant Director of
the Bureau of the Budget; and Herbert Stein, Council of Economic
Advisers—which would seem to move us into another area.

Perhaps with the chairman’s interest in this subject we will follow
your suggestions with regard to getting other people on this particular
viewpoint.

Mr. Stavcey. I did not want to suggest anything about the balance
of your witnesses. I just wanted to put on the record, without taking
the time to go further into the strategic questions that Dr. Rathjens
is covering, that my views are quite different from his.

Representative Browx. Thank you.

I haveno further questions.

Mr. Rathjens or Mr. Kaufmann, do you have any other observations
you would like to make?

Mr. Kauraanxy. No, sir.

Mr. Ratasexs. Just to thank you for the opportunity to appear.

Representative Broww. Let me thank you. I am sure the chairman
has already done that adequately. I appreciate you taking the time
to be with us.

The subcommittee will stand in recess until 10 a.m., Monday, June 15,
1970.

(Whereupon, at 12 :30 p.m., the subcommittee recessed, to reconvene,
at 10 a.m., on Monday, June 15, 1970.)
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(The following study was subsequently supplied for the record by
Mr. Weidenbaum, who was a witness at the hearing of June 3, 1970:)

EcoxoMIc ENVIRONMENT AFTER VIETMAN : ANALYSIS OF MILITARY EXPENDITURE
TRENDS

(By Murray L. Weidenbaum, Professor of Economics, Washington University,
March 1969, Working Paper 6901)

INTRODUCTION

Any meaningful analysis of the economic adjustments to changes in defense
spending must take account of the current role of military programs in the
American economy. Military programs generate a variety of economic impacts,
some of dramatic importance and others much more subtle,

By way of perspective, the nation’s military requirements claim almost one-
tenth of the Gross National Product and a similar portion of the labor force.
When translated into regional impacts, these same requirements exhibit con-
siderable variation. Most regions, states, and major metropolitan areas are
affected to a limited degree by these national security programs while a small
but considerable number of such geographical areas depend on these programs
for a dominant share of their total employment.

Similarly, the major impact of military progranfs on the industrial economy
are found in a relatively few sectors. Many large industry groupings—food,
clothing, textiles, lumber, furniture, automobiles, mining, construction, machinery,
retail and wholesale trade, and service establishments—find the military market
to be of relatively small significance. Even among the biggest defense contrac-
tors—the companies receiving the largest amount of prime military contracts—
the majority rely on civilian markets for the bulk of their sales.

These aggregate comparisons fail, however, to reveal the often catalytic role
of defense expenditures in the American economy. Because the “market basket”
of goods and services procured by the military establishment differs so markedly
from the purchase patterns of the civilian economy, military programs produce
significant differential effects on the economy. For example :

1. Military programs utilize highly specialized resources. Military spending
claims a major share of all of the scientific and engineering talent in the United
States.

2. Military programs account for the great bulk of all the goods and services
purchased by the Federal Government. In creating this vast market for private
industry, these programs have also served as the means of expanding the direct
role of the government in the American economy as a purchaser and consumer.

3. Because of the specialized nature of military procurement—Ilargely high-
technology weapon systems—a relatively few durable goods industries provide
most of these needs and have become oriented to meeting governmental rather
than commercial requirements. In turn, these industries were among the leading
growth industries in the country during the period following the end of World
War 1II; the regions in which they are concentrated have been among the fastest
growing areas. Hence, periods of reduction in defense demand may create signifi-
cant problems of adjustment for these industries and regions.

4. Military programs represent a large share of the national economy which
is independent of the level of, or of changes in, private consumption and invest-
ment ; these governmental programs are relatively independent of forces pro-
ducing fluctuations in the private sector of the economy because they respond to a
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different set of demands. In practice, this tends to introduce an additional item of
instability in the American economy.

SOME AGGREGATE IMPACTS OF MILITARY PROGRAMS

Until comparatively recently, expenditures for national defense were 2 minor
factor in the American economy. In the half century prior to 1930, such outlays
normally equalled less than one percent of the GNP (except during World War
1). During the 1930’s military outlays averaged 1.3 percent of GNP. World War
11. of course. raised these expenditures to what appears to be a relatively perma-
nent high level.! In 1967, purchases by the Department of Defense were $72
billion or 9 percent of the nation’s total output * (see Table 1). This proportion was
only marginally higher during the Korean War (peak of 12 percent). Tt was
only during World War II that military outlays so clearly dominated the econ-
omy (reaching a peak of 48 percent of GNP in 1944). Coupled with direct
controls over manpower, production, prices, and consumption. the U.S. approached
temporarily the status of a collectivist state.

In terms of economic activity these military programs now account for four-
fifths of all Federal Government purchases of goods and services, Measured in
real terms (adjusting the dollar figures to eliminate for changes caused solely
by inflation) virtually all of the increase in Federal purchases during the past
two decades has been accounted for by defense programs.®

TABLE 1.—PURCHASES FOR NATIONAL DEFENSE AND GNP

[Dollar figures in billions of current dollars]

1958 1959 1960 1961 1962 1963 1964 1965 1966 1967

National defense purchases. __.____._.._____._... $46  $46 $45 $48 $52 $51 §50 $50 6L $72
Defense as percent of Federal purchases._ 86 86 84 83 81 79 77 75 78 80
Defense as percentof GNP__.__________._______.. 10 10 9 9 9 9 8 7 8 9

Source: U.S. Department of Commerce, The National Income and Product Accounts of the United States, 1929-65,
1966, pp. 6-7; and Survey of Current Business, July 1988, p. 19.

In the aggregate, purchases of all other Federal Government agencies are
close to the same real level as in 1940, with the large increases in Federal civilian
spending being accounted for by transfer payments and grants. These latter
two items do not show up directly in GNP since they represent financial transfers
and not claims on goods and services. Hence the rise in the share of GXP devoted
to Federal purchases from 6.1 percent in 1940 to 11.5 percent in 1967 has been
almost entirely accounted for by defense expenditures. On this basis. it is clear
that security-related expenditures have been the primary medium through which
the Federal Government as a purchaser and consumer of goods and services has
expanded its role in the American economy.

The employment resulting from defense activity is another indicator of its eco-
nomic impact. In 1967, defense-generated activity was responsible for 7.4 million
jobs. representing 10 percent of total United States employment. Over half were
employed directly by the Federal Government, either in the Armed Forces or
as civilian employees of the military establishment. The remainder were in de-
fense-generated employment in private industry. working for prime defense con-
tractors. subcontractors, or firms providing materials and services to contractors
(see Table 2).

177.8. Bureau of the Census Historical Statistics of the United States, Colonial Times ta
1957, Washington, U.S. Government Printing Office, 1960, passim.

2(j.8. Bureau of the Census, Defense Indicators, September 1968, p. 4.

3 The military portion of the total Federal Budget is a large but less dominating fizure
(ahout one-half) than the relationship to Federal purchases because the budget includes
large transfer, interest. and subsidy payments which are not included in the concept
of purchases of goods and services.
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TABLE 2.—DEFENSE GENERATED EMPLOYMENT

[Fiscal years, employment figures in thousands]

1955 1967

Public employment:
Armed Forces____ .. e e 2,716 3,350
Civilian employees of the Military Establishment_____________ ... ... .. ...._. 932 1,107
Total, public. .. oo e eeeaan 3,648 4,457
Private employment (defense contractors, subcontractors and suppliers). .. _..__......__ 2,101 2,972
Total, defense-generated employment__. ... ... ... 5,749 7,429
Defense-generated employment as percent of total employment 9 10
Civilian defense-generated employment as percent of total civilian employment. . - 5 6
Private defense-generated employment as percent of total private employment_..__.__._. K 5

lgggurc%: Richard P. Ofiver, ‘“The Employment Effect of Defense Expenditures’, Monthly Labor Review, September
»P-9.

Within the domestic economy, defense spending does not exhibit the more
predictable patterns of other major sectors such as consumption and investment.
In its relatively autonomous role, defense spending does not regularly act as
a stabilizer to counter shifts in private consumption or investment. but neither
does it necessarily move in parallel to accentuate such destabilizing swings in
the private econoiny.

The impact of defense spending on the economy depends on many factors
other than the level and rate of change of such disbursements. The alternative
methods of financing military programs have different economic effects. Much
heavier reliance on deficit financing during World War II (in contrast, greater
shares of expenditure were met through taxation during the Korean and
Vietnam Wars) produced more serious inflationary pressures and hence more
difficult economic stabilization problems. Also, consumer and business expecta-
tions may differ from one period to another. This was exemplified by the spurt
in consumer purchases of durables at the beginning of the Korean War buildup.
but not during the same period of the Vietnam buildup. Also. the availability
of unutilized resources may be a significant influence. To the extent that
increases in military demand may be met by drawing upon fthe unemployed
and other idle or underutilized resources, inflationary effects may be avoided.
Once a relatively full employment economy is achieved. of course, further in-
creases in military spending will tend to come out of civilian production, either
indirectly through inflation or directly through manpower and material controls.

Budgetary Implications

Military spending dominates the Federal Budget. In the fiscal year 1967,
total expenditures of the Department of Defense (for military functions plus
military assistance) came to almost $70 billion out of a total budget outlay
of $158 billion. The military share of the Federal Budget came to 44 percent.
This relationship has been relatively stable during recent years, even with the
Vietnam War (see Table 3).

TABLE 3.—DEPARTMENT OF DEFENSE EXPENDITURES AND THE FEDERAL BUDGET (FISCAL YEARS)

[In billions of dollars]

1958 1959 1960 1961 1962 1963 1964 1965 1966 1967

Department of Defense expenditures 41 44 43 45 48 50 Sl A7 55 70
Total Federal expenditures_....__._________ 83 92 92 98 107 111 19 18 135 158
Defense as percent of {otal Federal 50 47 46 46 45 45 43 40 41 44

19ggurceszgu.s. Bureau of the Budget, Budget in Brief, fiscal year 1969, Washington, U.S. Government Printing Office,
, P b3

The composition of these military expenditures offers additional insight into
the public sector's impact on private activity via defense programs. As shown
in Table 4, capital outlays—which roughly correspond to plant and equipment
expenditures in the private economy—receive 41 percent of the funds. This ix
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in striking contrast to other sectors of the economy, such as consumer purchases
of goods and services. Consumer spending on durables (including residential
housing) accounts for only 21 percent of total personal consumption expend-
itures plus housing. Such hard goods or capital items produced for DOD are
currently almost one-third as large as the total production of new plant and
equipment for the economy’s private sector.

TABLE 4.—COMPOSITION OF DEFENSE EXPENDITURES, FISCAL YEAR 1967

[In billions of dollars]

Category Amount Percent

Capital outlays:

Procurement of weapons systems. .. ... i ieiaiomaan 19 28
Research and development . 7 11
oMU IO o oo oo o e m e e e ccameae e 2 2

Total capital outlays. . . e ccmammeean 28 41

Operating expenses:

Military personnel. i iieeeenaeea 20 29
Operation and maintenance .- 19 28
Al Ot OT - - e et 1 2

Total operating eXPenses ..o e ceicecaccacammmemamans 40 59

Grand t04a) - et cceec—ccaaan 68 100

Source: Unpublished Tables of the U.S. Department of Defense.

Research and development represent one-fourth of military capital outlays;
they finance about one-third of all the R & D performed in the United States
(32 percent in the fiscal year 1967 and larger proportions in earlier years as
shown in Table 5). Federal R & D expenditures (primarily military and space)
also represent the major element in the rising trend of R & D performed in this
country since World War II, far surpassing in dollar significance the increase
in R & D funds supplied by all other sources, including private industry, colleges
and universities, and other nonprofit institutions. To some extent, portions of the
Federal R & D spending may have replaced private financing and thus not
represent a net increase in the volume of research and development performed
in the United States.*

TABLE 5.—MILITARY EXPENDITURES FOR RESEARCH AND DEVELOPMENT

[Fiscal years. Dollar figures in billions]

1958 1959 1960 1961 1962 1963 1964 1965 1966 1967

Military expenditures for R. & D____._._..c....... $3.7 $4.2 $5.7 $6.6 $6.8 $6.8 $7.5 $6.7 $6.7 $2.7
As percent of total Federal expendituresfor R. &D.__ 74 72 74 71 65 57 51 45 42 46
As percent of total performance of R. & D_.___._... 34 34 42 46 44 39 33 33 30 32

Source: Special Analyses, Budget of the United States, fiscal year 1969, Washington, D.C., U.S. Government Printing
Office, 1968, p. 154.

The industrial distribution of defense work

The composition of the firms and industries supplying goods and services to
the Department of Defense is largely a function of its requirements, For example,
during the period of peak procurement of A