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which could be supported by the economy. Vietnam, in contrast, and to some
extent Korea, are examples of conflicts in which our uncertainties have included
both our own as well as enemy actions.

1. The Diem Coup in 1963.—From 1954 through early 1963, the U.S. role in
South Vietnam was limited to providing training and military advisory activities.
Fewer than 1,000 members of the U.S. armed forces were stationed in South
Vietnam during the period 1954-1960. This number rose slightly in 1961, to 1,364.
During 1962, an expansion occurred to almost 10,000 ® (see Table 1). In early 1963,
the situation seemed relatively stable. In February, Secretary McNamara stated,
“The drive of the Vietcong supported by the North Vietnamese against the
established government in South Vietnam has been blunted . . . There are a
number of factors that are favorable, a number of indications that the South
Vietnamese are stronger in relation to the Vietcong than they were a year ago.” *

TABLE 1.—U.8. military personnel in South Vietnam

Date Number
1954-60 (average) 650
Dec. 31, 1960. T3
Dec. 31, 1961 1,364
Dec. 31, 1962 9, 865
Dec. 31, 1963 16, 575
June 30, 1964 21, 000
Dec. 31, 1964 123,300
June 30, 1965 1103, 000
Deec. 31, 1965 : 184, 314
June 30, 1966 1322, 000
Dec. 31, 1966 (estimated) 1455, 000

1 Total of U.S. military personnel in southeast Asia.

Source: U.S. House of Representatives, Committee on Appropriations, Depariment of
Defense Appropriations for 1967, Part 1, p. 378; 1968 Budget, p. 77.

However, later in the year Buddhist agitations against Diem increased
markedly. Combined with the continued deterioration of Diem’s governmental
support, these events culminated in his death and the overthrow of his govern-
ment in November 1963. There followed a very substantial increase in Viet-
cong activity and a weakening of the fabric of the South Vietnam society.
In commenting on this period, Secretary McNamara stated that, “the political
control structure . . . has, in certain cases, practically disappeared following
the November 1coup . . .”?®

Nevertheless, the position of the Administration remained, in the words of
the Secretary of Defense, “This is a Vietnamese war, and in the final analysis
it must be fought and won by the Vietnamese.” ¢ Several weeks after the coup,
the Secretary announced that, upon completion of certain training missions,
“small numbers of the U.S. personnel will be able to return by the end of this
year.” About 1,600 U.S. soldiers were returned to the U.S. during that period.

2. The Vietcong Initiative in 1964.—In 1964, the Vietcong stepped up their
rate of attack, especially against the rural population. During the year, they
killed an estimated 436 hamlet chiefs and other government officials at all
echelons .and kidnapped an additional 1131." To put that in perspective on the
basis of relative populations, we can multiply the figures by 12 and think of
18,800 mayors, governors, and legislators in the United States being murdered
or kidnapped in the space of one year. Also, it was reported that the Vietcong
were using weapons of higher calibre than previously noted and that these
weapons were being supplied by the North Vietnamese. These included 75 milli-

3 These figures are taken from a tabulation provided by General Harold K, Johnson,
Chief of Staff of the U.S. Army, and published in U.S. House of Representatives, Com-
mittee on Appropriations, Depariment of Defense Appropriations for 1967, Part 1, 1966,

. 378.

v ¢ Remarks by Secretary McNamara before a_press conference on February 28, 1963, and
published in U.S. Senate, Committee on Armed Services, Supplemental Defense Appropria-
tions for Fiscal Year 1966, 1966, pp. 64—65 (hereafter referred to as Senate Armed Services
Hearings).

5 Testimony by Secretary McNamara before the Appropriations Committee of the House
of Representatives on March 24, 1964, published in Senate Armed Services Hearings, p. 70.

¢ Testimony by Secretary McNamara before the Armed Services Committee of the House
of Representatives on January 27, 1964, published in Senate Armed Services Hearings, p. 67.

7 Department of State, Aggression From the North, The Record of North Viet Nam’s Cam-
paign to Conguer South Viet Nam, Washington, D.C., February 1965.
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meter Tecoilless rifles and large stocks of machine guns and ammunition of
Chinese manufacture.®

By the end of 1964, the number of U.S. troops in South Vietnam had risen
to 28,300. Even so, the U.8. involvement was still only that of support. The mili-
tary budget presented in January 1965 actually projected a small decline in
total U.S. defense spending for the fiscal year ahead. However, the Tonkin Gulf
Resolution approved by Congress in August 1964 authorized all necessary mea-
sures “to repel any armed attack against U.S. forces and . . . to prevent further
aggression in Vietnam.” .

3. The North Vietnamese Infiltration in 1965.—A significant change in the
nature of the conflict occurred in 1965—the intensification of infiltration of arms
and personnel into South Vietnam. The increase in infiltration gave the Viet-
cong increased capability, enabling them both to operate in larger units and to
inerease the number and intensity of attacks.’

The resulting expansion in the U.S. role in Vietnam is explained by the fol-
lowing dialogue between a member of the House Appropriations Committee and
Secretary McNamara in April 1965 :

Question: “Is our stepped-up effort there, our direct intervention and air
strikes, motivated to some extent by the feeling that time is of the essence?”’

Answer: “Our increased effort is motivated by the fact that the North Viet-
namese were greatly increasing their infiltration of men and equipment into
South Vietnam. We recognized if they continued that they will just overwhelm
the nation.” *

In February 1965, the United States Air Force began bombing targets in North
Vietnam. The decline in total uniformed personnel of the U.S. Army halted in
March, In April, the U.S. buildup of troops in Routh Vietnam rapidly accelerated.
In May, the Administration asked for and Congress quickly approved a $700
million military supplemental appropriations bill for the fiscal year 1965.

The estimated ratio of 4 Vietnamese military forces to 1 Vietcong was consid-
ered highly unfavorable for successful South Vietnam prosecution of guerrilla
warfare, particularly in view of the ratio of at least 10 to 1 found necessary for
successful anti-guerrilla operations in Malyasia, the Philippines, and elsewhere.
Accordingly, a major expansion of U.S. armed strength in South Vietnam was
underway in 1965, reaching a total of 184,314 by the end of the year. This repre-
sented an expansion of sevenfold over the previous year.

During the monsoon season of 1965 the Vietcong attempted to cut South Viet-
nam in half and thus bring about a signal victory. The sharply-increased
U.S. capability was instrumental in blunting this drive. This led the Secretary of
Defense to state in November 1965, that ““. . . we have stopped losing the war.” *

4. The Reliance on U.S. Combat Forces in 1966.—By early 19686, the U.S. forces
were conducting the bulk of the offensive military actions against the Vietcong.
This can be inferred from Secretary McNamara’s analysis of the four major
types of military operations against the Vietcong during that period™ A
schematic presentation based on his Congressional testimony follows:

Type of n;i}itary opera- Purpose Primary responsibility
ion
Search and destroy----.- Destroy known or suspected Communist United States and other free
forces and their base areas. Excludes seizing world forces and_strike ele-
and holding territory permanently. ments of South Vietnamese
Armed Forces
Clear and secure....----- Permanently eliminate Communist forces | South Vietnamese forces.!

from specified areas. Includes conducting

pacification measures.

Reserve reaction. .....--- Relieve Provincial capitals and district towns Do.t

under Communist attack and reinforce

friendly forces when needed.

Defense of Government | Protect Provincial cavitals, distriet towns, Do.
centers. and key Government installations.

1 With assistance from U.S. forces and other free world forces.

8 Ibid., pp. 14-20.

9 Cf. Interview with Secretary McNamara, U.S. News and World Report, April 12, 1965.

10 Testimony by Secretary McNamara before the Appropriations Committee of the House
of Representatives, published in Senate Armed Services Hearings, p. 77.

i1 Statement by Secretary McNamara at a planeside interview upon departure from
Saigon, published in Senate Armed Services Hearings, p. 91.

12 Testimony by Secretary McNamara, House of Representatives, Committee on Appropria-
tions, Department of Defense Appropriations for 1967, Part 1, 1966, pp. 134-135.
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During 1966, the regular Army, Navy, Marines and Air Forces of South Viet-
nam numbered about 320,000, and were primarily responsible for the more
passive missions, such as pacification and defense. Total U.S. forces in South
Vietnam exceeded 300,000 in 1966, the bulk of them assigned to the active “search
and destroy” mission. :

It should be noted that various paramilitary forces also are available to South
Vietnam. According to recent estimates, these include approximately 150,000 in
regional forces, 150,000 in popular forces, and 110,000 in national police, armed
combat youth, and civilian irregular defense groups.**

Clearly, during 1966 the nature and extent of U.S. involvement in Vietnam were
altered fundamentally. Subsequent chapters will trace through the consequences
of these changes on the U.S. military budget and the economy.

5. An Overview. It is clear that the U.S. role in Vietnam changed from support
to combat when the South Vietnamese government and armed forces no longer
could withstand the combined onslaught of the Vietcong and massive infiltration
of North Vietnamese equipment and manpower.

It is futile to speculate as to anyone’s ability to have precisely forecast these
developments prior to their occurrence. In any event, the uncertain nature of
future developments in Vietnam continually clouded the public and private
analyses of their unfolding impact on the U.S. Budget and the American economy.

A historical review—admittedly an armchair analysis—is undoubtedly easier
now than any contemporaneous effort. Two types of statements by the Depart-
ment of Defense increased the difficulty: (1) extremely firm statements on the
limited nature of the U.S. role which did not turn out to be that limited and (2)
optimistic statements which were technically accurate but which nevertheless
ended to mislead regarding future prospects.

For example, on various occasions in 1963 and 1964 the policy was expressed
that the war was to be fought not by U.S. troops but by Vietnamese, a policy
position that later became inconsistent with the changed military and political
situations. Indications of this can be found in the following excerpts from a
series of quotations, which Secretary McNamara presented to Congressional com-
mittees early in 1966 in connection with press reports concerning ““the reliability
of my statements with respect to the outlook in South Vietnam.” *

January 27, 1964. “This is a Vietnamees war, and in the final analysis it
must be fought and won by the Vietnamese.” 2 .

May 6, 1964. “We can provide advice; we can provide logistical support;
we can provide training assistance, but we cannot figcht the war itself.”

And then, after U.S. troops were engaged in combat on a large seale:

August 9, 1965. “They [South Vietnamese forces] are bearing the brunt
of the fighting; they will continue to bear the brunt of the fighting.” *

The relatively optimistic appraisals of the outlook was retained from 1963 to
1965, as reflected in the statements of the Secretary of Defense (taken from the
same report).

July 19, 1963. “The military operations in South Vietnam have been pro-
ceding very satisfactorily and this is true no matter what method you apply
to them. We are quite pleased with the results.” *

November 21, 1963. “. . . we are equally encouraged by the prospects for
progress in the war against the Vietcong.”

December 21, 1963. “We reviewed in great detail the plans of the South
Vietnamese and the plans of our own military advisers for operations dur-
ing 1964. We have every reason to believe they will be successful.” =

May 1}, 196}. “The path to victory will be long and it will take courage
and imagination for both the Vietnamese and for our forces who are assist-
ing them to assure success, but I firmly believe that the persistent execution
of the political-military plans which the Government of Vietnam has de-
veloped to carry out that war with our assistance will lead to success.” =

13 U.S. Senate, Committees on Armed Forces and Appropriations, Supplemental Military
Prgc}%ﬁt:lment and Construction Authorizations, Fiscal Year 1967, January 1967, p. 17.
id.

15 Senate Armed Services Hearings, p. 63.

16 I'vid., p. 67.

7 I'bid., p. 73.

18 I'bid., p. 86.

1 Ibid., p. 65.

20 I'bid., p. 66.

2 I'bid., p. 67.

2 Ibid., p. 73.
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November 10, 1964. “So I think that today, as compared to a month or two
ago, we can look ahead with greater confidence.” =

May 9, 1965. “I think in the last eight weeks there has been an improve-
ment.” In response to the question, then you, yourself, are more optimistie?
“Yes, Iam. ... ™

However, by 1966, a new note of caution had entered into official statements.
In February, the Secretary of Defense testified to the House Appropriations Com-
mittee that “we must assume that the number of North Vietnamese Regular
Army troops in South Vietnam will continue to increase substantially in the
months ahead . . ' %

In January 1967, he stated at a joint hearing of the Senate Appropriation and
Armed Services Committees, “I do not know of any war of any substantial size
that anyone has ever been able to predict the end of it accurately, and we cannot
do it here.”*®

To repeat, the purpose of reviewing these statements is to demonstrate and
underscore the difficulties in analyzing the impacts of these developments on the
American economy at the time they were occurring.

II. HOW A MILITARY BUILDUP AFFECTS THE ECONOMY OVER TIME

Many of the difficulties that have been encountered in analyzing the impact
on the American economy of the Vietnam military buildup step from long-term
deficiencies in our theoretical knowledge or in our statistical information. This
chapter indicates the nature of these deficiencies and briefly analyzes an earlier
similar situation—the Korean mobilization program.

A. Leads and lags in Government spending impact

While each of the numerous steps of the Federal Government spending process
need not be examined, it seems useful to highlight the ones that are most relevant
to the purposes of the present study in order to detect the problems involved in
measuring the economic impact of a military buildup.

As a starting point, we may take the Presidential budget which is transmitted
to the Congress each January and covers the 12-month period beginning the
following July 1. The Presidential recommendations are subjected to many
months of detailed Congressional serutiny and to numerous revisions before the
funds are appropriated. Following quarterly apportionment of the funds by the
Bureau of the Budget, the various Federal agencies commit the funds appro-
priated to them for their various authorized activities. Thus the funds are
“obligated”. For many government programs, disbursements follow rather
quickly. Pension payments to veterans, interest payment to holders of the na-
tional debt, and wage and salary payments to government employees are made
simultaneously with or very soon after funds are obligated.

However, obligations for major items of equipment purchased from the private
gector are in the form of orders awarded or contracts placed; such transactions
are not soon followed by equivalent amounts of expenditure. Particularly in the
case of military weapon systems, a considerable amount of time is necessary
for the design, production, and delivery of the items ordered. On the larger items,
so-called ‘“‘progress payments” are made to provide working capital but these
are less than the cost of the resources currently being utilized by the defense
contractors (about 70 percent). Also, these partial payments lag behind the
actual disbursements by government contractors to their employees, suppliers,
and subcontractors. The delays involved are hardly trivial. During the Korean
War, it was estimated that the lag between ordering and delivering typical
military items varied from six months for uniforms to fifteen months for tanks
to over two years for combat aircraft. The leadtime for procurement of aircraft
for Vietnam has been estimated by the Department of Defense at 18 months. The
estimate for ammunition is six months.*

2 I'bid., p. 79.

2 Ivid., p. 80.

= Cf. Committee on Appropriations, House of Representatives, Department of Defense
Appropriations for 1967, 1966, p. 137,

2 {J.S. Senate, Committee on Armed Services and Appropriations, Supplemental Military
Procurement and Construction Authorizations, Fiscal Year 1967, January 1967, p. 46.

2 M. L. Weidenbaum, “The Economic Impact of the Government Spending Process,”
Business Review, The University of Houston, Spring, 1961, p. 11; U.S. ‘Senate Committees
on Armed Services and Appropriations, Supplemental Military Procurement and Con-
struction Authorizations, Fiscal Year 1967, January 1967, p. 163.
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In the case of military procurement programs, it is clear that the placement
of orders with defense contractors and their commencement or expansion of
production generate demands for resources, which are evidenced by the hiring
of manpower and the acquisition and utilization of raw and semi-processed
material. The key problem here, however, is that all such activity shows up in
the private sector and not in the public sector.

The progress payments, of course, are recorded in the administrative and
cash budgets at the time they are made. However, the newer and supposedly
more sophisticated measure of Government finance—the so-called national in-
come budget—takes acount, not of these progress payments, but only of the
actual delivery of the completed weapons. Because this point is so basic to
understanding developments in the American economy during the last few years,
some elaboration seems desirable.

Table 2 shows the impact of a hypothetical government expenditure program
involving the purchase of $50 million worth of goods produced in the private
sector of the economy. For purposes of simplicity, the Gross National Product
is dividedﬁamong Government Purchases, Business Inventory Accumulation, and
All other.

TaBLE 2.—Illustraiive tmpact of the magjor stages of the Government spending process
($60,000,000 procurement program)

[In millions of dollars]
Government | Business All
Stage purchases inventory other GNP
accumulation

1. Appropriation

2. Contact placement.

3. Production A50 fo e -+50
4. Delivery.... -+50 —50 -

NoTE.—~Only direct effects are shown.

Sources: Adapted from M. L. Weidenbaum, “The Timing of the Economic Impact of Government
Spending,” National Tax Journal, Mar. 1959, p. 82.

The process begins with a Congressional appropriation of $50 million. No
direct effect occurs on the level of economic activity. The Federal agency receiving
the appropriation then places a contract with a private firm, which prepares to
produce the order.

Actual production then follows. The total cost (including profit)—here esti-
mated at $50 million—initially shows up in business inventories. Progress pay-
ments do not change this because they are not entered into the GNP accounts.
Such payments are excluded because they are not considered to represent the
flow of resources but are merely financial transactions. When the work is com-
pleted and ithe items are delivered to the Government, the $50 million transaction
is then recorded as a government purchase—and a corresponding decline occurs
in business inventories. As can be seen in Table 2, the delivery stage has no impact
on GNP; the expansive effect of the government purchase occurred earlier, fol-
lowing the receipt of the government order and the commencement of production.

B. Problems of measurement and data availability

Interpretation of the spending figures for a military effort such as the Vietnam
buildup is particularly difficult because the great bulk of the publicly available
detail on actual and prospective defense spending is in terms of standard budget
categories, which do not show how much in each category is being devoted to the
limited war (Vietnam). Similar problems occurred in the contemporaneous in-
terpretation of Korean War developments.

. 3 For analysis of indirect effects and more complicated cases, see M. L. Weidenbaum,
“The Timing of the Hconomic Impact of Government Spending,” National Taz Journal,
March 1959, pp. 79-85.
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‘Hence, much of the difficulty in interpreting the economic implications of the
Vietnam buildup are not really unique but stem from long-term deficiencies in
statistical reports by the various Federal agencies.

Tor example, the Department of Defense data on the amount of defense con-
tracts awarded to American business firms often do not closely correspond to the
widely circulated Department of Commerce data on new orders received by
American business firms for defense products during the same period (see Figure
1). Much of ithe explanation lies in the fact that the Commerce Department does
not have precise data on the subject but must make do with rough approximations.
‘As a result, the Commerce data contain, for example, the total contracts received
by aircraft companies, including airline orders for commercial jet transports.

Figur‘ej_: Military Contract Awards to American Business
Firms and New Orders for Defense Products
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Flgure 2: DEFENSE OBLIGATIONS, EXPENDITURES AND

DELIVERIES@
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Other difficulties arise, of course, from a factor emphasized earlier—the dif-
ferent rates of military resource utilization that are obtained by using lead in-
dicators (obligations) or more coincident indicators (expenditures) or lagging in-
dicators (deliveries or purchase). Figure 2 shows the different time patterns
yielded by these three series.

The statistical appendix to this paper brings together various measures of U.S.
military spending to provide the reader with additional insights into the impacts
on the American economy. Unfortunately, no standard pattern emerges either
from the raw data or from the analysis of the rates of change. The need for
fundamental improvements in the economic information system as it relates to
the public sector and its impacts on the private sector becomes more urgent.
Typical is the plea of Professor Arthur Burns, a former chairman of the Council
of Hconomic Advisers, for “information on prospective federal revenues and
expenditures, quarter by quarter, similar to the information that the govern-
ment now compiles on business sales expectations and investment intentions.” 2

2 Arthur F. Burns, The Economic and Financial Outlook, Manufacturers Hanover Trust
Company, December 1966, p. 8 ; see also testimony of Paul W. McCracken in U.S. Congress,
Joint Economic Committee, The 1967 Economic Report of the President, Part 1, February
1967 (hereafter referred to as Hearings on 1967 Ecomomic Report).
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©. Some prior experience: The Korean period

A previous military buildup—the Korean mobilization—posed problems of
identifying the timing of the economic impact which provide a direct parallel to
the current Vietnam experience.

Using conventional measures, Federal fiscal policy during the period of the
initial buildup, fiscal year 1951, seemed appropriately restraining. Federal
expenditures rose a modest 11 percent and the overall budget showed a $3.5
billion surplus. However, a different story emerges from an examination of the
statistical data used to measure the earlier stages of the government spending
process.

The amount of appropriations granted by the Congress in fiscal year 1951 was
68 percent above the 1950 total. The aggregate amount of contracts let and other
obligations entered into by the Federal agencies in 1951 rose 92 percent above
the level of the previous year.® The interplay during that period of the opposite
ends of the Federal spending process was clearly brought out in the following
comment on this period by the Joint Committee on the Economic Report:

“Phe ineffectiveness of the governmental cash surplus, normally a deflationary
force, was, in large part, attributable to anticipatory forces on the inflationary
side arising from the current or expected placement of orders for future
deliveries.” ®

The Wholesale Price Index jumped from 100.2 in June 1950 to 103.2 in July.
It reached 107.1 by September. The Consumer Price Index rose from 101.8 to
104.4 (1947-49=100) during this period. This was described as, with the excep-
tion of the decontrol period following the close of World War II, “the most rapid
and the most widely pervasive inflationary movement” in recent American
history.*

The following year, fiscal 1952, was the period of the actual major increase in
PFederal defense expenditures; it was one of comparative stability in the Ameri-
can economy. An examination of the Korean mobilization program discloses
several interesting points:

1. The acceleration in economic activity occurred at approximately the same
time as the announcement and authorization of the program, and while the
most rapid increase in defense orders was taking place.

2. The acceleration in economic activity ceased when the rise in appropriations
and obligations (new contract awards) ended.

3. The rise in economic activity virtually ceased when the level of appropria-
tions and obligations began declining.

4. The major rise in government expenditures occurred after the most rapid
expansion in economic activity and continued until after the decline in appro-
priations and contract awards.

As it turned out, the direct price, wage, and material controls were imposed
after much of the inflationary pressures were over. We may specuiate as to
whether prompter imposition of tighter monetary and fiscal policies—during the
fiscal year 1951—would have avoided much of the inflationary pressures, as well
as obviating the need for direct controls. .

However, in the Korean case the initial inflationary pressures were partly at-
tributable to the overstocking in the civilian sector in the fear of renewed war-
time shortages. As defense spending rose, a substantial correction of civilian
inventories took place.

It has been fashionable to compare the Vietnam buildup with the Korean
experiences in the hope of discerning parallels that would provide a firmer basis
for forecasting purposes. However, important differences need to pe acknowl-
edged, although they tend to balance each other out.

The first set of differences relates to the smaller relative scale of the present
buildup. The recent expansion of the armed forces from 2,700,000 to 3,200,000
seems modest indeed when compared to the spurt from 1% million in 1950 to
over 314 million in 1952. Also, the defense budget doubled during the first year of
the Korean War, while, as noted, the increase during the past year was about
16 percent. All this reflects the fact that Vietnam marks the first that the

20 Mi 1. Weidenbaum, “The Economic Impact of the Government Spending Process,”
op. c¢it., pp. 35-36.

31 7.S. Congress, Joint Committee on the Economic Report, National Defense and the
EBconomic Outlook for the IMiscal Year 1953, 1952, p. 49

33 U2.Si300ngress, Joint Committee on the Economic Report, Inflation Still @ Danger, 1951,
pp. 12-13.
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United States has entered a major war with a very large existing defense
establishment.

The second set of differences relates to the fact that, unlike Korea or World
War II, the present military buildup was superimposed on an economy which
was rapidly approaching full employment. Using June 1950 and July 1965 as
the respective beginning points, a comparison shows that unemployment was
higher in the earlier period (5.4 percent versus 4.5 percent) and the operating
rate of industry was lower (80 percent versus 90 percent).

Summarizing these two conflicting tendencies, it may be concluded that even
though the current defense program utilizes a smaller fraction of the nation’s
resources, it represents to a considerable extent a displacement of civilian demand
rather than a total addition to actual production of goods and services. Hence,
in the absence of direct controls over materials, wages, and prices, it is not sur-
prising that inflationary pressures should have accompanied the rapid shift of
resources from civilian to military use.

The Korean experience showed that the strongest inflationary pressures oc-
cured during the first year of the buildup, while the economy was initially ad-
justing to the new level of military demand. The actual peak in defense spend-
ing a few years later occurred shortly before the onsent of recession. If there is
any lesson to be gained from the Korean experience, it is that the Nation particu-
larly needs to understand the timing of the impact of the different stages of a
defense buildup (and subsequent cutback). Otherwise the United States can find
itself fighting yesterday’s inflation with a tax increase that will compound to-
MOrrow’s recessionary problems.

III. THE U.S. MILITARY BUILDUP FOR VIETNAM

A. The ewpansion of U.8. military spending for Vietnam

The relatively minor American involvement in Vietnam during the 1954-63
period was hardly visible in the U.S. military budget. However, applying the
average annual cost per U.S. soldier ($23,000) to the number of American troops
in South Vietnam during that time yields a rough order of magnitude of the
demand on U.S. resources.

On that basis, the American commitment was costing about $15 million a year
during 1954-60 and rose to somewhere around $18 million in the fiscal year 1961.
In contrast, total U.S. defense spending was $43,227 million in fiscal 1961. By the
crude estimating technique used here, U.S. defense spending in South Vietnam
was around $31 million in fiscal 1962, $227 million in fiscal 1963, and $381 mil-
lion in fiscal 1964, still quite minor amounts compared to the military budget
totals.

An official estimate is available for “special support of Vietnam operations”
in fiscal 1965, $103 million.® That figure seems low in view of the fact that U.S.
troops in South Vietnam rose from 23,300 to 103,000 during that year. Presumably,
a high proportion of the costs was financed from regular operations or by draw-
ing down inventories of weapons and supplies previously purchased.

The stgnificant impact of Vietnam on the Federal Budget and hence on the
American economy began in the fiscal year 1966. The January 1966 Budget Doc-
ument estimated that $14.0 billion of the requested appropriations and $4.4
billion of the estimated expenditures for the fiscal year then in progress—the
year ending June 30, 1966—resulted from Vietnam. The actual amounts turned
out somewhat higher, $14.9 billion in appropriations and $5.8 billion in expendi-
tures. A review of the data in Table 1 confirms tthe fact that the fiscal year 1966
was the period of major expansion of American armed forces in Vietnam. Prior
to July 1, 1965, U.S. armed strength stationed there had risen to 103,000. Be-
tween July 1965 and June 1966, there was an increase of over 200,000 American
troops in Vietnam. To date, further increases have been somewhat in excess
of 100,000.

As pointed out earlier, the basic detail in the defense budget is not broken
down to show the Vietnam components of each item separately. Hence, it is
necessary to infer the impact of this commitment from movements in the more

33 Budget. of the United States Government for the Fiscal Year Ending June 30, 1968,
1967, p. 77 (hereafter referred to as 1968 Budget). :

78-516—6T—vol, 1——14
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aggregate figures.* Thus, the escalation of the U.S. commitment in Vietnam,
can, to some extent, be translated into economic impact by looking at the
changing overall pace of military demand.

The data on total U.S. defense expenditures on a fiscal year basis show that
the Nation’s military spending was declining from $54.2 billion in fiscal 1964 to
$50.2 billion in fiscal 1965 and did not turn up until fiscal 1966. A more precise
pattern emerges when the annual data are divided into 3-month periods. It
shows ithat the decline in military spending ended by January 1, 1965, the middle
of the fiscal year, and that the last two quarters (January-June 1965) were
higher than in the same period of the preceding fiscal year (see Table 3).

Moreover, the data on defense obligations—which include commitments cur-
rently being incurred for pay of the armed forces as well as defense contracts
being awarded to private industry—show that the upturn began in January
1965. By the fourth quarter of 1965, defense obligations were running at about
$9 billion higher than the last quarter of 1964, at seasonally adjusted annual
rates. By June 1966, defense obligations were running $22 above the rate of the
end of 1964. The January 1966 Budget Message stressed restraint in Federal fiscal
policy, @ theme that became even stronger in later public statements.

TasLE 3.—~Selected measures of U.S. military spending

[In billions of dollars at annual rates]

Defense obligations Defense ex-
penditures
Calendar year and quarter (budget
Actual Seasonally basis)
adjusted
964:
1st quarter. 52.0 55.2 49.2
2d quarter. - 61.0 54.8 56.8
3d quarter. 55.0 53.3 43.1
4th quarter... - 51.8 53.3 48.1
Total : . 55.0 54.2 49.3
1965:
1st quarter. 48.2 51.0 46.8
2d quarter.. 62.2 55.0 51.6
3d quarter.. 60. 6 59.0 48.6
4th quarter. 62.1 62.1 54.1
Total - 58.3 56.8 50.3
1966:
1st quarter. 60.5 64.6 56. 4
2d quarter.. 86.4 75.9 62.4
3d quarter.. 77.0 75.2 63.4
4th quarter.. . 68.9 72.9 65.8
Total . 73.2 72.0 62.0

Source: Departments of Defense and Commerce.

The January 1967 Federal Budget greatly clarified the pace of the military
buildup resulting from Vietnam. Tt estimated that Vietnam spending would
reach $19.4 billion in fiscal 1967 and $21.9 billion in 1968. By then the magni-
tude of the U.S. involvement in Vietnam, as well as its impact on the Budget

34 This point is brought out vividly in the following dialogue between Secretary McNamara
and Senator Karl Mundt:

“«Senator Mundt: . . . What is it you are recommending in terms of Vietnam?

«Secretary McNamara : We talked some yesterday about Vietnam cost estimates, and I
said then if was very dificult to make them on any rational basis, The best we can give
you is a range of something between $17 billion and $22 billion for fiscal year 1968, the
$22 billion being the more commonly usec. figure.

“Now. if it is $22 billion for the year, it is on the order of $2 billion a month for fiscal
year 1968, and we are, I would guess——

“Senator Mundt: You can tell us how much per month is being spent now, though?

«“Secretary McNamara : Not really for Vietnam alone, sir. It is almost impossible to do
it on a yearly basis, and it is really impossible to do it on a monthly basis. I can tell you
how much we are spending in total for defense per month of course, but splitting that into
Vietnam and non-Vietnam is honestly almost impossible.” Military Procurement Authoriza-
tions for I'iscal Year 1968. (Hearings before the Committee on Armed Services and the
Committee on Appropriations, U.S. Senate, 1967, p. 265.)
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and on the economy, was fairly clearly grasped by the public. The Pentagon
estimated that it would spend $72.3 billion in the fiscal year 1968, for all military
operations—a figure larger than any earlier period except the peak of World
War II. Total military expenditures, excluding military assistance to foreign
nations, is estimated to be two-thirds higher than at the Korean War peak and
about twice the level reached during the post-Korea low. Nevertheless, the fiscal
1968 estimate represents a leveling of the rapid upsurge in military demand
which has occurred since the Vietnam War escalated in the summer of 1965.

In retrospect, it appears that the latter part of 1965 and most of 1966 con-
stituted the period where the domestic consequences of this nation’s commitment
in Vietnam were not fully or generally understood. The year 1967 does not
seem to be a period of equal uncertainty, although the possibility of another
fundamental escalation in the level of the U.S. commitment persists. Hence,
it seems both necessary and useful to review the earlier period in considerable
detail, particularly in the hope of identifying some lessons for future economic
policy.

B. The economic policy response in 1966

The January 24, 1966 Budget message of the President estimated that De-
partment of Defense expenditures would rise from $46.2 billion in fiscal year
1965 to $52.9 billion in 1966 and $57.2 billion in 1967. On both a cash and national
income accounts basis, the Federal Budget was estimated to be in approximate
balance in fiscal 1967; on the administrative budget basis, the deficit of $1.8
billion estimated for 1967 would be a reduction from the $6.4 billion deficit
envisioned for fiscal 1966.%

On this basis, the President stated in the January 1966 Economic Report
that, “The fiscal program I recommended for 1966 aims at full employment
without inflation,” %

The January 1966 Budget Message called for several steps that would in-
crease Federal revenues, notably putting personal and corporate income taxes
more nearly on a pay-as-you-go basis and temporarily reinstating the excises
on passenger automobiles, and telephone service which had just been reduced.*

On the expenditure side of the budget, despite statements on economy and
efficiency, the customary items were found in the details of the document. For
example, it was recommended that the Department of Agriculture start con-
struction of 35 watershed projects and 1600 miles of forest roads, that the
Bureau of Reclamation start work on three new projects with a total cost
initially estimated at $1 billion, that the Corps of Engineers start building 25-
new rivers and harbors projects and begin designing 23 more, that the General
Services Administration finance construction of 33 government office buildings
and design 10 more, and that the Government Printing Office acquire additional
buildings.*

The January 1966 Budget did not contemplate the firm policy of no new
starts on public works projects that was maintained during the Korean War. It
appeared, at least to many observers, that the Nation could afford simultaneously
to wage a two-front war without raising taxes, the domestic war against
poverty and the war in Vietnam. That theme was clearly stated in the Budget
Message:

“We are a rich nation and can afford to make progress at home while meeting
obligations abroad—in fact, we can afford no other course if we are to remain
strong. For this reason, I have not halted progress in the new and vital Great
Society programs in order to finance the costs of our efforts in Southeast Asia.” ®

Secretary McNamara’s testimony on the military budget in February 1966
clearly showed that the Administration was discounting any inflationary impact
of the Vietnam buildup:

“As you can see, by itself, the defense program should not be a major factor
contributing to inflationary pressures. I say this even though you are now con-
sidering a $12.3 billion supplemental to the fiscal year 1966 defense budget . . .
defense expenditures will, in effect, be no more of an inflationary element in

35 Budget of the United States Government for the Fiscal Year Ending June 30, 1967
(hereafter referred to as 1967 Budget), p. 11.

36 Peonomic Report of the President, January 1966, p. 10.

37 1967 Budget, p. 9

33 Tbid., pp. 192-322.
% Ipid., p. 7.



206 ECONOMIC EFFECT OF VIETNAM SPENDING

fiscal years 1966 and 1967 by virtue of their relative demand on the economy
than they were in the period from 1960 to 1964, and therefore by themselves are
not sufficient cause for predicting inflation.” *

In retrospect, things did not work out so well as anticipated. Although the un-
employment rate declined below 4 percent, the year 1966 witnessed the most
rapid period of price inflation since the Korean War. In striking contrast to the
virtual stability during the period 1958-64, the wholesale price index, which had
been rising by about 114 percent annually in recent years, mainly due to the ris-
ing cost of services, climbed more than 3 percent in 1966."

The second, related result of economic pressures in 1966 was the virtual col-
lapse, at least temporarily, of the Council of Economic Advisers’ wage-price
guideposts. These were designed to reduce or avoid inflationary pressures in the
economy by encouraging management and labor to hold wage increases to the
trend increase in productivity in the economy as a whole. The CEA’s guidepost
of 8.2 percent was widely violated during the year, and prices rose even in the
absence of cost pressures.

The basic explanation would appear to be that—despite the assurances in the
Economic Report—the increases in government civilian and military demand,
coupled with the continued ewpansion in business expenditures for mew plant
and equipment, exceeded the capability of the economy to supply goods and
services in 1966 at then current prices.

Some perspective may be helpful prior to attempting to identify the specific
factors which help to explain the 1966 circumstances. The United States has
been engaged in a large-scale war ; but it has not shifted to a war economy. Ours
is truly a mixed economy : the Nation literally is concerned with social security
as well as national security. The controls or runaway inflation often associated
with war-time experiences are not present. Yet, the economy has been pressing
very closely to the limits of available capacity and the nation is making choices
somewhat analogous to guns versus butter, but not quite so. In a sense, as a
country, we are choosing both more guns and more butter. However, we are also
choosing less private housing and fewer automobiles while we are voting for more
urban redevelopment and additional public transportation—thus simultaneously
increasing both the military and civilian portions of the public sector in both
relative and absolute senses (see Table 4).

TaBLE 4—Changing proportions of GNP

1964 1966
4th quarter | 4th quarter

National Defense pUrchases. - - - o oo v ccmcocmicomascmcccmmceceamcacaeaeos 7.5 8.6
Consumer durables and residential housing construction... - 13.2 12,1
Al QLD e e e e e e e am e mmmmm e mmmmemmmmmmmemmmme oo memmm e - 79.3 79.3

L0 7 SRS PRSP S 100.0 100.0

Source: U.S. Department of Commerce.

An evaluation by the Federal Reserve Bank of New York of the role of military
demand in the American economy was typical of that of many observers during
the period: “The rapid growth of defense requirements was the largest single
factor shaping the course of economic activity in 1966.” =

The Bank pointed out that although the share of GNP directly attributable to
defense requirements was still only a relatively modest 814 percent at the end of
1966, the significance of defense is suggested by the fact that enlarged defense
outlays for goods and services accounted for nearly 25 percent of the increase in
GNP in 1966. This represented a striking shift from the earlier years of the cur-
rent economic expansion when such spending contributed little or nothing to the
overall growth of demand.

To cite again the words of the Federal Reserve Bank of New York, “The mili-
tary buildup and the demand pressures associated with it affected virtually every

4 U.S. House of Representatives, Committee on Appropriations, Department of Defense
Appropriations for 1967, Part 1, 1966, pp. 4-5.

£ feonomic Report of the President, January 1967, pp. 262, 264.

11 Federal Reserve Bank of New York, Annual Report, 1966, 1967, p. 13.
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sector of economic activity.” ® The armed forces, in adding more than 500,000
men during the year, took over two-fifths of the total increase in the nation’s
available manpower, contributing directly to the tightening of civilian labor
markets. A substantial share of the remaining expansion in the nation’s work
force was absorbed by the many firms with rising backlogs of defense orders.

The surge of military demands was obviously a sharp spur to activity in a
number of industries, especially aireraft, ordnance and electronics, where em-
ployment during the year rose between 10 and 20 percent. This in turn led to in-
tensified pressures on productive capacity. These industries reported some of
the most rapid increases in expenditures for new plant and equipment. The
result was further stimulus to the already high level of capital spending.

Also, the rapid rate of business inventory accumulation during 1966 was in
good measure related to the expansion of defense demand. About one-fourth of
the increase in manufacturers’ inventories during the year occurred in the air-
craft, ordnance and electronics equipment, industries alone. (See Appendix
tables.)

C. The underestimate in the military budget

One major factor helping to explain the emergence of inflationary factors in
1966 not anticipated in the January Budget and Economic Messages was the
underestimate in military spending. The January 1966 Budget projected the
cost of Vietnam at $10.2 billion in the fiscal year 1967. The current official esti-
mate is almost double that—$19.4 billion (see Table 5). )

TaBLE 5.—Estimated appropriations and expenditures for special support of
Vietnam operations

[In billions]
Appropriations Expenditures
Fiscal year
Estimated | Estimated | Estimtted Estimated

in 1967 in 1968 in 1967 in 1968

budget budget budget budget
1965. $0.7 $0.7 $0.1 $0.1
1966 14.0 14.9 4.4 5.8
1967 8.7 22.0 10.2 19.4
1968 o 20.6 ® 2.9

1 Not available.
Source: 1967 Budget, pp. 73-75; 1958 Budget, p. 77,

There are several facets to this substantial change in the direct expansion of
Vietnam military demand. The January 1966 Budget Message contained what
seemed at the time to be a very straightforward statement to the effect that
“It provides the funds we now foresee as necessary to meet our commitments
in Southeast Asia.” The Message went on to state that if efforts to secure an
‘honorable peace bore fruit “. .. these funds need not be spent.” It appeared
to the public observer that the U.S. role in Vietnam was fully funded. If there
were any doubt about the matter, it seemed to be resolved by the statement,
“ .. it would be folly to present a budget which inadequately provided for the
military and economic costs of sustaining our forces in Vietnam.” *

In his testimony on the military budget, Secretary McNamara stressed that
the budget was based on “. . . a somewhat arbitrary assumption regarding the
duration of the conflict in Southeast Asia.” This assumption—which was not
mentioned anywhere in the January 1966 Budget—was that U.S. combat opera-
tions in Southeast Asia were to be budgeted only through June 30, 1967. “Should
it later appear that combat operations will continue after that date at rela-
tively high levels, it may be necessary to amend this budget request or supple-
ment it later with additional funds,” stated the Secretary of Defense.®

43 I'bid.

4 1967 Budget, p. 7. .

4 Same as footnote 40, p. 70. “The budget is not misleading once the rather sophisticated
assumptions are understood, and the Administration has not made much of an effort to see
tg:ét theg@gre.” William Bowen, ‘“The Vietnam War: A Cost Accounting,” Fortune, April
1966, p. .
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The explanation for the need for a supplemental to the fiscal 1967 budget if
the war were to extend beyond the fiscal year Jies in the long lead-time of mili-
tary procurement. In many cases, weapons required in the fiscal year 1968 would
need to be ordered during 1967. This helps to explain also why the military
appropriations requested for 1967 were lower than those for 1966 ($58.9 billion
versus $61.8 billion).

‘Another factor revealed in the Congressional hearings was that, in order to
avoid the buildup of surplus inventories that occurred during the Korean War,
Secretary McNamara reduced the estimates of certain supply requirements below
the consumption levels predicted by the services for the force levels then being
planned for. He pointed out that if the services’ initial estimates later proved
to be correct, inventories could be drawn down to cover the difference or addi-
tional funds could be requested. The Secretary of Defense emphasized his con-
cern that the Nation avoid the situation that occurred at the end of the Korean
War when a vast quantity of surplus military stocks were on hand, far beyond
any need at the time.* The Department of Defense had unexpended balances of
about $32 billion at the end of 1953. It took about five years to work the unex-
pended balances down to more reasonable levels.

It was estimated in the January 1966 Budget Document that the Department
of Defense would end the fiscal year 1967 with unobligated funds totalling
$10.4 billion and unexpended funds totaling $43.8 billion.” Hence, it appeared
that the Pentagon would be able to support a level of defense spending for
Vietnam $10 billion above the original estimate for fiscal 1967.

During much of 1966, it was becoming clear that the military spending rate
was exceeding that implied in the January budget. However, the Administration
did not issue the traditional Midyear Review of the Federal Budget in the Fall
of 1966, which would have updated the estimates contained in the January
budget. The reasons given were the uncertainties in Vietnam and the delay of
Congressional action on budgetary legislation.”®

Nevertheless, the lack of current estimates of military spending requirements
made more dificult any intelligent pubdblic debate over appropriate economic
policy. Statements such as the following one by the Secretary of the Treasury in
March 1966 indicated the difficulties faced by nongovernmental observers:

“At the same time let me emphasize that our current estimates of Vietnam
expenditures remain, in the view of those most qualified to judge, an accurate
evaluation of our needs so far as we can now foresee, and I would hope that,
when the need for responsible restraint is so great, no one will base his economic
decisions on the purely speculative assumption that our Vietnam needs will
exceed current expectations.”

A slowdown also occurred in the release of the most detailed public source of
historical defense expenditure and obligation jnformation, the Defense Depart-
ment’s Monthly Report on the Status of Funds.® Through the Fall of 1966, when
most business, financial, and other private observers were preparing and issuing
economic forecasts for the calendar year 1967, the latest available issue of the
Monthly Report was that for June 1066. The July and August issues never did
appear; the September issue appeared too late in December to be useful for
most of the forecasting work for 1967. More recently, the reports have been issued
with only the customary lag.

The Budget for the fiscal year 1968, transmitted to the Congress in January
1967, did not contain any arbitrary assumption as to the termination of the
fighting in Vietnam. The President’s budget message, in discussing the Vietnam
requirements, stated that the 1968 Budget “. . . provides for those requirements
on a continuing basis, including the possibility of an extension of combat beyond
the end of the fiscal year.” ™

e e

4 Same as footnote 40.

47 1967 Budget, p. 49.

8 The discussion of this point between Congressman John W. Byrnes and Budget Director
Charles J. Schultze is quite fascinating. At first the Budget Director stated that in no
year when the Congress adjourned as late as it did in 1966 was a midyear review issued.
In the face of numerous citations to the contrary. the Budget Director then modified his
position to the effect that in no year that the budget legislation was enacted as late as it
was in 1966 was a review issued. See U.S. House of Representatives Committee on Ways
and Means, Temporary Increase in Debt Ceiling, January 1967, pp. 53-55.

49 Quoted in Hearings on 1967 Economic Report, Part 1.

5 77.S. Department of Defense, Office of the Assistant Secretary of Defense (Comptroller),
Monthly Report on the Status of Funds by Functional Title (processed).

51 1968 Budget, p. 19.
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In the early February of 1967, the annual hearings before the Joint Eco-
nomic Committee on the President’s Economic Report were the occasion for
some attempts at clarification of the earlier budgetary procedure. Senator Wil-
liam Proxmire, the Committee Chairman, opened the discussion of the under-
estimate of Vietnam expenditures with the following statement :

“ . .in 1966 our Government made a serious economic policy blunder. Our
fiscal policy was established early in 1966 . . . on the assumption that the
Vietnam war would cost $10 billion . . . it is clear to me that we would have
reduced spending and/or increased taxes—possibly both—if we had better and
more accurate information.”

The initial reply was given by Gardner Ackley, the chairman of the Presi-
dent’s Council of Economic Advisers. He stated that one half of the difference
between the original estimate of the cost of Vietnam during the fiscal year 1967
($10.2 billion) and the revised estimate ($19.4 billion) reflected the assumption
that the war would terminate by June 30, 1967. “The other half reflects the fact
that there was a more rapid and efficient buildup of forces in Vietnam than had
been initially considered possible, and second, increased requirements resulting
from more intensive hostilities than had been initially assumed.”*

Mr. Ackley contended that the problem was “not a failure of communication,”
but due to the “uncertaintly of the situation.” The tenuous nature of the as-
sumed June 30 termination was brought out during the subsequent dialogue be-
tween Senator Proxmire and Budget Director Charles J. Schultze:

“Chairman Prozmire . .. This assumption that the war would end on June
80, 1967, becomes more fantastic as I think about it, because, of course, the war
could end on May 1 or June 1, and we still would have been $10 billion off, or
very close to it. So wé not only assumed that the war would end on June 30, but
we assumed we would know about it well in advance, and we could have slowed
down our procurement so we couldn’t have procured anything to fight in the
period subsequent to July 1, 1967, isn’t that correct ?”

“Mr. Schultze . . . Ican’t answer that yes or no.” ®

D. The underestimate of the initial economic impact of Vietnam

The second factor explaining the growth of inflationary pressures in the
American economy in 1966 relates to the point developed earlier in this study—
the leads and lags in measuring the impact of government spending, and spe-
cifically in understanding how a military buildup affects the economy.

The key point is that, under our private enterprise system, the great bulk of
military production is carried on in the private sector of the economy. As a re-
sult, when there is a large expansion in military orders, as occurred in fiscal
1966, the immediate impact is no¢ felt in the government budget.

The initial impact—in terms of demand for labor, materials, and resources
generally—is felt by the government contractors in the private sector. Hence,
particularly during the early stage of a military buildup, we have to look at the
private sector to see the expansionary effects. As pointed out earlier, this is
hardly a new phenomenon. This timing relationship was the factor that con-
tributed so greatly to the inflation that accompanied the first year of the Korean
mobilization.

By just looking at the Government’s budget during fiscal year 1951, it seemed
that the public sector was following a policy of fiscal restraint. Policy officials
generally overlooked the almost doubling in the volume of defense orders to
private industry during that same period. Unfortunately, the same mistake was
repeated during the first year of the Vietnam buildup. The most rapid period of
expansion in military contracts to private industry occurred in 1966 s 8o did the
most rapid rate of price inflation in recent years. But that was the period when
the Nation and particularly the Administration’s economists were still congrat-
ulating themselves on the success of the 1964 tax cut and little need was felt,
at least officially, for greater fiscal restraint.

"~ Some detailed analysis of this point seems to be in order. As a benchmark, it
may be recalled that in fiscal year ending June 30, 1965 total contracts placed,
orders let, and other “obligations” incurred by the Department of Defense were
about $54 billion. The concept of obligations is used here because it is a generic
term, including both government payrolls and contracts with private firms. In

52 I'bid.
53 Ibid.
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the January 1966 budget, it was estimated that this rate of making new com-
mitments would rise to well over $63 billion in fiscal year 1966. In retrospect,
the January budget underestimated the rise in military demand during the
fiscal year which was then in progress.

The actual amount of new obligations incurred during fiscal year 1966 was
somewhat in excess of $67 billion, or almost one-fourth greater than in 1965.
Actual expenditures increased at a much slower rate during the same period—
17 percent. In other words, obligations are the more sensitive or leading indi-
cator. Unfortunately from the viewpoint of analyzing business conditions, the
supposedly most sophisticated measure of government finance, the so-called na-
tional income accounts budget, uses a concept that even lags behind actual gov-
ernment outlays—the delivery of completed military equipment. To compound
the problem, the national income accounts budget picks up government revenues
on an accrual basis, which precedes the actual receipt of cash by the government.

As was pointed out earlier, much of the impact on employment, production,
an income of a military buildup occurs primarily at the points in time that budget
recommendations are made, increased appropriations are enacted, and orders
placed with military contractors. However, the statement of Federal receipts
and expenditures on national income account—ihe national income accounts
budget—confines the measurement to the actual delivery of completed weapons
and other military “hard goods.”

The policy implication of all this is that the official budget and economic
reports were very slow to pick up the expansionary impact of the Vietnam build-
up, but very quick to take account of the deflationary impact of the expansion
in revenues. The net result is that the Federal Government, though apparently
following a non-inflationary economic policy in 1966, was actually a major source
of inflationary pressure in the American economy during that time.

Some statistical support for the foregoing is contained in Table 6.5 On the far
1eft in Table 6 is the officially reported surplus or deficit in the so-called national
income accounts budget. This, the Administration economists have contended, is
the best measure of the economic impact of fiscal policy. On that basis, the Fed-
eral budget shifted from a position of ease in the second half of calendar 1965 (a
deficit of $1.4 billion) to some restraint in the first half of 1966 (a surplus of
$3.1 billion).

TapLE 6.—Federal surplus or deficit: Some variations on the national income
accounts budget

[Billions of dollars at annual rates]

Federal Adjustments for TFederal surplus (+)
surplus defense obligations or deficit (—)
Calendar year (+) or adjusted basis
deficit (=)
official
basis A B A B
—4.3 —0.1 —0.1 —4.4 —4.4
-1.8 —4.4 —-2.2 —6.2 —4.0
+4.4 —2.0 ~1.0 +2.4 +3.4
—1.4 —5.2 —2.6 —6.6 —4.0
+3.1 —8.4 —4.2 —5.3 —-1.1
P 1T | R 2.0 —5.2 —2.6 -7.2 —4.6

Source: Data from U.S, Departments of Commerce and Defense. Adjustments are described in the text.

The next two columns in the table contain two atlernative sets of rough ad-
justments for the fact that new contracts awarded may be a better indicator
of the impact of a military buildup on the economy than delivery of completed
weapons. The A series is essentially the excess of military obligations over
expenditures during the period, seasonally adjusted and converted to an annual
pasis. One further change has been made. Over the years, about two to three

S For an earlier attempt along these lines, see M. L. Weldenbaum, The Federal Budget
andbthelgégflook for Defense Spending, Washington University Working Paper 6610, No-
vember N
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billion dollars worth of obligations each year do not seem to result in actual
expenditures. A number of technical factors are at work here, including some
double counting of contracts awarded by one military agency in behalf of another
military agency. Such a case might be Air Force procurement of aircraft for the
Army, which may show up as an Army obligation to the Air Force, as well as an
Air Force obligation to the airplane manufacturer. In computing both the A and
B adjustment series, the annual obligation figures were reduced by $3 billion in
each case to take account of the double counting and to assure that any error is
on the conservative side. )

It can be seen, referring to the A column on the right hand side of Table 6,
that adjusting for defense obligations by this method results in some significant
changes in the usual measure of Federal fiscal impact. The second half of 1965 is
now seen to be a period of much more substantial expansionary effect in the
TFederal budget than shown on the official basis. Of greater interest of course is
the indication that the first half of 1966 was not a period of fiscal restraint but
instead one with a substantial excess of 'outgo over incoine.

The B adjustment is a more conservative effort. It is a statistical compromise
between the two approaches, the result of an arithmetic averaging of military
obligations and expenditures for each period. The theoretical rationale that can
be offered is that a more proper counterpart to the liability basis of the corporate
revenue computations might be somewhere between the extremes of contract
placement and governmental disbursement.

As would be expected, the B results are somewhat more moderate than the A
series. The adjusted Federal deficit for the latter part of 1965 is rather large, but,
on this basis, the first half of 1966 witnessed a deficit of somewhat reduced
proportions. The adjusted deficit rises in the second six months of the year.
Even the B series provides a very weak case for the widely made claim that fiscal
restraint occurred during 1966.

H. Monetary and fiscal policy complications

The mild fiscal policy restraints recommended in the January 1966 budget
turned out to be inadequate to stem the inflationary pressures that were building
up. Some private observers were more concerned over the inflationary impact
of the January 1966 budget recommendation. A report prepared at Washington
University in early February 1966, stated :

“% % * the inflationary impact of the January 1966 Budget submission has
been underestimated and that fiscal policy measures may need to be modified
substantially * * * the current, immediate inflationary potential—during the
fiscal year 1966—has been virtually ignored.” %

This report was picked up by a number of publications at that time, including
the Wall Sireet Journal and Business Week. The latter referred to ‘“‘skepticism
of the degree of restraint that the Federal budget in fact provides for the
economy.” %

To some extent, the inflationary pressures of the Vietnam buildup were
accentuated by a rather liberal monetary policy in 1965, some of the results of
which were continued to be felt in 1966. It has been pointed out that the rate
of monetary expansion should have decelerated as early as 1965 as the economy
regained reasonably full employment. Nevertheless, the rise in the money supply
was allowed to pick up speed from an 8.0 percent annual rate in the first six
months of 1965 to a 10.6 percent rate in the second half.” Beginning in December
1965, the Federal Reserve Board undertook a series of steps to tighten the avail-
ability of credit. By April 1966, the steep rise in the money stock was halted and
a slight decline occurred through the remainder of 1966.

The most dramatie, early action was the Fed’s raising the discount rate from
4 to 414 percent. Effective December 6, 1965, the interest rate charged member
banks for borrowing from their district Federal Reserve Banks was increased
in an effort to “maintain price stability.” Simultaneously, the Federal Reserve
Board increased the maximum rates that member banks were permitted to pay
their depositors to 5% percent on all time deposits and certificates of deposit

55 M. L. Weidenbaum, The Inflationary Impact of the Federal Budget, Washington Uni-
versity, Department of Economics Working Paper, February 10, 1966.

% Business' Week, February 19, 1966, p. 29 ; George Shea, “The Business Qutlook,” Wall
Street Journal, February 21, 1966, p. 1. -

57 Testimony of Paul W. MeCracken in Hearings on 1967 Economic Report.
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having a maturity of 30 days or more.® The latter action was to have serious
repercussions on the savings institutions in 1966, a subject beyond the purview
of this study.

A member of the Federal Reserve Board, J. Dewey Daane, explained shortly
afterwards that the actions were taken because of ‘“increasing evidence that
aggregate demands were rising at an unexpectedly rapid pace and absorbing
the remaining margin of unutilized capacity” of the national economy. He specif-
jecally noted that “over the summer, a step-up had been announced in the United
States’ participation in Vietnam, presaging on acceleration in defense outlays.” ®

The Fed’s action was sharply criticized at the time. Some Administration
spokesmen contended that the Board should have waited until the January 1966
Presidential messages which would indicate both the expected future level of mil-
itary spending and the degree of restraint in its fiscal policy. At least two mem-
bers of the Board itself, Governors George W. Mitchell and Sherman J. Maisel,
appeared to agree with the criticism in public testimony before the Joint Eco-
nomic Committee in December 1965.°° Some Administration reaction was more
general. Secretary of Labor W. Willard Wirtz stated, “There can be no tolerance
for the suggestion that expansion of the economy must be slowed down, by increas-
ing interest rates or in any other way, while there is still so much to be done.” *

At first, monetary policy was only mildly restraining. Member bank reserves
continued rising, reaching a peak of $21.7 billion in April 1966, compared to
$20.7 billion during the preceding Fall. Monetary policy tightened further in
the Spring of 1966, with the total of member bank reserves remaining at the
April figure through the middle of the year. The increased financial tightness
also showed up in the money supply, which reached a peak of $171 billion in
April and then declined, irregularly, to a low of $169 billion in November.

In the Summer and Fall of 1966, the TFederal Reserve System took additional
steps to slow bank lending. These included the unusual letter of September 1,
requesting commercial banks to limit their loans to business. The letter indi-
cated that the discount windows at the Tederal Reserve Banks were open to
banks conforming to these guidelines.

Other measures were taken to limit the ability of the commercial banks to
compete for time deposits, including increasing reserve requirements against
these deposits of over $5 million from 4 percent to 5 percent in July and to
6 percent in September 1966. By the end of September it appeared that the peak
monetary stringency had passed. Most interest rates declined somewhat and
bank reserves rose again. Late in December 1986, the monetary authorities
rescinded their September 1 letter, once again encouraging banks to lend in
their customary fashion.”

In September 1966, the President proposed the suspension of the 7 percent
investment tax credit and of accelerated depreciation on commercial and indus-
trial buildings for a period of 16 months. The tax measure was passed, with
some modifications, in late October 1966.

The January 1967 Budget Message recommended a general and temporary six
percent increase in individual and corporate income tax rates, effective July 1,
1967. However, the recommendation was made conditional upon a later examina-
tion of economic developments.”® In March 1967, the President requested the Con-
gress to restore the 7 percent investment tax credit which had been suspended
in the Fall of 1966 as an anti-inflationary move.” Apparently, the worst of the in-
flationary pressures resulting from the Vietnam buildup were over, barring
another major escalation.

53 Press Release of the Board of Governors of the Federal Reserve System, reprinted in
Recent Federal Reserve Action and Economic Policy Coordination, Hearings before the
Igle%t Ecoilgnii‘f Committee, Congress of the United States, Part 1, December 13 and 14,

. pp. 13-14.
5 J. Dewey Daane, “A Review of Recent TFed Actions,” Banking, December 1966 (reprint,

p. 1).
6 Cf. Recent TFederal Reserve Action and Economic Policy Coordination, pp. 21-34.
b “lé‘v:&lférGtsz Criticizes Credit Tightening—Attack Strongest Yet,”” Washington Post, Decem-
er 2, .
62’ (f. “The Great Squeeze—Lessons for the Banking System,” Business in Brief, Chase
Manhattan Bank, February 1967.
63 1968 Budget, p. 9.
6t #éTohnson Asks Restoring of 7% Investment Tax Credit, Cites Signs Capital Goods
Industry Has ‘Calmed Down'’,” Wall Street Journal, March 10, 1967, p. 3.
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I, Resultant economic policy problems for 1967

The previous criticisms notwithstanding, some positive impacts of govern-
mental economic policy during this period also need to be acknowledged. A
fundamental requirement on such policy was most successfully achieved—the
large and rapid shift of resources from civilian uses or idleness to military
programs.

In this vein, Budget Director Charles J. Schultze stated recently to the House
Ways and Means Committee :

“Our military effort in Vietnam has not suffered in any way from a shortage
of funds. We have provided every plane every gun, and every cartridge needed
to support operations in Vietnam.” :

At the same time, direct controls over prices, wages and materials generally
were avoided (set-asides were in force for copper and a few other key materials).
Moreover, economic growth and real improvement in the living standard of the
average American continued despite the defense spending increases and the
inflation. .

In real terms—that is after making allowance for price rises—U. S. Gross
National Product rose from $614 billion in 1965 to $648 billion in 1966 (in 1958
dollars), a growth rate almost equal to that of 1965. Increases also occurred in
1966 in real disposable income per capita and in personal consumption expendi-
tures per capita.®

In commenting on economic trends in the American economy in 1966, Gardner
Ackley told the Joint Economic Committee the following :

“It is far from a perfect record. But I think if one looks at it in the large, in
terms of the outcome for the year as a whole, it is a record.-of which we can be
pretty proud.” * .

Nevertheless, in retrospect, it can be argued that a major error occurred in
domestic policy in the United States during 1966. In this era of sophisticated
information systems, it still seems that a parallel can be drawn with the pre-
historic brontosaurus whose internal communication system was so primitive
that when another animal started chewing on the end of its tail, it lost its entire
tail before the news reached the brain.

Somewhat analogously, during much of 1966, especially the first half, the
Nation and its economists were occupied with congratulating themselves on the
success of the 196} tax cut—when the problem suddenly had become combdatting
inflation rather than unemployment.

A three-fold dilemma resulted from the various developments already covered
in this study:

1. The Nation was not fully aware of the economic implications of the U. S.
buildup in Vietnam.

2. Economists were not generally cognizant of the timing problems in evaluat-
ing the economic impact, and

3. Neither public officials nor private opinion were agreed as to either the need
for or the nature of additional public policy measures to be taken.

Many, of course, were not convinced of the need for tighter fiscal policy,
particularly in view of the Federal Reserve’s tightening monetary policy. Others
who would have preferred a tax increase to the extreme credit stringency did
not believe that the Nation would accept so sharp a turn in fiseal policy—from
tax reduction to tax increase—so quickly. Finally, even those who preferred the
route of reducing government expenditures seemed to think that the Federal
budget only contained two high-priority categories, defense programs and Great
Society endeavors, overlooking the vast array of outmoded subsidies and special
benefits.

It became clear also that, although the wage-price guideposts might be effec-
tive during a period characterized by mild cost-push inflationary pressures in
an environment of some economic slack, they did not work as well during periods
of demand-pull inflation such as characterized 1966.

Other negative results of the 1966 experience may be in terms of the legacy
bestowed upon the future. To what extent will cost-push inflationary pressures
dominate the American economy in 1967 after the aggregate demand-pull

% U.S. House of Representatives, Committee on Ways and Means, Temporary Increase in
Debt Ceiling, January 1967, p. 10.

85 Economic Report of the President, January 1967, pp. 214, 232,

87 Hearings on 1967 Economic Report, Part 1.
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pressures may have subsided? Given the conditional tax increase recommended
in the January 1967 Budget, to what extent does the Nation face the possibility
of a tax increase coming after the major impact of the Vietnam buildup has
occurred and the economy softened?

Perhaps more fundamentally, the failure of the Nation either to understand
how a military buildup affects the economy, mauch less to take prompt and effec-
tive action to curtail the excessive demand that results, does not augur well for
a smooth economic adjustment to the hoped-for downturn in military spending
after a successful termination of hostilities in Vietnem. In such a case, the de-
flationary impaect of defense contract cancellations and layoffs of defense workers
might occur while defense expenditures and/or deliveries were still rising. If
tax reduction or monetary ease or expansion in selected non-defense spending
were to wait until sizeable declines in defense purchases showed up in the GNP,
governmental economic policy once again would be too slow and too late.

IV. Al CROSS-SECTIONAL ANALYSIS OF THE CURRENT MILITARY BUDGET

The 56 percent increase in the level of U.S. military spending scheduled to
take place within the three-year period July 1, 1965—June 30, 1968 is, of course,
dramatic and having a major impact on the national economy. No doubt less
dramatic but of substantial importance to individual communities, companies,
and workers is the simultaneous changes which are taking place in the composi-
tion of the military budget.

A. The changing composition of military spending

Ohanges taking place within the military budget have been affecting the ewtent
to which different industries and regions are participating in the defense pro-
gram. The key to understanding the developments is analyzing the shifting
“product mix” of military spending. The fundamental change is the shift of
emphasis away from (a) developing and maintaining in being the potential
capability to deal with hypothetical world-wide or general-war situations and
towards (b) operating a military establishment actually waging a difficult but
limited war whose dimensions keep on evolving. Table 7 shows the extent to
which funds for U.S. combat forces have been shifting from general war to
Jimited war programs. It is striking to note that general war forces now receive
Jess than half of the share of the military budget that they received a few
years ago.

TasLm. 7.—U.8 military budget: General versus limited war (total obligational

authority)
Amounts (in billions) Percent of total
Category of combat forces )
Cold war Vietnam Cold war Vietnam
(fiscal year | (fiscal year (fiscal year | (fiscal year
1562) 1967§ 1962) 1967)
General war capability:
Strategic offensive forces. «aomomoaoceozoooan $8.9 } $7.1 29.8 } 16.5
Continental air and missile defense forees. .- 2.3 . 7.7 .
SUbLOtAl o o cemeccccecmmmmme e 102 |ococeccaeae R 77%;  P——
Limited war capability:
General purpose forces. - - -c-eeamecacaecana- 17.5 34.3 58.5 80.0
Airlift and sealiften oo ceeccccammmeea e 1.2 1.5 4.0 3.5
Subtotal.. 18.7 35.8 62.5 83.5
LIS I . 29.9 42.9 100.0 100.0

1 The remainder of the military budget is dévoted to support of the combat forces, research and develop-
ment, military assistance, and retired pay.

Source: U.S. Department of Defense.

A related development, but one not as readily discernible in the available data,
is the capital-intensity of the U.S. military effort in Vietnam. The Congressional
hearings present numerous instances of the tremendous amount of airborne and
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infantry munitions expended by or for the protection of each American soldier
fighting in Vietnam. For example, in the fiscal year 1966, 5.1 million tons of
supplies and other cargo were shipped from the United States to South Vietnam.®
This comes out roughly to almost 16 tons per U.S. soldier stationed there at the
end of the fiscal year. In comparison, the Vietcong is fighting a very labor-inten-
sive war. The result of this different emphasis is two-fold. Primarily, of course,
it indicates ¢ fundamental decision to use up equipment and supplies in order to
save the lives of American soldiers. The secondary result then is the costliness
of the war to the American economy and the Treasury in dollar terms (in real
terms, in effect we are trading dollars for American lives). One very crude
indication of the great capital-intensity of the war effort is the 82 percent in-
crease in military procurement expenditures during the same three-year period
as the 56 percent overall increase in military spending.

Detailed breakdowns of the military procurement budget are useful in order
to illuminate the regional and company impacts of the fundamental budget
changes. Table 8 shows the shifting product mix of all military procurement (on
an obligations basis). Three major shifts are taking place: (1) a more than
doubling in the amount of funds going to tanks, weapons, ammunition and
similar conventional battlefield ordnance, (2) a massive reduction in the rela-
tive as well as absolute importance of missiles, and (3) the reorientation of the
military aircraft budget away from long-range strategic bombers and to tactical
aircraft, particularly supersonic fighters and helicopters. The latter point of
course only emerges from analyzing the details of the budgetary reports (see
Appendix Tables for details). In general, the military budget is looking much

- more like it did during the Korean War and less than during the more recent
period of cold war confrontation with the Russians.

TasLe 8.—The changing product miz of military procurement

Amounts (in billions) Percent of total
XKorea Cold war | Vietnam Korea Cold war | Vietnam
(fiscal year | (fiscal year | (fiscal year | (fiscal year | (fiscal year | (fiscal year
1952) 1962) 1967) 1952) 1962) 1967)
Sophisticated equipment:

Aireraft_________________._. $13.1 $6.4 $9.8 45.7 35, 39.8
Missiles. .. - .4 4.7 2.1 1.4 26.3 8.5
Electronics. caoeococeooo.. L3 L5 1.2 4.5 4.9
Subtotal ... ... 14.8 12.6 13.1 51.6 0.4 53.2
1.8 2.2 2.4 . 6.3 12.3 9.8
9.2 2.3 6.5 32.1 12.8 26.4
2.9 .8 2.6 10.0 4.5 10.6
Subtotal. . ._._......... 13.9 5.3 1.5 48.4 29.6 46.8
Totale e oo 28.7 17.9 24.6 100.0 100.0 100.0

Source: Department of Defense data on obligations incurred.

Hence, the Nation is witnessing a reversal of the shift that occurred in mili-
tary purchasing in the mid-1950’s. Once again, the automotive, mechanical, tex-
tile, clothing, and rubber companies are becoming important suppliers of war
material. The most dramatic increases have occurred in ammunition (up 270
percent during the past fiscal year), clothing and textiles (up 240 percent), tanks
and vehicles (up 80 percent), and food (up 60 percent).” The large aerospace
and electronics firms, although still significant defense contractors, are finding
their shares of the military market to be declining. For example, the ten firms
with the largest amounts of defense contracts in the fiscal year 1966 (nine out

8 U.S. Senate, Committee on Armed Services, Investigation of the Preparedness Program,
Report by Preparedness Investigating Subcommittee on Airlift and Sealift to South Viet-
nam, March 1967, p. 2.

% U.S. Department of Defense, Military Prime Coniract Awards and Subcontract Pay-
ments, July 1965—June 1966.
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of the ten being ‘aerospace and electronics firms) received 26.6 percent of the
total awards compared to 35.8 percent in 1964.

Unlike the period of large weapon systems—such as ICBM’s which could only
be supplied by a few of the industrial giants—the demands of Vietnam result
in numerous smaller contracts involving a great many and variety of medium-
size firms as defense suppliers. Small business firms increased their share of de-
fense contract awards from 19.6 percent in fiscal 1965 to 21.4 percent in fiscal
1966.

B. Geographic shifts in defense activity

There is also a geographic dimension to the changes in the military product
mix. Large proportions of the companies working on Vietnam orders are located
in the Upper Midwest and in other relatively older industrial states in the Bast.
The Far West, which has been receiving so large a share of defense orders during
the past decade, is experiencing some absolute as well as relative declines. Table
9 shows the highlights of these changes.

Several states received defense contracts in 1966 at rates of 40 to 50 percent
above the previous year’s levels. These include Connecticut, Illinois, Indiana,
Maryland, Michigan, Minnesota, Ohio, Pennsylvania, and Texas. In contrast,
Washington State, Utah, and Colorado have seen their defense contracts vir-
tually cut in half during the past two years. California has remained at the 1963
level, despite the substantial growth in the overall military market which has
occurred since then.™

TaBLE 9.—The changing geographic distribution of defense contracts

[Percentage distribution of dollar volume]

Korean war | Cold war Vietnam
Census region (fiscal year (fiscal year (fiscal year
1952) 1966)
Northeast:
New England__ . 8.1 10.9 11.9
Middle Atlantic. . 25.1 18.7 17.6
Subtotal 33.2 29.6 29.5
Midwest:
East north-central. 27.4 12.6 15.3
West north-central. 6.8 6.7 7.6
Subtotal - 34.2 19.3 22.9
uth:
South Atlantic. . 7.6 10.4 12.5
South central 6.4 7.8 12.2
Subtotal 14.0 18.2 24.7
Far West:
Mountain .7 4.7 2.5
Pacific - 17.9 28.2 20. 4
Subtotal - 18.6 32.9 22.9
Total 100. 0 100.0 100.0

Source: Computed from Department of Defense data.

The economic impacts of this shift in the location of the defense industry may
not be as simple as would appear. The midwestern states have large, well diversi-
fied industrial bases and these recent increases in their defense orders, although
dramatic, may be taken in stride as they will require relatively small propor-
tions of existing manufacturing capacity. On the other hand, defense work in
recent years has accounted for a proportionately large share of the total manu-
facturing employment of many western states and in several cases for virtually
all the growth of such employment in the major metropolitan areas. The adjust-

70 U.8. Department of Defense, Military Prime Contract Awards by Region and State, 1966.
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ment to the changing military market may be especially difficult for those western
states that are not participating in the simultaneous expansion in the commercial
aircraft market.

On balance, it would be expected that the reorientation of defense spending
toward greater emphasis on limited war equipment, which seems likely to out-
last the current Vietnam buildup, will have important differential effects on the
relative rates of growth in population, income, and tax bases in the various
regions of the country—effects which should primarily be favorable to the
Midwest, Southern, and New England areas.

C. Balance of payments effects

Another and special aspect of the impact of Vietnam expenditures on the
American economy is the effects on our balance of international payments. The
direct, adverse balance-of-payments impact of Vietnam has grown with the size
of operations there. It has been estimated that Vietnam-related foreign exchange
costs in the fiscal year 1967 will run over $1 billion higher than in the pre-buildup
year of fiscal 1965.™ )

Table 10 shows the direct impact of military activities on the U.S. balance of
payments. Vietnam has also had an indirect impact as well, by stimulating total
domestic spending, including purchases of imported goods. Although there are
no precise measures of the indirect effects, it has been estimated that they could
be as large as, or even larger than, the direct impact.™

TaBLE 10.—Effects of national defense programs on the U.S. balance of payments
[Fiscal years, billions of dollars]

1961 1962 1963 1964 1965 1966
Expenditures:
Vietnam-related increase - 0.1 0.1 0.2 0.7
All other. - 3.1 3.0 3.0 2.8 2.6 2.6
Total 3.1 3.0 3.1 2.9 2.8 3.3
Receipts .3 .9 1.4 1.2 1.3 1.2
Net adverse balance . .oo.coocoeooo 2.8 2.1 1.7 1.7 L5 2.1

Source: U.S. Department of Defense.
V. IMPLICATIONS FOR THE FUTURE : PROBLEMS OF TRANSITION

A. The ability to support the level of military spending

From time to time the question has been raised as to how much national secu-
rity spending the economy can afford. The companion concern is that short-run
considerations may impair the long-term capability of the economy to support a
large and sometimes expanding array of national security programs.

Recent hearings on the military supplemental appropriations for the fiscal year
1967 showed congressional concern over the ability of the U.S. economy to with-
stand the costs of the war in Southeast Asia. The following excerpt is
illuminating : :

“Senator Symington ... My question is, how long can this Nation afford to
continue the gigantic financial cost incident to this major ground war in Asia,
without its economy becoming nonviable?

“Secretary McNamare . . . I think forever, and I say it for this reason. That
there are many things many prices we pay for the war in South Vietnam, some
very heavy prices indeed, but in my opinion one of them is not strain on our

economy.” ®

7 “Defense Budget Highlights,”> Defense Industry Bulletin, Vol. III, No. 2, February 1967,

r 72 The Voluntary Program for Direct Investments: Status and Prospects, Remarks by
Gerald A. Pollack, Deputy Asst. Secretary of Commerce, before the National Industrial
Conference Board, February 16, 1967, p. 8. L. .

7 U.S. Senate, Committees on Armed Services and Appropriations, Supplemental Military
Procurement and Construction Authorizations, Fiscal Year 1967, January 1967, pp. 96-97.
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There is no simple or generally agreed on method to measure or determine the
“hurden” of military programs on the economy, much less what, if any, economic
ceiling exists on such programs. Yet, available economic analysis tends to support
the Secretary’s statement.

Using the GNP comparison, the portion of our national sources devoted to the
production of military goods and services tended to diminish rather than increase
prior to the Vietnam buildup, from 10.5 percent in 1957 to 8.4 percent in 1964.
During much of that period, considerable unutilized or under-utilized capacity
existed in the economy, far more than was generally desired. Price inflation was
not particularly troublesome in those years; the wholesale price index fluctuated
withh} the narrow range of 99.0 to 100.7 from 1967 to 1964 (base of 1957-50=
100).7

The real cost to society of allocating productive resources to military pro-
grams may be said to be that these resources are unavailable for other purposes.
Yet, such resources may not be entirely diverted from other uses in practice.
Some or all of the resources S0 used might have remained unemployed but for
the expansion of defense activities. On the other hand, if there is any such
sacrifice in a given time period, and if the loss is in investment, additional
sacrifices will accrue in subsequent time periods as society forgoes the returns
on the absent investment.

Tven where resources utilized by defense programs are diverted from other
sectors, the value of the resultant output does not necessarily measure the value
of the output diverted from the civilian sectors. TFor example, when resources
shift from production of comparatively low-valued products such as agriculture
to high-valued products such as military research and development, the incre-
ment of GNP so absorbed exceeds in value the output yielded by the private
sector.

Conversely, the Selective Service System tends to result in substantial eco-
nomie losses to many men who otherwise would be holding higher paid positions
in civilian life. The cost to the economy and to society as a whole is substan-
tially above the direct cost to the Department of Defense of paying, feeding,
and clothing these people; it is the opportunity cost of the higher priced goods
and services which otherwise they would be producing.

Overall, analyses of the “purden” of defense expenditures have generally con-
cluded that, if necessary for military or political reasons, the American econ-
omy could handle, with @ minimum of dislocation or hardship, a far higher level
of such spending than has been ewperienced in recent years. These studies or
statements have been made by such diverse groups as the Committee for Eco-
nomic Development, the National Planning Association, a panel of the United
States Arms Control and Disarmament Agency, and a group of outstanding
university and research economists appearing before the Joint Economic Com-
mittee of the Congress. However, many such analyses also concluded that the
long-term growth and prosperity of the United States do not require even the
current level of national security spending.

Hence, economic constraints do not appear to be an important limitation on
the level of defense spending—directly. Indirectly, and essentially through the
Tederal budgetary process, financial constraints have and are likely to continue
to restrict the portion of the Nation’s resources devoted to these purposes. This,
of course, reflects the fact that governmental appropriations for military items
are not made in isolation, but result from the interplay of many conflicting re-
quirements and demands, jncluding those of numerous other Federal programs
and of taxpayers who wish to reduce the portion of their incomes taken by the
TFederal Government.

B. Adjusting to changes in military spending: Peace in Vicinam

The Nation’s past experience testifies to the ability of the economy to adjust
successfully to major reductions in national security spending. Demobilization
after World War II was extremely rapid, and no sizable unemployment problem

7 An earlier version of this analysis appears in M. L. Weidenbaum, “Cost of Alternative
Military Strategies,” in David Abshire and Richard Allen, editors, National Security, Po-
litical, Military and_Economic Strategies in the Decade Ahead, New York, Frederick A.
Praeger, 1963, pp. 785-802.
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developed. Between June 1945 and June 1946, over 9 million men were released
from the armed forces, about three times the present total of military personnel.
Between 1945 and 1946, national defense purchases of goods and services were
reduced by 75 percent. This reduction was equivalent to more than 25 percent
of the GNP in 1945, about three times the present proportion of GNP repre-
sented by defense.

The end of the Korean conflict involved a much smaller reduction in defense
'spending, which in turn started from a much lower peak than at the end of
World War II. Tax reductions helped to maintain aggregate consumer income
and personal consumption spending. As the total of defense spending leveled off
in 1963-64, the national unemployment rate declined, clearly indicating the
capability of the American economy to adjust rapidly at least to moderate changes
in defense expenditures.”

Numerous studies of the economic impact of arms control and disarmament
have concluded that the United States is fully capable of making the necessary
economic adjustment to fundamental reductions in the level of national security
expenditures ; the limitations are considered to be mainly in the political sphere—
the willingness of the Nation to take measures of sufficient magnitude and prompt-
ness to utilize the resources that would be released in such eventuality. The
termination of hostilities in Vietnam and/or the reduction in the level of U.S.
military spending there would raise such questions once again.

The President’s Committee on the Economic Impact of Defense and Disarma-
ment stated, in its July 1965 report, “However, neither the shifts from one kind
of defense spending to another (for example, from strategic weapons to weap-
ons of limited war), nor the resumption of the gradual shift away from defense
presents major problems to our economy. Even general and complete disarma-
ment would pose no insuperable problems . . .’ ™

At this point, it is extremely difficult to speculate as to the dimensions of a
cutback in U.S. defense spending following peace in Vietnam. Perhaps, it would
be useful to recall an earlier study which sketched out the budgetary implica-
tions of a hypothetical limited war.” That study, published in 1963, analyzed a
possible limited war beginning in the fiscal year 1965.

It was hypothesized that the assumed conflict occurs in an area somewhat
peninsular or restrieted in nature geographically. Moreover, an adjacent critical
national boundary limited the freedom of action of our forces. It was further
assumed that the conflict ended with a truce in 1967, followed by a continua-
tion of high state of limited war readiness.

A rough approximation of the cost of additional military expenditures under
these assumed limited war conditions was on the order of $18-20 billion for
1967, the peak year. This raised total national security outlays to about $72
billion (in terms of 1962 dollars). After the postulated truce in the hypothetical
limited war, procurement of weapon systems would be reduced from the wartime
peak (see Figure 3). However, maintenance and periodic replacement of a force-
in-being larger than that prior to the conflict would be required because of an
unstable international situation. If the general dimensions of this hypothetical
war correspond to the Vietnam experience, it would be expected that U.S. mili-
tary spending might decline about $15 billion during a 12 to 24 month period
following the cessation of hostilities. The new level of military spending would
then still be in excess of $50 billion a year and require a large industrial base
to support it. )

Along the lines of adjustment to a cutback in the military budget, the Presi-
dent, in the January 1967 Economic Report, instructed the Federal agencies to
give increased attention to planning for the eventuality of peace in Vietnam. His
instructions included the following six steps :

T See M. L. Weidenbaum, “Could the U.S. Afford Disarmament?”’, in John R. Coleman,
editor, The Changing American Economy, New York, Basic Books, Inc,, 1967, pp. 172-174.

76 Report of the Committee on the Economic Impact of Defense and Disarmament, Wash-
ington, U.S. Government Printing Office, July 1965, p. 1. . .

7M. L. Weidenbaum, ‘“‘Cost of Alternative Military Strategies,” in David Abshire and
Richard Allen, editors, National Security, Political, Military and Economic Strategies in
the Decade Ahead, New York, Frederick A. Praeger, 1963, pp. 785-802.

78-516—67—vol. 1——15



220 ECONOMIC EFFECT OF VIETNAM SPENDING

Figur 3
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1. Consider possibilities and priorities for tax reduction.

2. Prepare, with the Federal Reserve Board, plans for quick adjustments of
monetary and financial policies.

3. Determine which “high priority” programs can be quickly expanded.

4. Determine priorities for the longer range expansion of government pro-
grams, both new and existing ones. : .

5. BEvaluate the future direction of Federal financial support to State and Local
governments. )

6. Examine how the transition can be smoothed for the workers, companies
and communities now engaged in supplying defense needs, and the men released
from the armed forces.™ )

A number of specific possibilities (as well as problems) come to mind in ex-
amining the Presidential list. Table 11 is a preliminary attempt to indicate the
range of options and alternative policy mixes which may become available.

It is apparent that the specific and essentially short-term question of the eco-
nomic adjustments to the cessation of hostilities in Vietnam also involves many
longer-run and perhaps more fundamental considerations of national social,
political, and economic policy.

1. Taex Reduction.—TFor example, there are various methods of reducing taxes
and thereby pumping additional purchasing power into the national economy.
Prior to the Vietnam buildup, there had been some public discussion of focusing
the next round of tax adjustments on the lower brackets. Such action could have

7 Bconomic Report of the President, January 1967, pp. 23-24.
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TABLE 11.—Possible post-Vietnam economic adjustment actions

Category

Some alternatives

Policy issues

Tax reduction_ ... _..______.

Monetary and financial
policies.

Rapid expansions in Gov-
ernment programs.

(1) Across-the-board reductions in
rates; (2) major reductions in lower
brackets; (3) increased investment
incentives; and (4) institution of a
negative income tax.

(1) Changes in discount rates, reserve
requirements, and Federal Reserve
open market transactions; -and
(2) increases in Federal lending and
loan guarantee operations.

(1) Those 'using similar resources—
anti-missile-missile, supersonic
transport, planetary, and other
space exploration; and (2) conven-
tional programs, such as unemploy-

Stabilization versus growth versus
income redistribution objectives.

Primarily a matter of promptness
in timing; also question of appro-
priate monetary-fiscal mix,

Questions include (1) transfer pay
ments versus Government pur-
chases; and (2) prompt utiliza-
tion of specific defense resources
versus concern with aggregate

n:ent compensation, public con- demand.

struction.

Longrun expansions in (1) Human-resource types: education | Primarily a matter of identification
Government programs. training, health investment; (2) of longrun goals and objectives,

then a question of identifying
most economical and acceptable
methods.

physical environment types: trans-
portation, air and water polution
control, housing; (3) technologic
applications: oceanographic research,
development and operations.

(1) Expansion of existing program
grants; (2) initiation of new grant
programs (e.g. environment im-
provement); and (3) block grants,
with few if any Federal “strings.”

(1) The extent to which the States
are to determine the areas to
which theyallocate Federal funds;
(2) if the determination remains
at the Federal level, the choice
among program.

(1) The extent to which defense
companies,  their workers, and
communities, should be treated
more generously than others
affected by economic dislocation;
(2) the desirability of World War
II type of veterans’ benefits, in
view of recent expansion in edu-
cation, training, and social
services.

Federal aid to State and
local governments.

(1) Rely on existing welfare programs
and aggregate demand measures;
and (2) institute specific adjustment
and benefit programs.

Aid to defense workers,
companies, communities,
and veterans.

an important impact on income redistribution. It would also constitute a decision
to emphasize consumption at the expense of investment, insofar as the lower
income groups spend an above-average share of their income for current con-
sumption items and save proportionately less.”

Conversely, if major attention were given to increasing tax incentives to
business investment, this too would be more than a short-term policy to offset
the deflationary impact of the military cutback; such action would also serve
to reduce or slow down the rate of growth of the public sector and, also, to favor
investment and a more rapid long-term rate of economic growth at the expense
of current consumption and a quick increase in consumer living standards.

Similarly the institution of a negative income tax would constitute a rather
fundamental change in the role of the Federal Government in relation to indi-
vidual citizens, above and beyond any reduction in the government’s cash take
from the economy. Perhaps, an across-the-board reduction in income tax rates
would be most neutral in terms of these other considerations: It would mean
foregoing many of the other economic policy objectives; yet, its relative sim-
plicity and neutrality would tend to shorten substantially the lead times involved
in preparing detailed Executive Branch recommendations and in obtaining
congressional approval.

2. Monetary and Financial Policies.—If there is any lesson to be learned from
recent experience, it is the meed to take prompt action to offset the economic
impacts of large and abrupt shifts in military demsdnd. The key question that
would be faced is the appropriate mix of monetary and fiseal policies, such that

7 For a more general analysis along these lines, see U.S. Congress, Joint Economic Com-
mittee, U.S. Economic Growth to 1975: Potentials and Problems, Washington, U.S. Govern-
ment Printing Office, 1966, pp. 31-32.
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they independently do not overcompensate nor is the Nation witness to the
performance of an act of “After you, Alphonse,”. “No, after you, Gaston.”

3. Rapid Expansions in Government Programs.—Important policy choices will
have to be made both within as well as between the major categories of post-
Vietnam economic adjustment actions. Certainly, tax reduction and government
expenditure increases represent alternative routes. The choices are not likely
to be either-or ones but some combination of the two. Hence, the public sector
is not likely to contract by the full amount of the military cutback (which
would be the result of primary reliance on tax reduction) but some tendency
in that direction would result from most of the likely tradeoffs between tax
reduction and government spending increases.

Within the expenditure category, there are various programs which may be
selected. Liberalized unemployment compensation, public assistance, and similar
income-maintenance types of transfer payments might be among the actions
most quickly implemented. However, an array of government purchase type
programs is also available and will compete for funding.

Of necessity, the latter will be programs already underway and for which
expenditures can be increased rapidly. For example, the backlog of authorized
civil public works is substantial. It is estimated that, as of June 30, 1968, planning
will be complete on projects totalling $3.1 billion, for which construction con-
tracts could be awarded promptly. For another $5.9 billion of projects, planning
would be underway, but not completed.*

Another category of potential expenditure increases would be for those pro-
grams using resources similar to those released by the military cutback. Expan-
sions in civilian space exploration, such as manned exploration of nearby planets,
and completion of development of a civilian supersonic transport aircraft imme-
diately come to mind.

4. Long Run Ezpansions in Government Programs.—The funds which would
be made available from a reduction in military spending in Vietnam could be
used for a variety of government programs, the expansion of which might take
considerably longer than either transfer payments or ongoing construction
projects.

In this category of possible adjustment actions are three major types of pro-
grams: (1) those primarily in the nature of investment in people, such as educa-
tion and training; (2) those designed primarily to improve the physical environ-
ment, such as air pollution control; and (3) those which most readily apply the
advanced technology of military contractors, such as oceanographic research and
development.

Of course, these three groups are not entirely mutually exclusive. The sys-
tems approach developed in defense and space programs may well have important
applications in education or urban redevelopment programs; improvements in
the physical environment may also increase human productivity, etc. The kinds
of public policy choices to be made here primarily are a matter of identifying
and selecting among long-run goals and objectives, a consideration which current
budgeting and other resource-allocation mechanisms in the public sector do not
as yet come to grips with. )

5. Federal Aid to State and Local Governments.—Were the short-term post-
Vietnam adjustment efforts to emphasize expansion in direct Federal operations,
such action might effectively result in the inability of the Federal Government
to embark upon the block grant, tax sharing or related long-term efforts which
have been proposed to aid state and local governments in their fiscal problems.

Several key policy issues are involved here. To what extent should the Federal
Government, rather than the States, determine the specific program areas to
which state and local governments allocate Federal funds? Either expanding
existing “tied” program-specific grants or embarking upon new ones would
maintain the influence of the Federal government in this regard. In contrast, the
proposals for block grants would have rather few strings attached to the Federal
aid. Tax sharing and tax credit proposals involve less if any Federal determi-
pation as to how the Federal aid is to be spent by the recipient governmental units.

On the other hand, if program grants are continued to be relied upon, decisions
at the Federal level will then have to be made as to which program areas are to
be favored.

80 Budget of the United States, Special Analyses, Fiscal Year 1968, 1967, p. 76.
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6. Aid to Defense Areas and Veterans.—The last category of adjustment aec-
tions mentioned in the Economic Report was aid to veterans and to the workers,
companies, and communities involved in defense work. To some extent, the more
general measures discussed above would provide help to those directly and ad-
versely affected by the economic consequences of a military cutback.

However, certain special actions are to be expected. Certainly there is ample
precedence for generous assistance to disabled war veterans and to the depend-
ents of those who lost their lives in the conflict. In addition, a Vietnam “GI Bill”
would provide assistance for a rapid and successful transition to civilian life
for returning servicemen generally.

The question then remains as to the extent of specific aid to the portion of
the civilian economy directly affedted by a reduction in defense production.
Two factors tend to limit pressures from this sector. First of all, as pointed
out earlier, it is likely that a high level of military spending—perhaps $50
billion a year—iwill be maintained after a military cutback. In addition, so much
of the expansion in Vietnam requirements was met by production of civilian-
oriented industries which should experience relatively minor difficulties if ag-
gregate demand is maintained in the economy as a whole,

Certainly, the choices among the six adjustment routes analyzed here may
be neither easy nor their implementation quick. Nevertheless, the official atten-
tion to the basic problem of post-Vietnam economic adjustment during the con-
tinuation of active hostilities is an important sign in itself.

0. Adjusting to Changes in Military Spending: Further Escalation.

The. possibility of substantial further increases in U.S. military spending,
either in Vietnam or elsewhere, needs to be acknowledged. There is little indica-
tion, in the dat aavailable to date, that any slow down in military spending is im-
minent. It recently has been estimated by the Deputy Assistant Secretary of De-
fense for Procurement that defense procurement orders to private industry will
increase $7 billion from fiscal 1966 to a peak of $45 billion in the fiscal year 1967.5

The $45 billion estimate also indicates that the Pentagon’s rate of placing
orders with domestic industry will accelerate in the remaining months of the
current fiscal year, from an average of $3.2 billion during each of the first eight
months to an average of about $4.0 billion during March-June 1967. However,
the traditional tendency to concentrate government procurement in the latter
part of the fiscal year (so-called “June buying”) obscures the underlying trend.

Should another major expansion occur in U.S. military spending once again it
would be important to analyze accurately the domestic economic impact and to
take offsetting economic policy ‘measures promptly.

VI. SUMMARY

An evaluation of U.S. expenditures for Vietnam and their economic impacts
must of necessity be based upon a review of the events in South Vietnam itself
and of the changing nature of the U.S. involvement there. From 1954 through
early 1963, the U.S. role was that of providing relatively minor amounts of
training and military advisory assistance. Fewer than 1,000 American troops
were involved.

Beginning in November 1963, with the overthrow of the Diem government,
the extent of the U.S. commitment increased, but quite slowly at. first. By the
end of 1964, the total of American troops stationed in South Vietnam was 23,300.
A significant change in the nature of the conflict occurred in 1965, the intensi-
fication of infiltration of arms and personnel into South Vietnam from North
Vietnam. The buildup of U.S. troops there accelerated rapidly, reaching 184,314
at year end. According to the Pentagon, the U.S. involvement was necessary in
order to blunt the Vietcong monsoon drive of 1965 which was attempting to
dismember South Vietnam.

By early 1966, American forces apparently were conducting the bulk of the
offensive “search and destroy” military actions against the Vietcong. The South

&t “Defense Buying Bill to Climb to $45 Billion, Up $7 Billion, in Fiscal ’67, Official Pre-
dicts,” Wall Street Journal, April 13, 1967.
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Vietnamese were primarily responsible for the more passive missions, such as
pacification and defense of Government centers. Total American troops in South
Vietnam exceeded 400,000 by the end of 1966.

In restrospect, it appears that the U.S. role in Vietnam changed from support
and advisory to active combat when the South Vietnamese no longer could defend
themselves successfully against the combined onslaught of the Vietcong and
massive infiltration of North Vietnamese equipment and manpower.

It is futile to speculate as to anyone’s ability to have forecast these develop-
ments prior to their occurrence. However, it is necessary to note that the un-
certain nature of future developments in Vietnam continually clouded the public
and private analyses of their enfolding impact on the Treasury and on the
American economy.

The evolution of the U.S. role in Vietnam could scarcely be inferred from
the day-to-day statements of Administration spokesmen such as Secretary Mec-
Namara. On various occasions in 1963-64 he stated that the war was to be
fought by Vietnamese and not U.S. troops. In 1965, after U.S. troops were in
combat, he stated that the South Vietnamese would bear the brunt of the fight-
ing. The purpose here is not to criticize the inability to make accurate fore-
casts under extremely difficult conditions, but to emphasize the great uncer-
tainty that existed in evaluating the impact on our domestic economy of the
expanding U.S. commitment in Vietnam.

From the point of view of demands on the resources of the American economy,
the Vietnam war really had its initial impact in the fiscal year 1966, the 12-
month period July 1, 1965 to June 30, 1966. Prior to that time, the Budget
Bureau estimated that the additional costs of Vietnam were $100 million or
less a year, a rather insignificant factor in a $50 billion military budget or a
$700 billion economy. i

The January 1966 Budget Message, in constrast, estimated that the Vietnam
war would require $14 billion of appropriations in fiscal 1966 and $4.4 billion
of expenditures, It appeared at the time, at least to many observers, that the
Nation could afford to wage a two-front war without raising taxes, the domestic
war on poverty and the war in Vietnam. That theme was clearly enunciated in
the Budget Message and in the President’s January 1966 Economic Report. In
the later document, he stated that, “The fiscal program I recommend for 1966
aims at full employment without inflation” and that “this budget provides . . .
for the maintenance of basic price stability.”

In retrospect, things did not work out so well. Although the unemployment
rate declined below' 4 percent, the year 1966 witnessed the most rapid period
of price inflation since the Korean War. The basic explanation would appear to
be that—despite the assurances in the Economic Report—the increases in govern-
ment civilian and military demand, coupled with the continued expansion in
business expenditures for new plant and equipment, exceeded the capability
of the economy to supply goods and services at then current prices. Several
factors help to explain the circumstances. One factor was the underestimate in
defense spending. The January 1966 budget projected the cost of Vietnam at
$10 billion in the fiscal year 1967 and the current estimate is almost double that.

‘Another factor is a bit more sophisticated. It relates to the lack of under-
standing of how a military buildup affects the economy. The key point is that,
under our private enterprise system, the great bulk of military production is
carried on in the private sector of the economy.

As a result, when there is a large expansion in military orders, as occurred
in fiscal 1966, the immediate impact is not felt in the government budget. The
initial impact—in terms of demand for labor, materials, and resources gen-
erally—is felt by the government contractors in the private sector. Hence, par-
‘ticularly during the early stage of a military buildup, we have to look at the
private sector to see the expansionary effects. This is hardly a new phenomenon.
This timing relationship was the factor that contributed so greatly to the infla-
tion that accompanied the first year of the Korean mobilization.

By just looking at the Government’s budget during fiseal year 1951, it seemed
that the public sector was following a policy of fiscal restraint. Policy officials
generally overlooked the almost doubling in the volume of defense orders to
private industry during that same period. Unfortunately, the same mistake
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was repeated during the first year of the Vietnam buildup. The most rapid
period of expansion in military contracts to private industry occurred in 1966;
so did the most rapid rate of price inflation in recent years. But that was the
period when the Nation and particularly the Administration’s economists were
still congratulating themselves on the success of the 1964 tax cut and little
need was felt, at least officially, for greater fiscal restraint.

To some extent, the inflationary pressures of the Vietnam buildup were ac-
centuated by a rather liberal monetary policy in 1965, some of the results of
which were continued to be felt in 1966 (the money supply rose by 6.2 percent
from April 1965 to April 1966, a rate considerably above recent prior experi-
ence). Beginning in December 1965, the Federal Reserve Board undertook &
series of steps to tighten the availability of credit. By April 1966, the steep
rise in the money stock was halted and a slight decline oceurred through the re-
mainder of 1966.

Some positive impacts of governmental economic policy during this period also
need to be acknowledged. The Nation achieved a large and rapid shift of re-
sources from civilian uses to military programs. Direct controls over prices,
wages, and materials generally were avoided. Moreover, economic growth and
real improvement in the living standard of the average American continued
despite the defense spending increases and inflation.

In a sense, this post mortem is too late. There is little that can be done about
the 1966-induced inflation at this late stage. The demand-pull inflationary pres-
sures of 1966 seem to have run their course. We do have a legacy of cost-push
inflationary pressures which are likely to plague us later in 1967, particularly as
major collective bargaining agreements come up for renewal.

However, it is quite likely that in the near future the Nation may once again
find itself in a situation when aggregate economic and fiscal policy measures fail
to take proper account of the timing of the economic impact of government
spending, especially for goods produced in the private sector. If that turns out
to be the case, avoidable inflation or recession may occur once again.

Should another major escalation occur:in the level of the U.S. commitment
in Southeast Asia, it would be important to promptly develop the restraining
fiscal measures needed to offset the inflationary impacts.

Conversely, should peace come to Vietnam it would be essential to promptly
put into action the ewpansionary fiscal measures needed to offset the immediate
deflationary effects of a defense cutback. Most authorities are agreed as to the
capability of the economy to successfully adjust to a defense cutback (or an
expansion). The concern mainly relates to our political willingness and capability
to act promptly enough.

STATISTICAL APPENDIX

AGGREGATE MEASURES OF U.S. MILITARY SPENDING

1. Measures of U.S. Military Spending, Billions of Dollars at Annual Rates.
2. Measures of U.S. Military Spending, Percentage Change from Previous
Quarter.
DETAIL ON U.S. MILITARY SPENDING

R 3. Detailed Measures of U.S. Military Spending, Billions of Dollars at Annual
ates.

4. Detailed Measures of U.S. Military Spending, Percentage Change from
Previous Quarter.

GEOGRAPHIC MEASURES OF U.S. MILITARY ACTIVITIES

5. Distribution of Defense Employment and Labor Force by State.

6. Defense Dependency by State.

7. Percentage Distribution of Surveyed Defense Employment by State and
Product Group.

8. Changes in Defense Generated Employment by State.

9. Surveyed Employment Generated by Defense Subcontracts by State of
Performance.
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APPENDIX TABLE 5.—Distribution of defense employment and labor force by State,

June 1966
Percentage distribution Index of relative Number
concentration (in thousands)
Defense-
Defense- Defense- | generated| Defense- .
State ranking ! generated| Labor | Military |generated| employ- generated| Military
' employ- force person- | employ- [ment and| employ- | person-
ment 2 nel ment | military | ment nel
(2)=(3) | person-
nel 3

O] ()] @) “ (5) (6) (@) ®)
1, California .coccmecmnaiaa- 17.0 9.5 13.5 1.8 1.6 405.0 246. 6
2. Texas. - - ccciceaeeaae 5.8 5.1 11.3 1.1 1.6 139.6 206.9
3. New YorKo oo ooommmaaaaan 5.7 10.1 1.8 .6 .4 138.0 33.2
4, Pennsylvania.............. 5.4 6.0 .8 .9 .6 129.8 14.9
5. Virginia. oo _Ccocnaaaas 5.2 2.1 3.6 2.4 2.1 125.6 66.3
6. Ohio. o maaean 3.7 5.3 1.1 .7 .5 88.7 19.8
7. Maryland ..o oocoaamanaan 3.6 1.7 2.6 2.1 1.8 85.3 47.5
8. Massachusetts......cccoaann 3.6 3.1 1.5 1.1 .8 85.2 28.2
9, New Jerseyoceeccoceccacanan 3.4 3.5 2.7 1.0 .9 80.3 48.8
10. Connecticut.ocococcaemaaan 3.3 1.6 .2 2.1 1.3 78.9 4.2
..... 3.0 2.9 3.8 1.0 1.2 73.3 69.2
- 2.9 2.5 2.1 1.2 1.0 69.8 38.9
. Georgia. - 2.9 2.1 6.0 1.4 1.9 69.2 109.4
14, Illinois-_._ - 2.5 6.0 3.3 4 .5 60.3 60.3
15. Washington. 2.2 1.5 2.6 1.5 1.4 51.5 47.6
16, Alabama.._ 2.0 1.6 1.7 1.2 1.2 48.1 32.1
17. Indiana_... 1.8 2.6 .5 .7 .5 43.6 9.8
18. Oklahoma. 1.6 1.2 2.1 1.3 1.5 38.6 37.9
19, Michigan.. 1.5 4.1 1.0 .4 .3 36.0 18.3
20, Utah_____._.__.__.. 1.5 .5 2 3.0 2.0 35.7 4.5
21, District of Columbia 1.4 .5 3.9 2.8 4.0 32.8 70.5
22, Tennessee.......- 1.3 2.0 1.2 .7 .6 29.9 21.9
23, North Carolina... 1.2 2.5 5.1 .5 11 29.1 92.7
24. Colorado.... 1.1 1.0 2.2 1.1 1.5 25.6 40.5
1.1 1.1 1.9 1.0 1.3 25.6 34.8
1.0 1.0 1.5 1.0 1.2 23.9 28.0
1.0 1.3 3.3 .8 15 23.2 60.2
...... 1.0 .3 1.6 3.3 3.0 22.8 28.7
.9 2.0 .3 .5 .3 21.5 5.1
.8 W7 11 11 1.4 19.3 20.7
7 1.4 2.8 .5 1.1 16.7 51.9
.6 .5 1.0 1.2 1.6 15.1 18.7
.6 1.6 2.2 .4 .8 14.6 40.1
.6 2.3 2 .3 .2 14.6 3.4
.6 .5 .5 1.2 1.2 13.8 9.5
.6 .3 .3 2.0 1.3 13.5 5.2
.4 1.5 .1 .3 .2 9.9 1.6
.4 .1 1.6 4.0 9.0 8.8 29.2
.3 .9 .5 .3 .4 8.1 9.2
.3 .5 .5 .6 .8 7.2 10.8
.3 1.1 .2 .3 .2 6.6 3.6
.3 .8 .7 .4 .6 6.5 12.4
.3 .8 .0 .4 .2 6.4 .5
.2 .3 .7 .7 1.3 4.2 12.2
.1 .2 .3 .5 1.0 3.3 6.3
.1 .3 .4 .3 W7 3.0 7.1
. Vermont.___. .1 .2 .0 .5 .5 2.6 .3
48. South Dakota. .1 .3 .3 .3 W7 1.9 6.2
49, Montana_ ... .. ____.__ .1 .4 .5 .3 .9 1.7 9.4
50. Wyoming .0 .2 .2 0 .5 1.3 4.0
51, Idaho_ _______________...___. .0 .3 .2 0 .3 .9 4.0
Undistributed....cocceceoe b 25 I P 2.2 . 90. 4 39.4
LA 001 721 D 100.0 100.0 100.0 2,387.3 1,832.5

1 Arrayed in descending order based on State’s percent of defense-generated employment.
2 Includes defense-generated employment in prime plants and civil service employment at DOD in-

stallations.

3 Percent distribution of total of defense-generated employment (col. 7) plus military personnel (col. 9)
divided by percent distribution of total of labor force (col. 8) plus military personnel (col. 9).

Source: U.S. Department of Defense, Office of Assistant Secretary, Systems Analysis (Economics).
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APPENDIX TABLE 6.—Decfense dependency by State, June 1966

Defense- Percent
‘Work force generated defense
State ranking 1 in employment | dependency
thousands) in 3+2
thousands)
m @) 3) @
1. Alaska. - e 90.4 8.8 9.7
2. Utah ... - 390. 5 35.7 91
3. Hawaii.______ . 273.3 22.8 8.3
4. District of Columbia. - —— 396. 0 32.8 8.3
5. Virginia 1,638.6 125.6 7.7
6. Maryland... 1,307.3 85.3 6.5
7. Connecticut - g 1,236.8 78.9 6.4
8. California. . 7,459.0 405.0 5.4
9. New Hampshire 274.0 13.5 4.9
10. Washington 1,217.7 51.5 4.2
11. New Mexico. 57, 4 15.1 4.2
12. Georgia. . 1,684.9 69.2 4.1
13. Oklahoma. 961. 2 38.6 4.0
14. Alabama. 1,273.1 48,1 3.8
15. Rhode Island 372.3 13.8 3.7
16. Missouri 1,965.9 6.98 3.6
. Texas 4,024.6 139.6 3.5
2,432.1 R5.2 3.5
544.4 19.3 3.5
778.8 25.6 3.3
2,264.3 73.3 3.2
834.6 25,6 3.1
- 786.3 23.9 3.0
. New Jersey .o ooooomome oo 2,753.7 80.3 2.9
25. Pennsylvania_.__._________._____ 4,747.3 129.8 2.7
26. South Carolina. ..o _______ 998. 8 23.2 2.3
27, Indiana.. R, - 2,019.5 43.6 2.2
28. Ohio. .. ——- 4,153.3 88.7 2.1
29. Tennessee. 1,584.5 29.9 1.9
30. Maine 375. 4 7.2 1.9
31. New York.. 7,965.0 138.0 1.7
32, Nevada 189.9 3.3 1.7
33. North Dakota . 267.7 4.2 1.6
34. Vermont._ 166. 5 2.6 1.6
385, Kentucky. 1,126.2 16.7 1.5
36. North Carolina. ... 1,994.0 29.1 1.5
37. Minnesota.. 1,591.3 21.5 1.4
38. Illinois 4,730.0 60.3 1.3
39. Delaware._... 226.7 3.0 1.3
40. Arkansas. . 685.4 8.1 1.2
41, Michigan 3,187.9 36.0 1.1
42. Louisiana 1,302.5 14.6 1.1
43, Nebraska. 650.0 6.5 1.0
44, West Virginia. . : 620.9 6.4 1.0
45, Wyoming.__. 144.6 1.3 .9
46. Oregon 826. 4 6.6 .8
47. Towa. 1,194.9 9.9 .8
48, Wisconsin 1,787.5 14.6 .8
49, South Dakota 262. 1.9 .7
50. Montana. 263.7 1.7 .6
51. Idaho 277.7 .9 .3
Undistributed 90,4 |
Total United States.. 78,658.0 2,387.8 |ocecccaemeen
U.S. average. 3.0

1 Arranged in descending order based on percent of defense dependency;
Source: U.S. Department of Defense, Office of Assistant Secretary, Systems Analysis (Economics)s
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APPENDIX TABLE 8.—Changes in defense-generated employment by State,
June 1965—June 1966

[In thousands]

Defense-generated
employment !

Net changes in employment June 1965-June 1966

Defense civilian employment

State

June
1965

~
(=
<

June
1966

o~
)
=

DOD
instal-
lations

Indus-
trial
plants

Total
@+@®

®) @ ®)

Military

assigned

)

personnel

Total
defense-
generated
and
military
(5)+(6)

Y]

Alabama

California 2. oo ccvemccccannnn
Colorado. .-

Connecticut 2.
Delaware. ... X
District of Columbia...cceeeenn
Florida -
Georgia.-.- -
Hawai

Illinois 2.
Indiana.
Towa
Kansas -
Kentucky.oo---

Louisiana. .-.----

Maine y
Maryland 2. ooaeoaeeen
Massachusetts. -
Michigan. ..

Nevada-coomocmacenaean
New Hampshire....---
New Jersey 2. -ceoen--
New Mexico.

Oregon. ...
Pennsylvania 2.
Rhode Island..
South Carolina.
South Dakota..

Vermont._

Virginia 2__
‘Washington
West Virgin:
Wisconsin....
Wyoming__._.-
Undistributed....
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Source: U.S. Department of Defense, Office of Assistant Secretary, Systems Analysis (Economics).
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AprpENDIX. TABLE 9.—Surveyed employment generated by defense subcontracts, by
State of performance, June 1966

State ranking Number | Percent State ranking - - Number | Percent
(thou- (thou-
sands) sands)

1. California._. - 37.8 25.9 || 20. Missouri.. 1.5 1.0
2. New York.... Z 20.9 14.3 || 21. Jowa...._. 1.1 .8
3. Massachusetts. - 9.4 6.4 || 22. West Virginia_. .8 .6
4, New Jersey.-_. z 9.0 6.2 || 23. Georgia......_._: W7 .5
5. Connecticut_..oo-ol.—ooo 7.6 5.2 || 24. Colorado..ooocoooocaoion .6 .4
6. Texas : 6.7 4.6 || 25. Maine, .6 .4
7. Ohio. 6.4 4.4 .5 .3
8. Florida 5.4 3.7 . .5 .3
9. Kansas 4.8 3.3 . Oklahoma... .4 .3
10. Indiana. 4.7 3.2 || 29. Alabama. .4 .3
11. Pennsylvania... 4.1 2.8 || 30. Mississippi .4 .3
12. Tennessee_- . 3.9 2.7 || 31, Vermomt o ocoooeoccomaeaan .2 .1
13. Michigan__. 3.4 2.3 || 32. Washington.. .2 .1
14. Maryland... 2.9 2.0 || 33. Wyoming_... .2 .1
15. Minnesota. . 2.7 1.9 || 34. Wisconsin .2 .1
16. Arizona 2.3 1.6 || 35. Delaware.... - .1 .1
17. Utah. oo 2.2 1.5 || Other 15 States.caceccmommaaan 0 0
18. Illinois. 1.8 1.2
19. Virginia. 1.6 L1 B2 01 7: ) 146.0 100.0

Source: U.S. Department of Defense, Office of Assistant Secretary, Systems Analysis (Economies).
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THURSDAY, APRIL 27, 1967

Coxeress oF THE UNITED STATES,
Joint Economic ComMMITTEE,
_ Washington, D.C.

The joint committee met, pursuant to recess, at 10:05 a.m., in room
4200, New Senate Office Building, Hon. William Proxmire (chairman
of the joint committee) presiding. ,

Present: Senators Proxmire, Javits, Miller, and Percy; and Rep-
resentatives Bolling, Curtis, Rumsfeld, and Brock.

Also present: John R. Stark, executive director; and Daniel J.
Edwards, staff economist. ,

Chairman Proxmire. The Joint Economic Committee will come to
order. This morning we continue our hearings on the Vietnam war
and its impact on the economy. This morning we are considering the
“Vietnam Deescalation and Military Manpower Alternatives.”

We are delighted to have as our first witness a very distinguished
economist, a man I have known for some time. Of course, all of us
know of his great reputation—Dr. Wassily Leontief, professor of eco-
nomics, of Harvard University. .

Dr. Leontief?

STATEMENT OF DR. WASSILY LEONTIEF, PROFESSOR OF ECO-
NOMICS, AND DIRECTOR, HARVARD ECONOMIC RESEARCH
PROJECT, HARVARD UNIVERSITY

Mr. LeontiEr. Mr. Chairman, you have asked me a rather straight-
forward question, and I will attempt to give you a straightforward
answer; as straightforward, I might add, as a small research group,
which has no access to any privileged information, can give under
the circumstances. I don’t know whether it is a consolation for
me or not to have found out that even on the Hill you don’t have
always privileged information. Apparently, information does not
flow always freely along Pennsylvania Avenue from one end to
another.

The question was: “What would the possible implications of de-
escalation of military efforts in Vietnam be under a variety of alter-
native assumptions concerning the allocation of resources which might
be and would definitely be released from satisfaction of military
needs, if these military needs of procurement were reduced?”

237
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Essentially, what we have to engage in is a cost-benefit analysis,
which I suppose is a fashionable word now, and what we try to do
is to apply the cost-benefit analysis to the problem of allocating re-
sources between military and civilian uses.

The cost of materiel, military materiel of weapons, all kinds of
supplies, of moving with supplies ‘a long distance, of maintaining
manpower; military and associated manpower, of course, are essen-
tially not simply dollar costs, but are costs in labor-hours spent in
various parts of the American economy, in tools, in plants, in natural
resources, such as oil pumped out of the ground, and so on.

The costs can more meaningfully be described in terms of things
which we do not do because we allocate our resources to military needs.
In other words, these costs can be described in terms of a private
consumption which does not take place because military consumption
takes over. By “public consumption” I mean allocation of resources
destined to serve public needs of different kinds, which very often
are satisfied directly out of public budgets.

The story which I have to tell can be best presented if one does
not read in detail the rows of figures which are included in our writ-
ten report, on these four charts, and from now on my comments
really will be comments on these four charts.

The basis of our computation was an assumption which I received
essentially from your committee that the military expenditures might
be reduced by a certain number of billions of dollars. We took a reduc-
tion of expenditures on the Vietnamese operation by $19 billion, and
we computed through implication of two alternative policies, so far
as the alternative use of these resources is concerned. - ‘

One is, I must admit, not a realistic one, at least not in my opinion,
although, of course, there are some people, some very prominent peo-
ple in this country, who I think would favor that alternative. For
example, Professor Friedman of Chicago would, I think, be very
happy with it. :

Lef’s look at this chart. (See chart, exhibit 1, p. 248.) The base line,
the length of which represents really the total output based on the use
of all resources. We are more or less in a full employment situation
now in the American economy in the year 1967. That long stretch is
private consumption, household consumption, and investment by pri-
vate business. This is what is governed by private business. This is
Government. This is the nonmilitary part of the Government. This is
the military, this stretch, and this is divided, the general military
versus the Vietnam operation as such. ' :

Now with this going up and down in each case described in percent-
age figures, it shows what would happen in case you do have a shift.

First of all, the downward movement here means reduction. Now
this column had to be terribly long, were it to represent the reduction
of $19 billion, so I just cut it off here. Actually, it would be rather
long. As a result of that, we can push up on the other side. The first
thing is essentially where you allocate these resources essentially to
the private sector.

Let them through fiscal policy, tax policy, and so on, permit them to
buy more. Private consumers, if their income taxes are reduced, and
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private business the same. They would increase by nearly 3.9 percent
above the present level. You could really increase the delivery and
services.

We have permitted here a slight increase to be realistic in non-Viet-
nam military expenditures, in a savings which they might make them-
selves, and a slight increase in Government expenditures. ‘

The other alternative is a different one. It also permits an increase,
provides for an increase in private spending, but still concentrates
the allocation of a saving afforded through a reduction of military
spending on satisfaction of so-called public needs. Essentially, to use
one word forit, it is the Great Society program.

From the ceiling of $19 billion, which is about 25 percent of our
total military budget, at least as much as I know about it, it would
permit us to increase the private consumption, not only the standard
of living but also investment, by about 1.3 percent, and by about 11
percent could be allocated to Government expenditures serving civil-
lan needs. : o

I think it is very important to realize that what we are saving in the
military expenditure is hard earned money, hard earned by the Gov-
ernment. For the Government, it is very difficult really to get money,
you know. It has to tax. It has to borrow. Consequently, it is very
valuable money from the point of the public, so naturally it should
be spent, I think, on very important valuable objectives, such as are
included in the Great Society program.

On the chart on the other side (chart 1, p. 248), I give you a
closeup view. You know, you have a big map when you show a whole
region, and then you have a more detailed map of a particular region
which interests you. This is the region which is a particular concern of
the Government. So on the chart on the left there, essentially it is a
blowup of this part, the private sector. You can see there, of course, a
1reductlon in national defense—this appears as a saving. It appears

arger. '

IgIere is the Government program. This is what we could afford in
essentially the Great Society, international affairs such as foreign aid,
40 percent; natural resources, about 40 percent; housing for military
development ; education, 60 percent. This is what the Government, pro-
vides for, and, of course, veterans’ expenditures.

So here you have, I think, a relatively realistic picture of what could
happen. Now the choice between the two alternatives, as a matter of
fact, any other alternative, if you were to give it to me as an assign-
ment to compute it through and give a little money to compute it
through, we could do it, but many people really are concerned in this
country, not about these things, but about the problem of transition.

It is very well to say, “Who cares about transition?” but it is the
transition with strains and stresses which might be imposed on our
economy in the process of shifting from one situation to another,
which I would like to comment upon now.

Mind you, in our analysis, obviously, you must consider the picture
as a whole. When you compute these things through, you really do
accompany either one or the other value so far as the allocation of re-
sources is concerned.
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Again the baseline describes the total level at the present time, with
blocks up and down describing increases and decreases. In case we
deescalate the war, you can see you could have expected what would
happen, but here the figures are specific and more accurate.

A reduction in output and employment in a small group of indus-
tries, rather concentrated, but with changes. You see here the per-
centage figures. You have over 30 percent for ordnance, aircraft, the
general defense establishment, communications, electrical equipment,
and so on down the line. Some place in here is the steel industry. It
will change slightly in a negative direction.

On the other side a large front of industries will increase, will be
required to satisfy the civilian needs which will be permitted to be
satisfied better. Here you have a scale of industries, food, leather,
livestock, apparel, medical, educational, other, agricultural, trade.
Naturally, the percentage rise is much less than the reduction here
because the tota{)volume in each is larger and is more wisely spread.

Tt is noteworthy that a similar analagous picture for the second
area, in which you allocate a higher proportion of resources released
from military use to service of the Great Society programs, you will
have a distribution of increases which are not as even. There will be
certain industries, naturally direct Government activities, new con-
struction, lumber, wood, stone, and so on, these industries which will
experience a rather sharp increase in the level of employment and
production.

This is quite understandable because in a sense you can say military
demand is rather concentrated on particular groups of commodities,
so is the demand for a produce of the sectors of the economy which
specifically serve public civilian needs. ‘

Tet me come to the last aspect of that picture. The original distribu-
tion of adjustments is certainly at least as important as the industrial,
and should I say from a political point of view, possibly even more im-
portant, because in our system of government, there are no Congress-
men at large and Senators at large and people at large. Each lives in
some State or comes from some State, and naturally, he is interested
to know not what happens to the country as a whole but what hap-
pens in his particular region. So we translated that computation in
regional terms.

Mind you, it is not a separate job. Obviously, you must simultane-
ously consider all these factors as we did, and the translation of in-
dustrial figures into regional figures essentially consists of taking into
account the distribution of industrial activities of each kind between
different regions of the country, and here I come to my last chart.
(Chart, exhibit 4, p. 252.)

Again we have 19 reglons. We group the States, and let me explain
this. The left part of the little graph in each instance refers to this
value, the emphasis on private consumption and investment exclu-
sively, as a matter of fact, and the right to be more balanced, in my
opinion, from the point of public needs distribution of the use of
these resources with emphasis on social needs and Great Society
programs.
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your computation in terms of specific outputs in specific industries,
and as you presently will see, in specific regional parts of the country.

Now here is what we did, we showed here changes in employment,
which is, of course, the most important part, and output in different
sectors of the economy, in different industries which would have to

Now what does this indicate? Whenever this adjustment will take
place, some people in each State will lose their jobs. On the other side
there will be new jobs created. Obviously, those industries which ‘will
contract jobs will be lost, and those industries which will expand,
new job opportunities will be created. And since we saw from those
charts some industries will expand and some contract, and each State
has some of both, you will find on the one side new jobs created, and
some jobs lost.

From the point of the workingman, it is, of course, very important:
What he is interested in, will he have to move for his job or not ? Even
if there are some other industries in the State which expand, other
ltlgag lt;he one in which he works which contracts, he has to change
his job.

Furthermore, if in a particular State the number of additional jobs
is smaller than the number of jobs lost, then people will have to move
out and look for jobs in other States. The total job picture, of course,
will remain balanced, because all these computations are based on the
assumption, and may I add on a firm belief, that we will maintain full
employment at all costs. We cannot afford to do anything else.

But full employment doesn’t mean that everybody will keep his
present job. Adjustment is really shifting people around.

Responding to this value in California—upward, these additional
jobs will be created; downward, is the jobs that will be lost. As you
can see, the loss would exceed the gain and there will be a net reduc-
tion of employment opportunities in California. If you ask me why,
those industries which will contract are concentrated there.

Now the right two blocks correspond to the second value. I can-
not comment 1n detail on these figures, but in my statement you have
this. However, let me make one observation which you can check. The
remarkable thing is this. In all the regions which are located some-
where near the oceans, on three sides, there will be a slight reduction
in job opportunities.

In all the regions which are in the heart of the country, between
the Great Lakes and here, where you see the blocks looking upward
are higher than those looking downward, there will be a gain in jobs.

I am pleased to say, Senator, that in your particular region there
will be a gain in jobs; so by serving the right ideals you will also serve
your constituents, while the Senator from Californis will have to work
more for morality in general.

This indicates where measures must be taken if necessary, to pre-
pare for the necessary adjustments, Adjustments here will be more
difficult than adjustments there. Here we will have to attract labor.
Here we will have to find jobs for them.

In concluding, let me make one remark. If you look at the percent-
age figures in all these cases, particularly here, they are small—3 per-
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cent, 2 percent, 4 percent seem to be very small. Let us not forget,
however, that small percentages employmentwise socially are very

significant. i ) ) )
A 4-percent unemployment_ 1S all right, quite high, 5 percent we
already consider really a serious situation; 6 percent begins to be

nearly an emergency situation. Now as you can see in the appendix,

the figures which correspond to this chart, in California, according

to the basis of this assumption, you might have an increase in unem-
ployment of 3.7 percent, which is definitely a problem. X
Chairman Proxmire. When you say “an increase of 8.7 percent,”
you mean if it were, say, 3 percent now, it might go to 6.7 percent ?
Mr. Lroxtrer. Right; this is what it means. So a small percentage
of figures from the point of significance are really very important
here. With this I would like to conclude my statement, and I would
be glad to elaborate on any points which you would care to ask me

about.
(The prepared statement, appendix, and charts attached, referred

to, follow :)
PREPARED STATEMENT OF DR. WASSILY LEONTIEF

Mr. Chairman, in inviting me to testify on the alternative uses to which this
country might be capable and willing to put the resources that could be set free
by de-escalation of military action in Vietnam, you raised a straightforward
question. I will endeavor to give you as straightforward an answer as a small
group of University researchers, with no privileged access to official information,
can produce in two-week’s time. I

The rising costs of the steadily expanding war are usually described in terms
of so many billions of dollars. They can more meaningfully be expressed in mil-
lions ‘of man-years, millions of square-yards of plant space filled with a kinds of
industrial equipments, millions of barrels of oil pumped from the earth. In short,
the real costs of war are measured in terms of human and natural resources
and stocks of productive capital accumulated over a period of many years,
absorbed in production, transportation, maintenance, and replacement of weap-
ons, equipments, and supplies of all kinds now shipped in a steady stream to
distant battlefields. To these we have to add the hundreds of thousands of man-
years of military and civilian personnel, directly engaged in military operations
and their direct support.

This translation of dollar cost into real terms has been performed by us. But
such computations still do not answer the $19 billions’ question. I assume that
you want to know what this country gives up in terms of private consumption and
investment, in terms of schools and research laboratories, of hospitals and high-
ways, of unpolluted rivers and clear air, so long as it maintains the present level
of military operations. The computations, the result of which are summarized
on the charts that are displaced here, are based on the use of the well-known
method of cost-benefit analysis—now widely applied to the evaluation of all
kinds of governmental operations—for assessment of the cost of the Vietnamese
war. Whether the hospitals and roads and private consumption and investment
should be considered as cost and the result of military operations as benefit, or
vice-versa, is not for me to judge. All I can say is that in a full or nearly full-
employment economy like ours, if you have the one, you have to forego the other.

II

A full technical description of the methods of so-called input-output analysis
that enabled us to give a rough and ready—but nevertheless reasonably concrete—
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preliminary answer to the question raised by you, has been presented elsewhere
(see appendix to this statement). Now it suffices to say that these methods permit
us to translate any “bill of military final demand,” that is, any given combination
of planes, helicopters, munitions, and so-on, into thousands of man-years em-
ployed in all the different sectors of the U.S. economy that do in fact contribute
either directly or indirectly to the production of these goods.

To measure the possible alternative, non-military uses of these resources, we
have computed in the same way the manpower requirements generated by typical
bundles of non-military, civilian demand. Among these, distinction was made
between final deliveries to the private sector (comprising consumption expendi-
tures of private households and investment of private business) on the one hand,
and deliveries to the public sector, that is, to the Federal and local government.
These are intended to serve so-called public needs, such ag health, labor and
welfare, education, highways, public housing, and so on. Veterans’ expenditures,
space, and last but not least, defense expenditures belong, of course, to this later
group.

The bar chart in the upper part of exhibit 1 shows by how much private con-
sumption would have been increased if the man-power resources released by a 19
billion dollars, i.e.,, by an hypothetical 269 cut in the 1967 military expenditures,
were used exclusively to satisfy increased private civilian demand, while deliver-
ies serving non-military public needs remained the same as they were before.

This picture is, of course, based on an extreme and quite unrealistic assump-
tion: While some rise in the level of private consumption would be obviously
desirable, pressing public needs should and most likely would have the first call
on tax dollars now spent on the Vietnam war. )

The picture on the lower part of Exhibit 1 shows that by keeping the extra
dividend paid out to the private sector to 1.3%, it would be possible to increase
the deliveries serving the so-called public sector by 11.29,

Exhibit 2 gives a close-up picture of advances in various Great Society pro-
grams which would become possible. in this second case. The particular dis-
tribution between the different types of public expenditures shown on that chart
is incorporated into it only for illustrative purposes. The implications of any
other allocation could, of course, be computed in the same way.

III

While the choice among alternative uses of productive resources released
through reduction in military spending leads directly to the essentially political
questions of cultural, social and economic national goals, the shift itself from
one allocation pattern to another is bound to be accompanied by all kinds of
strains and stresses. The fact that these difficulties can be called transitional
does not make them less painful.

All that I have said up to now and what I will say from now on, is predicated
on the assumption that full employment must and will be maintained. The com-
putations, the results of which constitute the gist of this statement, are based
on the assumption that the man-power released from direct or indirect military
uses as a result of the hoped for de-escalation of the war in Vietnam should be
fully re-employed in the service of increased civilian demand. This does not mean
that jobs will not be lost. It only means that an equal number of new jobs has to
be created. These new jobs will, however, appear in different industries, in
different occupations, and in many instances they will be located in a different
state. This means that many blue collar, white collar and professional workers
will have to look for a new job in another region.

The input-output computations referred to above permit us to estimate the
changes in distribution of the total U.S. labor force by industries and regions
that would have to accompany any given pattern of shift from military to civilian
demand.

Exhibits 8a and 3b show which industries can be expected to expand and
which to contract if and when some of our resources will shift from the produc-
tion of swords to the manufacture of ploughshares, or should one say, from
napalm to cosmetices.
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The expansion, or, respectively, the contraction of the levels of output, and the
corresponding levels of employment in all the different industries shown in the
bar chart on Exhibit 8a, can be expected to occur if Alfernative 1 were chosen,
i.e., if the resources released from military use were devoted entirely to an
increase in private civilian consumption and investment.

The bar chart in Exhibit 8b depicts the corresponding picture if Alternative
2 were realized.

Without entering into detailed analysis of these figures, I can only ob-
serve that in either case, the cutbacks will be large and concentrated in a few
industries—such as, Ordnance, Aircraft, Communication, Electronic Equip-
ment—while the expansion will be spread much more widely and distributed
more evenly. This is explained by the fact that military demand is concentrated
on a relatively small group of specific items, while private civilian demand is
spread all across the board. For the same reason, the expansion will be less
even, that is, it will be concentrated in a smaller group of industries under the
second of the two alternatives: Employment serving directly and indirectly the
demand generated by public needs—such as, education, health, or road build-
ing—not unlike that generated by military spending, is concentrated on a small
number of goods and services.

TExhibit 4 completes the picture by showing the distribution of new jobs created
and old jobs lost among the different regions. On the schematic map of the
United States, two small bar charts are inscribed in each of the 19 regions, one
corresponding to the first and the other to the second of the two alternative al-
locations of resources released through a $19 billions cut in military procurement.
The bar extending up from the base-line represents in each instance the addi-
tional employment opportunities created in the industries that can be expected
to expand in that particular region; the bar extending downward measures the
number of employment opportunities lost in industries expected to contract in
the same region. The difference between the two obviously represents the net
regional loss or gain in employment opportunities.

Time does not permit me to interpret in detail the resulting picture region by
region. A general pattern seems to be emerging very clearly : The “heart land,”
that is, the central area extending from the Great Lakes to the Rockies will in
either case experience a net gain in output and employment, while the regions
adjoining the western, southern, and eastern shores, from California to New
England, will show losses in output and employment opportunities. It is in these
areas that remedial action will be called for to mitigate the effects of potentially
rising unemployment.

In judging the significance of the small percentage figures in Ixhibits 3 and 4,
we should remember that the average rate of unemployment for the American
economy as a whole stands now below 49. Thus a net increase .of 3.7% shown
under Alternative 1 for California, should be considered so perilous as to call for
drastic action. In this connection, it is interesting to note that in Alternative 2,
with higher priority given by public than to private civilian consumption, the
dislocation of the employment pattern would be markedly smaller than under
Alternative 1, under which all military savings would be passed to private civilian
spenders. In any case, the structure of government spending does not exhibit
the rigidity characteristic of private sector purchases, and it is clear that gov-
ernment programs could be adjusted with the objective of reducing sectorial and
regional employment shifts to a minimum.

In conclusion, I call your attention again to the preliminary nature of all the
figures presented in this statement. Considering the magnitude of the economic
shifts which were described and the importance of the social problems which
will be created or solved, substantial additional research in this general field, not
only by private, academic groups, but by the government itself seems to be war-
ranted. Some of this research has been recently initiated by such agencies as the
Bureau of Labor Statistics in the Department of Labor, the Input-Output Unit
and the Iconomic Development Administration in Commerce, as well as by the
new Department of Transportation.
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APPENDIX
[Prepared by André Daniere]

The study compares the distribution of employment by sector, and of em-
ployment by region, corresponding to three alternative final demand vectors.
The method of analysis is that followed in “The Economic Impact—Industrial
and Regional—of an Arms Cut,” published in The Review of Economics and
Statistics of August, 1965. As in the earlier study, the “percentage change in
employment” is in fact measured by the corresponding percentage change in the
sum of labor earnings and income of unincorporated enterprises generated in
each economic sector or region.

The three final demand vectors, described more fully below, include :

(1) Actual final demand estimated for the calendar year 1967.
(2) Alternate final demand I, consisting of—

Military (government) demand under (1) reduced by $19 billion of
specific goods and services, on the assumption of de-escalation in Viet-
nam. This represents a 269, reduction in military demand ;

Same non-military government demand (and same net exports) as
under (1) ;

Private sector demand under (1) increased uniformly by 3.9% to bring
total employment (earnings) back to their level under (1).

(8) Alternate final demand II, consisting of—

Military government demand under (1) first reduced by $19 billion
of specific goods and services, on the assumption of de-escalation in Viet-
nam, then increased by $1 billion of general (mostly strategic) defense,
for a net reduction of $18 billion, or 24.19, .

Same non-military government demand (and same net export base) as
under (1), plus $11.5 billion absorbed in Federal “Great Society” and
Foreign Aid programs, representing an 11.29, increase in non-military
government demand ; .

Private sector demand under (1) increased uniformly by 1.3% to bring
total employment (earnings) back to their level under (1).

The estimate of GNP components for 1967 is based on extrapolation of recent
National Accounts, published economic reports concerning the first quarter of
1967, and the U.S. Budget for fiscal 1967 and 1968. So as not to overemphasize the
weight of Vietnam obligations, total of 1967 GNP was estimated at an optimistic
$775 billion.

COMPOSITION OF VIETNAM DE-ESCALATION VECTOR

The 1967 military demand of $72.7 billion was decomposed into a “basic de-
fense” bill of $53.7 billion and a “Vietnam de-escalation” bill of $19 billion. This
does not imply that the Vietnam war consumes only $19 billion of goods and
services. The $19 billion figure measures the amount by which annual purchases
of goods and services could be reduced, were we to return to the 1965 level of
military activity. The figure, and its breakdown by categories, were supplied by
Mr. Daniel James Edwards, of the Joint Economic Committee’s Research Staff.

The “basic defense” bill was assumed to have the same composition as the
defense bill of 1963 (estimated by Clopper Almon).

The “Vietnam de’escalable” bill is specified in terms of the following
components :

Billion
Ammunition procurement $3.0
Aircraft procurement . 4.6
‘Weapons, vehicles, other support equipment 1.2
Electronics and communications procurement .5
Contract transportation 1.0
Military personnel 3.5
Operations and maintenance (excluding contract transportation)________ - 3.0
Overseas constructon 1.0
Research, development, test and evaluation 1.2

Total : 19.0
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The detailed composition of given categories by supplying industry was avail-
able only for the four procurement categories. (Research Analysis Corporation :
“Tconomic Impact Analysis: A Military Procurement Final Demand Vector,”
prepared for the Department of Defense March, 1967.) In breaking down the
remaining categories we had to rely on our own uninformed judgment.

COMPOSITION OF ADDITIONAL GOVERNMENT DEMAND

Under alternative II, the federal defense budget is reduced by a net of $18
billion, and the federal non-defense budget is increased by $12.5 billion. Because
$1 billion is assumed to be spent in transfer payments to persouns under Educa-
tion and Welfare programs, this budget figure is $1 billion more than the pur-
chase of goods and services (final demand) announced on page one.

The “additional budget” breakdown was again supplied by Mr. Daniel James
Edwards, of the Joint Economic Committee’s Research Staff:

Billion
Space $1.0
Foreign Aid 2.0
Health, Labor, and Welfare 2.5
Education 2.0
Veterans 1.0
Crime Control - 1.0
Air and Water Pollution Control 1.0
Big Cities Redevelopment 1.0
Natural Resources .5
GSA Construction _— .5

Because of the time factor and because no comprehensive distribution of
Federal and State purchases by supplying sector is available on a program basis,
extremely rough estimating procedureés had to be used in obtaining the final com-
modity breakdown. A basic source was Clopper Almon’s 1963 estimate of final
demand composition.

COMPOSITION OF OTHER ELEMENTS OF FINAL DEMAND
Clopper Almon’s 1963 estimates were used.
' SOURCES OF INPUT-OUTPUT AND OTHER COEFFICIENTS

1958 : 60-order matrix of input-output coefficients.

1958: Matrix of regional distribution coefficients for “national industries”
(Lack of time prevented re-computation for a more recent year.) As a result,
Hawaii and Alaska had to be excluded from the analysis.

Matrices of regional distribution coefficients for final demand to local indus-
tries: computed for twelve separate final demand components on the basis of
eight distributions by state available in the 1967 Satistical Abstract, and three
distributions by state (federal program expenditures) supplied by Mr. Daniel
James Edwards.

: SPECIAL FEATURES OF THE MODEL

Pay and allowances received by military personnel were assumed spent by them
or their families on various commodities and services in the same proportions,
as earnings from any other sector. Private consumption out of such pay and
allowances was distributed by region in proportion to D.O.D. obligations for
military personnel by region, without reference to the stationing of personnel
abroad.

On the assumption that drafted military personnel is, on the average, under-
valued (in terms of alternative earnings in civilian employment), the military
personnel released under de-escalation was valued at $4.5 billion, or $1 billion
more than its actual pay and allowances. However, as noted in the previous
paragraph, private consumption originating from military earnings was related
to (i.e., the consumption coefiicients applied to) actual receipts rather than
alternative earnings.

Tederal outlays under the proposed ‘‘additional budget” were distributed
among states in roughly the same proportion as corresponding programs were
distributed in the last four years.
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ALTERNATIVE I

Percentage change in employment by sector—Vietnam deescalation (1967 base)

[Selected sectors—AIl 89 unlisted sectors show an employment increase between 0 and

3 percent]

TFood +4-3.8 | Ordnance —36.6
Leather +3.8 | Aircraft —24.1
Livestock —+38.7 | Government defense___________ —15.6
Apparel -4-3.7 | Communications and electronics

Real estate rentals 434 equipment —8.2
Medical and educational services- --8.4 | Nonferrous metals_____________ —3.7
Other agriculture . _________ 3.3 | Instruments —3.6
Tobacco 3.2 | Electrical apparatus__—________ . —28
Trade 3.2 | Iron and steel —0.8
Finance and insurance______.___ 8.2 | Nonelectrical machinery________ —0.8
Fabrics and yarns ~3.0 | Transportation and

Personal repair services.o————___ ~-3.0 warehousing . ____________ —0.1

ALTERNATIVE II

Percentage change in employment by sector—Vietnam De-escalation (1967 base)

[Selected sectors—All 35 unlisted sectors show an employment increase between 0 and
1.3 percent]

Government nondefense._______ +45.6
New construetion .. ______ —+5.5
Lumber and wood produets —____ +2.8
Stone and €lay — oo +2.7
Tobacco “+2.1
Other agriculture —.— oo ______ +1.9
Livestock —+1.6
Food +1.

Maintenance and construction __ +41.5
Apparel +1.4
Leather +1.4
Trade +1.4
Finance and insurance —..______ +1.3
Real estate rentalS oo __ “+1.3

Ordnance
Aircraft
Government defense __________
Communication and electronics
equipment
Instruments o ____________
Electrical apparatus
Non-ferrous metals —__________
Nonelectrical machinery
Rubber
Amusements _________________
Transportation and
warehousing ___
Motor vehicles

—35.1
—22.2
—12.9

OO ooHNNWw®
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Percentage change in employment by State, Vietnam deescalation (1967 base)

Alternative I

Alternative IT

Increase

Z
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Z
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Decrease Increase | Decrease

. New England
. New York.__
New Jersey, Pennsylvania._..__._____
Michigan, Ohio..___.____._
Indiana, Illinois, Wisconsin
Minnesota, North and South Dakota..
Iowa, Missouri, Nebraska, Kansas._ . .._
Georgia, North and South Carolina___
. Virginia, West Virginia, Maryland,
District of Columbia, Delaware......
Florida. .
. Tennessee, Kentucky......._.________
. Alabama, MissisSIppic < ccceooes
. Oklahoma, Louisiana, Arkansas
. Texas,
. Montana, Wyoming, Idaho......_.___
. Colorado, New Mexico-.
. Arizona, Nevada, Utah
. Oregon, Washington._ _._
. California.
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NATIONAL PRODUCT DISTRIBUTION
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Chairman Proxarre. Professor Leontief, is this analysis based on
specific information with regard to what the Vietnam deescalation
might mean, or is it based on an assumption that if you reduce the
whole Defense Establishment by $19 billion from its present level,
that, in general, it would have the effect that you spell out?

Mr. LroxTrer. In the appendix, at the bottom (see p. 245). I give a
list which was conveyed to us from Washington, specifying the com-
position of the hoped for or assumed reduction in the “military bill
of goods.” :

There is a $3 billion cut, for example, in munition procurement, a
$4.6 billion drop in aircraft procurement, and so on down the list.
As T said before, some privileged information might male these figures
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more realistic but I am of the opinion that the overall picture would
not be greatly modified if some details were changed in this list.

With a large expenditure for munitions, replacement of lost aireraft,
and so on, the product mix in it is typical for active military operations,
as contrasted to a peacetime maintenance of military forces where the
product mix is different.

Chairman Proxarire. How did you arrive at the $19 billion, the
assumption that deescalation in Vietnam or a cease-fire in Vietnam

Mr. Leonrizr. This is a figure which we received from Washington.
Prevailing here, the opinion seems to be that this is about the magni-
tude which might be involved in case the Vietnamese operations were
deactivated. Actually, the net reduction dealt with in our computations
amounts to $18 billion not $19 billion, because we cut the Vietnamese
operations by $19 billion but added $1 billion to other military
expenditures.

It a different figure were given, one could recompute the whole thing
in accordance with it, too. The same applies, of course, to alternative
assumptions concerning the composition of the civilian bill of goods.

Chairman Proxarire. You make a basic assumption, as I understand
it, that these figures reflect the notion that we would have about the
same level of employment that we have at the present time?

Mr. Lronrinr. Yes. The idea is that we will maintain the same level
of employment as we have at the present time. My feeling is that this
will be the very firm objective of the policy pursued by our Govern-
ment under-all possible circumstances.

Chairman Proxyire. What are the total real costs of our Vietnam
hostilities? You lived through the Russian revolution. You saw the
Chinese revolution. My staff informs me you will soon be going to
Greece as a neutral observer. With your broad theoretical economic
background and your broad practical experience, will you attempt to
place our Vietnam commitments in broader perspective in the “short
and long run,” as you economists say ?

Mr. Lieontier. Yes. Mr. Chairman; as I said in my statement, we
are engaging here in ‘a cost-benefit analysis of the Vietnamese war.
The question I myself would like to ask is this: Of the two sides of the
ledger spread before us on my graphs, which represents the costs
and which the benefits?

I suppose, as things go now, the benefits are the war in Vietnam.
At least, the State Department acts as if these were benefits. What
then are our costs? Our costs are a nearly 2-percent reduction in the
standard of living of the average American, and a nearly 11-percent,
$12-billion cut in funds allocated to the satisfaction of all kinds of
urgent public needs. These are the direct immediate prices that we
pay for the benefits which this country allegedly derives from the
Vietnamese war.

It is my own personal opinion that, in addition to this, we are
paying other terrifically high costs which ultimately will also be trans-
lated into material burdens that we will have to carry for years to
come. As you know, this is a war supported by the people whose sup-
port, under ordinary circumstances, we wouldn’t wish to have at all,
and which, on the other hand, has alienated, throughout the world,




254 ECONOMIC EFFECT OF VIETNAM 'SPENDING

those people whose support we badly need. These, Mr. Chairman, are
the staggering additional costs not shown in my figures.

Chairman Proxyire. As you know, Professor Leontief, the admin-

istration wouldn’t supply the staff of the Joint Economic Committee
with a numerical value to conduct your analysis. We understand that
if hostilities ceased tonight the administration would not have do-
mestic economic contingency plans to put into operation tomorrow.
What do you feel about that inadequate advance planning?
"'Mr. Leoxtier. I hope very much that unpreparedness for peace
will not be permitted to last much longer. Advance planning is not
a simple thing; it is, moreover, time consuming and expensive. You
cannot remedy the situation by putting a couple of guys to work with
pads and pencils. o .

Fconomic analysis nowadays is an exacting operation. It requires
an investment of large resources in information gathering and pain-
stakingly programed large-scale computations.’ ‘ _

A substantial investment in the preparation of this type of plan
would pay off handsomely in higher output and employment and con-
sequently in fewer bottlenecks, larger tax collections. -

"It the Federal Government had at its disposal a large, well-staffed,
and generously financed organization for basic but, at the same time,
practical economic research, we would not have to set up a special or-
ganization just to study the effect of deescalation. The same basic data,
the same fundamental logic can, and in fact should be, used to analyze
the problem of, say, the effects of technology on employment, or to
answer the effects of a hypothetical escalation or of the presént escala-
tion in Vietnam. ‘ R o B

- To answer the latter question you just have to turn these charts up-
side down. The columns which go down will go up, and the columns
which go up, will go down: We will have to cut down on consumption,
e will have to cut down on social services, we will have to cut down
on education, and so on, to produce more planes and more munitions
and to send more boys to Vietnam. - ' ,

" Chairman Proxmire. What you are using here is what is called
input-output analysis?. : R

Mr. Leontier. Yes, I do. ‘ o

Chairman Proxmire. And what would be the total employment dis-
placement under alternatives one and two over here? e
* Mr. Lroxtier. Displacement might amount to possibly one million
people having to shift into different jobs. It might be still larger be-
cause our computations tend to underestimate the amount of displace-
ment in that we count as displacement only movements out of one into
another of the 80-odd sectors in terms of which these figures are pre-
sented. But within each sector there are many ‘subdivisions. Shifting
out of one department of the steel industry into another might be quite
a displacement for a worker, although statistically it does not appear
as such. The same, of course, applies to shifts between regions.

Chairman Proxiyize. 1 have just one final question. This is a ques-
tion that I would appreciate it if Mr, Brock would permit me to ask,
because my time is up. SRR ‘

Yesterday, we had very helpful testimony by four fine economists.
The last one was Professor Weidenbaum, who as you know has made
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a very specific study of Vietnam. He directed his constructive pro-
posals not only to the possibility of deescalation, but the prospects for
escalation, which as you know, seem to be quite serious right now.

He indicated that there were a series of specific data which he said
is unclassified, is available, but is usually available late, is scattered
all over the map in the Defense Department, so that economists can’t
put it together for months, and if we could get this data promptly,
he said we would be in a far better position to evaluate what is going
to happen to the economy in the future. ~

I would like to very briefly summarize what he said we should
get and see if you think this is about it, and if you think there is other
information we should have. : ' o

(1) Data on military obligations and expenditures by pro-
gramed category. , '
(2) Data on military manpower, including draft calls.
(3) Data on defense contracts by product group, industry and
geographic area. . :
(4) Data on defense and materials set-asides. .
(5) Data on orders, sales, inventories, and backlogs of defense
industries. = -
(6) The latest official forecasts of military programs, as well
as comparable historical numbers.
. (7) Seasonally adjusted as well as raw or actual figures. -

He felt, and we all feel, that last year we were in a most unfortunate
situation because we had this sharp escalation and we didn’t provide
adequate compensatory action by the Government either with a tax
increase or other spending reduction to compensate for it, so we had
inflation, we had high interest rates, and so forth. o

My question is, do you think that this is a fair listing of the kind
of-tlata we need so that we will be in a better position to act, and sec-
ond, if you think there is anything else that should be added to it ?
~ Mr. Leo~Ttier. I think it is a fair list. T would add to it some addi-
tional items. These figures will give a better picture of the operation
in those sectors of the economy that are immediately engaged in pro-
duction of goods delivered to the Military Establishment, but, of
course, all the other sectors of the economy, such as mining, chemical
industry, power production, and so on—while they don’t deliver di-
rectly to the Military Establishment—deliver their respective inputs to
other industries that hold defense contracts. A large part of mili-
tarily committed employment really is found in the industries which
cannot be classified as war industries. L T e

So I would suggest that better information on the rest of the econ-
omy—such, for example, as is provided by the input-output charts
issued, by the Department of Commerce—could greatly, increase the
usefulness of the data included in Professor Weidenbaum’s list.

.. Chairman Proxmire. Fine.: . R T e o

~ Mr. Leonter. I think that it is moest important to improve our
entire information system, rather than just to build one information
system for answering a particular question. ... .0 T T o
© Mr. Chairman, the request to testify before this committee was ad-
dressed to me just 3 weeks ago. I had quite a struggle with myself and
my staff in deciding to accept, on this very short notice, such a major
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assignment. Now we were able to perform all these computations in a
few days with a very small staff, because we had all the basic infor-
mation pretty well organized. We also had excellent cooperation from
the people in Washington, particularly from your office, supplying to
us information, whenever we needed it. This demonstrates how a cen-
tralized storage system for basic economic information enables a small
but well-organized group of trained analysts to answer all kinds of
questions which you gentlemen might want to ask.

Chairman Proxmire. Congressman Brock ?

Representative Brock. Thank you.

I have been fascinated, Professor. I appreciate your testimony. Your
assumptions are based upon a decrease in Vietnamese spending, spe-
cifically of $19 billion. They are also based upon a maintenance of what
we now consider to be accepted as full employment, no real variation
in total employment throughout the Nation.

Mr. Leoxrrer. No. ,

Representative Brocx. It is sort of interesting to me that I have
pinned in my own mind a minimum figure of a deficit for this year
of something in the neighborhood of $19 billion, and I may be off
$4 or $5 billion. I am certainly a long way in this hearing from the
administration projections. But, if T am correct, what effect will this
deficit have on the economic situation in the country, specifically as it
relates to prices of goods and services? What I am saying is, What does
a $19 billion deficit do in a full employment situation?

Mr. Lroxrer. The financing of purchases by the private and the
public sector involves many more factors than just the Federal deficit.
For example, you might balance the Government budget, but, at the
same time, expand credit and get exactly the same result so far as the
total level of purchasing power is concerned. :

1f the Government, for one reason or another, wants to reduce the
deficit or increase the deficit, which ever is its desire, it could rely on
other means, bookkeeping means and persuasion in the financial sector,
to maintain essentially the same balance between the total purchasing
power and the available supplies.

Representative Brock. What I am getting at, as most of us here
would admit, it is much more politically difficult to have a $19-billion
deficit for domestic spending than it is for Vietnam spending.

Mr. Lrontier. You certainly are right. Because of that value of the
dollar which is in the hands of the public authorities is in a certain
sense considerably greater than the value of the dollar in private
hands. Tt is difficult for the Government to get hold of a dollar, and
consequently, I would suggest, it should think twice before giving
it up.

Representative Brock. But you are using a dollar you don’t have.

Mr. Leontier. How come?

Representative Brock. Because this is a deficit dollar. This is not a
tax dollar. Thisis a borrowed dollar.

Mr. Lrontier. Borrowed dollars can buy goods too. In my first
illustration, if you stop governmental borrowing, simply eliminating
the deficit, the private sector can increase its borrowing and spend as
well as you.
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Representative Brock. That is right. o

Mr. Leontirr. You will be able to increase the private consumption
and spending by this amount, 8.9 percent, if they really spend it,
and keep your Government program at the present level. In this case,
you would, cf course, have no expansion in the direction of the Great
Society. : : ' : ~

Representative Brocx. If I may interrupt, sir, I don’t see how you-
turn back a deficit that you didn’t take in the first place. If we had a
balanced budget situation and our income equaled our outgo, you
could turn back in the form of a tax cut, but how do you turn back
t(i the economy money that you simply just don’t borrow in the first
place. : o :

A $19 billion deficit is borrowed money and there is a great deal of
difference between that and income. How does that feed into the pri-
vate sector? I don’t see how you get your increase in the private sector
in alternative one, by a simple reduction

- Mr. Lreoxtier. You see, Mr. Congressman, if I am not mistaken, -
this is really a question of bookkeeping. The Government can borrow
less. The banks can lend more, release more money and so far as the
balance in purchasing power is concerned, it will remain exactly the
same as it was before.

The Government, if it wanted to, could even begin to redeem the
Government debt, it would put more money in somebody’s hands and
the net effect would depend on what the sectors of the economy that
would get that money would do with it. :

My opinion is that this is really a bookkeeping operation.

Representative Brocx. If the Government doesn’t borrow the
money and other private borrowers do borrow the money and the
money is actually created and used, obviously you would have an in-
crease in the private sector. That is also an assumption that the money
would be borrowed by somebody in the private sector.

Mr. LeonTIEr. In the total amount of borrowing that takes place
in this country, the Government borrowing is just one item. There is
a great amount of borrowing going on all around, so if we discuss the
balance between borrowing and not borrowing, you can shift from one
item to another. :

Representative Brock. You are saying—and this is where I dis-
agree with you—that if the Government were to reduce its borrowing,
this $19 billion deficit, if we wiped out the deficit simply by not involv-
ing ourselves in Vietnam anymore, that you would have a commensu-
rate increase in private borrowing, and I can’t follow the logic, be-
cause it seems to me that if the Government stopped this $19 billion
expenditure, it would be a drag on the economy and there would be
a tendency for private borrowers to borrow even less. I do not see
private borrowing taking the place of public borrowing, if we were
to get out of Vietnam.

Mr. Leontier. Oh, Mr. Congressman, I think we can now get to-
gether on that. I see now what you have in mind. If the Government
actually decided to reduce its expenditures by so much, and if there
were no increase in other spending, this country would be plunged into
a very serious depression.
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Theoretically, if all the prices were cut, you could maintain the old
level of effective demand, but, of course, as we know, such things don’t
happen nowadays, so we would really have a serious depression. This
is why I think the Government would have to go pretty carefully
about doing that, if it wants to maintain full employment.

" Representative Brock. In other words, if I can summarize you now,
you are saying that you would very much oppose alternative No. 1, the
hope that the private sector would assume the burden, that you would
rather go through alternative No. 2, and maintain a $19 billion deficit
on through the transition stage, in order to preclude such a depression;
isthat correct? =

Mr. Leoxtrer. Yes; my feeling is that if the American people felt
that it was worthwhile for them to undertake this deficit in order to
achieve whatever objectives they are pursuing in Vietnam, it certainly
should be worthwhile for them to enter into that deficit, in order to
achieve the objective which I described by this public expenditure
~ block there on graph 1, refined in greater detail on graph 2 showing
the advance of Great Society programs. This, of course, is my person%ﬁ
opinion. :

pRepresentative Brock. I think, Professor, what I am trying to
say is that in trying to assess not only what might happen in the
future, but what we ought to do today, we are posed with a number
of alternatives, each of which is impractical or unfortunate in its
result. . o : :

If we take your second alternative and spend the money at the
Federal level, affecting a $19, $20, or $25 billion deficit, and that re-
sults under full employment, as I think it would, and a tremendous
increase in the level of prices in this country and inflation, then you
are affecting our balance-of-payments problem, and we are back on
the other horn of the dilemma. . - ‘ TR ,

"I am not quite sure how-we get around this dilemma. I am not
quite sure how we address ourselves to the problem that is affecting
the ordnance, aircraft, and related industries in this transition pe-
riod: I am.not sure how -your Government spending would allow
us to get throughthisphase.~- . . o0

Mr. Lrontier. In this second variant, as shown on exhibit 1, while
expanding various' Government- programs, we also turn back a very
large amount of money to the private sector. - S T
“ou are turning back a deficit

.- Representative Brock. If it is spent. Y
that-they. have to borrow... :-;'- -~ .- .~ :
.- Mr. Leoxtmer. All right; but nobody seems to -object to private
borrowing. I never heard anybody attacking the banking operations
of this country, releasing credit in the ‘same way as sometimes the
PUBBo— T 5" ety ol 0 s < o

- Representative. Brock.  Private:borrowers -are going: to: base their
borrowing decisions upon whether or not they think the economy is
in good shape, and-they are not going to borrow if they think it is.

.. My time has expired. You can answer in those terms.

.. MT. Leont1er. - Yes. My feeling is-that at the present time the pri-
vate sector has a ‘greater confidence ini‘the ability of our economy to
manage itself, through cooperation between the private and the public
sector, than it used to be in the old times.
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-~ From this point of view, I am rather confident. that if the type of
analysis presented in our statement is elaborated upon, worked out
in full detail and made public, so that the people know what they
are facing, it will be possible to maintain the confidence of the private
sector and its full readiness to play its part in the simultaneous realiza-
tion of both private and publicgoals. = = ¢ = = .
- According to our computations, in many industries, we can expect
a considerable increase in demand, in output, and employment. - -

The result of that will be that private business will have confidence,
and whenever private business has confidence; and faces increasing
demand, it will naturally turn to private sources of credit, and since
the bankers will have confidence they will readily provide the money.
- Here, indeed, the posture which the Government will take in formu-
lating and revealing its plans—and in answering the type of questions
which you have raised—will affect the chances of a smooth transition,
too. S ' . : o -

In presenting the two possible alternatives, I gave only an illustra-
tion. Other more effective variations could be worked out. . - L

Chairman Proxmire. Congressman Bolling ?

Representative Borrine. No questions.

Chairman ProxuMIre. Senator Javits? ‘ o

Senator Javirs. Mr. Chairman, I have just arrived to find the wit-
ness and the charts and the testimony which he prepared already
underway. If T ask a question which has been asked before, I hope that
he will so inform me. , S : R o

Did the witness make any estimate of the increase in the unemploy-
ment rate—which is now roughly a little under 4 percent—which
would result by a cessation of the Vietnam war? S e

Chairman Proxwmire. He made the assumption, in response to a
question which I asked, that it would be the samelevel. . ‘
- Senator Javirs. The same level of unemployment. B

Mr. LeonTimr. Senator Javits, the presentation which I made is
based on the assumption—suggested to me by the chairman of this
committee—that all necessary measures will be taken to reemploy the
resources released from military uses in supplying to a greater extent
our p{ressing civilian needs, so that full employment will be main-
tained. ' L

If we simply dropped the military part and did not provide for an
increase in other demand, we would have, of course, a rather substan-
tial increase in unemployment. However, even if we maintain full em-
ployment, a considerable change in the employment pattern and a shift
from one region to another will have tobe expected. ~ )

There will be some parts of the country in which, despite the fact
that the total employment for the country as a whole is maintained, a
considerable drop is bound to occur. California is a very typical case.
~ As you can see on exhibit 4, in many regions the downward looking
bar is larger. In other words, there will be a net loss in employment.
Let us see what happens in New York. New York apparently still
has a civilian-oriented economy. So far as New York is concerned,
under the first assumption, you see that this block directed upward,
which measures the increase in employment, is longer than the down-
ward stretching bar that measures losses in employment. However,
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many States, such as California and TFlorida, will face serious prob-
lems.

Senator Javrzs. I gather you think we ought to provide for mobility
of such people? In other words, if there 1s better opportunity else-
where we must provide for this.

Mr. LeoxTrer. Yes. 1 think first of all, we should estimate what
the situation is likely to be, and then begin to provide to take care
of it, both on the Federal and the local government levels.

I think local government should be alerted to the situation, since
the burden very often of decision and action will be there. For ex-
ample, it is very important to translate these employment figures in
greater and more detailed figures by types of jobs. Figures are actual-
ly available which will show us what kind of people—will it be tech-
nicians, foremen, will it be mostly semiskilled labor—might be affected
by this shift.

When we relase some people from the Army, these people have cer-
tain skills and don’t have some other skills. There will be quite a prob-
lem finding the most effective use for them.

Senator JaviTs. Do you have any concrete recommendations for us,
or are you just telling us that there are two alternatives, and what
will happen ?

Mr. Lzoxrinr. Senator, just a short time before you came in, under
questioning of the chairman, I discussed what action should be taken.
Tn this case, obviously, action must be preparatory. The country usual-
ly has war plans. The country should also have peace plans.

Senator Javirs. Thank you very much.

Thank you, Mr. Chairman. '

Chairman Proxyire. Senator Miller?

Senator Mizrer. Thank you, Mr. Chairman.

Dr. Leontief, yesterday the committee received some testimony from
Professor Suits of Michigan. I am going to quote from his statement.
He said: .

The rise in war spending from an annual rate of $48.2 billion in the first
quarter of 1965 to the rate of $65.5 billion in the last quarter of 1966 repre-
sented a total increase of $17.3 billion. Taking account of induced consumer
expenditure, this increase was responsible for a total rise of $32 billion in annual
GNP, and for roughly 3.2 million additional jobs.

Would you agree substantially with that statement ?

Mr. Leoxtrar. T did not have the benefit of studying the underlying
computations, so T could not really say yes or no. I think that the gen-
eral order of magnitude involved sounds plansible. Of course, T did
not hear anything in it about the price level. and this is one of the
important things, because whenever we speak of increased expenditure
or increased income. we would like to know what it means in real terms.

In my computations, all inputs and all outputs were measured in
constant base-year prices. In other words, all changes shown on the
charts depict increases and decreases in the actual amounts of goods
and in levels of employment. If prices were to go up or down, the
dollar figure will be larger or respectively, smaller.

Senator Mmrur. More specifically, his approach was this. He said
that according to Michigan University studies, they reached the con-
clusion that each dollar of war outlay stimulates about 85 cents of
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additional output in the GNP, and that is how he got the $17.3 billion
§ddi]§ifnal Federa] expenditures resulting in an increased GNP of
32 billion.

Then he suggested that for each $10,000 of additional GNP, there is
one job, and that is how he arrived at the 3.2 million additional jobs
generated by the Vietnamese war expenditures. Does this approach
sound reasonable to you?

Mr. Lrontier. You know, a professor from Harvard should not
criticize a professor from Michigan, but the statement impresses me
as being rather broad. I would say it makes a very great difference
whether 10,000 of additional dollars were spent on planes or on school
buildings, on munitions or on wearing apparel. And the number of
jobs created per $1 million of output differs from one type of final
demand to another. It is this differentiation that my analysis brings
out. As a matter of fact, I would be very skeptical of the success of
policies which were designed with al] atiention centered on the very
broad averages which you quote.

For example, the total employment could remain constant, but you
might have very serious unemployment in California, and at the same
time run into labor shortages in the States which, like Montana, seem
to be depending on civilian rather than military demands.

As you know, most transitional situations are bottleneck situations.
Averages conceal bottlenecks. When you go from a peacetime to a
wartime economy, it is not enough to transfer the dollars, one must
have the specific industrial capacities in the right places with the
right people to man them. The same is true of an anticipated shift in
the opposite direction—a shift from war to peace.

This is why I say that the statement you quoted is all right as far as
it goes. But my concern would not be with these average figures, but
with the discovery of and preparation for dealing with bottlenecks,
and there I would urge a much more detailed and specific type -of
analysis. Many of the practical measures aimed at securing full
employment will have to be quite specific too. )

I happen to believe that deficit spending is not a cure-all. As likely
as not, you will run into bottlenecks, and if you are pumping out
money and hit bottlenecks, what do you have? A price rise. )

The difference between inflation and an orderly adjustment has its
counterpart in the difference between analysis and economic reasoning
which centers all attention on aggregated purchasing power, overall
fiscal policies, and, on the other hand, more detailed specific analysis
that takes into account the differential impact of alternative bills of
goods.
~ Senator Mrrrer. May I say T agree that a more specific detailed
analysis is preferable. Do you have any estimates as to how many
additional jobs have been generated as a result of the $17.3 billion
additional cost, through defense expenditures?

Mr. Lro~ntIrr. T do not have these figures here on hand, but T would
think that the number of jobs would be between two and a half and
three and a half million. .

Senator MirLer. If you would care to, would you do a little further
research on that, put a few figures together, and submit them to the
committee ? Would that be feasible for you to do that.
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Mr. Lrontrer. I would certainly endeavor to supply you with these
figures. I will have to go abroad in 3 days, and I will be back only at
the end of May. However, I will ask one of my collaborators to make
the computation and send you the results.- SL o
- (The material requested had not been received at time of publica-
tion of these hearings.) R T I ~

Senator Miirer. May I say, Mr. Chairman, I can see where he
might have a problem getting his computations to the committee in
time for the hearings, but I think we would appreciate it if you could
perhag)s contact Professor Suits and find out what kind of research
they did. I am sure this would not be unusual for you to do so. And
give us a little evaluation, and possibly, if you have a more detailed
approach, you may be able to give us some more refined figures on
the unemployment, or the employment generated by the $17.3 billion
of additional defense expenditures. I, for one, would appreciate get-
ting something like that from you.

Mr. Lrontier. May I ask whether you have by any chance the
advanced text of my staterient before you? ,

Senator MitiLer. Yes, I do. e '

 Mr. Lrontrer. In the appendix, you will find a table of percentage
changes in employment by sector (p.247).
.- Senator MiLrER. I seethat. :

Mr. LroxTirr. Here you see the anticipated changes in employment
computed for each industry in percents of the base-year, that is, 1967
figure. To translate these percentages in man-years, we only need the
total base-year figures. - L :

Tn some industries, employment will tend to increase, in some others
to decline. You see there is an increase of around 3 percent across the
board, while the decreases are rather unevenly distributed. This gives
us a clue to the anticipated answer.
T certainly will be glad, Senator, to give you the missing base-year
figures. - - - o - ' o

Qenator Mrmrzer. T would appreciate it if you could do that.
- Mr. Leo~nTtier. Certainly. :

Senator MirrEr. One last question. Is there any significance on the
map that you have up there as far as my State of Towa is concerned?
Tt appears to be about half size. ,

Mr. Lrontmr. You see, Senator, we worked not by separate States,
but by groups of States. Towa is a part of such-a group. So far as my
horoscope can tell, Senator, you should really vote and work for im-
mediate deescalation, because, as you can see from my map (exhibit, 4)
if the first variant is used, in your State many new jobs will be created
and few will be lost. By contrast, a Senator from California or New
Mexico would have to be very public spirited to be against the war.

Turthermore, I am sorry to see that—so far as Towa is concerned—
the first variant is employmentwise somewhat better than the second:
If the entire expansion in civilian demand is allocated to the private
sector, your State will gain relatively more jobs than in the second
case, where the Great Society programs get a bigger bonus.

~On the other hand. Towa might possibly gain a little less in jobs,

bt with your help, Senator, it might get a lot of Federal money for
education, health, and so on, which under the first variant could not
happen.
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You see, by this type of analysis, one could open an office to give
special voting advice to Senators and Congressmen.
© Senator MiLLer. I just wanted to make sure this wasn’t a Harvard
view of Towa. - :

Mr. Leontier. No, I don’t think so. As a matter of fact, I very
often go to lecture and help with the regional economic work being
done in the Middle West.'Some of my former students and best friends
teach at Ames. S

- Senator MiLLer. Thank you very much. Lo
- Chairman Proxmire. We have taken a great deal of time, but with
a most distinguished and enlightening as well as entertaining witness.
We have two other gentlemen coming before us. Before you conclude,
Professor Leontief—and. I would Iike you to stay at the witness
table—I want to just for the record say that Professor Suits yester-
day made it absolutely clear that this projection that he showed for
what would be the situation on employment or unemployment in the
fourth quarter of 1966, which I think he had at 7.7 percent, absent
Vietnam, was strictly on what he called an “absolutely hypothetical
and artificial assumption,” that we would not change our tax policies,
our other spending policies, or our monetary policy. He did this only
to show as dramatically as he could the effect of Vietnam on employ-
ment under those circumstances. He agreed that we certainly would
not follow such policies if absent Vietnam, and he agreed with me on
the basis of questioning that there was no reason at all why we
shouldn’t have the same low level of unemployment absent Vietnam
that we have at the present time. : ‘ ,

I want to say that you have been a great witness in many ways,
and I want to thank you especially for this tremendous work that
you did. I don’t know if the art work would be rated A by you, but
certainly the substance is rated A-plus by us. , .

- I want you to stay at the table. Our next two witnesses are Mr.
Madden, of the U.S. Chamber of Commerce, who is a friend of the
committee and a distinguished economist, and I know he will be very
helpful to us, and Mr. Goldfinger, another great friend of the com-
mittee and a fine economist, who represents the AFL-CIO.

We are delighted to have you gentlemen here. Mr. Madden, you may
proceed. I apologize for detaining you so long, but that is the way
these things go. S _ : :

STATEMENT_ OF CARL MADDEN, CHIEF ECONOMIST, CHAMBER OF
' COMMERCE OF THE UNITED STATES '

Mr. MappEN. Itisa plezisure to be here before the Joint Economic
Committee. I thank you for the opportunity. : :

Comparison Wite Korean War

In seeking to assess the economic repercussions of the recent in-
crease and future decrease in defense spending incident to Vietnam,
comparisons with the Korean war are inevitable. Outbreak of the
Korean war in 1950 boosted our annual spending for defense and
related programs, as measured in 1963 dollars, by $25 billion to a rate
of $45 billion in 1951 and a maximum of $65 billion in 1953.
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Most of the increased spending went for military equipment and
other goods and services bought from the business sector. Reduction
in 1953-54 by $11 billion in this type of spending was a leading factor
in the 1954 recession. So concern about a recurrence of a similar busi-
ness setbaclk following cessation of hostilities in Vietnam is both un-
derstandable and justifiable.

But there were significant differences during our Korean engage-
ment compared to Vietnam that greatly reduce the likelihood of such
a recurrence of recession following termination of the “hot war.” The
list of these differences is quite impressive. The pace of military build-
up was considerably faster during the Korean contflict, causing severe
shortages. Despite last year’s acceleration of defense spending, our
buildup in Vietnam has been gradual and has not as yet precipitated
any drastic economic dislocations, aside from some inventory pileup
and skilled manpower shortages.

Consumer prices rose more sharply during the Korean war, despite
the controls enacted early in 1961. Increases in industrial production
were also more marked as compared to the period since mid-1964.
Corporate profits and business capital spending fell during the third
year of the earlier conflict, while both of these important economic
variables have recently only begun to level off. Personal income, on the
other hand, has behaved in a similar fashion—rising steadily during
both escalations. Finally, compared to a Korean war peak of 13.5
percent, national defense expenditures are still only about 9 percent
of gross national product, despite the intensification of hostilities in
Vietnam. This ratio has been rising—but only slowly—since early
1964. ‘

In short, barring a considerably greater commitment of resources
to defense purposes than seems likely, our growing economy should be
able to handle comfortably both the economic demands of the war in
Vietnam and a deescalation. An orderly adjustment to military de-
escalation will be even more likely if, as i1s widely anticipated, a
Marshall plan type of foreign aid to Vietnam is substituted for mili-
tary expenditures following the termination of the war.

Tur DisrocatioN PropLEM

The foregoing does not mean that the national chamber of com-
merce is unmindful of dislocations in particular communities and
regions heavily dependent on defense orders that would necessarily
result from order cancellations or cutbacks. This is the ‘disaggre-
gated” kind of deescalation effect that certain cities and regions went
through with varying degrees of success following cancellation of
the Skybolt and Dyna-Soar projects in 1963, the phaseout of pro-
duction of the F-105 fighter-bomber, and the closing of many military
installations. |

Subsequent studies done for the U.S. Arms Control and Disarma-
ment Agency® have borne out the earlier conclusion, arrived at by
general economic analysis, that these kinds of adjustment differ only
in dégree from those constantly facing the economy in connection with

- 18ee attached list.
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adjustment to technological change and structural shifts in the de-
mand for various labor skills,

This was one of the major conclusions reached in a national cham-
ber of commerce study entitled, “The Kconomics of Defense Spend-
ing,” puthhed in February 1965 and subsequently verified by the
report of the Ackley committee on “The Economic Impact of De-
fense and Disarmament” that appeared in July 1965.

Each of these reports recognized the regional and local economic
dislocations precipitated by changes in both the level of defense
spending and in the procurement mix. But each study also indicated
that if there is a national problem assocmted with a decréase in de-
fense outlays, it relates more to economic growth than' to business
cycle developments A growing economy prov1des the best environ-
ment for an orderly transition from wartime to peacetlme production
for the more heavily involved communities.

Although these reports were written 2- yeals ago ‘when - defense
spending played a smaller relative role in -the economy than at
present and the private sector was growing more rapidly, the con-
clusions arrived at still appear to be valid. This is because the current
softness of the economy is traceable to developments in the private
sector primarily—a slower rate of consumer buying in the housing
and durable goods markets, an inventory overhead, and a sharp de-
celeration of fixed investment spending by business.”

Mr. Chairman, I would like to submit for the record at this point
a copy of the national chamber study, “The Economics of Defense
Spending.”

Chairman Proxmire. Without objection, that will certainly be very
valuable to us.

(The study referred to follows:)

THE ECONOMICS OF DEFENSE SPENDING*

INTRODUCTION

Durmg the past decade the Amemcan people as a Whole and a segment of the
economy in particular have grown accustomed to national defense expenditures
ranging between $48 billion and $56 billion a year. An uptrend from 1960 to 1963
was partly reversed in 1964, foreshadowed by certain headline-catching program
cancellations, especially the Skybolt and Dynasoar projects in 1963. Prospects are
for a levelling-off, followed by a slow decline in defense spending in the next ten
years or so. )

Over time, society will benefit from having some of its scarce resources now
devoted to defense transferred to the civilian economy to satisfy prohferatlmy
needs for more and better schools, housing, hlghways, medical service, and the
like.

But it is understandable that questions have been raised about the economic
effects of defense cutbacks. For example, how serious have the economic adjust-
ments been so far? Will a levelling-off and possible decline in overall defense out-
lays precipitate a business recession? What of the implications for unemploy-
ment? Will companies and localities heavily involved in defense activities be able
to adjust to civilian production? Can defense/space resealch and development
resources and output be adapted to civilian uses?

This report, pumanly the responsibility of Dr. Richard Landry of the Na-
tional Chamber staff, is a summary of the views of leading authorities on the
questions posed above, and it suggests the relative importance of the. questions.

ROBERT S. MACFARLANE,
O'hawmtm Oomnu'tee on Economic Policy.

#A report by the Committee on Tconomic Policy of the Chamber of Commexce of the
United States. Washington, D.C. February 1965.
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DEFENSE SPENDING AND THE HcoNoMY

At their peak in World War II, defense requirements absorbed almost half of
total and 80 per cent of durable goods output.’ Understandably, apprehension was
widespread that post-war reconversion of industry to civilian production would
plunge the economy into deep depression, especially since most of the wartime
increase in production had come from previously unemployed manpower and
machinepower. ) ) )

_ But the opposite was the case.” Instead of deflation and depression there was
inflation and a boom in business; and unemployment stuck at 4 per cent of ‘the
civilian-labor force until the brief recession of 1949. The ease of the 1946-48
economic adjustment to reconversion and the buoyancy of the civilian economy
during the Korean War presumably accounted for the absence of similar worries
about reconversion at the War’s end in 1958. : ‘

Discussion has recently flared up, however, regarding the economic problems of
defense spending, evoked in part by the attainment of “overkill” capacity by both
the United States and the USSR and by the 1963 Nuclear Test Ban Treaty be-
tween these two powers. The current debate stresses certain features of our
present defense program, some of which are encouraging and some are not.

“-- Among the encouraging aspects are the facts that (1) defense expenditures are
2 much smaller proportion of total economic activity currently as compared with
1945, accounting for less than 10 per cent of Gross National Product (in 1945 the
figure was 40 per cent) ; and (2) between 1945 and 1946 national security expen-
ditures were reduced by 80 per cent (measured in 1960 dollars), whereas current

indications are that there will be a gradual tapering of such outlays on the order

-of 80 per cent over.a twelve-year period and from a smaller relative base.

" 'On the other side of the picture, however, current defense procurement is

highly concentrated with respect both to type of industry and geographical re-

gion. Furthermore, a large share of defense work is being done by specialized

‘eontractors who have never produced for the civilian market. Thirdly, unlike the
194648 situation, since 1959 the national unemployment rate, until quite re-

cently, regularly exceeded 5% per cent. Finally, according to the calculations of
the President’s Council of Economic Advisers the economy has grown at a slow

rate since ‘1955, causing it to fall 5 per cent short of its full-employment
potential®

The first two points invite a favorble comparison with the post World War

" II readjustment to disarmament. Although the remaining points imply a novel

type of readjustment: problem, different in character from the 194648 and 1953

54 transitions, their magnitude is questionable. For example, regarding economic

growth, real GNP is likely to show a gain-of 5 per cent in 1964 from the 1963 level

serving to narrow the gap between actual and potential GNP.

. " The purpose of this booklet is to discuss these problems and assess their im-
‘portance in the light of the current literature on the subject. o

. TEE NATUI;E -AND EXTENT OF DEFENSE EXPENDITURES

Outbreak of the Korean War in 1950 boosted our annual spending for de-
fense and related programs in 1963 dollars by $24 billion to a rate of $45 billion
in 1951 and to a maximum of $65 billion in 1953. Most of the increase went for
military equipment and. other.goods and services bought from the business. sec-
tor. Reduction. in 1953-54 by $11 billion in this type of spending was.a-leading
factor in the 1954 recession. Since that time Cold War tensions have caused
.these outlays to rise from $49 billion. in 1955 to $56 -billion in 1963, with only
slight fluctuations in the intervening years.* The rate in the first half of 1964 was
,su’ti%talitially unchanged from 1963. - . | . : .

i e trend of defense expenditures.(in dollars of 1963 purchasing [
.the period 1947-64 is shown on Chart I, below : P £ power) for

1915 5He;m233E_ Kfooss, American Economic Development, Prentice-Hall, Inc., New York,

"2 For an evaluation of this de%elopmeﬁt, see W. S. Woytinsk oy y

‘Forecasts of Postwar Depression?” in Journal of Political %cg:og;iy, g‘ﬁf ;gi"? . Wrong in
3 Bconomic Report of the President; Washington, D.C., January 1964, Chart 4. p. 38
4 Emile Benoit and Kenneth Boulding, Eds., Disearmament and the Economy, 'Harpef‘

& Row, New York, 1963, pp. 272-273; Manpower Report of the President, Washington,

Tomiie tngSookat Conseqnences’ of Disarmament Part T Warhinton, B ruls 1069,

ament, Par
pp. 7-8 ; Econ. Report of Pres., op. cit., p. 209. Y Washington, D.C., July 1962,
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About four-ﬁfths of defense prlme contracts of $10 000 or more awarded by
the Defense Department in fiscal 1962 went for military hardware, including
missiles, electronie devmes and trapsportation equipment, along with associated
developmental costs:® The resulting: concéntration- of ‘defense. procurement in
five industries—aircraft and parts; communications equipment, electronic com-
ponents, ordnance, and shipbuilding—makes each especially vulnerable: to shifts
in the defense product-mix -or a cutback in overall procurement: By the same
token, because ‘all :of these industries, excepting communications, equipiment,
cluster in spec1ﬁe regmns, the local and reglonal 1mpact of such chanves could
be severe,

In 1960 all of the employment in ordnance work, 93 per cent in alrcraft and
missile construction. 60 per ¢ent in ship and boat bulldmg, and 38 per cent in
communications equipment was attributable  to defense procurement. In 1963,
compared to 1958, employment was 17 per cent lower in the aireraft industry,
but 90 per cent hl"hel in ordnance, 48 per cent higher m electromc components,
and 46.5 per cent higher in communications. equipment. ®
. Geographically, the areas most affected by defense mdustry (accounting for
over 10 per cent of state nonagricultural employment). are Alasks, California,
‘Washington State, Virginia, Connecticut, New Mexico, and Utah, Massachusetts
‘and Hawaii also have close to 10 per cent of their nonagncultural employment
.80 involved. Table I, below, shows a finer breakdown by countles, although on
the different basis of dollars of prime contracts per capita.

‘A caution is in order regarding prime-contract.data: they can be misleading.
Not only do they fail to indicate the extent of subcontracting, but also much
of the work is subcontracted to companies in other states. These, consxderatlons
imply a lesser geographical concentration of defense work. than is suggested by
Table I and the industry and company concentratlon suggested by Appendix
Table I.

As Dr. Murray Weidenbaum has recently pointed out, the Federal Govern-
ment. is trylng to improve information on the economic impact of defense/space

programs in the following ways:”

s Manpower Report, op. cit.; p. 156,

8 Joseph F. Ful ton ‘Dmplovment Impact of Changing Defense Programs ” Monﬂtly
Labor Review, May 1964 p. 510.
.7 See ’\Iurray L. Weidenbaum, “Measuring the Economic Impact. of Defenso/Space
Expenditures a paper presented at the KEleventh Annual Conference of the Missouri
Research and Development Council, Denver, Colorade, October- 20, 1964  (processed),

5-6. See also Productive Qivilian Uses of Former Defense Department Installatwns,

U‘.’S Department of Defense, Washington, D.C., November 1964, (a 32 page pamphiet).

78-516—67—vol, 1. 18
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TapLe 1.—15 counlies most heavily dependent on defense prime conlracts, 1960

Prime Prime
contracts Population contracts
County ’ per county | (thousands) | per capita
(millions of dollars
doilars)

Box Elder, Utah . i 72.9 25 2,016
Fairfield, Conn_ 228.7 97 2,357
Tioga; N.Y ... 88.3 23 2,323
Ellmore, Idaho. 30.1 17 2,300
Stephens, Tex__.. 17.6 9 1,955
Newnport News, Va_ 230.6 114 1,935
Montgomery, Ala 54.6 33 1,654
Aravahoe, Colo_ 178.6 113 i,583
Sedgwick, Kans. . oo 488.0 343 1,422
Santa Clara, Ca 775.9 642 1,208
Morris, N.F____. 239.9 262 1,106
Coffee, Tenn. 31.0 29 1,008
Cobh, Va_.__.. 115.0 114 1,008
Burlington, N. 221.3 224 987
Grant, Wash. . _...___ 43.8 46 953

Total United States. ooouoe e e mrceaeaomeaeae 21,004.3 179, 323 117

SOURCE

 Data from Walter Isard and James Ganschow, “ Awards of Prime Contracts by County, State and Metro-
politan Area,” Philddelphia: University of Pennsylvania, 1962, .

“Disarmament and the Economy,” eds., Emile Benoit and Kenneth E. Boulding, Harper & Row, New
York, 1963, p. 48.

1. The Census Bureau is asking a sample of companies at the three or
four-digit level in the Standard Industrial Classification Code to estimate
their sales to DOD, NASA and AEC, among other agencies, and the resulting
employment. The sample includes. both prime and subcontractors.

9 The U.S. Arms Control and Disarmament Agency is financing studies
on the impact of adjustments to changes in defense/space spending in the
electronics and shipbuilding. industries and in certain regions, including
New Mexico and the Baltimore and Seattle areas.

3. The ACDA is sponsoring case studies of previous attempts to adapt
defense technology to civilian use.

4. The U.S. Department of Labor, with ACDA assistance, is studying the
patterns of defense worker adjustments to particular defense cutbacks, such
as the Dynasoar cancellation at Boeing and the phase-out of production of
the F-105 fighter-bomber by Republic Aviation in the Nassau-Suffolk area
of Long Island. .

ESTIMATES OF THE SIZE OF THE NATIONAL PROBLEM

In the rapidly growing literature on the economic effects of disarmament there
are writers, like Dr. Weidenbatm, who have considered the probable consequences
of “a total elimination of the defense program in the 1960’s, in the absence of
compensating or offsetting programs.”’ ® Operating with this admittedly un-
realistic assumption, Dr. Weidenbaum has concluded that, because of a less
exuberant business climate than in 1946 and a greater concentration of defense
contracts in specialized facilities not convertible to civilian production, “the
adjustment to disarmament would be even more difficult than the reconversion
following World War I1.” ‘ .

On the other hand, the 1962 Report of the Panel on Economic Impacts of
Disarmament, chaired by Emile Benoit of Columbia University, projected a
gradual reduction in defense spending of $32 billion over a 12-year period, start-
ing in 1965, with about $6 billion of decrease each year during the first three
years and an even spreading of the remaining $14 billion over the 9 years follow-
ing.® However, if account is taken of the offset provided by costs of inspection
forces and buildup of the National Aeronautical and Space and Civilian Atomic
Tnergy programs, the total reduction becomes 822 billion instead of $32 billion.

s Murray L. Weidenbaum, ‘“Industrial Impq_ct of Disarmament,” The American Journal

of Beonomics and Sociology, October 1963, p. 526. i
9. Benoit and K. Boulding, Disermament end the Economy, op. cit., pp. 36-38.
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Based on potential real GNP of $645 billion in 1965 and $970 billion in 1977,%
a defense reduction of $22 billion would amount to considerably less than 4 per
cent of GNP, although such a reduction could represent about 7 per cent of the
arowth in GNP during the period. This would be true even if the Council of
Economic Advisers’ estimates of GNI* were on the high side due to the building
into their projections of too large defense outlays.

The Benoit group’s estimates were made on the assumptions that disarmament
would begin in 1965 and that miiitary spending would be approximately $50 bil-
lion that year. The $32 billion cutback would break down into a $22 billion
reduction in government procurement and a $10 billion decrease in payrolls.
The multinlier effect could magnify this spending decline into a GNP decrease
of as much as $48 billion over the entire 12-year peried. The corresponding decline
in employment would be 5 million,

In a more receunt anaiysis ' Dr. Benoit has stated that in contrast with the post
World War II conversion, “the economy has become much more vulnerabie to
the deflationary influences that would be generated by any major defense cuts.”
He holds the following factors responsible for this circumstance: (1) a lower
ratio of money supply to GNP than in 1945—27 percent in 1962 compared to 47
percent in 1945; (2) greater vulnerability of consumer indebtedness, which has
risen to almost 16 percent of disposable personal inconie from 5 percent in 1945;
(3) greater vulnerability of stock market prices to corporate income declines,
because of high and rising stock.price-earnings ratios; (4) “substantial”’ excess
capacity throughout the economy ; and (5) a “troublesome amount of continuing,
stubborn unemployment.” :

At the opposite ‘extreme from the Weidenbauni-Beneit position, Dr. Grampp
of the University of Illinois estimates that federal government spendihg under
disarmament conditions would not decrease by anything likke $32 billion in the
next twelve years. His “guesstimate” is $8 billion. This figure is caleulated as
follows: (1) an upswing from $18 billion to $27 biilion in U.S. spending on its
national force and contribution to the United Nations; (2) increéase from $10 bil-
lion to §20 billion in spending on space projects and atomic energy; and (3) a
rise of $5 billion in expenditure on “other forms of rivalry” resulting in total
annual defense spending of $52-billion, compared to an estimate for 1965 of
about $60 billion.” : - - :

THE REGIONAL AND LOCAL ECONOMIC PROBLEM

A 1963 survey -by the. Seminar - -on. Industrial Conversion at Columbia Uni-
versity that covered cobcerns in New York, New Jersey, Massachusetts, Colo-
rado, California, and Washington State found that close to 67,000 workers had
recently been laid off or were scheduled for layoff by 19 major defense con-
tractors. In commenting on the results of the survey, Professor Seymour Melman
pointed to the concentration of layoffs among highly skilled workers as indicating
“the special problems of converting from military to civilian work.,” *

Illustrative of this probiem are.the results of a.study also made in 1963 of
four large firms that had recently succeeded in making the transition from de-
fense work to civilian production. The authors’ general observation was-that “at
best it is difficult to make. such a transition.” ** Identified as success factors were:
picking a product with which the company was familiar; establishing a sepa-
rate organization for the-civilian product; and giving greater emphasis to sales
activities and customer service than previously (when Uncle Sam was the only
customer). - L - . .

_ Distinguishable from but related to the problems of a privately initiated con-
version from government work to output for the civilian market, are the in-
stances of shorter-term community “crash” programs that have attempted to
offset the effects of suddenly terminated defense contracts or military installa-
tions. Donald Bradford, Director of the Office of Wconomic Adjustment in the
Department of Defense, in testimony bhefore a Senate Subcommittee on-November

0 Estimated on the basis of the Council of Economic Advisers’ 814 per cent trend line
through the middle of 1955. . .

1 Emile Benoit, “Defense Cutbacks and the U.S. Kconomy,” Business Scope, Cambridge,
Massachusetts, May 2, 1964,

12 Willilam D. Grammp, “False Fears of Disarmament,” Harvard Business Review, Janu-
ary-February 1564, p. 179.

18 New York Times, March 26, 1964, p. 10.

1t Harold ‘E. Fearon and_ Ralph C. Hook, Jr., “The Shift from Military to Industrial
Markets,” Business T'opics, Indiana University, Winter 1963, pp. 50-51. . .
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7,.1963; cited several such cases—among them Presque Isle, Maine; Wichita,
Kansas; Farmingdale, Long Island; and Roswell, New Mexico—all of which
adjusted successfully to sharp and sudden cutbacks in local defense activity,
primarily through- the development of industrial parks and attraction of new
firms. To this list should be added the lesser successes of Santa Monica, Cali-
fornia, in connection with the sudden cancellation of the Skybolt program in
January 1963, and Seattle, Washington, with regard to the December 1963 can-
cellation of the Boeing Company’s Dynasoar project.

Citing the experienceés of Wichita, Kansas, and Los Angeles, California, one
writer has noted that “large diversified cities are inherently less vulnerable to
major shifts in industrial activity than smaller cities overly committed to a nar-
row range of industries and skills.” ** But he considers the outlook bright even for
small cities, provided they have a skilled labor force, good publiciservices, and
vigorous community leadership.*® : . .

THE CURRENT READJUSTMENT PROCESS

Mention of these instances of economic dislocation to which accommodation
was made with varying degrees of success points to the fact that there is already
underway a readjustment to the changed pattern of defense/space procurement.
Bmphasis in the procurement process has shifted from manned aircraft and ships
to nonmanned craft and missiles, to aerospace and now space exploration vehicles.
Although the national impact of such procurement changes is not-appreciable be-
cause reduced economic activity in closed-down areas is offset by expansion in
opened-up areas, local dislocations are similar to what might be expected from
an overall cutback in defense spending. :

“Hven should total defense spending decline, however, overall federal spending
probably will not.” Witness the Johnson Administration’s effort to use the “sav-
ings” of defense cutbacks in the fiscal year 1965 budget for its $1.9 billion anti-
poverty and Applachian regional programs.

The implication of this point is clear: it is impractical to talk about the eco-
nomics of disarmament in a vacuum. Our present knowledge of the Defense De-
partment’s plans suggests the reasonableness of making the following three
assumptions as to the economic effects of cutbacks in defense spending:

1. The process will be gradual.
2. The economie problems involved are more likely to be local and regional

. . rather than national in scope.. ) ,

3. The principal economic problems will not differ in kind, though they may
in magnitude, from those facing the economy in its continuous adjustment to

" technological change and structural shifts in the demand for various labor

~ - skills. - i . i ‘
" Support for this view is found in the March 1962 United States reply to the
inquiry of the Secretary-General of the United Nations regarding the economic
and social consequences of disarmament, which notes that, “in the absence of
specific details on the timing, phasing and duration of a disarmament program
it is". . . not possible to discuss the problems of adjustment except in general
terms.”® )

“The report then proceeds to discuss the “two basic problems of adjustment:”
‘(1) maintaining aggregate demand for the economy’s output despite declines in
‘demand for defense items, and (2) minimizing “hardships and waste as the hu-
man and material resources now devoted to defense find new uses.” With respect
to the first problem, the report notes that “a dollar reduction in defense spending
would cause . . . about a dollar reduction in personal consumption.” This esti-
mate-is based in part on recognition of certain of the built-in stabilizers of per-
‘sonal income in the economy, notably a lesser income-tax drain and higher un-
‘employment transfer payments as national income declines. .

" Posing the aggregate demand question, however, appears to beg the question
whether this will indeed be a problem, as we have already indicated. In fact, the

report notes that *

15 Q; M. Stewart, Jr., “Peace Trend Will Bring Better Business,” Nation’s Business,
June 1964, p. 72.

16 Stewart, loc. cil.

w7 This focus on Federal spending is not intended to play down the desirability of stimu-
lating spending in the private sector—through further tax reductions, for example.
;.18 United States Arms Control and ‘Disarmament Agency, The Economic and Social
Consequences of Disarmament, Part II, op. cit., p. 7. .

1 I'bid., p. 10.
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‘.:.. the very fact that-the timing, phasing, and likely duration’of a disarma-
ment-program would be known well in advance to policy makers places.the whole
problem of providing for adequate demand offsets on a considerably more certain
and favorable basis than is normally available for the development of counter:
cyclical policy.”

In connection with the problem of structural adjustment the report is equally
realistic: ®

““Actually the economy is constantly experiencing structural changes as a re-
sult of technological developments; the introduetion of new products and serv1ces,
population developments, and other factors.”

Apparently this is also the view of Gardner Ackley, Chairman of the Cabinet:
level Committee on the Economic Impact of Defense and Disarmament. In testi-
mony before the Senate Commerce Committee on June 22, 1964, Dr. Ackley said,*

“Some people misunderstood and exaggerate the potentlal impact of changes in
defense spending, whether major or minor, and—partlcularly—underestlmate our
ability to deal with them.” .

THE SPECIAL PROBLEM OF RESEARCH AND DEVELOPMENT .

About 15 per cent of our defense. outlays are for research and development
(R & D), and more than half of R & D expenditures (including ARG m1htary
outlays but excluding NASA work) is financed by defense agencies. This is a
novel and potentially disturbing aspect of the present defense program, since not
only would a significant slide-off in defense outlays curtail employment of highly
skilled manpower but also a sizeable cutback could deprive the civilian economy
of the external economics flowing to it from military research with peacetlme
applications.? :

Based on the relative importance of governmental R & D expendltures Dr.
Richard Nelson has estimated that the percentage drop in R & D outlays would
be about half as great as any drop in military expenditures. He has estimated
further that ‘‘while a 50 per cent decline in defense spending would lead to a 23
per cent cutback in R & D spending, it would lead to only a 12 per cent cutback in
employment of scientists and engineers,” since the defense R & D dollar hires a
lesser number of R & D scientists and engineers than the nondefense R & D dollar,
the d1fference bemg accounted for by a heavier materials outlay m mlhtary
research.®

As an add1t1onal optumstxc note, Dr. Nelson has called attention to the fact
that the impact of disarmament is likely to be considerably less on basic research
(carried on outside government) than on applied R & D and that “the freeing of
R & D resources would be one of the most important economic beneﬁts of dis-
armament.”* This latter point reflects Dr. Nelson’s belief that
“a significant increase in' R & D resources could be used in the civilian sector,
with large benefit to society. . .. The civilian economy would benefit especially
from increased long-range research and experimentation with advanced tech-
nological possibilities of the sort that the research teams presently employed by
defense industries have conducted so succesfully.”

In this connection a 1963 University of Denver Research Institute study on
the value of space-related technology to the civilian economy showed that intangi-
ble spin-off (the transfer of technical information) is far more important than
tangible spin-off (the transfer of products, processes, or materials).”

This same optimism is sounded by Dr. Charles T. Stewatt, Jr. of George Wash-
ington University who declares that “reduced spending for defense should release
resources and income to satisfy a great number of nondefense wants, both private
and public.”* He also makes the significant point regarding transferability of
scientists .and' engineers from defense to civilian production that they: are
younger, better educated, more mobile, and, therefore, more adaptable fo job
conversion than ‘are workers in other mdustnes. However, as is mentloned

20 Ibld 11, . .

2 Washmqton Post, June 23, 1964, p. D-6.

22 Richard R. Nelson “The Impact ot‘ Arms Reduction on Research and Development ”
American Economic Remew Proceedings, May 1963, p. 435. }

23 Ibid., p 439, ’ L

2¢ I'bid., p. 446.

37, G Welles and R. H. Waterman, Jr., “Space Technology Pay-Off from Spm Off ”
Harvard Business Review, July—August 1964 p. 106

2 Stewart, op. c¢it., p. 67. : E
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elsewhere in his article, experience in the Los Angeles area following layoffs in
the ordnance, electronics, and aircraft industries there, implied that although dis-
placed aireraft workers found jobs it was probably at the expense of less skilled
and experienced workers.

PRIVATE PLANNING FOR CONVERSION

Hearings held in the fall of 1968 by the Senate Subcommittee on Employment
and Manpower regarded the civilian application of technology involved in defense
and other government sponsored programs. The testimony touched on the ques-
tion of industrial conversion from defense to nondefense work. Industrial repre-
sentatives of companies with heavy defense commitments who testified were
understandably cautious about the extent to which it would be possible for them
to switch completely from defense to nondefense production. Gne company
thought it would take many years before it could substitute commercial for
defense work, although all of the companies that appeared had attempted fo
diversify into civilian lines.”

Representatives of the Department of Defense (DOD) and the United States
Arms Control and Disarmament Agency (ACDA) described a plan enabling
DOD and ACDA to keep up to date on principal defense plants and Project 9-A
that supplies current information on 150 plants in 75 communities accounting for
about 40 per cent of procurement expenditures, the type most likely to feel the
effect of defense cutback. It was also brought out that questions in the 1965
Census of Manufacturers will be asked of key companies on the economic impact
of defense contracts.

What is the state of private planning for conversion, aside from that under-
taken by the companies that answered the Subcommittee’s invifation to partici-
pate in its hearings—Westinghouse, United Aircraft, Northrup Aviation, Lock-
heed, Hughes Aircraft, Aerojet-General, Martin Company, and Republic Avia-
tion? ® Posing this question makes two sizeable assumptions: (1) It assumes that
private planning is possible or even meaningful to meet an event of unknown tim-
ing and size; and (2) it assumes that conversion of defense-oriented resources to
civilian production is indeed feasible. '

The results of a survey of large prime defense contractors made by Stanford
Research Institute late in 1983 illustrates the difficuities of private planning
for conversion.? The replies indicated that few of the companies surveyed had
blueprints for diversification into civilian production in the eveni of Govern-
ment contract: termination. But it should be noted that the “planning” en-
visaged by the survey was quite precise. It meant a detailed description of alter-
native courses of action, identification of trigger points at which to initiate
new plans, work on prototypes of new products, and assignment of at least one
senior executive to this activity. (The slight extent of government planning is
indicated on page 268.

Why was this so? The most frequent reason given was the inability “to plan
for a catastrophe.” It was frequently noted in the replies that the Federal Gov-
ernment shounld do more to advise industry well in advance of its intention to
cancel contracts. The most important reason, howerver, appeared to be an ex-
pectation, based on experience, that cold war and space program requirements
would prevent any drastic slash in defense and related procurement,

Strengthening this view has been the success of the major defense companies in
shifting from aircraft to missile production.® Along this same line, Richard Rut-
ter, writing in the New York Times for August 16, 1964 (Sec. 3, p. 10), indicates
that “on the whole . . . the aerospace-defense industry is not only very heaithy
but still growing.” A projection of 1964 sales at $20.9 billion (compared to $20.5
and $20.6 billion in the two preceding years) breaks down into $8.6 billion for air-
craft, $5.5 billion for missiles, $4.9 billion for space vehicles and $1.9 billion for
nonaerospace products.

Small dips in aircraft and missile sales are being more than offset by small
rises in space-vehicle and nonaerospace sales, including exports. urthermore,

= Betty Goetz Lall. “Congress Considers Impact of Defense Reductions,” Bulletin of the
Atomic Scientists, February 1964, pp. 31-32,

2 Qee Appendix. below, for the relative importance of defense to total sales for 25 major
defense contractors. :

2 Referred tn by Murray L. Weidenbaum in a talk at Brookings Institution. Washington,
D.C.. on Tuly 28, 1964,

30'8ee Murray L. Weidenbaum. “Can Defense Technology Be Used?”’ Business Secope,
Cambridre, kiassachusetts, July 1964, p. 2.
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the presence of long-term projects in the work programs of some of the big prime
contractors, such as North American, Lockheed, and Douglas, insulates them to
some extent from annual fluctuations in the DOD budget.

TRANSFERABILITY OF RESOURCES FROM DEFENSE TO NONDEFENSE USE

Underscoring the foregoing is the fact that despite frequent forays into diversi-
fied commercial markets, defense-oriented companies have had disappointing
sales and profits. The reasons may be summarized as follows : &

1. Low capitalization of defense contractors;

2. Little marketing capability ;

3. Limited experience in high-volume, low unit-cost output;

4. A technical workforce unaccustomed to producing for a competitive
market.

As Dr. Weidenbaum testified before the Senate Subcommittee on Employment
and Manpower on November 21, 1963, aside from the handful of companies pro-
ducing commercial aircraft (at little profit), the large defense suppliers have not
been producing commereially beyond 1 or 2 per cent of total sales: ¥

“The surviving efforts continue generally at marginal levels—either actually
losing money, barely breaking even, or showing profit results considerably below
military levels.”

He noted the almost complete absence of personnel transfer from military to
commercial work within the same company. The commercial departments of a
defense company might be hiring engineers at the same time as its military de-
partment was laying off experienced technicians. There has been an inward
movement of professionals and technicians from other industries and universities
but no appreciable outward movement. In the aerospace industry, for example,
between 1959 and 1963 production workers declined from 673,000 to 653,000 while
the number .of white-collar workers rose from 455,000 to 600,000.%° In the six
months ended March 1964, employment was down 10 per cent in missiles produc-
tion and 1 per cent in aireraft, but up 11 per cent in space equipment over the
preceding year.® : .

It will be recalled that Dr. Stewart, in the Nation's Business article previously
cited, referred to the “bumping” process that oceurred in Los Angeles defense
plants resulting from contract cancellations: less skilled workers lost their jobs
as higher skilled workers took their places. Although some slack will be taken up
by increased spending on the space pregram, a recent canvass of leading defense
contﬁractors indicated that this type of procurement was also expected to taper
off ® :

THE LOCAL VS, THE NATIONATL. PROBLEM

‘What is the principal economic problem of disarmament? Is it a problem of
the level of national economic activity, or of local readjustments? The literature
surveyed and the evidence available strongly suggest that it is the latter; and
the prospect is that, with continued economiec growth, the national problem will
wane but not the local one. If there is a national problem, it is that of promoting
vigorous growth while the local-regional problem will be to overcome barriers
to the mobility of capital and the mobility and quality of labor so that these
resources can be shifted to civilian use.

Resource transfer has both a local (regional) and naticnal dimension. When
Dr. Grampp writes *® that the unemployment caused by curtailed defense produc-
tion would cost society nothing if the labor and capital employed in defense
industries had no alternative use, he is clearly referring to the national economy.
Along this line he has noted that if labor, as the transferable resource involved,
were to be absorbed into expanding civilian industries, the gain to the national
economy would be about 5 percent of GNP.

Actually, the problem to which Dr. Grampp is addressing himself is the level
of resource-use, not its industrial and regional pattern. As previously pointed out,

1 Ihid., v. 3.

32 ¢“The Transferability of Defense Industry, Resources to Civilian Uses.” a statement
prepared for the Subcommittee on Employment and Manpower of the Committee on Labor
and Public Welfare of the U.S. Senate, November 23. 1963. in the Natiow’s Mannower
Revolution. Hearing of the Senate Subcommittee on Employment and Manpower, Wash-
ington, D.C.. 1964, Part 9. n. 3146,

e Richard Rutter, New York Times. Auvgust 16. 1964, Sec. 3, p. 10.

24 “Defonee s Bad, Bnt How Bad ?” Forbes, Julv 15, 1964, p, 15,

85 Wall Street Journel, Inly 7, 1964. n. 18,

38 William I}, Grampp. “Defense and Disarmament : Some Economic Surprises ' Michigan
Business Revitte, January 1964, p. 12,
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it is the industry.and regional patterns with their community industrial location
overtones that appearto be the significant problem. - ) : i

One influence neglected in the impact- discussion: so far-has been the role of
noneconomic factors. Political elements in defense prime contract awards have
probably had some influence in' setting the industrial location pattern of defense
industry along with economic factors. Sub-contracting, on the other hand, un-
doubtedly reflects ecoromic factors to a heavier extent.”” Military strategic¢ con-
siderations have also played a role, of ‘course. These considerations imply that
where noneconomic factors have been significant in prime contracting, términa-
tion of these contracts may more seriously dislocate local industry than other-
wise. o o :

But from a purely economic viewpoint; the resource-impact effécts of shifts in
government demand for defense goods are indistinguishable from the effects of
changing civilian demand for various products and services. If there is anything
distinctive, it is the abruptness and relative magnitude of defense contract can-
cellations as compared to the gradualness of changes in civilian demand and the
possibly lesser free-market competitiveness of production facilities utilized for
defense purposes. ) . o } .
" If national security considerations permit, a reduction in defense spending is
clearly desirable. Society will benefit from having the resources presently em-
ployed in defense production shifted to producing more and better producer and
consumer goods. : o ‘ )

But what is the state of regional development plans that might serve to ease
the transition from-defense to nondefense activity?

 PLANNING FOR READJUSTMENT

A study of such programs by the Committee for Economic Development (CED)
revealed that privately financed expenditures on ‘economic surveys were $127
million and public expenditures ‘were $93 million in 1957. Yet, according to this
study, local “economic development is still in its infancy, and more money is
being spent on promotion than on research and planning for better resource use.
There is some evidence, though, of replacement of the time-honored industrial
development approach by multipurpose, comprehensive programs.®
"~ A recently completed three-year study of the Pittsburgh metropolitan area
indicates the scope and type of undertaking likely to produce results useful for
regional development and economic growth of the kind implied in the CED study.
As described by Professor Edgar M. Hoover of the University of Pittsburgh,
the study director, the project is “in process of being translated into programs of
action by appropriate agencies in the community.” % Some of the more significant
findings of the Pittsburgh study were: . . ) .

1. The area’s steel industry is overgrown relative to current comparative
costs of delivered steel.” o ' :

2. As a result, Pittsburgh steel mills must absorb more of transportation

costs to compete at points of consumption with newer plants of competitors.
3. Compared to other industrial regions, Pittsburgh suffers from a relative
lack of service industries, ' '
4. The area has certain structural handiecaps to new industry: the domi-
nance of a few large firms providing their own services and a tendency for
- these firms to export capital to other areas. ’
5. Similarly, the area is handicapped by the export of industrial research
findings to distant plants of the industrial giants located in Pittsburgh.
6. Industrial wage levels have been high compared to other regions, but
service wages have been low. o
7. Utilization of women in the labor force has been consistently low.
8. Unemployment has been chronic and above the national average.
* Certain characteristics of the Pittsburgh metropolitan economy stand out
wwhen contrasted with the findings of the New York Metropolitan Regional

o Murray Weidenbaum has_estimated that about half of primecontract work is sub-
contracted ; ‘‘Measuring the Economie- Impact of Defense/Space. Expenditures,” a paper
présented in_ Denver, Colorado, October 20, 1964 (processed), p. 3. .

3 Donald R. Gilmore, Developing the “Little” Economies, Committee for Economic Devel-
opment, New York, 1960, “Summary,” pp. 11-26.

3 The Nation’s Manpower.Revolution, op. cit., 1963, Part 7, p. 2375.
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Study, completed in 1960. Not only is the New York region six to seven times as
large as Pittsburgh and much more diversified industrially and commercially,
but it ‘also has grown at approximately the national rate since the 1930’s,
whereas Pittsburgh has grown at less than half the national rate.® ‘
" Dr. Chinitz, an associate of Dr. Hoover at the University of Pittsburgh, has
made the following points in assessing the different factors that contribute to
economic diversity in a region and, by indirection, explaining the lack of economic
diversity in Pittsburgh: ¢ : . -

1. The more numerous the firms in a region, the greater the chance of
industrial diversification because of a good supply of risk-taking business
managers. The Pittsburgh region apparently represents the converse of this
proposition. ) } - i

2. Availability of capitay locally is much more important to small than
to large business firms. (This relates to point 4 in the preceding summary.)

3. The geographic dispersion of the labor force—as in the Pittsburgh
region—and the variable scheduling of the work of married men in heavy
industry, like steel, is a partial explanation of the low labor force participa-
tion of married women in that area,

The results of the Pittsburgh study have provided the foundation for a three-
bronged private development program to enable the Pittsburgh area to become
‘“‘a fertile germinating ground for the industries.of tomorrow.” ** The first element
in this program is upgrading manpower. Element two is making the community a
more desirable place in which to live and work. Element three is providing a
local clearinghouse for technical information to promote the development and
utilization of new products and productive methods, finding markets for new
products, and seeking out sources of local venture capital.

A similar study of economic trends in the Upper Midwest (coinciding with the
Minneapolis Federal Reserve District) is close to completion. The Upper Midwest
Economic Study was started in 1959 to provide background for an as yet un-
specified - action program of the Upper Midwest Council, a private committee
established to promote economic growth in the region. Professor John R. Borchert
of the University of Minnesota, who served as Urban Research Director for the
Study, testified before the Senate Subcommittee on Employment and Manpower
on October 31, 1963. ‘ : T :

Highlights of his testimony were : . . S o

1. The Upper Midwest is in transition from a highly agricultural to a
primarily service-industry economy. - TR

2. Growth in nonfarm employment 1950-60 barely offset the sharp drop in

agricultural employment. - : : : o ’
3.-As they have expanded, farm services, retail trade, government and
other service activities have concentrated in urban centers. Eay ‘

4. Manufacturing and services supplied- to national markets have con-
centrated in the Twin Cities and southeastern part of the region, serving
as a “hinge area” that provides access to the region’s surplus labor..

5. Within the region, population has gravitated toward the “hinge area.”

6. .Unemployment, below the national average in 1950, is now above it.

7. Per capita income rose in the decade, but not as much as for the nation.

8. The region has had a high expenditure on education relative to income.

" Although the final report of the Study has not yet appeared, a forthcoming
Urban Report No. 4, “The Why and How of Community Planning—Comparative
Studies of Problems and Actions in 14 Upper Midwest Cities,” may offer sugges-
tions as to useful community programs for coping with some of the problems of
‘an agricultural and mining economy in transition. - D o

That the Pittsburgh, New York, and Upper Midwest studies are not isolated
examples is indicated by the results of a 1963 survey of urban and regional re-
‘search at U.S. universities. This survey, which was sponsored by the Committee
-on-Urban-Bconomics of Resources for the Future;-Inc., in Washington, D.C., cov-
ered a five-year period.* Of the 698 studies.reported, 257 were of metropolitan
areas and 196 were regional or statewide. Of the total, 218 involved economic
analysis. Over half were in process, suggesting the growth in academic interest
‘in this field. : - S o L

“ Benjamin Chinitz, “Contrasts in Agglomeration : New York and Pittsburgh,” American
Economic Review, Papers and Proceedings, May 1960, p. 281.

1 Ibid., pp, 284-287. .

42 The Nation’s Manpower Revolution, op. cit., p. 2380.

43 See 1bid., pp. 2381-2387.

“ See Committee on Urban Economics of Resources for the Future, Inc., Urban and
Regional Studies at U.S. Universities, The Johns Hopkies Press, Baltimore, Maryland, 1964,
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SUMMARY

As stated at the outset, if there is a national problem associated with a tapering-
off and change in direction of defense outlays, it relates more to economic growth
than to business cycle developments. Changes in the level and mixture of defense
requirements have already affected individual industries and communities. But
there has been no noticeable effect on the strength of our overall economy.

It can be argued, of course, that the national economic growth rate is too low—
the Council of Economic Advisers believes that the economy is producing 5 per-
cent less than its capacity, for example. On the other hand, as already noted, the
real growth rate of 5 percent in GNP in 1964 suggests that this problem may not
be o serious as previously contemplated.

Tconomic development programs at the local and regional level, as illustrated
by the Pittsburgh and Upper Midwest experience, have an encouraging implica-
tion for economic growth in general and offer a better adjustment to local dis-
locations resulting from defense program changes than so far achieved.

APPENDIX

TasLE L—Importance of defense-space orders to 85 magor conlractors, fiscal year 19621

Ratio of
Defense | NASA Total |Company|orders to
Company . contracts | contracts | (1) 4 (2) sales tqtalsales
&)@
[¢9) (2) (&) (€3] (&)
75-100 percent: Millions | Millions | Millions'| Millions | Percent
Republic Aviation COrp . -oocooooaommmiaaaamee $332.8 £6.9 $339.7 $295. 8 100. 04
MecDonnell Aireraft Corp-—----- 310.9 68.5 379.4 390.7 97.11
Grummen Aireraft Engineering Corp- 303.6 24.6 328.2 357.1 91.91
Loskheed Aireraft Corp.. —-- _| 1,419.5 5.0 1,424.5 | 1,733.1 81.27
AVCO COorpococicaanae - 323.3 1.4 324.7 414.3 78.37
Nourth American Aviation, Ine. oo oooooomoaen 1,082.5 199.1 | 1,231.6 | 1,633.7 75.39
Hughes Afreraft Corp. - oo omom oo 234.2 9.2 243. 4 2 3)
50-74 percent:
Colling Radio C0. - comoo oo 150.1 3.7 153.8 207.8 74.01
Thiokol Chemical Corp. .o ooomommmaamammaoan 178.3 0.8 179.1 255.8 70. 02
Ratheon CO- oo oeoicmoccemmmomzom e meon 406.6 |-coceoae-- 406.6 580. 7 70.02
Newport News Shipbuilding & Dry Dock Co... U, 185.0 267.3 69. 21
Martin Marietta COrp.occcmocmmmecmccamcmmame 1.8 '804.5 | 1,195.3 67.31
Boeing Co__.___. .- 15.6 | 1,148.4 | 1,768.5 64. 94
General Dynamies C 27.9| 1,224.5| 1,808.4 64. 50
Curtiss-W right COrp- - ccccomcmmmamicccccmmemmmae| 1440 oo 144.6 228.7 63.23
United Aireraft Corp.. 34.1 696.8 | 1.162.1 59. 96
Dougzlas Aireraft Co., T 68.4 434.0 719.9 57.87
25-49 percent:
Ameriean Machine & Foundry Co. - £ 1 D 187.3 415.4 45.09
General Tire & Rubber Co____..__... 5. 66.4 432.5 959.8 45.06
Northrop Corp-ceoomammmacccaaame 52. 1.3 153.8 347.5 44.26
Hercules Powder CO-coooammacaaeaaao 181.6 454.8 39.93
Sperry Rand Corp_ o ocomooooaaan- 467.8 | 1,182.6 39. 56
Bendix Corp...- ——- 365.3 788.1 3R.74
FMC Corpo-ee-- 160. 4 506. 5 31.67
Pan Amcrican World Airways, Inc 146.7 503.9 29.11
0-24 percent:
International Telephone & Telegraph Corp.....- 243.6 2.2 245.8 995. 5 24.69
Cteneral Electric Co__ .. ._.--___ 975.9 23.0 998.9 | 4,792.7 20. 84
Radio Corporation of America.. 339.6 20.2 359.8 | 1,742.7 20. 65
Westinghouse Electric Corp._-_-- 246.0 3.4 249.4 | 1,954.5 12.76
International Business Machines Corp. .. 155.5 12.6 168.1 | 1,925.2 8.73
‘American Telephone & Telegraph Corp-- 467.7 10.8 478.5 | 11,742.4 4.07
Ford Motor CO- oo 269.1 |- 269.1 8,0%9.6 3.33
General Motors Corp.......---- 449.0 1.4 450.4 | 14,640.2 3.08
Standard Oil Co. (New Jersey) .oc-cocoooo-momon 180.1 |ococcoaae 180.1 | 9,537.3 1.89

1 Net sales for fiscal year ending during 1962.

2 Not available. .

3 Estimated from other sources to be in excess of 75 percent.

Nore.—In some cases, it anpears that the ratio of defense-space orders to total sales in fiscal year 1962 is
not an accurate indicator of the actual ratio of military-space sales to total sales.

Source: M. L. Weidenbaum ““Stanford Research Institute November 1963.”"
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 Smort-TrrM VErsus Loxe-Term CONSIDERATIONS

Mr. MappEN (resuming). The current “rolling readjustment” of the
economy irom its superheated condition of last year shows signs of
being modest and capable of completion within the year, although the
pickup in the second half may not be as strong and rapid as the Council
of Economic Advisers predicted in its annual report last January. -

Our short-term problem is to prevent the leveling of business
activity that started in the second half of Jast year from developing
into a downturn. A crucially important factor at this juncture is
confidence—both among businessmen and consumers. If business re-
tains its confidence about long-term prospects, the effects of recent
trends on business fixed investment outlays could be moderate. Sitni-
larly, if consumers do not continue for much longer to save a larger
percentage of personal income than last year, in part because of an
anticipated tax increase this year, consumer durable sales may soon
quicken. : ' '

But we should not permit the problems of the near term to obscure
the more fundamental Jong-term issue of economic growth and how
best to promote it.

Proxorine Kconomic GrowrH

By definition, stable growth will take place if aggregate demand
rises in step with productivity gains. But onr unhappy experience with
the unbalanced monetary-fiscal policy mix of last year demonstrated
that this general condition for stable economic growth does not occur
automatically. By being too easy, fiscal policy forced monetary policy
to be unduly restrictive. The IFederal spending compenent of fiscal
policy has been rising steadily—quite apart from spending for defense.
. From 1960.until fiscal 1967, the rise in nondefense spending out-
paced defense spending increases. In some years, such as fiscal 1961,
1963, 1964, and 1966, nondefense spending rose considerably faster.
Although in the current fiscal year defense spending is rising more
rapidly than nondefense spending, even for fiscal 1968 the percentage
increases are quite comparable. Federal nondefense spending has also
been rising faster than the GNP. This type of spending has risen on
a cash basis from 10.4 to 11.7 percent of current dollar GNP, fiscal
1960-66, and to 12.8 percent estimated for fiscal 1968.

This inexorable rise in Federal nondefense spending has not only
contributed to inflation by concentrating on the service industries
where productivity rises slowly, but it also has limited fiscal policy
flexibility to changes in taxes.

Far from needing a tax increase for fiscal flexibility this year, as
proposed, we need expenditure control of nondefense programs for
long-range balance among national priorities. More of the economic
“growth dividend” should be made available to the private sector or
to State and local governments.

A simple and effective way to do this is through Federal tax cuts
whenever inflation is not a threat. When inflation threatens, monetary
policy will be more effective and less harsh if Federal nondefense
spending is controlled more than it has been since fiscal 1960.
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The national chamber of commerce does not believe that fiscal
flexibility should be achieved through tax policy.
* (The attachment above referred to, follows:)

. CoNTRACT STUDIES DONE FOR THE UNITED STATES ARMS CONTROL AND
. DISARMAMENT AGENCY

The Dyna-Soar Contract Cancellation, The United States Arms: Control and
Disarmament Agency (U.S.A.C.D.A.), Washington, D.C., July 1965.

Community Readjustment to Reduced Defense Spending, (Case studies of
Potential Impact on Seattle-Tacoma, Baltimore, and New London-Norwich), done
for the U.S.A.C.D.A. by the National Planning Association, Washington, D.C.,
December 1965. .

Adjustments to Reduced National Defense Eapenditures in New Mezico, a
study done for U.S.A.C.D.A. by Kirschner Associates, Albuquerque, New Mexico,
December 1965.

" Industrial -Conversion Potential in the Shipbuilding Industry, a study done
{grlg.e%.A.C.D.A. by Midwest Research Institute, Kansas City, Missouri, March

Chairman Proxmire. Thank you very much for a concise and a

very excellent statement. ' ’

Mr. Goldfinger?

STATEMENT OF NATHANIEL GOLDFINGER, DIRECT‘OR/ OF RE-
SEARCH, AMERICAN FEDERATION OF LABOR AND CONGRESS OF
INDUSTRIAL ORGANIZATIONS (AFL-CIO) '

Mr. Gorpringer. Thank you, Mr. Chairman. :

The possibility of a leveling off or decline of defense expenditures
should be viewed as an opportunity, rather than a problem. But the
opportunity will be missed—and economic problems could arise—if
we fail to plan for an eventual leveling off or decline of military
spending. L ‘ S
" The issue was appropriately stated by this committee in announcing
these hearings—the exploration of “contingency plans to insure full
employment growth in the event of deescalation in Vietnam.” It seems
to me that this issue can be divided into two somewhat related parts:
"~ (1) Preventing a recessionary decline of economic activities,

in the shortrun,and =~ - R
" (2). Preventing economic stagnation in the longer run.

‘T might add here that I do not believe that sustained full employ-
ment is guaranteed. Furthermore, as I see it, it cannot. be. achieved
mechanically. It requires a will to act, and it requires policies to off-
sét the economic impact of the leveling off or decline of military
expenditures. : ; DI B

Moreover, a simple aggregate offset, as I see it, is not enough. There

are additional policy issues involving the demand mix, both in eco-
nomic terms and in social policy terms, such as the degree of emphasis
on business investment as part of the demand mix, and how much
‘emphasis should be placed on Government investment as against the
private sector. ,. . . . . . ‘ R »
- The magnitude of the issue is considerably smaller than in 1945-46
or in 1953-54. At present, defense expenditures account for 9 per-
cent of the gross national product and expenditures for the war in
Vietnam are about 3 percent of GNP. ' ‘
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Incontrast, defense expenditures accounted for 41 percent of gross
national product in 1944, during World War II, and 13.4 percent of
GNP in 1953, the year the Korean war ended. Sl

After the end of World War II, the massive economic adjustments
were accomplished without a recessionary drop of economic activities
and precipitous. rise of unemployment. The sharp decline of defense
expenditures and the size of the Armed Forces was offset by the back-
log of pent-up demand for goods and services—by consumers, business,
States and local governments—backed up by wartime savings.

In addition, the GI bill succeeded in helping large numbers of vet-
erans in upgrading their education, vocational, and technical skills.
The economic problem was an inflationary rise of civilian demand,
with a premature elimination of wartime controls and regulations,
rather than a lack of sufficient demand relative to productive capacity.

However, the adjustments to. the.end of the Korean war ran into
greater obstacles, despite the much smaller economic impact of that
conflict.” By 1953-54, there was little backlog of demand that could
be: supported ‘by earnings and ‘savings. Output declined and unem-
ployment rose from 2.9 percent of the labor force in 1953 to 5.6 per-
cent in1954. = - . Dt ‘

Moreover, the end of the Korean war was followed by three succes-
sive recessions, relative economic stagnation and a rising trend of
unemployment and underemployment. Between 1953 and 1960, real
GNP increased at an average yearly rate of only 2.4 percent—substan-
tially less than the potential growth rate of approximately 4 percent.
Actual growth:of the économy was merely ‘about three-fifths of its
potential. On a per capita basis, real GNP increased only about seven-
tenths of 1 percent per year. Social and economic problems. festered,
along with rapid technological change in agriculture -and’ industry,
urban growth, and the rising trend of joblessness. : Z

The deflationary gap of 1954 was unnecessary. The $7.5 billion re-
duction of defense expenditures, in that year, was accompanied by a
moderate tax reduction in January, under previously adopted legisla-
tion—which helped to offset part of the deflationary gap. But the drop
of military expenditures was also accompanied by a $2.2 billion decline
of nondefense expenditures, rather than the increase that was needed
to meet the requirements of a growing population for improved public
facilities as well as to create job opportunities. ‘ 1

:And the tax revisions of mid-1954 placed major emphasis on the sav-
ings of ‘business and wealthy families—which contributed substan-
tially to the lack of balance between productive capacity and lagging
demand for goods and services in the ensuing years. :

Moreover, the relative economic stagnation that followed . these
events was likewise unnecessary. With idle manpower and productive
capacity, the task of national economic policy should have béen to
add sufficiently to private and public demand to reach and sustain
full ‘employment and balanced ecoriomic growth. Instead, there was
a concentration on balancing the administrative budget, with little
regard for the impact of restrictive fiscal policy—and  restrictive
monetary policy, as well—on the level of economic activities.

‘We know a good deal more about the management of the national
economy, at present, than we did in the 1950’s. But the improved in-
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formation and knowledge will have to be backed by advance planning
and a will to act promptly, when military spending levels off or
declines.

Tven a leveling off of monetary spending will require some changes
in national economic policy if full-employment expansion is to be
reached and sustained. At present tax rates and under conditions of
high employment, Federal revenues are expected to increase by about
$8 billion to 12 billion or more per year in the coming decade.

But increased social security payments, salary increases for Federal
employees and the normal development of existing Federal programs
probably will account for expenditure increases of approximately $5
billion to $6 billion per year. During the course of the next decade,
therefore, the fiscal dividend from high employment economic expan-
sion will buiid up at a rate of some $3 billion to $6 billion or more per
year, if international tensions subside enough to permit a leveling off
of defense expenditures. .

Here is an opportunity to improve the quality of American society—
to expand and improve public facilities and services, to rebuild our
cities, to provide greater equity in the tax structure—while, at the
same time, providing the foundasion for balanced full-employment ex-
pansion cf the economy. :

At this point, no one can predict the conrse of the Vietnam conflict,
the timing of any change in direction of military expenditures or the
magnitude of such change. However, we should be prepared with some
guides and priorities.

The AFL-CIO Executive Council declared on February 27, 1967:

“America must be prepared with detailed plans to substantially
step up Government investments for public facilities and services as
soon as the objective of an honorable settlement of the Vietnam con-
flict becomes a reality.” Top priority should be given to stepped-up
Government investment.

If the magnitude of the change in direction of defense expenditures
is great enough to warrant tax reduction, as well as stepped-up Gov-
ernment investment, major emphasis should be placed where it is most
urgently needed in the tax structure—to reduce the relative tax burden
of low- and moderate-income families, as well as to eliminate whatever
Federal tax lability still remains on the poor.

In addition, an improvement of the unemployment insurance sys-
tem, with the inclusion of more adequate Federal standards, is long
overdue. And an improvement in the GI bill, adopted last year—to
inereage the educational assistance allowance and extend the time pe-
ricd for such allowance, os well as inclusion of provisions for appren-
ticeships and on-the-job training, such as were inciuded in the GI
bill after World War XI—would greatly assist veterans, and upgrade
the education and skiils of the work force. )

Additional measures should be adepted to assist workers who wish
to move to jobs in other parts of the country—through improved inter-
area operations in the U.S. Employment Service and an expansion of
Federal financial assistance to unemployed workers who wish to re-
lgcate their jobs and homes.

In the longer run, however, if we are fortunate enough to enjoy &
reduction of international tensions, the fiscal surplus provides the op-
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portunity to speed up the Nation’s progress toward greater social
equity and improved facilities and services. '

Such potential expansion of Federal funds will permit increasing
investments in human and material resources, as well as some reduc-
tion of the relative tax burden on low- and moderate-income families,
if the international situation does not require a substantial further
boost of military spending. Indeed, unless Federal fiscal policy moves
in that direction, the Government will take too much money out of the
spending stream and the Nation will not be able to achieve and sus-
tain high-level economic activities.

Top priority should be given to stepped-up Federal investments in
job-creating measures to improve and expand facilities and public
services—rebuilding the cities, for example, education, health care, pol-
lution, recreation. Government investment is the most effective means
the Government possesses for lifting economic activity and creating
jobs. Moreover, as Prof. Alvin Hansen, of Harvard University, states,
“Social priorities unmistakably tell us that we should rely more heav-
ily on increased expenditures than on tax cuts, if we wish to pursue
the rational road to full employment and our potential growth goals.”

And, as:we move ahead in this direction, a complete overhaul of
our. woefully inadequate public assistance system should be under-
taken and the development of contributions from Federal general reve-
nue to the social security trust fund for a system of adequate social
security retirement benefits. '

There is a need for more detailed information on the economic im-
pact of defense expenditures. Such greater detail is required for ad-
vance planning for a leveling off or decline or military spending or
for the possibility of a step-up, as well. '

At present, our information is essentially in the form of aggregate
dollar amounts. However, there is a need, if advance planning is to
be effective, for greater detail on regional, industry and occupational
impacts. :

For example, where is the industry and employment impact, at
present—by region, industry, skill, and occupation? Which areas,
industries, skills, and occupations would probably be affected most by
a leveling off or decline of defense expenditures? It seems to me that
such estimates can be developed by Government agencies and made
available to State and local government authorities, as well as to
private groups. ‘

While advance planning at the national level is a prerequisite, com-
munity planning is also essential—mnot only in terms of the defense
impact, but also in terms of future needs for facilities and services to
provide a sound base for sustained full-employment growth. In this
regard, the Federal Government should step up its planning assistance
to local governments. .

The AFL-CIO is convinced that advance planning is essential for
sustained full-employment expansion of the economy. More than a
year age, when defense expenditures were accelerating at a considera-
ble pace, the AFL-CIO Executive Council stated :

Just as the Government should be prepared for the contingeney of a rise in

military expenditures, it should also be prepared to offset a weakening of busi-
ness investment and a leveling-off or decline of military spending.
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. We do not want an economy based on spending for destruction. Military ex-
penditures are a necessity for the defense of freedom; they must never be the
bedrock of our national economy.

" Therefore, the Government must plan at once for a rapid rise in'its investment
in the public services that should be instituted, expanded and improved—not
only for the public good but also to provide necessary employment and consumer
buying power. (February, 1966.) . - o

Chairman Proxmire. Thank you for a very eloquent paper. It is
great to have you gentlemen, who-are both very able and who have
different views on how we should adjust hopefully to an end of hos-
tilities in Vietnam. : S

:Dr. Madden, couldn’t the adjustment to the Vietnam situation be
tougher than Korea, in spite of the fact that the expenditure in Viet-
nam is so much less in relationship to our overall economy, tougher in
this sense that both in Korea and in World War II, we had great
pent-up demands. I S ' :

We had controls during Korea,as you know. -

You referred to the shortages during Korea. Now, there are no

shortages. As a matter of fact, we are having trouble selling what
we can produce: The automobile industry has been in trouble until the
last few weeks. The indicators until a few weeks ago all indicated a
leveling-off of production, indicated' that inventories were growing
rapidly while sales were level. R - :
: Under these circumstances, if you take out the Vietnam expenditure
without a direct compensation either in tax reduction or in Govern-
ment programs, or some kind of combination of the sort that Professor
Leontief has given us this morning, aren’t you likely to have a situa-
tion that could lead to a recession ? : '

Let me just say one more thing on this, because I think you also
indicated that we would have some kind of Marshall-type aid to Viet-
nam. In his Baltimore speech, President Johnson proposed a $1 bil-
lion reconstruction, $1 billion for us over a period of years in the
Mekong River area, which as you know, is peanuts compared to what
we are spending on military hostilities.’ Coo '

Our economic aid to Vietnam is now about $500 million. If you add
these two up they are dwarfed by the strictly military expenditures
over there, indicating that that source of stimulation for our economy
is likely to be pretty meager compared to the stimulating effect of
Vietnam. - - . ‘ . : )

Mr. MappEw. Generally speaking, my answer is “No.” I think that
the ending of the Vietnamese war might require a reassessment of
national economic policy looking toward the last third of the 20th
century, and the problems that the United States faces in that last
third of the 20th century. - :

‘But I think that that reevaluation would also be affected by the
foreign military strategic outlook, and I think there is a real possi-
bility that when Vietnam ends, there may be some other trouble spot
in the world which might prevent the reduction of military expendi-
tures as much as in Korea. And so I would question in my own think-
ing against assuming that the end of the Vietnamese war necessarily
introduces a period of world stability and peace.

But leaving aside that questionary note, the study of the Presi-
dent’s Commission on Automation and Technology, the studies of the
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Rand Corp., studies of the Hudson Institute, all suggest that we face
in the last part of the 20th century a tremendous impulse to economic
growth through the accelerating technological revolution through
which we are passing.

This accelerating technological revolution will certainly require
massive investments by private industry in new equipment, in new
plants, in skilled manpower, more scientists, more engineers, more
technicians.

It will be accompanied by a continuation of the shift away from
blue-collar jobs and toward more skilled jobs and superimposed on
this great trend, which the experts expect to continue to the year
2000, and further, and that will be acocmpanied by remarkable tech-
nological changes that are perhaps as dramatie, if not more dramatic,
than those we have seen so far in 'this country, there is of course the
great world struggle in the underdeveloped countries, of keeping pace
with production and the growth of the population.

While I think these two massive historic developments may very
well require reassessment of national policy, both domestic and for-
eign, but I think that as far as the short-run problem is concerned that
the Vietnamese deescalation should not present as difficult a problem
as Korea, even though there may not be pent-up. demands resulting
from World War I, because I think there are equally strong de-
mands for raising the quality of life in the United States, through pri-
vate expenditures as well as public expenditures.

Chairman Proxmire. Let me ask you at this point: as T understand
it, you are relying on two forces to compensate for the absence of a
policy of either a very sharp tax cut or expanding the Great Society
programs. One is automation. It seems to me that automation could
have the reverse effect.

After all, it means that you can accomplish a lot more, produce a
lot more, with fewer people. In the last 8 years, well, possibly 1964,
1965, and 1966, we had a massive expansion, as you know, of business
investment in plant and equipment. Much of this was to increase the
productivity of our economy, and I think it has probably increased
very greatly.

Now, automation, I would agree with you, is going to mean innova-
tion, it is going to mean change, and it very well might lead to a
greater demand, but only, it seems to me, if there are other monetary
policies and tax policies, and spending policies, and so forth.

Mr. MappEx. I quite agree.

Chairman Proxmire. That would tend to encourage it.

Mr. Mappen. Right. I think that was an argument for a tax cut,
when deescalation came, in order to create the demand.

Chairman Proxmire. That would tend to encourage it.

Mr. Maopex. Right, I thought that was an argument for a tax cut
when deescalation came, in order to create the demand.

Chairman Proxmire. Perhaps I misunderstood you.

Mr. MapDEN. Yes.

Chairman Proxmrire. Your answer, then, is that we should select the
second alternative Professor Leontief proposed, more or less. I beg
your pardon—the first alternative. The one of a tax cut in the private
sector. .

78-516—67—vol. 1—~—19



284 ECONOMIC EFFECT OF VIETNAM SPENDING

Mr. MappeN. I think that, with all due respect to the analysis Pro-
fessor Leontief presents, it is a fairly static kind of analysis, and it is
rather difficult for me to choose either one of the alternatives without
a more detailed knowledge of the benefits and costs of the various pro-
grams that he suggests.

For example, a letter to the editor of the Washington Post this
morning by Prof. George Hilton of the University of California advo-
cates Postmaster General Lawrence O’Brien’s solution to the postal
problem, by proposing that we could get more efficiency from the Post
Office if we first provided a nonprofit corporation instead of the pres-
ent arrangement, and, secondly, if we provided for private competi-
tion.

" Well, here is an example where, as you know, by semantic designa-
tion the second alternative looks very fine. You spend money on edu-
cation and that sounds wonderful. But if the spending of the money
on education is no more efficient than some of the programs that we
have, such as the Job Corps, which spends $8,000 or $9,000 per man per
year, why then, I think we—-

R Chairman Proxmire. I think that is a very well spent $8,000 or

9,000.

Mr. Mappex. Yes; then T think we should get below the easy seman-
tics of spending more on education, and see what benefits-to-cost ratio
is. So I couldn’t very well answer the question as to the choice between
alternatives in such a general way.

I do think that my general preferences and the preferences of the
chamber of commerce are in the direction of strengthening the private
sector, after 50 years of Government growth, as against strengthening
the Government sector, which now takes 27 percent of the national
income in taxes.

Chairman Proxmire. You see, the other part which you said we
have this revolution throughout the world, especially in the under-
developed countries, a massive job to do. Now, if you proposed a
substantial, and a very substantial, increase in foreign aid of one kind
or another, that would be, I think, consistent. But if we don’t do that,
and I am not saying that we should or should not on a very massive
basis, it seems to me that this does not mean we are going to have any
stimulation in demand, just because there is that discontent and be-
cause they need capital.

Mr. Mappex. I think you get, again, into the semantic trap, becaunse
when the Government spends money abroad, you see it as foreign aid.
When private business spends money abroad, you don’t consider it
foreign aid. '

Chairman Proxmire. I think I would agree that if private business
can do the job, they certainly out to do it, but I think you would agree
with us that as far as the underdeveloped countries are concerned that
private business is unlikely to do a great deal for some time, for many,
many reasons.

Now, there are some things they can do and do very well. The Rocke-
feller people have done a lot in South America, and others. But the
limitations on the private business in the underdeveloped countries
will be severe for some years.
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Mr. Mappew. I think that depends, however, on what kind of a re-
evaluation the Congress makes of foreign economie policy that might
encourage private business investment—in underdeveloped countries,
that is. Don’t you ?

Chairman Proxmrire. Oh, yes; yes, indeed.

I would like to ask Mr. Goldfinger what, if any, effect will your
program of tax cuts and increased Government programs have on
the deficit, on the national debt, on prices, and on interest rates?

Mr. Gorporinger. First, before I reply directly to your question,
there was a moment when I thought Carl was going to advocate private
ownership of roads and turnpikes and, perhaps, some private competi-
tion there. But your question poses, by implication, a kind of feel of
inflationary pressure, and I don’t think that that need be true at all.

I think 1f we focus on the growth potential indicated by the staff
publication * of the Joint Economic Committee a few months ago, the
great need is for rising demand to meet the potential increases in ris-
ing productivity, and the growth of the labor force.

I am not advocating anything in terms of dollar amounts in this
paper, because I don’t know what the dollar amounts are in terms
of leveling off, or decline of military expenditures. But I do believe
strongly that the much greater danger is not inflation, but rather-de-
flation and/or stagnation.

Certainly, if there is excessive demand, and if there are general
shortages, then I would go easy on the fiscal policy push. But I don’t
see that as the great danger.

It seems to me that we are talking about some form of deescalation
and, hopefully, subsiding of international tensions, which would have
to be offset by an increase in civilian demand.

For that reason, I would generally go with Dr. Leontief’s second
alternative, in terms of a mix, with priority emphasis on Government
investment, and secondary emphasis on a tax reduction. On the issue
of a possible tax cut I would insist strongly that we should be talking
not simply of some kind of aggregate tax reduction, but on the shape
of the tax reduction, both for social policy reasons and for economic
reasons.

I think that for both reasons, the emphasis should be on a tax re-
duction to reduce the relative tax burden among the low- and moder-
ate-income families.

Chairman Proxmire. My time is up. Senator Miller.

Senator Mitrer. Thank you, Mr, Chairman.

I would like to ask Dr. Madden and Mr. Goldfinger whether or not
this comparison between the present Vietnamese costs with those in
Korea and those in World War II, on the basis of a percentage of
gross national product, is particularly meaningful.

I have the feeling that we are not using a good basis for comparison.
For example, it would seem to me that a comparison of the percentage
of real increased GNP would be more meaningful, if we were going
to use a comparative set of statistics. I would appreciate your
comment.

1 U.8. Economic_Growth of 1975: Potentials and Problems, staff study prepared for the
Subcommittee on Economic Progress of the Joint Economic Committee. December 1966.
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M. Maopex. I don’t understand the last part of your question.

Senator MriLer. What I am getting at is this: If, for example, you
should agree that use of a percent of GNP as a basis of comparing the
relative demands upon our economy with the war in Vietnam, the
war in Korea, and after World War II, if you would agree that that
is not particularly helpful or meaningful, might you agree that to
use a comparison on the basis of the relative percentages of real in-
creased GNP per year would be more meaningfual ¢

Mr. MappeN. Real increases in GNP that are allocated to the war?

Senator Mitrer. The percentage, yes. It might even be more than
100 percent, but assume that it is a percentage, assume that real in-
creased GNP was $30 billion, and the cost of the war in Vietnam was
$15 billion. Then you say that was 50 percent of the real increased
GNP that went to the war in Vietnam, and make a similar comparison
for the Korean war, a similar comparison for World War 1L

Don’t you think that would be a more meaningful approach than to
just talk glibly about 8 percent of GNP for the war in Vietnam and
* 8 percent for the Korean war? I have a feeling that a percentage of
- GNP is not giving us anything that is particularly meaningful.

Mr. MappeN. I agree that I think both comparisons are useful. The
first comparison measures the relative size of the war and the current
GNP; but the second measure which you suggest, it seems to me, takes
into account the timing of the shift from peacetime to wartime pro-
duction, and that timing question is very important, as I tried to bring
out in the testimony, by saying that the Korean war was much more
sharp and sudden than the Vietnamese war has been.

Senator Mitier. It also takes into account the inflation factor,
which can be quite large, and it seems to me that that ought to be taken
into account.

Mr. MasppEN. I agree.

Senator Mivter. If we are going to get into a meaningful com-
parison.

Mr. Mappex. I would agree with that.

Senator Mizrer. Mr. Goldfinger?

Mr. Gorpringer. I would agree that both of these comparisons are
important, but I wouldn’t push aside or ignore the relationship of the
Vietnam expenditures to the GNP itself.

I think that the point you are making is an important addition. As
Dr. Madden indicated, it is an important comparison when you are
Tooking at the economic impact of the step-up, the escalation in military
expenditures, and perhaps we should have addressed ourselves to it.
Perhaps we should have addressed ourselves to the same kind of com-
parsion in terms of a decline in military expenditures, and the impact
of such a decline on GNP in a given year, although such exercise would
be guessing at this point.

But I think that on an overall basis, Senator Miller, the ratio of
some 3 percent or so of GNP being affected by the Vietnam war is an
important comparison, in terms of the size of the overall aggregate
impact. I am not suggesting that it is more important than that.

Senator MiLLER. Just as a layman, it would seem to me that if that
3 percent were translated into 50 percent of the increased GNP, the
real increased GNP, then that would be more important.
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Mr. Gorpringer. Well, it certainly is important when you look at
the situation from 1965 to 1966, and you see the rise in real GNP and
the rise in military expenditures, and you can see the relationship
there. I would agree with you on that.

Mr. Mappen. If I may add a point, though, if the Vietnamese war
is only 3 percent of the GNP, then one can with some confidence say,
that in the light of our growth during the period from 1960 to 1966,
at a rate of around 5 percent a year, and if we can assume that our
policies are as sensible over the next half decade as they were during
this period in stimulating growth-—such things as the investment tax
credit, the tax cut, and so on—that we can expect to see the disruption
caused by a decline in Vietnamese spending, when the total is only 8
percent of the GNP, to be fairly minor.

Senator MrLier. Yes, but if we are concerned about how we are
doing in a particular year, then we are interested in the increased
GNP, the real increase.

Mr. MappEN. Yes.

Senator Mirrer. And if we find out that the war expenditures are
taking 50 or 75 percent, or perhaps all of the increased GNP,
then we have a pretty good indication of the nature of our economic
advances.

Mr. Mappen. Indeed so. I think you are absolutely right, and it is
true on the downside as well. The question of how fast the expenditures
taper off is essential in setting fiscal and monetary policy.

Senator Mizrer. Do you have a comment ?

Mr. Gorpringer. I was going to say that some of the things Dr.
Madden just indicated are rather troublesome as I look ahead, par-
ticularly if and when we get a leveling off or a decline of military ex-
penditures. I am firmly convinced, as I have stated to this committee
a number of times in the recent past, that the policies of the past 12 or
13 years have placed undue emphasis on private savings and private
business investment, which have generated two unsustainable capital
goods booms, one very recently, where business investment as a per-
centage of GNP went far beyond any sustainable rate. This is one of
the longer-run difficulties in the economy.

I am firmly convinced that one of the very important policy is-
sues before us is the creation of a new balance in the economy be-
tween business investment and productive capacity on the one hand,
and the demand for goods and services on the other hand.

Senator Miizer. Do I detect from your answer to Senator Prox-
mire’s question, Mr. Goldfinger, that you are not particularly con-
cerned about inflation ?

Mr. Goupringer. Oh, no; I am concerned about inflation in general,
but I do not think that there is an inflationary threat in the leveling
off or a decline of military expenditures.

I think that the possible problems related to a leveling-off or a
decline of military expenditures are deflationary rather than infla-
tionary; that the possible problems are inadequate demand relative
to the labor force, productivity and productive capacity, rather than
the reverse.

Senator MiLLEr. Why would you say that in face of what happened
after World War II, as far as inflation was concerned ?
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Mr. Gorprrnger. Oh, because there was a huge backlog of pent-up
demand after World War II, backed up by wartime savings, which
moved quickly into the market, as soon as the war was over, and it
moved in fast. The controls and regulations were dropped in 1946,
and they were dropped before productive capacity was coming on-
stream, so that there was an inflationary outburst for a period of about
a year and a half or 2 years, running into the end of 1947 or early
1948.

I do not think those kinds of conditions exist now. We don’t have
that backlog of pent-up demand. We don’t have the backlog of war-
time savings, certainly nothing to compare with the World War 11
situation.

Senator Mmirer. Well, if, as you said in your statement, we must
be concerned about preventing economic stagnation in the longer run
I am sure you would agree that we must therefore be careful about
inflation, even though you recognize or even though you say deflation-
ary results may be the major threat. At the same time if we are inter-
ested in preventing stagnation, it would seem to me that we must be
interested in preventing inflation.

Mr. GorprinGer. I would agree with you, sir, that we shouldn’t
push demand to the point of creating widespread general shortages
of manpower, productive capacity and goods, but I do think that
the possible problem of any kind of deescalation and subsiding of
international tensions would be inadequate demand rather than
excessive demand.

Senator Mirrer. Whether it is inflation induced by excessive de-
mand or any other factor, you would agree that we should, among
other things, do what we can to prevent stagnation arising as a result
of inflation, would you not?

Mr. GorprixeEr. I am not sure that I follow you on the subject of
stagnation resulting from inflation.

Senator Mrirer. I have always been told that inflation, certainly
serious inflation, can result in a decline in business activity and unem-
ployment, and I would consider that, certainly, economic stagnation.

Mr. Gorpringer. Well, that is true, and I would agree with you
there, but I don’t think that this is a realistic look into the future.
When you look back at the postwar period, Senator, or at least when
I look back, I find just two very brief periods of inflation after the
end of World War II, and it lasted for about a year and a half or 2
years. Then, I find about 8 months of an inflationary rise in the price
level after the outbreak of the Korean war.

In your statement you recommend going to the general fund of the
its tremendous flexibility and tremendous productive capacity, are
inflationary shortages.

We showed, only within the past year or year and a half, the great
flexibility of this economy in adapting to sharp increases in demand.

_Senator MirLer. I certainly hope you are right, but it seems to me
that in outlining a program which, among other things, is going to
prevent economic stagnation in the longer run, that even if this is
not the major threat, we ought to, among other things, make sure
that the inflation—the prevention base, is covered.

Mr. Gororneer. I would agree with you there, sir.
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Senator MiLLer. Now, one last question.

In your statement you recommend going to the general fund of the
Treasury as a source for additional social security retirement benefits.
Does this mean that you are advocating a departure from the concept
of insurance to one of the concept of welfare?

Mr. GoupringEr. No, Senator, not at all. Qur views on this issue
were presented in great detail to the House Ways and Means Com-
mittee a few weeks ago. We are supporting pretty much the adminis-
tration’s bill, for a I5- to 20-percent increase in the level of social
security benefits, based on a step-up in payroll taxes.

However, we strongly urge a move as rapidly as possible to a 50-
percent increase in the level of social security benefits, because in our
view, the current level of benefit payments is most inadequate.

So that we see the current bill, which is before the Congress, as a
first step in the direction of what we think is needed.

However, to move much beyond the administration’s proposal, we
are convinced would require contributions from general revenue. This
was a proposal way back in the midthirties and this has been con-
sidered in detail by the actuaries and the experts in the social security
area. I don’t think that it destroys the concept of insurance. It would
make the insurance concept a three-way insurance concept, rather than
a two-way insurance concept.

In other words, instead of simply basing the insurance trust funds
on contributions from employees and employers, the trust fund build-
up would be based eventually—this is one way of doing it—on a three-
way contribution, from employees, employers, and the Federal gen-
eral revenue.

Senator Mirrer. And to that extent, the extent that the third way,
since that third way is largely financed according to the ability to
payé you would then depart from the insurance concept, would you
not?

Mr. Gorprincer. Well, I guess one could argue about that. I
wouldn’t consider it a departure from the insurance concept. I would
say that it would be a change in the insurance concept.

Senator Miurrr. To me—maybe I don’t have the same concept of
‘insurance that you do, but to me this increase that you advocate, I
might say I am sorry I haven’t heard the testimony, and I will make
it a point to read your testimony

Mr. Gorpringer. 1 will send you a copy of it.

Senator Mrrier. I would appreciate it if you would do that. To
me, the insurance concept would be carried through, if this was fi-
nanced by increases in the employer and employee contributions.

Now, I don’t say I favor that. As a matter of fact, I introduced
a proposal 2 years ago to provide for automatic increases in social
security payments to reflect increases in the cost of living, and to have
that increase come out of the general fund of the Treasury, but I
point that out to you as an indication that I don’t necessarily disagree
with you.

But my point is that if we are going to talk about social insurance,
then we are not going to be able to talk about social insurance if we
have to finance a third of it, at least, by contributions according to
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relative ability to pay. I have never heard of any insurance policies
based upon, or premiums based upon, relative ability to pay.

I have no further questions or comments.

Chairman Proxumire. I just have a very brief question for Mr.
Goldfinger, and then I want to ask Professor Leontief a windup
question.

Dr. Madden contends, and I think his figures are accurate, that
nondefense spending, Mr. Goldfinger, has been increasing—non-
defense that is.

Mr. GOLDFINGER. Yes.

Chairman Proxmire. Increasing rapidly, and increasing more rap-
idly than before, and that the projected 1968 budget shows a partic-
ularly sharp increase.

Now, you advocate even more substantial programs.

How much more rapidly would we increase our nondefense spend-
ing, roughly, if we follow your prescription? As I understand it, the
figures given by Dr. Madden were something like 12.3 percent increase
in the 1968 budget, something in that order, and you are advocating
a sharper increase.

Mr. Gouprrncer. I haven’t worked out the figures in any detail, sir,
but I would suggest that they probably should increase by somewhere
on the average, over the next decade, of perhaps 4 to 7, or 8 percent
a year, on an average, and somewhat faster if our military obligations
level off or subside.

Chairman Proxmire. Four, to 7 or 8 percent. In other words, you
said the present increase projected for this year would be extraordi-
nary by your judgment.

Mr. Gorprinerr. I don’t know what the increase—the projected in-
crease—is for this year. Offhand, I have forgotten those figures, but I
doubt the accuracy of Dr. Madden’s figures.

Chairman Proxmire. Dr. Madden, you gave figures of, I think, 9,
10, and 12 percent in successive years, or something in that order.

Mr. Mappen. Yes. Well, the expenditures were, m 1963, just to take
a year, nondefense spending was 11.4 percent of GNP. This next fiscal
year, 1968, the estimate is 12.8 percent.

Chairman Proxmire. Yes, you were referring to something else.
But there was also a substantial increase in nondefense spending pro-
jected for 1968.

Mr. Maopen. Yes, that is correct.

Chairman Proxuire. Especially if you include the proposed social
security benefits.

Mr. Mavpen. That is correct.

Mr. GorLprINGER. Senator, it seems to me that in recent years we
have been living through some radical changes in our society, with very
rapid urban growth, a technological revolution, changes in race rela-
tions, and the pressing demands of the peoples of the less developed
countries of the world for a share in the fruits of economic progress.
These changes present great needs for increased Government invest-
ment,.

Chairman Proxmire. What you are saying is that the Congress has
enacted a very ambitious program of aid for education, which we
didn’t really have before, it didn’t amount to much, we had something
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but very little—an antipoverty program, a whole series, a number of
other things that do represent a sharp departure from what we have
had before.

I was for all these programs, but what I am saying is that T would
like to get your judgment as an economist, and a very responsible
economist, as to the dimensions of thiskind of increase.

Mr. GorprINGER. Senator, the last Congress, as you have indicated,
made tremendous strides forward in all kinds of social programs, and
I might add that many of these programs were needed maybe 5 or 10
years before. But at long last, the Congress, back in 1965 and 1966, did
make tremendous strides forward, in laying the base for moving ahead
to begin to meet some of these social problems,

However, the problems are very great. The amounts of money al-
located to them are relatively small in terms of the need, but we have
begun to make some progress and should continue on this road.

Now, sure, there are all kinds of administrative problems. Certain-
ly, there is a lack of trained personnel and experience in many areas,
along the lines of meeting these problems. Nevertheless, what I am
‘suggesting is that with the release of funds from a possible leveling-
off or decline of military expenditures, we should be able to make much
greater progress in moving ahead. ’

Chairman Proxmire. Professor Leontief, having given us your very
excellent and helpful testimony on the input-output analysis, and
what it means, I would now ask you to put on your other hat as an
eminent economist and man with strong value judgments, and tell
us what alternative you would choose, and why; and the consequences
that this might have not only in terms of building a stronger and bet-
ter country, but also in terms of these very real and significant prob-
lems—what it doees to inflation, and what it does to interest rates.

Mr. LronTier. Among these two alternatives?

Chairman Proxmire. That is your choice. You have given us some
fine alternatives. We want to know how you fee] about it.

Mr. LronTtizr. Yes, Mr. Chairman. My preference would be for
alternative No. 2. If we look at the past history of this country from
the point of view of the role of public organizations—Government is
one of them—we find that the proportion of our total national eco-
nomic resources allocated to serve the common needs of citizens
through public organizations was rising steadily.

A choice of alternative No. 1 would mean a reversal in that trend.

Acceptance of alternative No. 2 would be much more in line with
our national aspirations and historical traditions.

To be more specific, as the economy grows, as the human needs and
technology expand ; that is, the methods of satisfying these new needs
change: it happens that these needs and these technologies require
for their satisfaction and their implementation collective rather than
purely individual action. Whether we like it or not, government, Fed-
eral and local, is bound to play a greater and greater role in our econ-
omy. Education requires more and more resources. Roads require
more and more resources. Preservation of natural resources and pro-
visions for protection from the negative effects of industrialization—
such as pollution of air and water—and should I add of minds—re-
quire more and more centralized public action.
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There is a large payoff from a dollar spent on Great Society pro-
grams or on foreign aid—which advances our standing in the world
and protects us from potential foreign enemies at least as much as
military weapons—more, I believe. This is the reason why I feel it
would be preferable, nay, necessary, to choose the second alternative
rather than the first.

The benefits which the country could derive, not tomorrow but today,
from spending money ; that is, from using our economic resources in
this way, are greater, much greater, than the problematic benefits
that we can possibly derive from investing billions of dollars and
thousands of lives in demonstrating our military superiority in
Vietnam.

Chairman Proxmire. Thank you, Professor Leontief, and thank
you, Mr. Madden and Mr. Goldfinger. You have been very, very en-
lightening and helpful, and we do appreciate it. This is one of the
best sessions we have had. We have certainly learned a lot about how
we can best adjust to a deescalation and negotiations, and peace in
Vietnam.

This afternoon we will reconvene at 2 o’clock in this room to hear
three distinguished economists discuss the manpower problems in-
volved. We are looking forward to that.

“Thank you.

(Whereupon, at 12:30 p.m., the committee recessed, to reconvene at
2 p.m. the same day.)

AFTERNOON SESSION

(Present : Chairman Proxmire, and Senator Percy; and Represent-
atives Curtis, and Rumsfeld.%

(Also present: John R. Stark, executive director; and Daniel J.
Edwards, staff economist.)

Chairman Proxmire. The Joint Economic Committee will come
to order.

We conclude our hearings on the impact of the Vietnam war on the
economy with three most distinguished gentlemen who are experts in
the area of manpower, and who have some interesting and provoca-
tive ideas about how we can solve this serious military manpower
problem.

I might say, gentlemen, that although some of the committee mem-
~ bers haven’t arrived who will be here, I think we had better go ahead.
Incidentally, some members from the minority side were very helpful
in suggesting this meeting, suggesting this emphasis in our hearings.
I am sure they are going to be here, but they are a little tardy.

Mr. Oi, will you lead off. You are, as I understand it, in the Depart-
ment of Economics of the University of Washington.

STATEMENT OF WALTER Y. 0, DEPARTMENT OF ECONOMICS,
UNIVERSITY OF WASHINGTON

Mr. O1. Yes. I think the basic problem begins with the fact that the
Nation presently allocates substantial quantities of its labor and ma-
terial resources in maintaining a large Defense Establishment.

The Department of Defense has followed a practice of acquiring
its material resources on the free market through a system of com-
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petitive defense contracts. Only in times of war has the Department
of Defense seen fit to requisition strategic materials at below market
prices.

Chairman Proxmire. Mr. Oi, could I just interrupt for a minute
to say that as I understand it, you are going to abbreviate the article
you have here.

Mr. O1. Yes, Iam.

Chairman Proxyire. The entire text will be printed in the record,
and in addition, of course, your summary which you will give orally.
. (The complete prepared article of Mr. Oi, above referred to, fol-

ows:
) THE DUBIOUS NEED FOR A DRAFT

(By Walter Y. Oi, Uaiversity of Washington)

The Selective Service System through compulsion and coercion has supplied
the Armed Services with personnel for over twenty-five years. In times of war
when nearly all qualified men must serve, Americans willingly accepted the com-
pulsion of a draft as a practical short-run means of obtaining enough men to
insure the defense of the nation. However, as the draft became more selective
(due to smaller demands by the Armed Forces), the inequities of involuntary
military service became apparent. The Marshall and Clark Commissions were both
established in the last ten months to study these inequities and to recommend
possible changes in the draft law. The reports of both Commissions conclude
that a military draft is needed. In previous papers (some of which have been
reproduced in the Congressional Record),! I have argued that the economic cost
of a draft is substantial, and the inequities are largely borne by men in the
lower-middle classes of the .socioeconomic strata. Moreover, my studies of the
military manpower problem lead me to the conclusion that conscription is
unnecessary. In the light of the postwar population growth, military manpower
needs can be fulfilled on a voluntary basis.

The first issue is to identify and estimate the real economic cost of the
draft. If a draft is continued into the decade ahead, a minority of youths will
be forced into involuntary military service. The hidden tax which is placed on
them is conservatively estimated to be three times greater than the Federal
income tax burden placed on all citizens. The inequity of this hidden tax could
be mitigated by enacting pay legislation to raise the entry-level pay of enlisted
men.

In Part IV, attention is directed to the feasibility of meeting our military
manpower needs without the compulsion of a draft. Pay, living conditions, and
fringe benefits would all have to be enhanced to attract enough recruits to sus-
tain prescribed military manpower objectives. I estimate that the cost of stafi-
ing an active duty force of 2.7 million men is around $4 billion a year.

The lower personnel turnover of an all-volunteer force has two salutary ef-
fects. One is that fewer men are in a “training” status; consequently, the same
effective strength (of men not in training) can be achieved with a smaller overall
strength. The other benefit is that fewer initial recruits are demanded to main-
tain a given strength. Under a draft, with its high personnel turnover (only 7
per cent of draftees reenlist), it is estimated that 27.0 per cent of all males must
be demanded by the Armed Forces. However, a voluntary force with greater
personnel retention will demand only 19.3 per cent of all youths. In Part V, we
briefly examine how adoption of the lottery system of induction is likely to in-
fluence the involuntary participation rate of youths in active military service.
Finally, Part VI presents some recommendations for a military manpower
procurement bill,

1The papers which I have written include (a) ‘“The Costs and Implications of an All-
Volunteer Force” (Congressional Record of March 9, 1967) pp. H2442-52 ; this paper was
read before the Draft Conference at the University of Chicago, Dec. 6, 1966, and is to be
published by the University of Chicago Press (May 1967) ; (b) “The Economic Cost of the
Draft.,” Papers and Proceedings of the American ¥conomic Association (forthcoming, May
1967) ; this paper was presented to the meetings of the American Economic Association on
Dec. 27, 1966, San Francisco, California ; and (e¢) “The Hidden Tax of the Draft,” a com-
ment on an article by Congressman Thomas B, Curtis ; my comment appears in the appendix
to the Congressional Record of March 12, 1967, pp. A1236-T.
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DEMAND, SUPPLY, AND A SIMPLE MODEL OF THE MARKET FOR MILITARY PERSONNEL

The manpower needs of the Department of Defense (DOD) are described by
forece strength objectives—the number of men in the active duty forces or the
stock demand for labor. A more meaningful concept of demand is, however, pro-
vided by the gross flow demand for new accessions A to replace losses dunngﬂ
the year I. and to achieve prescribed changes in force strength (Fe—Fe).”

(1.1) ALt (Fe—TFeaa).

The losses I are determined by personnel turnover and the size of the force
F... Changes in strength objectives (F¢—Fi1) also account for variations in the
gross flow demand. The demand A; is tacitly assumed to be completely inelastic;
that is, the price or cost of military service has no effect on the number of men
demanded.

Military service can surely be regarded as one of the occupational pursuits
available to qualified youths. The motives which prompt individuals to enter par-
ticular occupations are varied, but an important factor is the pay of an occupa-
tion in relation to the pay in competing jobs.® The supply of new recruits would
surely be larger, the higher the level of first term military pay M. Other things
equal, the relation between the supply of recruits and first term pay M can
be described by a supply curve $ as in Fig 1. The demand for new accessions in
year 0 is indicated by the vertical line at A.. At the current low level of first term
pay M, (estimated to be around $2,500 for the first 3.5 years of service), the sup-
ply of regular enlistments B falls short of requirements Ao. The gap BA, is filled
by inducting that number of draftees. A higher demand meaning a rightward
shift of A, would thus entail a larger gap to be supplied with involuntary
inductions.

The supply curve of recruits S depends on four factors: (1) the population
base of qualified youths, (2) alternmative civilian pay C, (3) the unemployment
rate U, and (4) draft pressure. As the population base of qualified youths grows,
the entire supply curve is shifted to the right.* Such a shift moves the point B
to the right thereby reducing the deficit BA..

The financial attractiveness of military service vis-a-vis civilian employment
is measured by the relative pay of the two, namely M/C. A rise in civilian wages
tends, therefore, to shift the supply curve to the left. The availability of jobs
as well as the civilian pay C which is received if a job were available, is an equal-
ly important factor. The unemployment rate U provides a measure of job avail-
ability. According to DOD projections, if civilian unemployment rates were to
fall from 5.5 to 4.0 per cent, voluntary enlistments are expected to fall by 16
per cent.

Tinally, the coercive threat of a draft affects the supply curve in two ways.
Spokesmen for the Selective Service System have testified before Congress that
the uncertainty created by a draft liability accounts for substantial numbers
of volunteers. College graduates volunteer for officers’ commissions because they
might be drafted into the Army enlisted ranks. Other youths enlist as regular

2 Losses from the active duty strength arise because of failure to reenlist upon termi-
nation of obligated tours; discharges for medical/unsuitability reasons; retirement; and
death. Voluntary separation at the end of the first term of service account for the largest
part of these losses.

3In the Hearings before the House Armed Services Committee in June 1966 (hereafter
referred to as House Hearings), the Department of Defense presented data from a survey
of civillan males in the draftable ages. According to the DOD survey (confer House Hear-
ings, p. 16047), only 8.6 per cent of the surveved youths indicated that pay was ‘‘the
most_important factor” in choosing a career. The research staff of DOD seems to place
considerable weight on these responses when they conclude that pay hikes would not elicit
sufficient flows of new recruits. I most heartily disagree with the DOD staff. Survey ques-
tionnaires on monetary matters are highly unreliable because people are embarrassed to
admit to acquisitive traits, Most teachers would, in all probability, insist that “higher”
motives rather than pay attracted them into the teaching profession. Interestingly enough,
Wheny the pay of eleméntary and secondary teachers was sharply advanced in the early
1950’s, the supply of new teachers rose dramatically. As I shall argue later. available
evidence suggests that the supply of recruits is responsive to pay changes. DOD is, how-
ever, reluctant even to give higher entry-level pay a try. )

* Over the last fifteen years, the Armed Forces have varied the mental fitness standards
requisite to qualify for military service. When supplies of enlistment applicants were
large in relation to demands (meaning that draft calls were small), mental standards
were raised to ration the available billets to the more highly qualified males. An upgrad-
ing of mental standards operates to reduce the supply by denying enlistment to men with
low mental-test scores. I shall, in this paper, assume that the Armed Services will maintain
constant qualification standards in the years ahead.
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enlisted men in order to avoid the uncertainty of possibly being drafted. The
extent to which the draft motivated men to volunteer was gauged from a survey
administered in the fall of 1964 to men on their first tour of duty. The following
percentages responded that they “definitely” or “probably” would not have volun-
teered if there had been no draft obligation:

TFirst-term regular enlisted men 38.0
First-term officers 41.§
Enlistments to Reserves T0. 7

If the draft were abolished, it is probable that the Armed Services would lose
the draft-motivated enlistments. Put in another way, the supply curve of new
recruits to enlisted ranks in Fig. 1 would fall from § to 8’—a 38 per cent
reduction.

There is a second way in which the pressure of a draft affects the short-run
supply of recruits. The time series data shows that high draft calls are associ-
ated with larger flows of voluntary enlistments.® When the likelihood of induc-
tion climbs as it does in times of strength build-ups to meet brush-fire wars or
international tensions, many youths elect to discharge their draft obligations
by enlisting in a Service or component of their choice. Indeed, these rightward
draft-induced shifts in supply are largest for the non-combat Services, the Air
Force and Navy.

According to Fig. 1, military manpower requirements A, could be supplied
with true volunteers (the curve 8’) if first-term pay were raised to M.. The neces-
sary pay increase (M.—M,) will, of course be smaller, the smaller is the demand
for new recruits. The demand for new accessions in an all-volunteer force is
analyzed in Part V where I estimate the necessary pay increase.

THE INCIDENCE OF INVOLUNTARY MILITARY SERVICE

The draft and its attendant military service obligation have affected the lives
of nearly all Americans. Some men have been involuntarily inducted into the
Army while still others reluctantly volunteer for service in enlisted and officer
ranks of the active-duty forces as well as for positions in Reserve and Guard
units. This is not to deny that there are many men who of their own volition
choose military service over civilian employment. However, through coercion
and compulsion, the draft law has exacted two or more years of involuntary
military service from the draftees and reluctant volunteers. The incidence of
involuntary military service has not been uniform, nor is it likely to be so under
virtually any draft scheme short of all-out universal military service. The ques-
tion posed in this section is, “Who will be chosen for involuntary service in the
years ahead when only a small fraction of all youths will be demanded by the
Armed Forces?”

If the present Selective Service System is extended for four years, I have
estimated the probable age and educational distribution of reluctant service
participants.® To avoid duplication, I shall not describe the methods used teo
arrive at the distribution shown in Table 1. The current deferment policies,
which the Marshall Commission has shown to be so blatantly unfair and arbi-
trary, favor men with college education. The high school graduates who are
bright enough to qualify for military service are the ones who bear the brunt of
involuntary military service. They are less informed about the ways in which to
beat the draft and reluctantly volunteer before they are drafted.

The Marshall Commission recommended the adoption of a lottery system for
selecting draftees, The lottery will produce yet a different composition of in-
voluntary military service. My preliminary analysis of the Marshall lottery re-
ported in Part V indicates that the number of reluctant volunteers will decline.
However, the increase in draft calls will more than offset the fall in reluctant

6 An analysis of the time series data can be found in an unpublished paper by Anthony
Fisher, Institute for Defense Analysis, Arlington, Virginia. Fisher’s study shows that
voluntary enlistments in mental groups I to III are positively related to draft calls,
unemployment rate, and relative military/civilian pay. He obtains a higher elasticity of
supply with respect to pay than we do with the cross-sectional data.

6 See my paper in the Congressional Record of March 9, 1967, pp. H2442-52, The figures
appearing in Table 1 assume an active-duty strength of 2.65 million men and an unem-
ployment rate of 5.5 per cent. If the average unemployment rate in 1970-75 should fall
to 4.0 per cent, draft calls are projected to climb from 55.3 to 101.7 thousand men per year.
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volunteers, so that the total of reluctant service participants (draftees plus re-
luctant volunteers) will rise quite substantially. The difference in voluntary serv-
ice participation across educational groups is likely to be smaller.” The Marshall

Percent

Less than high school graduate. 36. 4
High school graduate. 54,2
Some college no degree 28.6
College graduate. 18.9
Total 38.5

Commission’s lottery entails a higher overall involuntary participation rate be-
cause the loss of one regular enlistment (who serves an initial tour of 3.5 years)
necessitates drafting at least two more men.

THE HipbEN TAX OF THE DRAFT

In his statement before the House Armed Services Committee, Assistant Sec-
retary of Defense T. D. Morris stated that the additional budgetary cost of an
all-volunteer force of 2.7 million men would be between 4 to 17 biilion dollars per
year, 'This is just another way of saying that the present low level of military
pay (M.=$2.500 per year in Fig, 1) is tco low to attract enough men on a volun-
tary basis. The implication of Morris’ statement is that we as a nation cannot
afford the additional cost of a voluntary force and must instead rely on con-
seription to meet our military manpower requirements.

At suffciently high levels of military pay, a majority of youths could be in-
duced to become true volunteers for active military service. There is, in prin-
ciple, some minimum supply price for each individual M’ at which he would be
willing to volunteer for the Armed Services even without the threat of a draft.
The supply price M’ would clearly be higher the greater is the individual’s aver-
sion for the discipline and related conditions of military service life. Moreover,
the higher is the alternative civilian pay C which he could command, the higher
will be his minimum supply price M’. The supply curve of Fig. 1 is a convenient
way of summarizing the schedule of supply prices.

To fix ideas, attention is directed to projections of future manpower demands
and supplies. According to DOD projections, if the present draft is extended
into the years ahead, 1970-75, the annual demand for new accessions to en-
listed ranks will be 472 thousand men (assuming a force strength of 2.7 million
men and unemployment rate of 5.5 percent.) Given the threat of being drafted
and the growth in the population base, it is estimated that B=416.7 thousand
men will volunteer as regular enlistments. However, CB=153.7 thousand regu-
lar enlistments can properly be regarded as draft-motivated enlistments who
would not have enlisted in the absence of a draft. In a sense, these men were co-
erced to enlist at the low level of military pay M, If we assume that these re-
luetant volunteers had the lowest supply prices in the absence of a draft (i.e. they
were next in line above the point F in Fig. 1), the cost of involuntary military
service for these men is given by the triangle FEG. To amplify, Mr. X might have
been willing to volunteer even without a draft liability if first term pay were
M’=83,000. However, with a draft liability, he is coerced to enlist at a pay of
$2,500 lest he be drafted. The differential of $500=8$3,000—$2,500 is the cost to
X of involuntary military service. If these costs are summed for all reluctant
volunteers, a lower bound estimate is given by the area FEG in Fig. 1. Using
a liberal estimate of the supply elasticity, the area FEG is seen from Table 3
to be $141 million. This cost is surely an implicit or hidden tax that is levied
against those reluctant volunteers who were coerced to serve by a draft liability.

The implicit cost of involuntary service by draftees is harder to assess. The
Selective Service System does not overtly try to draft men with the lowest supply
.prices. Hence some individuals with high alternative civilian incomes C or with
great aversion for service life pay a substantial implicit cost when they are in-
ducted. A lower bound estimate of this implicit cost, can, however, be obtained by
assuming that drafters had the lowest supply prices above the point G in TFig.
1. The annual implicit cost borne by draftees is thus given by the guadrangle
GEDH or 175 million dollars.

. 7The percentage of involuntary service partleipants in relatlon to the base of qualified
males indicates the incidence of involuntary service, Under a continued Seclective Service
System draft, these percentages will be:
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The pay raises legislated by Congress over the last fifteen years have mainly
applied to the career force. Entry level pay for the first two years of service
was kept low because the draft could guarantee an adequate supply of new
accessions. As a result, the military pay profile as a function of years of service
exhibits a sharp discontinuity; confer Table 2.°* Annual military income rises
by 39.6 per cent between the second and third years as compared to an average
annual percentage increase of only 4.7 per cent between the fifth to eighth
years. The inordinately low levels of first term pay magnify the size of the
hidden tax that is paid by reluctant service participants.

The hidden cost of involuntary military service can thus be measured by the
difference between M’, the supply price at which the individual could be induced
to become a true volunteer, and M,, the current level of first term pay. If these
hidden costs or taxes are summed, we obtain the annual implicit costs of $141
million for reluctant volunteers and $175 million for draftees. The reluctant
service participants from an age class (a cohort born in a specific year) are
obliged by the draft obligation to serve from two to four years. The aggregate
implicit costs shown in the third panel of Table 3 are obtained by multiplying
the annual costs by the average length of involuntary service.” The aggregate
hidden tax of $826 million assumes that each reluctant service participant would
be compensated in a discriminatory fashion, thereby neglecting the rents that
would otherwise have been earned by the true volunteers. Thus, if the hidden
cost of involuntary service were $1,000 for a particular reluctant volunteer, this
$1,000 would not be paid to true volunteers as it would be if labor were procured
in a competitive labor market. Hence, failure to compensate the reluctant volun-
teers entails a foregone income-loss for the true volunteers who enlist at the
low first term pay of $2,500 per year,

The magnitude of the hidden tax that is levied against each reluctant volun-
teer and draftee is shown in the last two panels of Table 8. The financial inequity
of the draft is truly shameful when these hidden taxes are compared to’the
burden of the Federal individual income tax. Table 4 presents the data on
income tax receipts by the Internal Revenue Service in relation to four popula-
tions. The burden of the Federal income tax was only $646 per year for each
adult over 18 years of age, while the hidden tax that was implicitly paid by
each draftee was $3,169 per year. The draftee is thus compelled to pay a hidden
tax that is 4.9 times as large as the tax burden placed on all citizens.

It should be remembered that my procedure for estimating the hidden tax
of involuntary service tends to under-estimate the real cost since it assumed
that reluctant service participants had the lowest supply prices in the absence
of a draft. Moreover, the costs of Table 3 apply only to men in the enlisted
ranks. Fully 41 per cent of newly commissioned officers and 71 per cent of enlist-
ments to reserve units were estimated to be draft-motivated volunteers. These
men also were coerced to serve at below market rates of pay because of the
draft obligation.

The inequity of draft is accentuated by the absurdly low levels of entry level
pay. Even including the imputed value of board and keep, the typical private
earns a monthly income of $158 per month—far below the minimum wage legis-
lated by Congress. In 1964, the typical reluctant volunteer could have earned
$287 per month in the civilian economy, while the draftee who is older could
have earned $317 per month. If a draft must be continued, I strongly recom-
mend that entry level pay be sharply advanced to eliminate the financial cost of
involuntary military service. When only a fraction of all youths must be involun-
tarily put into military service (and bear the risks coincident with such service),
why should we insist that they also suffer financial losses during their period of
service? That the entry level pay of an American soldier is below that of the
Canadian and Australian recruit, is, in my opinion, inexcusable.

THE CoST AND FEASIBILITY OF AN ALL-VOLUNTEER FORCE

Recent discussions on the draft question have devoted little attention to the
basic issue of the need for a draft. The Marshall Commission in its 219-page re-
port allotted two pages to estabilsh the need for extension of some form of draft

8MThe annual military incomes of Table 2 include the following pay items: (1) base pay,
(2) quarters and subsistence allowances if received in money, or their imputed value if
provided in kind, and (8) an implicit tax advantage due to the fact that some pay items
are regarded as non-taxable income,

9 Because of attrition during the first term, the average length of service is only 1.9 years
for draftees and around 3.5 years for regular enlisted men. -
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law. The transcript of the House Hearings in June 1966 suggests that the members
of the House Armed Services Committee are not terribly interested in studying
the cost and feasibility of meeting our military manpower requirements on a
voluntary basis. The arguments against an all-volunteer force can be put in cap-
sule form as follows:

1. It would be too costly.

2. It could not achieve the requisite flextbility in force strengths to insure

the defense of the nation and to meet our international obligations.

3. It would have possibly undesirable social conseguences such as a milj-

tary class or an all-Negro army.

4, It is inconsistent with the American heritage of a citizen militia. The
reader could undoubtedly supply other arguments against the adoption of a vol-
untary manpower procurement system. The last two criticisms listed above can, I
believe, be more forcefully refuted by others—Congressman Thomas Curtiss and
Professor Milton Friedman for example. I shall briefly examine the flexibility is-
sue in Part VI below. In this section attention is directed to the cost of an all-
volunteer force.

Under any procurement system, the demand for new recruits A. is determined
by the losses during the year L. and planned changes in force strengths (¥¢-IFc.).
If peacetime force strength objectives are stabilized, F+—F'-. will be equal to zero.
Hence demand A, will depend only on losses L. which, in turn, are determined by
personnel turnover and the size of the active duty force. The losses due to per-
sonnel turnover can be estimated from a retention profile describing the propor-
tion of men remaining in service N years after initial entry. The retention pro-
file for a mixed force of conscripts and volunteers (38 per cent of whom were re-
luctant volunteers) was estimated from the experience of the late 1950’s and is
shown in the first two columns of Table 5. A perusal of Table 5 reveals that volun-
tary separations upon completion of the first term of three to four years account
for the largest part of personnel turnover. Over the period F'Y 195764, the aver-
age first téerm reenlistment rate of voluntary enlistments was 25.6 per cent, while
that of draftees was only 7.7 per cent. The retention profile of the mixed force
implies an annual turnover rate of 18.9 per cent for enlisted men; this turnover
rate climbs as the fraction of two-year draftees increases.

If all initial accessions were true volunteers, the Armed Services would enjoy
a substantially lower turnover rate. The first term reenlistment rate of Negroes
is around 49 per cent as compared to a Regular Army reenlistment rate of only
22 per cent. The reason for this large difference is apparent. Negroes do not sufier
from pay discrimination in the Armed Services. In the civilian economy, they
earn substantially less than their white counterparts because of job and pay dis-
crimination by civilian employers. Military service is a far more attractive al-
ternative to the Negro who can meet the mental qualification standards. They
are more likely to volunteer, and once in service, far more likely to reenlist. If
all initial inputs were true volunteers (as indeed most Negro volunteers presently
are), we could expect a similar climb in reenlistment rates especially if recruits
do not suffer from the wage exploitation that they now do. I estimate that the
first term reenlistment rate in an all-volunteer force would be 86.6 per cent as
compared to an average of only 25.6 per cent in the preceding eight years. Hence,
the retention profile of enlisted men should shift toward greater retention as indi-
cated by the last two columns of Table 5. From the estimated retention profile
applicable to a voluntary force, I estimated the required accessions for alternative
force strengths. The required accessions for a mixed force were taken from the
Marshall Commission report, p. 14.

Regquired accession to enlisted ranks in voluntary and mized forces

Active duty Enlisted Voluntary Mixed
force strength force force !
strength
2, 500, 000 2,175, 000 314 452
2, 650, 000 2, 310, 000 334 500
3, 000, 000 2, 658, 000 384 609
3, 300, 600 2, 937, 000 426 732
3, 500, 000 3, 115, 000 452 812

1pigures for the 2,500,000, 3,000,000, and 3,500,000 strengths were taken from the
Marshall Commission report, p. 14. The estimates for the strengths of 2,650,000 and
8,300,000 were interpolated.



ECONOMIC EFFECT OF VIETNAM SPENDING 299

The mixed force which includes inputs of draftees and reluctant volunteers
has a higher personnel turnover accounting for the larger flows of required
accessions. The required accessions to the voluntary force contain an upward
bias, since I have not adjusted the data for the savings which obtain from lower
personnel turnover. These savings derive from fewer men being in a training
status. Men engaged in training others can be reassigned to other duties, and the
total force strength can be cut while retaining the same number of men in an
effective (non-training) status.

The required accessions of 334 thousand recruits to sustain a voluntary force
of 2.65 million men is far smaller than the required accessions of 500 thousand
for the mixed force. Hence, the line A, in Fig. 1 is to the left of where it is now
drawn. To determine the necessary pay level M to attract 334 thousand recruits
on a voluntary basis, we had to estimate the supply curve S’. I shall not, in this
paper, repeat the methods by which we estimated this supply curve. The supply
curve which I used in my calculations is essentially the same as that used in the
DOD study.

If the estimated supply curve is juxtaposed to the demand, I estimate that first
term pay must be raised by 68 per cent, from $2,500 to $4,200 per year. The entry
level pay of recruits in their first year of service would climb from $1,900 to
$3,900 per year, or a monthly pay hike of $167 per month. The sharp projected
rise in first term pay would, moreover, create a pay inversion wherein men in
their fourth and fifth years of service would be earning less than new recruits.
To prevent such pay inversions, the pay of the career force was raised by 17
per cent. In addition, the pay profile of officers was adjusted to eliminate the
low level of entry pay; this adjustment raised the pay of newly cominissioned
officers by 21 per cent.

The pay schedules that would be needed to attract enough recruits on a volun-
tary basis were applied to the anticipated age structure of the voluntary force.
For an active duty force strength of 2.65 million men, I estimate that income
payments to active duty military personnel would have to rise by $4 billion per
year.

The methods by which I arrive at an estimate of the cost of an all-volunteer
force cau be criticized on several grounds. Some of the more important criticisms
which I have received include the following :

(a) Steady state requirements: The demand for new recruits presumes a
steady state in which the retention profile of a voluntary force applies. During
the transitional period, losses will be larger with a corresponding rise in required
accessions. My failure to acknowledge the transitional demands thus imparts a
downward bias to my cost estimate. However, if force strengths are to be reduced
to 2.65 million (from their FY 1966 level of 3.1 million), the transition poses
only a minor adjustment in my cost estimates.

(b) Army requirements: The shortfall between voluntary supplies and de-
mands is projected to be largest for the Army. In estimating the necessary pay
increase of 68 percent, I used the deficit in Army requirements. As a consequence,
the other three Services are projected to enjoy excess supplies of enlistment
applicants. If there is any spillover of enlistment applicants across services, (i.e.
if a man who is denied entry into the Navy tries later to enlist in the Army), my
procedure overstates the cost of meeting military demands on a voluntary basis.

(e¢) Method for implementing the pay increase: I have tacitly assumed that
the 68 per cent pay increase will redound to recruits in the form of higher base
pay. The annual base pay of a private in his first year of service is projected to
rise from $1,200 to $3,200. That is, his pay climbs from $100 per month now to
$267 per month. Some critics have correctly argued that this is a rather inefficient
means of distributing higher pay, especially when the other Services have too
many enlistment applicants. A system of variable enlistment bonuses or pay dif-
ferentials acrogs Services could produce substantial savings, thereby lowering
my cost estimate of $4 billion.

(d) Savings from lower personnel turnover: I have completely ignored the
savings from lower personnel turnover resulting in fewer men in a training
status. If the active duty force can be cut by as little as 5 per cent because more
men are in an effective, non-training status, the military pay budget would fall
by $0.8 billion. Inclusion of this saving thus lowers the cost of an all-volunteer
force from $4.0 to $3.2 billion.

(e) Civilian substitutions: Many jobs which are presently staffed with uni-
formed personnel could be equally well performed by civilians. If military pay is
sharply advanced (as I estimate it will be), it becomes economical to substitute
a civilian for a Serviceman thereby lowering total labor costs. In addition to the

78-516—67—vol. 1——20
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direct reductions in labor costs, the Armed Services will realize an indix:ect sav-
ings, namely fewer recruits will be demanded. Hence, the necessary pay increase
to attract recruits can be lowered. The potential savings from the substitution of
civilians for uniformed men could be substantial.

(f) Validity of the cross-sectional complement supply curve: Th.e supply
curve S’ which was used to estimate the necessary pay increase was derived from
cross-sectional regional data on voluntary enlistment rates for men in 1{1ental
groups I to IIL. It is essentially the same supply equation as that .used in the
DOD study.® The underlying data pertained to the enlistment experience in cal-
endar year 1963, the only year for which such data were available. I agree with
the skeptics that it is a slim piece of evidence. There are, however, some other
bits of evidence which confirm the implications of the estimated supply equation.
An economy which is quite similar to ours, namely Canada, has sustained a vol-
untary military establishment that is roughly half the gize of the U.S. in rela-
tion to the population base. The entry level pay of the Canadian recruit is around
20 per cent higher than that of the U.S. soldier. Given the growth in the popula-
tion base, the force strength of 2.65 million men corresponds to a force that is
between 25 and 83 per cent larger than Canada’s on a per capita basis. We should
be able to staff a force of that size if pay is increased by 68 percent. Until we
raise entry level pay, there is no real test of whether our estimated supply curve
is correct. I have reasonable confidence in it because of my observations of the
Canadian experience and of the enlistment behavior of Negroes. If the pay of
military service can be put on a footing comparable to pay in the civilian sector,
it should not be difficult to attract one man in five—and that is all we need to
staff a force of 2.65 million men.

Only one of the six criticisms listed above implies that my cost estimate is
too low. The DOD estimates of $17 billion imply that we would have to pay men
over $7,000 per year to attract but one man in five. I grant that the cost estimate
may contain some random error, but not an error of --$13 billion.

I have made some rough calculations on the cost of sustaining an active duty
force of 8.0 million men—the active force strength as of 30 June 1966. According
to the complement supply curve, the necessary pay increase climbs from 68 to 94
per cent. The average annual first term pay (over three years of service) climbs
from $4,200 to $4,850. Defense expenditures for active duty military personnel
would, of course, be higher for both the voluntary force and the mixed force of
conscripts and volunteers. The budgetary cost to sustain a voluntary force of 3.0
million men is estimated to be $6.7 billion higher than that of a mixed force.

In closing this section, is should be repeated that the budgetary cost of military
personnel is not the real economic cost of labor resources allocated to the defense
establishment. With a force strength of 3.0 million men, the incidence of in-
voluntary military service climbs dramatically. More men from each age class
are coerced or compelled to serve against their wishes. The real cost is high for
those who are selected to serve, while those fortunate or slippery enough to avoid
miliftary services are subsidized by the inordinately low pay awarded to the
draftee.

IMPACT OF THE LOTTERY ON VOLUNTARY ENLISTMENTS

The lottery (fair and impartial random selection system) has been recom-
mended by the Marshall Commission as the most equitable means of conseripting
men. Bquity here is construed to mean that every individual bears the same risk
of involuntary military service. In evaluating the desirability of the Marshall
Commission’s lottery, I would like to raise the question of “How will the adoption
of a lottery influence the need for a draft?”’ Equity meaning equal probability
of indication can surely be achieved by a lottery, but what will be the level of
that probability or risk? This issue was only briefly raised in the Commission’s
report and never answered.

The larger is the flow of voluntary enlistments, the smaller is the need for
draftees. A rough estimate of the impact of a lottery on voluntary enlistments
can be obtained from the age distribution of enlistments and the extent of draft-
motivated enlistments. Special tabulations prepared by the DOD statistical office
provide estimates of the age at entry of voluntary enlistments in FY 1960-64;
these are shown in Table 6. Fully 32 per cent of all enlistments were nineteen

10 A fuller discussion of the methods by which this supply curve was estimated can be
found in “The Supply of Military Personnel in the Absence of a Draft.”” by A. I'echter and
S. Altman (to be publshed in Papers and Proceedings of the American Economic Asso-
ciation, May 1967). :
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years of age, and 71.5 per cent were nineteen or older at the time of enlistment.
There is a slight trend toward older ages in periods of high draft calls, but the
trend is slight. The uncertainty of being drafted motivates many of these men to
enlist for tours of three to four years. According to the 1964 DOD survey, the
percentage of draft-motivated enlistments who were 20 or older at time of entry
was 59.5 per cent as compared to only 31.3 per cent for men who were 17 to 19
years of age,

According to the Commission’s lottery proposal, men would be examined at
age 18.5. Qualified males reaching the age of nineteen would then be arrayed
into an order of call by some random selection system. We can imagine that each
man is assigned & number, say from 1 to 2 million if there were 2 million men in
the pool. The lowest numbers would be called first. The status of student defer-
ments has not been resolved, but for the sake of this paper, I shall assume that
they are put into the qualified I-A pool and assigned numbers.

The size of the draft call in any year, Dy, is determined by the gap between
requirements A; and voluntary supplies of enlistments E; Personnel turnover
will, moreover, influence requirements A The loss of one regular enlistee who
serves for three or four years, necessitates the induction of two or more men
each serving only two years. By eliminating the uncertainty of being drafted,
the Armed Services are likely to lose some of the draft-motivated enlistments
who must be replaced by two-year draftees. If men with low numbers are per-
mitted to volunteer, some fraction of them will do so.

Under a continued Selective Service draft, the DOD projections for FY 1970-75
indicate annual flows of 416.7 thousand voluntary enlistments, of whom 715 per
cent, or 298 thousand men, will be nineteen or older. At most, only 15 to 20 per
cent of the qualified pool will be affected by the lottery if peacetime force
strengths revert to their pre-Vietnam levels. Hence, we can conservatively esti-
mate to lose 80 per cent of the draft-motivated enlistments who were 19 or
older.™ This loss of 112 thousand enlistments would result in a rise in the size
of the draft calls from 55.8 to 279 thousand men per year.

By reducing the uncertainty of being drafted, the lottery is anticipated to
result in larger draft calls. The decline in voluntary enlistments could be offset
if pay were advanced to make military service competitive with civilian jobs.
Such a pay increase would have the added merit of mitigating the financial
inequity of involuntary service for those who are drafted by the lottery.

SoME RECOMMENDATIONS FOR A MILITARY MANPOWER PROCUREMENT BILL

The expiration of the present draft law on June 30, 1967, means that Congress
must enact legislation within the next six weeks, The Universal Military Train-
ing and Service Act of 1951 and its subsequent extensions are almost exclusively
concerned with the problem of manpower procurement. There is little if any
attempt to integrate the manpower procurement system into an overall military
manpower policy of the Department of Defense. The reports of the Marshall and
Clark Commission are guilty of this same myopia. I have argued in the preceding
section that the adoption of the lottery implies a greater need for the draft be-
cause it entails higher personnel turnover. That younger men are more desirable
for the combat positions is not being questioned. However, one should also in-
quire about the supply of men for the highly technical positions which require
long training periods. The voluntary force with its greater retention can achieve
this latter objective more efficiently.

All proposals which have been put before Congress entail radical changes
in military manpower procurement practices. The Vietnam War is not a global
conflict requiring the services of nearly all qualified males. The manpower pro-
curement bill which Congress enacts should not, therefore, be dominated by
short-run considerations. Instead, it should address itself to the peacetime mili-
tary manpower needs of the defense establishment. In the light of these con-
siderations, I would like to make some recommendations with the following
objectives in mind:

(a) To design a system of military manpower procurement which places
maximum reliance on volunteers;

_ M1 The DOD survey of first-term enlisted men Indlcates that the pressure of a draft
liability accounted for 46.9 per cent of voluntary enlistments who were 19 or older at
the time of entry. In the projection years 1970-75, it is estimated that 298 thousand
volunteers will be 19 or older. Multiplying .469 x 298 yields 140 thousand draft-motivated
volunteers, Since 80 per cent of these will be bypassed in the lottery, 0.8 X 140=112 thou-
sand is the estimated loss of voluntary recruits.
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(b) To raise first-term pay, thereby alleviating some of the financial
inequity of involuntary military service;

(¢) To examine the overall military manpower policies of the Depart-
ment of Defense with the aim of achieving greater efficiency in the utiliza-
tion of the nation’s scarce labor resources.

With these objectives in mind, I propose the following recommendations to be
considered for possible inclusion in the military manpower procurement bill
which will replace the present draft law.

1. Two-year Extension of ¢ Draft.—A draft law which includes as a minimum
recommendation 2 and 3 below, should be extended for a period of only two
years rather than the four years proposed by the Marshall Commission.

Qince all the alternatives proposed to date entail radical changes in the nature
and implementation of a draft liability, Congress should exercise some caution
and allow for possible revision in the light of experience under any new draft
law. During the first year, data on its operation can be assembled. In the second
year, these data can be studied to determine its strengths and weaknesses. If
the law operates in an efficient and reasonably equitable fashion, Congress could
easly extend it in 1969. On the other hand, if serious shortcomings are uncov-
ered, youths in the vulnerable draft ages need not be subjected to four years of
an inequitable draft law. The two-year extension is sufficiently long to permit
compilation and analysis of relevant data while not causing a prolongation of a
pbadly conceived law.

9. Lottery of the 21-year-olds—Under the current draft law, an individual
can remain in a draft-vulnerable status for seven and one-half years. To alleviate
costs to the individual arising from the possibility of his being drafted, the
Marshall Commission has proposed a lottery of 19-year-olds to shorten the
period of draft uncertainty. However, as argued in Part V above, the uncertainty
of a draft is not an unmitigated evil. To eliminate nearly all such uncertainty
(as the present lottery proposal would do) leads to the loss of substantial num-
bers of voluntary enlistments. This loss necessarily entails a more than twofold
increase in draft calls, thereby increasing the fraction of each age class that
must be snbjected to involuntary military service. The objective of placing maxi-
mum reliance on volunteers suggests an intermediate method of selecting draftees
which would entail a smaller loss of reluctant volunteers, thereby lessening
the need for a draft. Its essential features can be summarized as follows:

(2) All qualified youths are to be classified at the age of 18 into three draft
classifications: (1) I-A and available for service, (2) II-S student deferments,
and (8) hardship and conscientious-objector exemptions. Hardship deferments
will be granted on an individual basis, using criteria similar to those of eligi-
bility for the poverty program.

(b) Men who obtain a student deferment are placed in a state of suspended
animation at a draft age of 19, Upon termination of their student deferments,
they are returned to the I-A pool and assigned a draft age of 19. Thereafter,
their chronological age is ignored, and their draft status within the I-A pool
is entirely determined by their draft age.

(¢) The period of maximum draft vulnerability will be limited to two years.
Men whose draft age exceeds 21 are placed into a lower order of call for five
years and can be called only when the I-A pool is depleted.

(d) The order of call within the I-A pool will begin with the oldest. Recall
that the oldest men in the I-A. pool have a draft age of 21. If monthly require-
ments are less than the pool of men reaching their 21st “draft birthday” in a
particular month, a random selection of birthdates determines the ranking
within that month.

(e) All occupational and dependence deferments (other than hardship) will
be discontinued.

This lottery of 21-year-olds has the advantage of retaining the flows of reluc-
tant volunteers in the 19- and 20-year-old groups. Hence, the loss of reluctant
volunteers in this system of induction is only 42 thousand men per year as
compared to the estimated loss of 112 thousand enlistments under the Marshall
Commission proposal. If the pay hike of recommendation 3 is adopted (and I
hope that it is), the financial cost of involuntary service by the reluctant volun-
teers will be far smaller. Indeed, the pay raise will attract larger flows of volun-
teers, S(i that there may not even be a loss of voluntary enlistments under this
proposal.
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3. Overdue Adjustments in Military Compensation.—That the absurdly low
levels of first-term military pay are an embarrassment, is manifest in the myriad
of post-service veteran benefits. The G.I. Bill, subsidized home mortgages, med-
ical care, and life insurance policies for veterans all exemplify attempts to rem-
edy the financial burden of military service. The high time preference of youths
suggests that these post-service benefits are highly discounted in any calculation
of the financial rewards of active military service. I strongly recommend that
the military pay profile be adjusted upward according to the schedule proposed
below :

Proposed adjustments in the compensation of enlisted men

Years of Present Proposed Percentage
service pay ! pay inerease
1 1,830 3,130 71.0
2 2,143 3,380 57.7
3 2,991 3,630 21.4
4 3,344 3,880 16.0
5 4,130 4,130 R

1 Figures represent annual military incomes consisting of (1) base pay, (2) quarters and subsistence allow=
ances, and (3) implicit tax advantage. The data pertain to the pay scales as of fiscal year 1963.

If these pay increases are adopted, the budgetary payroll cost for an enlisted
strength of 2.31 million men (corresponding to a total strength of 2.65 million)
would climb by $1,368 million. Moreover, the pay increase is estimated to in-
crease Army enlistments in the absence of a draft by 48 per cent. Finally, the
hidden tax of the draft would be sharply reduced, thereby lessening the financial
cost of service for the reluctant service participants. Whatever else is done, this
one recommendation deserves serious consideration and, I hope, adoption.

4. Flexibility and the Role of the Reserves.—A professional voluntary army
has been severely criticized on the ground that it does not have the requisite
flexibility to meet short-run demands for active-duty personnel. What amount of
flexibility is required of a voluntary force has never been specified. Within FY
1954-65, the largest year-to-year increase in the active-duty strength has been
under 350 thousand men. In the recent Vietnam build-up when no reserves were
activated in significant numbers the active-duty force strength climbed by 438
thousand men. (See footnote 11.)

During the Berlin crisis of F'Y 1962, substantial numbers of reserves were re-
called to active duty. The political aftermath of that incident seems to have
neutralized the Reserve and National Guard units as a source of manpower for
the active-duty forces. Presently around 1.3 million men are on a ready, paid-
drill, reserve status. If this reserve strength were reduced to 700 thousand men
who were paid competitive wages, they could provide the needed flexibility for an
all-volunteer force. The present organization of reserve units defies rational ex-
planation. A careful study of the role and function of reserve units should. I
believe, be undertaken as part of an integrated study of military manpower
utilization. It should, moreover, be linked to the initial procurement policies.
A truly ready reserve can, in my opinion, supply the desired degree of flexibility.

5. Toward an Integrated Military Manpower Policy.—The procurement, reten-
tion, and utilization of manpower should logically fit into an integrated military
manpower policy. To the best of my knowledge, there is no overall conceptual
framework within which one can evaluate specific policy proposals. The draft,
for example, is largely examined with only passing reference to the utilization
and retention of uniformed personnel. The techniques of systems analysis, which
have been so widely used in cost-effectiveness studies of weapons systems, have
not been carried over into manpower problems. In evaluating alternative man-
power policies with these techniques of systems analysis, care must be taken
to use the appropriate cost of labor resources. Because of the low levels of first
term pay, the DOD budgetary costs are not¢ the real economic costs of labor re-
sources allocated to the Armed Services. I believe that further studies should be
made of (a) qualification standards for enlisted men, (b) qualification stand-
ards for junior officer ranks, (¢) adjustments in the retirement program to permit
separation bonuses after ten to twelve years of service, (d) variable enlistment
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bonuses for men who sign for longer initial tours of duty, and (e) possibilities
of substituting civilians for uniformed personnel, especially in the para-medical
and clerical fields.

In order to maintain a large defense establishment, the nation must allocate
substantial flows of labor and material resources to the Armed Services. The
Department of Defense has followed a policy of acquiring its material resources
(armaments, ships, planes, etc.) via the free market through a system of defense
contracts. Only in wartime and periods of true emergency has the Department
seen fit to requisition strategic materials at noncompetitive prices. However,
when it comes to recruiting labor resources, the Department of Defense assumes
an altogether different posture, refusing to place greater reliance on the com-
petitive labor market and continuing to pay servicemen at below market rates
of pay. Conscription and coercion (the counterparts to wartime requisitions)
thus persist in peacetime. The need for a peacetime draft has not been estab-
lished, nor is it likely to be established. The facts of the matter are that we do
not need a peacetime draft. Our military manpower needs can be met on a volun-
tary basis if we as a nation are prepared to pay competitive wages to new re-
cruits, rationalize the role of the reserves, and initiate efficient manpower utiliza-
tion practices.
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TaBLE 1.—Projected accessions to enlisted ranks under a continued draft, fiscal years
1970-76

[By age at entry, education, and draft motivation)

Years of school completed
Total 0to8 gtoll 12 13to15 | 16and
over
V(()ilur;tary enlistments under a continued
raft:
176019 Years. - oo ocecmeccccameeen 328.5 15.0 107.2 188.0 18,3 0
20 years and older. 88.2 1.4 12.9 42,8 25.8 5.3
All ages 416, 7 16.4 120.1 230.8 44.1 53
Reluctant volunteers:
176019 yOars. . o oo 102.4 3.0 23.0 68.3 8.1 0
20 yesrs and older. 51.3 0.4 5.3 24.7 17.8 3.1
All ages. 153.7 3.4 28.3 93.0 25.9 3.1
Inductions. 55.3 4.3 15.2 21.9 10.5 3.4
Reluctant military service participants:
178019 years. o oo omccceeean 102.4 3.0 23.0 68.3 8.1 0
20 years and older. 106.6 4.7 20.5 46. 6 28.3 6.5
All ages 209.0 7.7 43.5 114.9 36.4 6.5

TaBLE 2.—Annual military incomes of enlisted men (for pay scales of fiscal year 1963)

Army Base pay
Total as percent
Years of service income, of total
DOD Total Taxable Base pay income
ncome income
$1, 830 $1, 900 $1, 058 $1,055 55.5
2, 14 2,304 1,359 1,382 60.0
2,991 3,247 2, 199 2,002 61,7
3,344 3,711 2,392 2,433 65.6
4,130 4,248 2,691 2,575 60. 6
4,462 4,465 2,792 2,725 61.0
4,649 4,596 2,937 2, 858 62.2
4,741 4,797 3,037 3,003 62.6
5,235 5,377 3,409 3,280 61.0
5,926 6, 043 3,918 3,885 64.3
6, 387 6,414 4,245 [ J N SO,

1 Not applicable.

TaBLE 3.—The hidden cost of involuntary military service

Low Middle
estimate estimate
(8=0.402) (8~=0.315)

Annual 1st-term pay (for 3.5 years):

Mo, PRI $2, 500 $2, 500

B 4,700 5,600

My L 5,900 7,450
Annual cost excluding rents (in millions):

Reluctant volunteers 141 192

Draftees. e eiceioo 175 243
Aggregate cost for members of an age class (in millions):

Reluctant volunteers. oo oo e oo e 493 672

DA S - - e o e e e 333 462

Total .. : 826 1,134
Total per capita cost excluding rents: 1

Reluctant volunteers_ ... 3,208 4,372

Draftees_...._... 6,022 8, 354

Total __._____... 3,952 5,426
Annual per capita cost: 2

Reluctant volunteers - 97 1,249

Draftees. oo oo 3,169 4,397

Total 1,317 1,809

1 The per capita cost assumes that there were 153,700 reluctant volunteers and 55,300 draftees.
2 The annual per capita cost is the total per capita cost divided by average length of service: 3.5 years for
relucrant volunteers and 1.9 years for draftees.
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TaBLE 4.—Federal individual income taxes, 1962-66

1962 1963 1964 1965 1966

Aggregates:
Tndividual income-tax receipts (in millions)

63,358 67,992 71,593 70, 765 81, 534
Number of tax returns filed (in thousands).

62,487 63,679 65, 154 66, 965 69, 724

Civilian labor foree (in thousands)......_..-..-... 71,854 72,975 74,233 75,635 77,041
Popuiation 21 years of age and over (in thou-

SANAS) o e c e oo emmmmmmmma oo 110,876 | 111,513 | 113,133 | 114,224 | 1115, 355
Population 18 years of age and over (in thou-

SANAS) e c e c e imcmemeeamamcm—m—cemen- 119,206 | 119,824 | 121,280 | 123,387 | 1126,151

Per capita Iederal income taxes:

Per rettrN o oo e e ceamcccecmmer—m—————n 1,014 1,068 1,099 1,057 1,169
Per member of labor force. . - 882 932 964 936 1,058
Peradultover2l. .. ...... 571 610 633 620 707
Peradult over 18 . o omaneacacc e 532 567 590 574 646

1 Estimated by extrapolation.

Sources: Treasury Departiment; Internal Revenue Service, annual report of the Commissioner; and
Statistical Abstract of the United States.

TaBLE 5.—Retention profiles of enlisted men tn mized and voluniary forces !

Mixed force Voluntary force
Years of service, N
Survival Cumulative Survival Cumulative
rate percent rate percent

0 1.0000 18.9 1.0000 13.9
1 .9149 36.1 L9161 27.7
2 . 6494 48.4 . 8326 38.2
3 .4710 57.3 .5742 46.2
4 L1631 60.4 . 2868 50,2
5 - - .1563 63.3 L2673 53.9
6 . 1456 66.1 . 2480 57.4
7 - . 1407 68.7 . 2406 60.8
8 - . 1365 71.3 .2334 64.0
9 L1281 73.7 L2191 67.0
10. - 1125 75.8 L1924 69.7
15 . 1002 85.7 .1703 82.1
20 - 0818 94.5 L1391 93.1
25 0283 98.1 L0481 97.7
30. - 0150 100.0 . 0255 100.0

Total__ 5.2981 |ocemmmmeemen 71875 |ecceceaeeeem

 Data are based on the experience of the late 1950’s. The survival rate is the proportion of men remaining
in service N years after entry. The cumulative percentage of men with N or fewer years of service in a
steady state is shown in the 2d and 4th cols.

TABLE 6.— Distribution of voluntary enlistments by age at enlistment !
[Total DOD, fiscal year 1960-64 in thousands]

Age at enlistment 1960 1961 1962 1963 1964 Average
Number of voluntary enlistments:
17. 19 15 14 13 13 14.8
18 88 85 81 65 68 77.4
19 99 114 115 98 91 103.4
20. 50 60 66 61 61 59.6
21 21 28 32 30 39 30.0
22 and over. . 24 33 54 31 49 38.2
Total 301 335 362 298 321 323.4
Percentage distribution:
17. 6.3 4.5 3.9 4.4 4.0 4.6
18, 29.2 25.4 22.4 21.8 21.2 23.9
19 32.9 34.0 3L.8 32.9 28.3 32.0
20 16.6 17.9 18.2 20.5 19.0 18.4
21 7.0 8.4 8.8 10.1 12.1 9.3
22 and over__ 8.0 9.9 14.9 10.4 15.3 11.8
Total. 100.0 100.0 100.0 100.0 100.0 100.0

1 The age at time of enlistment is estimated by year of birth. Men who were born in calendar year 1940
and who enlisted in fiscal year 1960 were classified as being 20 years old. However, because of the & months
overlap between calendar and fiscal years, they could have been between 18.5 and 20.5 years of age.
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Mr. Or. It has only been in times of war that the Department of
Defense has requisitioned material resources. However, when it comes
to acquiring the necessary manpower resources, the Department of
Defense has assumed an altogether different posture.

Conscription and coercion, which are the counterparts of requisi-
ti%){x,bhave been the principal means of acquiring the necessary flows
of labor.

I propose to argue that a draft and its compulsion are unnecessary
in the light of the growing population pool, if we return to a strength
of between 2.7 to 3 million men and if we raise pay substantially.

The four principal issues to which I have addressed myself in this
paper are: No. 1, Who bears the burden of involuntary military
service ¢

No. 2, What is the real cost of military service to those who are
coerced to serve?

No. 3, What is the budgetary cost of meeting military manpower
needs on a voluntary basis ?

No. 4, and lastly, In the light of the current Vietnam situation,
what steps can we take to formulate a rational military manpower
procurement policy ?

First and foremost, the draft imposes a burden on American youths
in four ways: Most obviously, some men are drafted.

Second, many youths reluctantly volunteer for enlisted ranks, officer
commissions, and Reserve positions, in order to avoid being drafted.
DOD surveys indicate that 88 percent of voluntary enlistments, 41
percent of officers, and 71 percent of enlistments to Reserve units can
properly be regarded as reluctant participants who would not have
volunteered in the absence of a draft.

The incidence of active military service has largely rested with
the lower middle classes, men who do not have the wherewithal or the
capabilities of continuing on to college, and, in this sense it has been
a regressive incidence.

The two other burdens implicit in the draft, which I will mention
and leave, are first, the uncertainty caused those youths who, rather
than volunteer, would choose to wait and take their chances with the
draft; and lastly, that because of the inordinately low pay levels asso-
ciated with compulsory service, the true volunteers who want a mili-
tary career are denied the higher pay they could have received under
a voluntary system.

What is the real cost of service to those who are coerced or compelled
to serve? Many of these costs cannot be put into dollars-and-cents
terms. However, there is one undeniable fact.

The youth who is presently drafted earns a basic pay of somewhere
in the neighborhood of $96 a month, including the value of his keep,
his monthly income is in the neighborhood of $160, far below the
minimum wage. If we went to a voluntary force, my estimate suggests
that a pay of $325 a month would attract sufficient lows of volunteers.

The difference between that figure and $160 a month—or something
over $1,900 a year—is a hidden tax borne by those men who are in
our active duty forces, a tax burden some three times greater than
the Federal income tax burden per average adult over 18 years of
ago, which is less than $650 per year. So we are taxing those who
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serve at a rate three times greater than the rate of taxation placed
on all citizens, and this is a regressive redistribution of income.

Let me turn to the third question. What is the budgetary cost of
meeting the manpower needs on a voluntary basis? If we move to
a voluntary force, which will experience greater retention and con-
sequently a lower personnel turnover than the present mixed force
(f>f conscripts and volunteers, we shall need fewer men to staff our

orces.

DOD states that about 500,000 men per year are needed to sustain
a force of 2.7 million men. With a lower personnel turnover of the
voluntary force, I estimate that we will need only about 335,000 men
per year 1n a steady state.

Under present circumstances, if by abolishing the draft we lose
the draftees and the reluctant volunteers, there will be deficits between
the supply of voluntary enlistments and the required accessions to
maintain the force strength.

However, I estimate that we can attract enough men by increasing
recruitment incentives, offering better housing, and most importantly,
better pay. With the draft, we will need 27 percent of the male popula-
tion to sustain a force of 2.7 million. Without a draft, and with lower
personnel turnover, we will need only 19 percent of the population.

The necessary pay increase which I estimate is about 68 percent,
which should give the private an entry level pay of about $325 a
month. The budgetary cost of this is about $4 billion.

My cost estimates can be criticized on a number of grounds, most
of which are included in the full text; but I believe if anything these
estimates err toward the high side. I have not taken account of poten-
tial savings in turnover. The one cost which I have omitted is the
higher retirement benefits accruing to men reaching their 20th year.

However, from the data I have examined, I see no reason why we
cannot meet our manpower needs on a voluntary basis.

TFourth, and finally, what steps do we now take? I am first propos-
ing a 2-year extension of the draft, in the light of the Vietnam situa-
tion and the high replacement demand that will be confronting us
within the next 2 years.

My second recommendation is that first-term pay be advanced
sharply. It is inexcusable, I believe, to tax those who serve at a rate
three times greater than that impose on other citizens.

Third, I propose that under any system of induction we must be se-
lective, given the growing manpower pools. Even with a draft, only 27
percent must serve in the active duty forces. Consequently, for every
one who serves, there will be at least two qualified men who do not
serve.

I am proposing, therefore, a lottery at age 21, rather than at age 19
as the Marshall committee stipulates, because according to may way
of estimating, the Marshall Commission proposal to discharge the
draft lability at age 19 would result in the loss of 112,000 voluntary
enlistments.

The loss of each enlistment—who serves 314 to 4 years on the aver-
age—means that two men must be drafted. Consequently, moving the
lottery to age 19 would create a greater need for the draft. More men
would have to enter the service, run through the inefficient 2-year tour,
and then be shoveled back into the civilian economy.
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In suggesting a lottery at age 21, I estimate that without the pay
increase, we would lose 40,000 enlistments. Given the proposed increase
to eliminate the financial inequity of military service, I do not antici-
pate any loss of voluntary enlistments.

Lastly, I recommend that we thoroughly reexamine the role of the
Reserves. During the entire Vietnam buildup, we have not activated
the Reserves. If the Reserves are used to bolster the active duty
strengths, the voluntary force can achieve the requisite flexibility that
it needs. For these reasons I believe that the need for the draft has
not been established, and I strongly endorse an intermediate program,
advocating that we extend the draft for 2 years only, pending the
((:ioulf'se of events and with the ultimate objective of abolishing the

raft.

Thank you, sir.

Chairman Proxmire. Thank you, Professor Oi.

Our next witness is Prof. Thomas Schelling, who is with the De-
partment of Economics and head of the Institute of Politics at Har-
vard University.

Professor Schelling, we are glad to have you.

STATEMENT OF THCMAS C. SCHELLING, AFFILIATED WITH DE-
PARTMENT OF ECONOMICS AND KENNEDY INSTITUTE OF
POLITICS, HARVARD UNIVERSITY

Mr. Scaeruing. Thank you, Mr. Chairman.
If I read very rapidly, I might get through my statement in 10
minutes. I think T would be wiser to put it in the record and talk

more slowly for 10 minutes. . .
Chairman Proxmire. Without objection, your entire text will be

printed in the record.
(The complete prepared statement of Dr. Schelling, above-referred

to, follows:)
PREPARED STATEMENT OF THOMAS C. SCHELLING

Mr. Chairman, members of the committee, as you know, many teachers in
American colleges and universities have been concerned about the draft. Nat-
urally they are, not only because the draft is related to war in general, and to
the war in Vietnam in particular, but also because the draft raises some funda-
mental questions about democratic government and the obligations of citizen-
ship, and moreover because most of the students we teach, and even many of
the teachers among us, are qualified by age, health, and education to perform
military service.

A few monthg ago, several of my colleagues and I—holding among us quite
a variety of views on this controversial subject—agreed that the subject deserved
more than argument, more than expressions of opinion, and composed ourselves
into a faculty study group under the auspices of the John ¥. Kennedy Institute
of Politics. Because of the diversity of views among us, we needed some ground
rules, and these were simply that we should explore the subject patiently, raising
all of the issues we could before trying to settle them, searching for all the
agreement we could find but sharpening up the remaining differences in order
to know just where we differed, and not jumping hastily to conclusions. We kept
to the rules and have not jumped hastily. But your invitation to testify, Mr.
Chairman, prompts me to anticipate where I think we shall come out—or at
least where I shall come out—and I welcome the opportunity to express a judg-
ment on these issues. I can speak only for myself, but I am sure that my dozen
colleagues in the fields of economics, political science, philosophy and law, will
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at least let me acknowledge that my views have been formed in the course of
many Saturdays of discussion with them.

To keep my original statement brief, I shall formulate merely the conclusions
I have reached and let the Committee, in its questions, probe my reasons on the
points that most interest it.

(1) Potentially there is bound to be some form of compulsory service. No
matter how far we go in making voluntary enlistment attractive, the government
cannot deny itself the means, in an emergency, of meeting its military manpower
requirements, We are bound to have a system that combines voluntary enlist-
ment with some form of potential compulsory service, even though there may be
times, as there were in recent years, when nobody has to be drafted.

(2) That does not dispose of the question, how far should we go in providing
incentives towards voluntary enlistment? The National Advisory Commission on
Selective Service was concerned with the question, “Who serves when not all
serve?’ HEstablishing that some kind of draft would be necessary, the Commis-
sion went on to examine what kind of compulsory service system there should
be. That is a crucial question ; but for this Committee I think the other is equally
important. How far can our country afford to go, and how far does it wish to
go, in providing the incentives for voluntary enlistment and re-enlistment, in
reducing the number who have to be drafted (and who probably serve for short
periods), and in separating the financial burden from the obligation to serve?

(3) Too often the question of military compensation is raised in all-or-none
form : what would it cost to achieve an all-volunteer force? Too often the ques-
tions of fairness and discrimination relate to who shall serve, with little atten-
tion to how we might reduce the burdens of service on those who serve. The
draft is not merely a way of getting needed manpower; it is a way of getting
manpower cheaply. Those of us who do not serve, because we are too old or
because we are otherwise not selected, should be careful not to use the draft as
a way of holding military wages down while civilian wages, inside government
and out, are higher and continue to rise. The financial cost is there, whether we
pay it through the budget or not; the more of that financial burden we taxpayers
assume, the less we have to impose on those who do our fighting for us.

(4) The questions of how much to compensate in the interest of fairness, and
how much to compensate in the interest of greater voluntary enlistments, come
closely together of course. Raising pay for either purpose tends to meet the other
purpose. Selective increases, like re-enlistment bonuses or pay increases for
highly specialized personnel, can of course achieve selective results.

(5) As an economist, I might be expected to estimate for you what it would
cost to meet a military-manpower goal of, say, 2.75 million through voluntary
enlistments, with or without some additional number to be acquired through the
draft. I cannot. All estimates are bound to be indirect, based on interpretations
of dubious evidence in a changing world. The study presented by the defense
department two years ago was based on data that lend themselves to a variety
of interpretations. My interpretation of those same data leads me to a much
lower estimate of the extra cost of achieving a large volunteer component in the
armed forces; but I can have no great confidence that my interpretation is cor-
rect or that the original evidence is adequate to permit an estimate or that,
if it was at the time, it will remain pertinent in the aftermath of Vietnamese
hostilities.

(6) I am emphasizing mlitary pay as much in the interest of sound business
management as in order to reduce our future reliance on the draft. Drafting a
man and training him in a specialty may be poor economy if the same specialty
could be induced by higher pay to enlist. Inducing the re-enlistment of people
who have been expensively trained, through the use of more discriminating pay
scales, may be good economy. And draftees should never be permitted to become
cheap substitutes for civilian employees where civilians could do nearly the
same jobs. The long run advantages of using more economic incentives in a
military career service ought to weigh heavily in the balance against habit,
tradition, and the costs of transition. The aftermath of the war in Vietnam may
provide an exceptional opportunity to incur the transitional costs of moving
more in the direction of a career service based on economic incentives.

- (7) Turning now to the form of compulsory service. I am strongly attracted
to a lottery that is nearly universal within a fairly narrow age group. I can see
almost no reason for exempting or deferring anybody at age 19 or 20 on grounds
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that his career plans and educational intentions make him too valuable a civilian
to go into the army or make it a national interest that his service be postponed
a few years. In saying this, I have in mind a level of armed forces of about the
present magnitude or as it may be in the aftermath of the Vietnamese war, that
is, something closer to 8 million than to 6 million men. If the armed forces were
very substantially larger for a prolonged period, I would have to reconsider the
need for a national manpower program that paid explicit attention to the educa-
tional base of our population and to the need for particular skills and profes-
sions. For the present level of manpower, the economic benefits of discriminating
among young men will be so modest, and so largely confined to the young men
who benefit, as to be outweighed by the greater simplicity and fairness of a
lottery. (The only profession for which I might have to make an exception would
be the medical profession, and I am not qualified to make any specific proposal
on that.)

(8) It should be possible to design a lottery that, without becoming too com-
plicated, permits a young man some freedom of personal choice in the year that
he chooses to be placed in the lottery. I would make any such freedom of choice
equally available to all young men. And I am attracted to a national lottery
without quotas or any sort, by state or otherwise.

(9) I endorse the idea of special training and rehabilitation programs for
those who are rejected either as enlistees or as draftees, both for the sake of
more nearly universal service and for the social and economic benefits; but
I am not qualified to offer any specific advice. At the same time I am wholly
unsympathetic to the notion of universal national service, civilian and military,
both because compulsion in our society ought to be limited to real national
emergencies and because I am dismayed at the thought of the federal govern-
ment trying to find civilian service for millions of young people, most of whom
have a pretty good idea of what to do with themselves in a free society.

(10) A final conclusion, perhaps not as urgent but of long-lasting significance,
relates to veterans’ benefits. This Committee might well undertake a study that
the long-term cummulative effects of G.I. and other benefits, state as well as
federal, involving job preference, tax concessions, educational and unemploy-
ment benefits, insurance and cash bonuses. It is natural that state governments
as well as the federal government should want to reward those who have served
in the armed forces, particularly those who have served in combat, perhaps
especially these who served out of the country’s need rather than the individual’s
choice, and served with inadequate compensation by ordinary civilian standards.
There is some tendency for benefits to be haphazardly related to income and
property taxes, to civil service preference, and to things of that sort. The con-
sequences, in both equity and economic efficiency, are not guaranteed to be
favorable. What we end up with is a system of partially deferred compensation,
often on a contingent basis, that may make less sense altogether than each
particular piece of legislation makes by itself. A study conducted by this Com-
mittee might provide some valuable long-run guidance for those who wish to
legislate deferred compensation in the most effective way.

Thank you, Mr. Chairman.

Mr. SompLuive. I both agree and disagree with Mr. Oi, and it
may be helpful to you, in keeping continuity, if I attach some of my
remarks to his.

First, T think it is a mistake to orient this discussion toward
whether or not there ought to be some kind of a draft. There is
bound to be a potential draft, that is to say, the Government will re-
serve to itself the right, through compulsion, to get military manpower
in an emergency. And if the Government is wise, it will have at least
a legislative basis laid for any such drafting in an emergency.

The real question is, how far do you want to rely on a draft, in
contrast to other incentives, including the economic incentives?

Here, there are even more reasons than Mr. Oi gave us for tak-
ing seriously the advantages in paying for what we get. One that he
did not mention, but that I hope Mr. Wool will talk about, is that
merely in managing military manpower, it is good for people to
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realize how costly young men are, to avoid letting drafted soldiers
be cheap substitutes for civilian labor, to avoid letting drafted soldiers
look like cheap substitutes for what machines can do, and to avoid
letting a draft make all soldiers look equally cheap, so that in their
allocation among tasks within the services, the better educated and
lic_)etter trained fail to get allocated to the jobs that they are best suited
or.

In terms of cost accounting and business management and in pro-
viding incentives to get things done in the most economical way, it
is worth while to have soldiers look as expensive as they really are.

Second, I very much appreciate Mr. Oi’s emphasis on the question
of fairness and equity in compensation. I have heard a lot of dis-
cussion among faculty and students about the unfairness of the draft,
yet hardly anyone appears concerned about the unfairness of the way
these young men are compensated once they have been drafted. On
top of what is sometimes called the burden of service and the risks
that go with it, we add a financial burden that is borne solely by the
young men who get drafted, not by those who are not drafted.

Here I think we must avoid being too appalled by some of the cost
estimates. If an argument for paying soldiers more is that they are
being unfairly taxed as well as obliged to serve, we should not get
in the position of saying we can’t afford to eliminate the unfairness
if it is expensive. If the tax is unfair, those of us who avoid taxing
ourselves in order to get soldiers cheap, through the drait, shouldn’t
%ontiflilue enjoying that unfairness merely on account of how much we

enefit.

Turning to the draft itself, I am very much attracted to a nearly
universal lottery. The two most difficult manpower problems, in con-
verting to a nonselective form of draft, are how to make sure of an
adequate supply of officers, how to malke sure of an adequate supply
of doctors. 1 am not going to try to solve those problems for you, but
aside frm getting officers and getting doctors, I am doubtful whether
at age 19 or 20, or even 21 as Mr. Oi preferred, we have any good
national or economic grounds for exempting or deferring anybody,
in terms of what his educational plans and his career plans are.

At that age young men differ in terms of their talents, their in-
terests, and so forth. But if we are talking about armed forces on
the order of 8 million rather than 6 or 12 million, I doubt whether
we have to worry about spoiling the economy, unbalancing the civilian
manpower reserve, hurting the educational basis of our society, by
having a draft that does not discriminate with respect to skills, pro-
fessions, talents, or career intentions.

On the guestion of the age at which to put young men through the
lottery, I think it possible to make this a little flexible, leaving it to
the personal choice of the young man, but making it equally avail-
able to all young men. We could have a scheme that says everybody
who has not been in the lottery yet goes into it at age 22, but if the
99-year-olds and those who volunteer for the lottery at earlier ages
don’t fill the year’s quota, then the 21-year-olds go into the draft. If
they don’t fill it, the 20-year-olds. So there could be a sliding scale,
giving every young man, within a narrow range of years, some choice
2bout swhen to run the lottery risk, but making sure that i not enough
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volunteered to get into the lottery early, they would be automatically
picked up.

We should avoid State quotas under a lottery. A young man’s risk of
being chosen should not differ according to what State he lives in
and how many people in that State are qualified or unqualified for
service.

Thank you very much, Mr. Chairman.

Chairman Proxmire. Thank you, Mr. Schelling.

Our last witness this afternoon is Director Harold Wool, in charge
of Procurement Policy and General Research on Manpower, of the
Department of Defense.

STATEMERT OF HAROLD WOOL, DIRECTOR, PROCUREMENT POLICY
AND GENERAL RESEARCH (MANPOWER), DEPARTMENT OF
DEFENSE

Mr. Woor. Mr. Chairman, at the outset, I would like to differentiate
my posture here from that of my two colleagues. As a civil service
employee of the Department of Defense, I do not have quite the same
scope in recommending policies as they may have as private citizens.
The policy position of the Department of Defense, as well as of the
administration, is on record in the recent Presidential message on the
draft and in recent legislation recommendations.

As you know, in 1964, at the direction of President Johnson, the
Department of Defense initiated a study which had as one of its
principal objectives an assessment of the feasibility of meeting mili-
tary manpower needs in the coming decade on a completely voluntary
basis. The results of this study were submitted to the House Armed
Services Committee by Secretary Morris last year, together with a
large volume of supporting information. Its main conclusions, with
;eipect to the all-voluntary-force alternative, may be summarized as

ollows:

First, it found that in the absence of a draft, military strengths
would decline to a level of about 2 million or slightly higher in con-
trast to force levels of about 2.7 million required immediately prior
to Vietnam, and to a current military strength of about 3.4 million.

Secondly, that the net budgetary cost of attempting to maintain
military strengths at the pre-Vietnam level of 2.7 million on a com-
pletely voluntary basis would be very high, probably ranging from
$4 billion to $17 billion, with $8 billion as the most probable estimate
under a 4-percent unemployment rate level. :

Third, that even these outlays would not assure an adequate supply
of better educated manpower for the many professional and technical
specialties needed by the Armed Forces, nor would it provide for
adequate manning of our Reserve Forces.

Fourth, and perhaps most important, that there would be very
limited flexibility under an all-voluntary system to increase military
strengths even moderately within a short time period should the need
arise.

It may be helpful to discuss briefly some of the basic research find-
ings and assumptions which resulted in these conclusions. In particu-
lar, I would like to address myself to the question of the inherent
reliability of the estimates and the reasons for expressing them in a
rather broad range of possible costs.
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The policy officials who initiated the study addressed some fairly
simple questions, they thought, to the group of economists assigned
to this particular task. First, would it be teasible to maintain military
forces of the size required in recent years on a completely voluntary
basis, in the coming decade?

Second, if so, how much will it cost.

Tt would have been tempting to submit simple, unqualified responses
to these questions. Flowever, in spite of intensive research efforts, in
which my copanelist, Dr. Oi, participated in the first year, this did
not prove possible. )

To do so, in my judgment, would have entailed a serious risk of
grossly oversimplifying the many uncertainties and variable factors
inherent in any projections of this type. The risks involved were the
greater for the very reason that the problem we were dealing with
Wwas no theoretical exercise. It is directly related to our national se-
curity and to the ability of our Armed Forces to meet their commit-
ments in future years.

Tt also clearly affects the lives of millions of young men in our
count{y, and has significent implications for our civilian economy
as well.

These uncertainties can be illustrated by examining two of the key
steps in our estimating procedure, and there were many, Mz, Chairman.

These were: first, the projections of military recruitment capabili-
tiesin the absence of a draft.

Secondly, the estimates of the responsiveness of recruitment to in-
creases in military compensation.

In the first area, I would like to emphasize particularly that our
analysis of past recruitment trends in the Army, which always had
the capability of accepting enlistments, showed a significant relation-
ship between enlistment rates and the unemployment situation in nor-
mal years. We found that, for example, a given percentage change in
unemployment rates would result in a closely corresponding percent-
age change in the Army enlistment rate. :

Our initial estimates, which were developed in 1964, were based
upon experience in a preceding period of years between 1956 and 1964,
when the average unemployment rate was about. 514 percent. As we
moved into the 1965 period, our experience, as you well know, was that
unemployment declined significantly to a level which is now below
4 percent.

We subsequently, therefore, found it not only desirable but absolute-
ly essential to present our estimates in some range of possible varia-
tion in unemployment rates. In addition to the 514 percent assumption,
we showed whai recruitment would be under the lower 4 percent level
of unemployment. These ranges were not designed to reflect either a
desirable or possible variation in unemployment. They simply were
designed to illustrate the implications for military recruitment of even
limited variations in the level of civilian job opportunities.

The second and more difficult forecasting problem was to estimate
the responsiveness of military recruitment under a voluntary system
to increases in military pay.

I should note in this connection that increases in pay were only one
of many management incentives explored in this study as a means
of increasing volunteering, or eliminating reliance upon the draft.
However, increases in pay are the conventional methods followed in
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the civilian economy, in attempting to attract additional labor sup-
ply, and particular interest has been expressed in the feasibility and
cost of meeting our requirements voluntarily in this way.

In attempting to derive a supply curve for military recruits, our
economists were in many ways moving into unexplored territory. It
seemed almost self-evident that an increase in pay would produce
some increase in enlistments. The precise relation&&ip was much more
diiﬁ(lz{ult to forecast, particularly under conditions of a dynamic labor
market.

The available research evidence drawn largely from studies by psy-
chologists and sociologists indicates that many factors, in addition to

ay, have influenced many young men in the choice of a job or career.

n incomplete list of such factors, as listed by one leading psychol-
ogist, include : the person and his biological inheritance, parents, peers,
relatives, teachers, social class, educational experience, geography,
minority group status and location of opportunity.

Our own surveys of civilian youths have confirmed the fact that pay
alone is a less potent factor in career choice than might be expected.
We found that occupational values varied greatly with educational
level.

Generally, the high school dropout or graduate who did not go on to
college placed greatest emphasis on the training and job security as-
spects of jobs, whereas the college man placed much greater emphasis
upon his inherent interest in the type of work and in various job
status factors.

Pay, as such, was listed as the most important factor by less than
9 percent of those surveyed—pay, directly, as distinct from many of
the indirect relationships which do exist.

With regard to military service, we found wide variations in basic
likes or dislike for military service, even among men with similar
educational backgrounds.

Nevertheless, it was evident that, at the margin, substantial increases
in military compensation would produce some increase in volunteering.

In order to measure this relationship, we compared Army enlist-
ment rates in 1963 in each of the nine census geographic regions with
two key economic variables: the median civilian income of young
men, aged 16 to 21, and their unemployment rates in the regions.

We found a statistically significant correlation among these vari-
ables. As shown in the accompanying chart, the percent of qualified
youth who enlisted in the Army—excluding those who reported they
were influenced to enlist by the draft—was highest in the southern
region where civilian income was lowest and unemployment rates rela-
tively high. It was lowest in the Great Plains States where civilian
earnings were slightly above the national average.

When geographic regions with similar unemployment rates were
grouped together and compared, in all cases those with the lower
civilian income had the higher enlistment rates.

This basic relationship, and a similar study for officers, based on
ROTC voluntary enrollments, provided the limited empirical basis
for the estimates of response of enlistments to pay used in our study.

I assure you that Dr. Oi and many of his colleagues strained very
hard to find other meaningful data. This was the most meaningful
relationship in this context which could be found and which dia

78-516—67—vol. 1 21
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establish a certain statistical relationship between earnings and the
propensity to volunteer. o

However, I think it is very important to emphasize the limitations
of these estimates, which were the best we could derive. :

First, the relationship rests upon the inference that the differences
in regional enlistment rates are in fact entirely due to differences in
economic factors, such as income and unemployment, rather than to
other influences such as regional differences in ethnic or racial back-
ground among these regions. We do not know, in other words, whether
the young man from the Great Plains region would enlist at the same
rate as the southern youth if his earnings and job opportunities were
the same.

Secondly, the rates shown apply to one point in time. They refer to
conditions as they existed geographically in the year 1963. In a dy-
namic . society, with changing opportunities and values, we do not
know whether these relationships would equally apply in future years.

Finally, it is particularly doubtful whether any assumed change
in relative military pay, based on a cross-sectional relationship, would
produce a short-term increase in enlistments as great as that indicated
by this supply relationship. We do know that attitudes towards occu-
pational careers, including military service, are often formed early in
adolescence, and that—as noted above—pay has not played a major
role in shaping these attitudes.

“For these reasons, it appeared essential that the resulting estimates
be expressed in terms of a probability range, based upon the standard
error of the regression coefficient derived from this analysis.

Although we cannot, therefore, place any great reliance upon any
single cost estimate for an all-volunteer force, there are other relevant
facts which—in my judgment—do clearly militate against this alter-
native as a viable method of maintaining our military force, at levels
similar to those experienced in the recent past. '

First, the proportion of volunteers who were motivated to enter
service because of the draft was found in our surveys to be highest
among men with the higher levels of educational achievement. Among
enlistees with some college education, 58 percent stated that they
would not have volunteered in the absence of a draft, as compared to
23 percent of high school droFouts. The greatest loss of volunteers,
in the absence of a draft, would therefore occur among men who are
best qualified for training in our many technical specialties.

- Second, our Reserve enlistment programs would be particularly
hard hit since 70 percent of those who were in these programs in 1964
stated that they had enlisted simply in preference to being drafted.
In the event of any requirement for rapid augmentation of trained
manpower, our Reserves would not be in very great shape to deliver.

Finally, military pay policy—or any similar combination of finan-
cial incentives—is a relatively inflexible recruitment method. Even if
the Department of Defense were granted wide authority to adjust
pay scales to changing market conditions and recruitment needs, it
would be very difficult, if not impossible, to move pay rates up and
down in response to these market factors. In effect, there would be a
built-in tendency for a continued long-term escalation in relative mili-
tary pay levels and related costs under such a policy.

The limitations of military pay policy as a recruitment method are
perhaps best illustrated by recent experience in Australia. Australia



ECONOMIC EFFECT OF VIETNAM SPENDING 317

has had a boom economy with the lowest unemployment rate of any
of the countries we surveyed in 1964—0.8 percent. It discontinued its
draft in 1960. Entry pay for privates was increased to $163.50 per
month by 1964, in American dollars, about twice the basic pay for
privates at that time in the United States.

In spite of this high entry pay, Australia found it difficult to main-
tain a regular force of about 52,000, a strength corresponding to 1.9
percent of its 15-to-49 male population. This was less than one-third
the relative size of the U.S. military force, and would correspond to a
U.S. strength of only 860,000 men, based on our population in the same
age groups.

Particular difficulty was experienced in recruitment of officers, tech-
nicians, and reservists. When a decision was made to increase Austra-
lian military strength by 14,000, or 25 percent, in 1964, it was therefore
necessary to reinstitute a draft system, incidentally, with a lottery.

In conclusion, I would like to emphasize that the estimates discussed
above relate to the feasibility of maintaining an all-volunteer force
in the future at a level of about 2.7 million, corresponding to that
Ku:iod immediately before our military force buildup for Southeast

sia.

I have personally seen no responsible study which even suggests the
feasibility of maintaining the current military force of about 3.4 mil-
lion without reliance upon the draft, and would consider this to be
grossly unfeasible.

For these reasons, much of the emphasis in recent studies has been
directed to the immediate issues of assuring increased equity in selec-
tion for service, and of reducing the hardships and inconvenience of
involuntary military service for those who must serve.

Further, the continuing objective of the Department of Defense has
been, and will be, to minimize reliance upon involuntary induction
through a wide range of career incentives and management efforts as
described in recent official statements.

Mr. Chairman, this completes my prepared statement. I will be
pleased to answer your questions.

(The table referred to above follows:) .

Army -voluntary: enlistment rales and civilian earnings and employment, males ages
. 16 to 21, by region, 1963

Army enlistments Median civilian in- Unemployment, males
without a draft 1 come, males 16 to 21 2 16t0 213
Regions
Rate Index Amount Index Rate Index
(percent) {percent)

ow England. oo ecoemcocane 3.36 96.3 $3, 567 98.5 11.3 99.1
ﬁiddle Agtlantic_. _____ 2.97 85,1 3,748 103. 5 14.2 124.6
South Atlantic. - oocaeaeeaaan 4.65 133.2 2,849 78.7 0.4 82.5
South._ ... - i 4.93 141.3 2, 441 67.4 13.9 121.9
Western South 4.25 121.8 3,148 86.9 9.2 80.7
Great Lakes. .. 3.10 88.8 4,184 115.5 1.1 97.4
Great Plains.... 2.05 58.7 3,725 102.9 6.0 52.6
Mountain 3.25 93.1 3,640 100.5 9.8 86.0
Pacific 3.35 96.0 4,257 175 16.2 142.1
U.S. AVOrage-maacoaeea—- 3.49 100.0 3,621 100.0 11.4 100.0

1 Arm§ enlistments in mental groups I-III, excluding those motivated by the draft, per 100 civilian
out-of-school males, ages 16 to 21, who meet minimum enlistment standards.
2 Derived from Department of Defense survey of civilian men, 16 to 34 years old, October 1964,
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Chairman Proxmire. Thank all of you, gentlemen, for a very, very
interesting presentation. It is good to have this difference in viewpoint
expressed by so many competent people.

These hearings are concerned with the impact, the economic impact,
of Vietnam, past, present, and future, and I think you have discussed
a very fascinating and interesting aspect and one that I want to get
into with questions, as I am sure the others do.

I wonder if you have any views from the standpoint of manpower
on two different problems; one, whether escalation of the kind that
has been suggested by Senator Stennis before this committee yester-
day, escalation involving, say, 60,000 additional troops, 50,000 above
that planned on the one hand; or deescalation, with negotiations and
substantial demobilization of, say, 500,000 troops over a period of a
little more than a year-—what kind of economic impact do these two
possibilities suggest ?

Will we have such a shortage of manpower, in the event of escala-
tion, that we will have problems, or if we have demobilization of the
kind I have described, will this involve serious economic problems
with which we should be familiar?

I am not at all critical of what you have presented. That is fine,
and T am sure we can ask a lot of questions about it, but I am wonder-
ing if any of you gentlemen would like to discuss this particular
question.

Mr. Schelling ?

Mr. Scueruing. Mr. Chairman, we are still not drafting such a
high proportion of draft-eligible and qualified young men that we
need to worry about a national manpower shortage in connection with
the kind of expansion you are talking about. There is a manpower
emergency ahead for any expansion on the scale you mentioned.

Chairman Proxmire. Suppose we should escalate to the extent of
the kind of expansion you are talking about. There is a manpower
would mean 200,000 more people in the Armed Forces, on the rough
assumption that you have one support man for every man you have
in Vietnam?

Mr. Scueriang. There is a problem of supplying them in the short
run, if they have to be inducted in an orderlg)f way and put through
training, and made available in Vietnam, but in terms of the number
of draft-eligible young men who presently are deferred for a variety
of reasons, 200,000 I imagine would not cause a severe depression,
even on the college campus.

With respect to deescalation :

Chairman Proxmire. I am sure it wouldn’t cause a severe depres-
sion on the college campuses, if we continue our deferment policy.

Mr. ScurrriNeg. I say, reducing our deferment in order to pick up
people who are presently deferred as students would not even take
a great fraction of the presently deferred students. There is really
no shortage there. The only question is whether there are economic
losses through diverting from their education that number of yvoung
men for some period of years. I think the economic losses are slight.

Chairman Proxmire. How about the deescalation problem?

Mr. Scrzrrixe. The deescalation problem? It looks to me as thongh
this may be a splendid opportunity, first, to take advantage of what
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would otherwise be a rapidly declining defense budget, to make up
the deficiency between present soldiers’ pay and something like a
national minimum wage. '

Secondly, if unemployment does rise, Mr. Wool’s figures suggest
that enlistments are somewhat sensitive to unemployment.

Third, while I can’t be sure, I rather imagine that the war in
Vietnam reduces the incentive to enlist rather than increases the
incentive to enlist, so that there may well be an opportunity to come
close to getting away from reliance on a draft.

Chairman Proxmire. Let me get back to the emphasis of my ques-
tion, which is, What economic impact, if any, do you anticipate by this
demobilization ?

One of the fascinating figures that I saw—and I haven’t seen it
confirmed—was reported in the Wall Street Journal as coming from
the Veterans’ Administration, that whereas 29 percent of those of us
who were in World War II took advantage of the GI bill of rights
to go to college, after the Korean war, 50 percent did, and in this war,
the Vietnam veterans are going back at the rate of 84 percent.

I don’t know if this is true, but it would suggest that at least a
much higher proportion of those who leave the Armed Forces in
Vietnam are going to college and, therefore, we don’t have the economic
problem of unemployment in the sense that we might have, but we
do have a serious economic problem of educational adjustment to
higher enrollment in our educational institutions.

Mr. ScuerLrine. Yes, but this is the same problem we knew we
would have. It has only been partly deferred for a couple of years.
Some of the World War IT baby boom hasn’t yet got to us. This is a
problem over the next decade, and not seriously augmented by the
number of young men who will come out of the Armed Forces.

Chairman Proxmrire. Did either one of you other two gentlemen
want to comment on this?

Mr. Woor. I would like to,if I may.

Chairman Proxmire. Yes, Mr. Wool.

Mr. Woor. I was with the Department of Labor shortly after the
end of World War IT when, as you will recall, there was a tremendous
concern about the problems of the postwar readjustment, and we
followed the trends very closely. As you well know, in spite of the
massive demobilization under those conditions, it did not occur.

Now, you have already mentioned, Senator, one of the reasons that
is, that a considerable percentage of the returning veterans do not in
fact immediately reenter the labor force; in fact, more véterans were
collecting readjustment allowances than showed up in our census sur-
veys as actively looking for work in this transitional period; but the
point here is that with the overall economic situation, with the huge
pentup demand for civilian production, then——

Chairman Proxmire. We don’t have pentup demands now, do we?

Mr. Woor. We do not, but at the same time, the demobilization was
far greater than anything we are talking about now. It would seem
to me that, given the much lower level of volume of separationsin a de-
escalation than anything we had in the past, that the overall economic
situation would be far more important; in other words, other demands
generated in the economy in terms of the absorption of, let’s say,
several hundred thousand more men separating from service
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Chairman Proxmire. We have had testimony from other econo-
mists that there is a serious shortage in skills in many areas of our
country right now, today.

Would you anticipate that a substantial escalation might aggravate
that shortage? ‘

Mr. Woor. Well, I think what is particularly relevant is the fact
that the draft age recently has been a median age of just about 20.
This means that most of the boys who are not going to college have
been coming into service in their 19th year of age. Those above their
20th birthday who have been drafted consist largely, I believe, of
men who enter the draft-liable status after having been deferred for
college—not necessarily all college graduates.

This means, too, that the drain upon the civilian economy has been
least, because these are youngsters who, if they were employed before
entering service, did not develop any appreciable degree of skill.

Chairman Proxmire. Maybe they were apprentices for a few
months, and these are the kinds of people we need. S

Mr. Woor. They could have been in some cases apprentices, but if
they were in critical occupations they would have been deferred under
the draft regulations. Now, in fact, the recommendations made by the
Department of Defense and by the administration have been for stabi-

- lizing the draft age at a younger age, such as 19, for those who don’t
get college deferments, and that, of course, is still an open question.

And we believe that, among other things, the economic impacts of
inducting men will be minimized by having them enter service at a
point shortly after the time that they complete their schooling or at
age 19, as distinet from alternative procedures, such as the one in
effect in the past 10 years, of taking the oldest man first and having a
median age as high, nearly, as age 24.

We think that given these facts as to the relative young age of the
potential draftee, and his relatively limited skill, we do not believe
that the drain in terms of skilled manpower, as against unskilled or
semiskilled, was particularly noticeable in the past year.

Chairman Proxmire. I would like to ask Mr. O1 this question : Mr.
Oi, you have given a fascinating presentation, and I think a very per-
suasive ﬁresentation, as to the prospects of at least reducing the im-
pact of the draft, hopefully, sometime.

Do you see that the draft has any value in providing a much larger
pool of trained, experienced manpower than we would have if you
reduced the turnover as you describe it, and having people serve a
longer time, but far fewer who would have this experience ?

Mr. Or. I see no danger in that whatsoever, because our policy in
the past, which will probably persist into the future, is that once hav-
ing served, a man will not be recalled to active duty. Except for the
officer corps, this has pretty well been held to.

Chairman Proxmire. This certainly wasn’t the understanding after
World War II. As T recall, you were in the Reserves for 6 or 8 years,
whether you liked it or not.

Mr. O1. Yes.

Chairman Proxuire. If you were an officer, you weren’t. You had
the choice of getting out.
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Mr. Or." Yes; but of those officers who went into the Reserves some
were recalled in 1947 when there was a draft call, but very few of the
enlisted men were. o »

_ Furthermore, for the kinds of skills needed during a rapid mobiliza-
tion men can be trained quite quickly, and the potential saving of time
through having this “trained personnel” is in the order of magnitude
o}'f"él: to 8 weeks, no more than that. Consequently, I see no danger in
that. -

May I make one comment on deescalation before you continue?

Chairman Proxmire. Yes, indeed. ' v

Mr. O1. One thing which has been quite noticeable in the President’s
Economic Report—while the unemployment rate has dropped drasti-
cally in 1966, to 8.3 percent, the unemployment rate of youths 14 to 19
has fallen only to 11 percent. There is still a large pool of unemployed
youths in this age range. :

This is the age in which they are seeking jobs, and finding them-
selves. The shortage of skills which results from added draft calls does
not benefit these people, and I am convinced that we can attract large
numbers of them, if we would only make military service a respectable
career. :

May I make just one last point. Mr. Wool made reference to the
Australian situation. Examine Canada, with unemployment experi-
ence quite similar to ours. They have managed to sustain a force which,
if converted to U.S. standards, would be in the neighborhood of 1.5
million men, and at the same time at a pay scale somewhat higher than
ours but below that of Australia. ,

‘So, if one plays this game, my feeling is that the Canadian economy
is far more like ours than the Australian.

Chairman Proxmire. My time is up.

Congressman Curtis?

Representative Curris. I have to leave soon and then I am going to
come back, because I have a rolleall which Congressman Rumsfeld
has alreday gone to answer. ,

I wanted to take this opportunity to agree with what the chairman
has said about the value of this panel discussion, and make a personal
comment that having followed Dr. Oi’s work over a period of some
time, it is a pleasure for me to see him and meet him personally, and
that applies of course to the other two gentlemen. :

Then, of course, the comment that T have some preconceived notions
on this subject myself, and then say that I am so pleased that a dialog
is beginning in this area, and am particularly pleased to know that the
Kennedy research group—what is the official title?

Mr. Scarrrine. Kennedy Institute of Polities.

Representative Curris. That the Kennedy Institute of Politics is
going into this area, in this kind of depth. My concern has come,
really, from the studies of manpower utilization in the civilian sector.

My questioning is going to be somewhat along those lines.

I have seen some studies in the Department of Labor which suggest
that today there is upward of 80 percent comparability of skills needed
by the military, with the skills that exist in the civilian society.

To put this in context, during the Civil War, it was below 50 per-
cent. In World War I it was up around 60 percent. As technological
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advancement continues, both in the civilian society and in the military,
these comparability figures will probably continue upward.

Another way of expressing it, for the man who actually is skilled
in the use of military weapons and has to use them, a skill peculiar to
the military becomes less and less a portion of the manpower utiliza-
tion. :

I argue that skills peculiar to the military accounts for only about
10 percent today. And when we talk about the 2.7 or the 3.4 man-
power in uniform, we ought to relate this to skills that are not military
at all, or are not military in the sense that makes it peculiar to the
military, but actually are civilian-type skills.

‘We have had a buildup, I understand, of 750,000 additional men in
uniform. Am I corect in that figure, Mr. Wool ?

Mr. Woor. Approximately.

Representative Curtrs. I am curious to know what the same buildup
is in civil service in the Military Establishment. Do you know what
that would be?

Mr. Woor. Not offhand.

Representative Curris. You see, that is what we need to know.
Incidentally, I have asked administrative witnesses this and they
don’t know either—demonstrating the key thing, they aren’t even
looking.

T asked how many people are in the munitions industry, using the
definition of “munitions industry” to mean, for example, it could be
the textile industry that is supplying needs for the military. So T
mean those industries that are tied in. I suspect the increase is around
1.5 million. I don’t know that. But as I asked for these figures of the
Secretary of Labor, I get nowhere. .

The other point that I have tried to get to is this. We have a man-
ower utilization commission. I don’t know what it is now called.
t was the Manpower Board in World War IT. .

The object of that is to coordinate those skills within the civilian
sector and the military. I asked Secretary Wirtz earlier this year
what changes this commission might have made in occupational de-
ferments, as a result of the Vietnam buildup, and found out that they
hadn’t made any changes of any sort since 1963.

I do have to leave, but I will come back. Thank you for letting
me interpose briefly, Mr. Chairman.

Chairman Proxmire. As I understand it, Mr. Wool, one difficulty
is that you were asked to talk on military manpower, and it would
be a pretty broad sense to include people in the munitions industry,
although I think Congressman Curtis is right in suggesting that we
consider the impact of the Vietnam war on manpower, all manpower.

Pursuing a question I was asking Professor Oi, you said you did
not think there was as much of a need for a trained pool of veterans,
and I think you make a pretty strong case. This next question isn’t
meant to be loaded in any way, but at the same time, I guess it sort
of depends on our value judgment pretty completely.

Isn’t there a sociological impact and a political impact from a draft
system of no mean proportion in having millions and millions of
veterans in our Nation, people who had served in the Armed Forces
on the one hand, on the other hand with a volunteer, professional army
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of having a much smaller proportion of people who have had mili-
tary service of one kind or another in the general population?

Wouldn’t you agree that this does have an impact on one’s views
on military policy, foreign policy generally, the attitude towards
the country, and so forth, good or bad; but it does have a significant
impact. You can see it for one thing in our veterans’ organizations,
the American Legion view, the VFW view, and so forth. I was asking
you, Professor Oi, if you would like to comment on that, because
you take the position in favor of a professional force, and of getting
away from

Mr. Or. There are two contexts in which we ought to discuss this.
One is that if we continue the draft, we are necessarily going to be
pushing more men through for shorter tours of duty. We are going
to have more veterans; that fact is undeniable.

But in spite of this, we are still going to have a majority of the
youths reaching the age of 17 and 18 today not serving in the military
in the years ahead, providing that the Vietnam situation stabilizes
or deescalates.

Now, if Vietnam continues its upward trend of increasing the active
duty strength by 300,000 to 400,000 a year, then we are going to get
back toward the Korean war situation. Now, whether this is a good
or a bad thing, I have difficulty evaluating.

My own feeling is that I would prefer a system wherein people who
have been in service do not view it as some period in which they have
given years of their lives to their country, but rather should view it
more as a defeated Congressman would—that these were enjoyable
years that he chose to invest in the service of his country.

Chairman Proxmire. You have raised quite a haunting specter.
It will take me a while to adjust to that one. While I am adjusting—
and I must adjust because I have more questions—I will yield to you,
Senator Percy, and then Congressman Rumsfeld.

Senator Percy. Thank you, Mr. Chairman.

Gentlemen, I have been on a number of college campuses in recent
weeks, and talked with college students about the desirability of de-
veloping more flexibility and voluntary aspects into the draft. And,
of course—meet with universal acceptance on that concept.

I have asked them specifically, whether, if a lottery was held at age
19, how they would react to a choice being given them as to what age
they would like to serve, and if they had that choice, when would they
like to serve.

I found universal acceptance of the idea of the choice, and a good
scattering of those who would want to serve early and get it over
with, and then come back ; those who would like to get their education
first, or part of it, and then come back ; those who would want to finish
their education and then go. ’ -

Could you each comment on this particular aspect of the proposal
that I think was in the Commission’s report? It was not embodied,
I do not believe, in the President’s report itself.

Mr. Woor. On the question of choice of service, let me summarize,
if I may, the feeling of the majority of the Marshall Commission
on this issue. o :
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- The majority on that Commission felt that offering some young
men at a given age, such as 19, a choice as to when to serve, par-
ticularly when we were engaged in active hostilities, and not making
that same choice available to other young men, did give them a
privileged status which could only be justified if there were a clear-
cut national need for continuing college student deferments.

The majority of that Commission did not feel that there was such
a clear-cut national or educational need. '
~ The position of the minority and of General Clark’s panel might
be paraphrased as follows: that at least under normal conditions,
if the young man going to college has the same exposure, the same
probability of serving when he completes college, as the young man
who does not go to college, equity is achieved.

It has some advantages in terms of continuity of education, per-
haps debatable, but at least the individual would be making that
judgment.

So that this was the feeling of those who felt that undergraduate
college student deferments should be continued, so long as the pyra-
miding of deferments, the opportunities which had been available
to move easily from undergraduate to graduate to occupational de-
ferments or to dependency deferments is eliminated.

I think there was a unanimous conviction that that should be done
away with on the part of all those who studied it, and so the Presi-
dent approved it. ’

The only issue is this rather knotty one, particularly during a Viet-
nam conflict period, the moral issue as to choice of time of service
in relation to age. I am just summarizing the points of view as I
Liave seen them. :

Chairman Proxmire. Mr. Schelling.

Mr. Scmrrnine. On flexibility, we have to distinguish between
flexbility under the kind of lottery system that has been recommended
and flexibility under something like the present deferment system.

As T mentioned earlier, I am attracted to a lottery that would
provide some flexibility. I think it better if the flexibility has to do
with the year in which one submits to the lottery rather than, having
been chosen at the earliest age, choosing then the year to serve.

My strongest caution would be, keep the flexibility to within a
narrow range of years. It is not healthful to have young men specu-
lating on just when a war is going to start or stop, or when the law
may change again, and make their decisions on these grounds.

" If a young man decides it in terms of whether his mother needs
him at home, whether he would like to get 2 years of college before
taking off for the Army, I would say this is his business.

You would probably discover that people are more able to hope
for deescalation than to anticipate emergencies that may arise; and
a lot of the flexibility would simply be taken advantage of on what
you might call speculative military grounds, rather than personal
grounds. If those are going to be the grounds on which they do it,
then I would be inclined to take them in at the earliest possible age.
- I doubt whether the age range should be wide enough to allow a
boy the choice between completely finishing college or going in before
coilege. Tf you allow a 4-year span, these questions of what is going
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to happen in the world and when is the safe time to be in the Army,
will loom too heavily for them. '

Senator Percy. Mr. Oi?

- Mr. Or. I am in favor of holding to rigid rules on this matter. I
have been favoring a lottery with 2-year liability between the ages of
19 to 21, the oldes{:%)eing drafted first, 21 down. All students who want
-deferments can have them, but their age is held say, at a draft age
of 20. No matter what their chronological age is upon completion of
the bona fide educational program that they signed up for, they enter
the pool at a draft age of 20 and take their chances in the pool with
Eo (()ipportunit'y for occupational or dependency deferments, other than
ardship.

Thisis a stand T would propose.

Senator Peroy. The next question I would like to address myself
to is the question of the quality of our military forces. Do you think
that the volunteer Army would mean a lower quality Army, and do
you think that a lottery pool Army would mean a lower quality Army?
Mr. Wool?

Mr. Woor. I believe there would be a strong likelihood that an
all-volunteer Army, with the pressures to try to somehow accomplish
this in terms of some numerical objectives, would have a lower edu-
cational level distribution and a lower mental aptitude level distribu-
tion if you measure quality in these ways, as we would, than would
an Army which is staffed in part at least on a more representative
basis of the population of military age.

The survey data I cited in my statement showed clearly, and for
obvious reasons, that the young men who have the greatest oppor-
tunity in civilian life, the most training, the most education, are the
least likely to volunteer for service as enlisted men.

To some extent the same principle applies to officers. The most
acute problem of trying to maintain an army voluntarily would be
in the case of our physicians, where at least 70 to 80 percent of those
who enter service do so because of the draft, and this is the precise
analogy in the officer corps'to the problem, we would have at the en-
listed level. '

‘Senator Percy. Mr. Schelling ?

Mr. Sceerrine. I do not altogether disagree with Mr. Wool, but
part of the answer to your question is that you will get the quality
you pay for. We do not worry about whether we can get the quality
of motor-pool managers in a civilian agency. If we need good ones,
we pay for them. :

A lot of the skills that the military services need, if they try to
acquire them the way they would try to acquire civilian skills, will
prove to be available. '

If, in addition to the skills that get induced into the young men
after they are in the Army, we can have a system that keeps people
for longer periods of time so that we do not put them through a
2-year period in which in the first 6 months they are in training and
in the last 8 months they are lameducks, we may get more quality
through a greater career service than we get with a draft system.

I suspect that under the lottery, if by quality you mean general

-education, mental ability, probably yes, because at the present time
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-deferments tend to be highly correlated with some of the things that
:at least in the civilian society are called quality.

I would emphasize that through being better able to keep the people
you have trained, keeping them around for longer than the 2-year
stint, and through being willing to pay for specific kinds of quality,
1t may be that the military services can do just as well with military
manpower as with civilian manpower. The real question is whether
we taxpayers are willing to let them pay for it.

Now, there is a sense in which we have to recognize that they will
lose quality. I wish they would lose it. There are a lot of splendid
yeomen stenographers who are being used to do what lady GS-7’s
could do, but we do not permit the Navy to hire as good quality ste-
nographers as they can get if they use men under military discipline.
There are a lot of high quality jobs in which drafted men and en-
listees are being used to do what, in the old days, used to be called
women’s work.

Senator Percy. Mr. Oi, do you want to give a short answer to this
question ?

Mr. O1. Al T want to say is I agree with Mr. Schelling, and I be-
lieve that Secretary Morris, in his statement before the Kennedy
Senate Labor Committee, stated uneqivocally that the Army can take
‘into a specialized training and enlistment program up to 100,000
men with mental test scores between the 15th and 80th percentile, and
that these have been shown to fill many of the requirements equally
well. I think that for such tasks our qualification standards are too
high, and we are not utilizing civilians sufficiently. '

Senator Percy. One last question, please.

Would you favor a pay bonus to men who enlist or to those who are
drafted in order to try to encourage more enlistments? Do you think
it would be effective ?

Mr. O1. Yes. if tied to a longer period of service. I would like to
base the size of bonus on the length of commitment. But T would first
like to eliminate the financial inequity of the draft. I think to tie a
bonus on now would be adding insult to injury.

Senator Percy. Mr. Wool, I presume you dissent ?

Mr. Woor. Well, no, I would rather not comment on pay policy
matters, because an intensive pay study is underway in the Depart-
ment of Defense.

Senator Prroy. But it has been your feeling that pay is not a major
motivating factor in military service; is that right? :

Mr. Woor. I would say that is always a factor in any pursuit. T
think that it is much too easy to exaggerate its influence in terms of
getting people to choose a career as different as military service is from
most civilian pursuits.

Senator Peroy. Mr. Schelling ?

Mr. ScarrLinG. Isubstantially agree wtih Mr. Oi on this.

Senator Percy. Thank you, sir.

Chairman Proxmire. Congressman Rumsfeld ?

Representative Rumsrerp. Mr. Chairman, first I want to join you
‘in welcoming all three. .

Chairman Proxmire. I want to interrupt at this point to say that
this very interesting panel this afternoon is very largely a result of
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Congressman Rumsfeld’s initiative and imagination. He was the one
who suggested this to the committee, and I think it has already made
a vg;‘y susbtantial contribution to these hearings and he deserves full
credit.

Representative RumsreLp. I do want to express my thanks to all
three of you for coming and for the very interesting testimony that has
been given.

I would be interested in knowing what you feel the impact of the
existing selective service law is having with respect to the colleges
and universities. It has been alleged by some that the draft’s presence,
and the threat of the draft, has been a determining factor in a great
many young men’s decision to attend college, and that, as a result,
the academic community is being burdened to some extent by the
number of individuals who, faced with options of either the draft
or college, have opted for college, who might have, absent the alter-
native of the draft, worked for a period or done something different
and gone to college later.

Do you, from your experience in universities, feel that this is a
problem at all? Can you substantiate it or rebut this allegation?

Mr. ScreLLING. My experience is with Harvard University, which
probably tends to have a student body that, when it comes, expects
to stay the full course, and is financed for the full course, so the impact
may be less at Harvard.

My main impression is that it depends very much where the young
man’s draft board is. Draft boards differ in the way they will deal
with a temporary dropout, a change of college, working during the
day and taking a half schedule at night. Even at Harvard, since
draft boards depend on where you are from, rather than where your
school is located, one finds variation in the need for a student to pay
attention to this. o

My second observation is that graduate schools do appear to be
affected. Last September, in many departments at Harvard, there
was an unprecedented acceptance rate from those to whom we offered
admission to graduate school. And while it is hard to draw general
conclusions from one instance, there is a strong suspicion that some
increment here was due to a belief that this is not the year to leave
college.

M}% third observation is that for most students it does not make
much difference. It is only the student who is facing one of these
decisions. Do I really want to go to graduate school? Do I really
want to drop out for a year and work? Do I really want to reduce
my schedule to half time? These are the students whose decisions seem
to be affected by the nature of the draft.

Representative Rumsrerp. Dr. Oi?

Mr. O1. The only comment I would like to make is that the graduate
student enrollment in my department climbed in the last 2 years from
80 to about 135 students, in the light of about a 20-percent increase in
total enrollment, and I suspect that that difference is largely the draft
avoiders.

Representative Rumsrerp. Mr. Wool, do you have any comment?

Mr. Woor. We probed into that to the extent that we could. The
only evidence that we could obtain was from some earlier surveys of
the National Opinion Research Center made in a very different con-
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text where they did happen to ask college graduates the extent to
which their decision to go to graduate school had been influenced by
theil; draft status, and this survey applied to a period in the early
1960’s.

My recollection is that at that time their analysis suggested that
about 10 percent of the graduate students in that survey indicated that
their decision then was influenced by their draft liability. This is the
only tangible bit of data. The extent to which it reflects a true picture,
I cannot judge.

Representative Romsrerp. You, Mr. Wool, in your testimony, used
the phrase “at these levels,” implying that you used a fixed military
manpower level and your comments evolved around that fixed level.
Isit correct that you used 2.7 million ¢

Mr. Woor. It is more precisely something like 2,650,000, which was
approximately the strength we had had immediately prior to the
current force buildup.

Representative Rumsrerp. I am interested in your statement where
you say: .

Further, the continuing objective of the Department of Defense has been and
will be to minimize reliance upon involuntary induction through a wide range
of career incentives, management efforts, as described in recent official state-
ments.

‘Does that mean that the Department of Defense favors a voluntary
system ?

yMr. Woor. I can say categorically—and this is on the record—that
the Department of Defense has had as its objective to obtain as many
or all of its personnel through voluntary means.

The various statements made in the context of reviews of the draft
legislation have repeated that. :

Representative Romsrerp. I find that statement that the objective
of the Department of Defense has been and will be to minimize reli-
ance upon involuntary induction, because of the incredible lack of
succeess that you have had. It is beyond me how, when the pay offered
is substantially less than anything approximating a competitive posi-
tion, with respect to the private sector, you can say that your policy
has been to minimize the involuntary inductions.

Mr. Woor. I think from the record we cannot really talk about an
incredible lack of success. Our own projections as to what could be
maintained under certain assumptions in the 1970’s suggest a capa-
bility of maintaining 2 million men under uniform on a voluntary
basis, which I believe is far greater than any other power in the world
would hope to maintain on a voluntary basis.

The record is clear that given the facts, that there was a draft moti-
vation there, three military services—the Air Force, the Navy, and
the Marine Corps—with limited exceptions, have met all of their
requirements without resort to the draft. The fact is clear, too, that
the Army, the fourth service in question, which has used the draft
almost continuously, has at many times had minimal draft calls, when
they have been successful in enlistments.

. Representative Rumsrerp. I think you missed my point. I was not
saying that the number of volunteers has been incredibly unsuccess-
ful. T am saying that it is incredible that you can say that the policy
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has been to minimize reliance upon involuntary induction, when you
are paying the unrealistically low wage scales that are being paid.
So, in addition, not only are you requiring people to serve through the
compulsory system, you are in addition taxing them as has been tes-
tified on, and requiring them to serve for less than they could be earn-
ing in the private sector.

What is interesting to me, is that you can say that is your intention
and still yet have a pay policy that is premised so much lower than
the competitive situation.

Do you follow me?

Mr. Woor. All I can say in that regard is that the levels of mili-
tary pay are not uniquely established by the Department of Defense.
They are established by the Congress in'the last resort, and T think
ﬂ%is in fact has been the pay policy of the Government over a period
of years.

‘Representative Rumsrerp. Has the Department of Defense made
recommendations to the Congress to the effect that the pay curve
should be straightened out so that we would pay people during their
early year periods of service a wage that would roughly approximate
a competitive position with respect to the private sector? - i

Mr. Woor. No, I do not think so, but, on the other hand, Congress
has always had the discretion of making its own decisions in that
respect. : : A

Representative Rumsrrrp. Let me assure you I am hopeful the
Congress will exercise that discretion. I am also hopeful that the
Department of Defense will show a little initiative in the area.

My time is up. I have dozens of questions, but I will yield.

Chairman Proxmire. Congressman Curtis? '

Representative Curtis. Thank you. C : : _

Let me see if I can continue on this theme of manpower utilization.
Possibly, Mr. Wool, you have some comments to make on what work
might be in being or has been done in this area of correlating military
skills with the skills that exist in the private sector?

Mr. Woor. I am pleased that you did quote from an article appear-
ing in the Monthly Labor Review, which I wrote, referring to this
80-percent relationship. I should clarify this, and the article did.

Although there is a broad relationship among the type of skills per-
formed for perhaps 80 percent of our personnel, and types of skills in
the civilian economy, that the distribution of these skills is very differ-
ent indeed in the military service. We require a far higher ratio of our
personnel to be mechanics—aircraft mechanics, for example—to be
electronics maintenance personnel and other types of skills of a special-
ized type, than are found proportionately in the civilian labor force.

" Moreover, the specific content of these skills, the equipment they
work with, the operating procedures, are in many cases significantly
different, although some, of course, are very common.

Representative Curtis. Let me comment here that the Seabee enlist-
ment system in World War II was along the line of trying to compare
the skills that existed in civilian society. If they had need for a Eull-
dozer operator, instead of sending a young kid of 18 years old for 6
months of training and then to bulldozer operating school for 3
months, they got a fellow even'if he was fat and 40, and put a uniform
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on him, if he had been operating a bulldozer for 20 years. The rating
of that skill, a first class petty officer or even chief in some instances,
was then offered to him. This was somewhat revolutionary.

I remember Admiral Morrell had a hard time fighting to get it
through. Then after World War II this kind of what I thought was a
very rational system was abandoned and as near as I can determine
there has been very little effort to do this kind of matching skills.

Mr. Woor. Things may seem revolutionary in the short term, but
during the 19th century, for the tradesmen needed in the military serv-
ice, the conventional procedure was to go on the civilian labor market
and to hire these tradesmen.

Representative Currrs. That is right.

Mr. Woor. This was particularly true of the Navy which had the
merchant marine as a source for its skills. However, there are these
fundamental differences, that although there are skills of the type

Representative Curtis. I should interpose. I said revolutionary as
far as the military in 1940 was concerned, but go ahead.

Mr. Woor. Right.

Now, during the World War II mobilization, when the draft age
range was as high as it was, and when motivation to serve, even apart
from the draft, was quite high, there is no question but that the Seabee
program was eminently successful.

You may be interested to know that this program was reinstituted by
the Navy this past year, and I believe some 5,000 men were recruited
at advanced rates of pay.

Now, I do not know their ages, but I would be willing to hazard a
guess that a very large percentage of these men were under age 26 and
were men who were in fact draft vulnerable, and given the choice be-
tween being drafted into the Army er volunteering to serve in their
trade——

Representative Curris. I am interested in that, but I think you are
missing the point I am driving at, or, if anything, you are substantiat-
ing the point that the system certainly has worked in the past. What
Tam really trying to find out is what the Military Establishment might
be doing right now in attempting to look into this comparability
aspect to utilize this kind of system. Instead of this the miltary is
procuring freshly caught young people and setting up their own voca-
tional education programs, when there is evidence to demonstrate
that what has been done in the civilian educational system can produce
these same kinds of skills at much less cost and then let the military
utilize those.

I am trying to find out what studies have been or are in being
or might be put into being in the military along these lines.

One way of getting to it, has the military developed a dictionary of
occupational titles similar to the one that exists in the civilian sector
so that we at least have nomenclature for the skills that the military
need ? Have they got such a thing ?

Mr. Woor. Yes, sir. Each of the occupational dictionaries of the
military services shows the equivalent civilian D.O.—dictionary of
occupational title or code—and permits for a direct conversion. In
fact right now the Labor Department is exploring some additional
work on the converting of their new dictionary in considerable detail
to military job titles.
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Representative Currrs. That is just what I was going to ask. We
had ‘a dictionary in 1949, and one of the things we wrote into the
Manpower Development Training Act of 1962 was to update that
dictionary. It finally came out, the updated dictionary, in February,
or late January, 1967.

Now, what the military had done before had been related to the
1949 dictionary of occupational titles?

Mr. Woor. They inevitably used the existing version, the operating
tool which was being used at any particular time by the Labor De-
partment people.

Representative Curris. Well, sure.

Mr. Woor. And we have met with the Labor Department people
just very recently, in terms of a more elaborate conversion, based upon
their current dictionary. This is an ongoing effort.

Representative Curris. We have also had some studies made into
the other aspect of the vocational training that the military provides
by asking people in the civilian labor force “Where did you learn
your skill,” and one of the items, of course, is in the Military Istablish-
ment.

So it comes back that way to some degree. But it also would be a
study of the efficiencies of utilizing the civilian educational system
instead of setting up duplicate vocational educational programs, again
relating to the broad question, What is going on in the Military Estab-
lishment in this respect ?

Mr. Woor. I think there are two very pertinent facts. Our studies
have shown—and every recruiter in the field knows—that the most
important single inducement for a young man to volunteer for service,
other than the pressure of the draft itself, is the opportunity to learn
a trade or skill which may be useful to him not only in service—and
many of them look to service, of course as an outlet for the skill—but
in subsequent civilian careers. Qur surveys show that.

Now, as a consequence of this, and as part of this situation, the
typical enlistee who does volunteer is a young man who does not have
a skill, an acquired skill. We do have procedures whereby men who
enter service are classified, their occupational background is identified,
and those who have a usable skill for which there is a military require-
ment will be assigned to that.

Now, our experience has been that in fact a very small percentage
of the volunteers do come to us at a typical age of 18 or 19 with such a
usable skill, and partly it is a consequence of the fact that our voca-
tional training system in civilian life, as you know, is not all it should
be. It is being changed, but this has not been the case in the past.

Representative Corris. It is a pretty good one. I could say this. I
think it would be very interesting to have some comparisons made be-
tween the military vocational schools and the civilian, and I would
give a much higher grade, a much higher grade, to the civilian, par-
ticularly in regard to motivation. This is because in the military you
are apt to disregard motivation and send a boy who wants to be a bull-
dozer operator to a baking school and a boy who wants to be a baker
would go to a bulldozer school. We could get into that.

Let me get to another thing.

78-516—67—vol. 1——22
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In the 1920’s and in the 1930’s we did have a military program in
our high schools to do just this. Instead of having the military bring
a boy 1n and put him in uniform if they had a need for a particular
skill, they would utilize vocational classes that could be taken in high
schools and in schools around the country. This proved to be a very
efficient method of not only recruitment but also getting the skill that
the military needed at a much lesser cost.

And yet this came in as a subject back in 1950 and 1951 when we
were talking about universal military training, as to why this kind
of a system was not developed.

At that time the Military Establishment—these are my words—
without even studying the problem, just assumed, “Well, we can’t do
that kind of thing.”

Now, has there been any thought given in the Military Establishment
toward utilizing or building up the vocational systems in the private
sector to get these skills that the military needs?

Mr. Woor. There is one specific project I might refer to. We have
supplied the Jobs Corps with the information as to our requirements
in various types of skills, which enrollees in the Job Corps might
Eossibly qualify for upon completion of their training. Many of them

ave in fact entered military service anyway. They are currently
studying those vocational courses of a type for which there is a signifi-
cant military requirement and looking at the curriculum content, the
proficiency requirements, and so forth, in considerable detail to_see
whether for those young men there who look forward toward enlist-
ment, and many do, the training they receive in the Job Corps may help
them in a specific assignment, in an occupation they are interested in,
once they enter military service.
" This is underway, sir.

Representative Curris. I see my time is up, but I would only make
this comment: I am glad to hear about the Job Corps. Every industry
or almost every industry in the United States is heavily in the voca-
tional educational school system working right now, procuring the
skills they need, so it is disturbing to me that the only thing apparently
that the military might be looking at are in effect, the dropout areas.
I am talking about a manpower system for the total society and
hopefully that, the military would be trying to get the best manpower
they could rather than go seraping the bottom of the barrel.

Mr. Woor. This was at the initiative of the Job Corps We are
cooperating with the program.

Representative Curris. That makes it even worse. In other words,
it was not even a military initiative that moved there.I guess T am not
getting through to you.

Mr. Woor. I think that the facts of life are—and there have been
recent, studies by eminent educators which have pointed to this, and
here I think these studies do not quite jibe with some of your impres-
sions—that the vocational training in the military services is far
superi];)r to that available in most civilian institutions. This is obviously
arguable. . ‘

Representative Curris. You are darn right it’s arguable.

Mr. Woor. But I could cite these authorities. ..

Representative Curts. It is arguable; and I will tell you the thing
that disturbs me. If this were so, why would the military fight public
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hearings instead of conducting these executive commission kind of
things behind closed doors where you do not even make your working
papers available to the Congress or anyone else ?

1t you are so sure of your system, then let us see a few of your
working papers, and I hope the Kennedy study group will start gefting
some of these working papers and getting into this area. Even our
Armed Services Committees had commissions of their own conducting
these same kinds of studies behind closed doors. This today is one of
the few dialogs conducted in publie.

Yes, I challenge:your fine opinion of your own organization, al-
though I compliment you for having that esprit de corps.

Chairman Proxmire. Professor Oi, I would like to ask you, How did
you arrive at this $325 a month figure ¢

Mr. Or I used the same supply curve that the Department of
Defense did. On the assumption that the relevant measure of first-
term pay is the measure of base pay, the value of quarters and
:subsistence——

Chairman Proxumire. When you say $325 a month, are you talking
.about pay alone?

Mr. Or. No; $70 of that is subsistence, quarters, allowance, and an
ditﬁmplicit: tax advantage, so that the cash money that the man gets is
:$255.

Now, the reason why I disagree with the DOD high estimates is
that these impute values to medical care, dental care, et cetera. Their
‘reckoning of first-term-pay percentage increases implies that the first-
term pay of a recruit over his first 3 years of service must be from
'$7,100 per year to as high as $13,000 per year to attract 20 percent of
the youth, and I have difficulty swallowing that. It just does not go
-down. :

I estimated the necessary pay increase from the estimated supply
curve, and then applied this pay increase across the estimated age
-distribution of the force to arrive at my cost figure.

Chairman Proxmire. As I compute the figures here, even if you
-simply paid the recruit the minimum wage of $1.60 an hour, and you
-assumed that the hours—which is quite an assumption judging from
‘the experience I had in the Army, especially as a recruit—that you
only work 40 hours a week and 414 weeks a month, this comes out to
$288 a month.

Mr. Or. Right. .

Chairman Proxmire. If you assume that the average factory wage
in this country would be competitive, you come out with a figure of
*$505. The average weekly wage was $144.25, which was in March of
‘this-year.

That would seem to me to be fairer than the minimum wage.

After all, in the city of Milwaukee, for example, we have very low
-unemployment. This 1s true in many parts of our country. There is
no problem at all for a man to go out and get substantially more than
the average factory wage, but the average factory wage would give
“him far more than you suggest here.

I am just wondering if $325 a month would be competitive in the
.sense that they could do better financially by taking these jobs.
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Mr. O1. The 19-year-old and the 20-year-old who is having difficulty
finding a job is getting below the factory average; also, my figures re-
late to a 1964 base, so they are a bit low.

The average income—full-time income—of the typical recruit, when
weighted by educational attainment, was about $270 per month.

Chairman Proxmire. We are in an area that is very, very hard
to pin down, I am sure, because the average 19- to 20-year-old has an
easier time getting a job if he has got a high school education or any
kind of trade training at all in many parts of our country, I think
you would agree, easier than a man of my age, for example. A fellow
50, 45, or even 40 years of age would have difficulty. This is not true
of minority groups or it is not true in some parts of our country or
even in my State, but in general a man 19 ‘or 20 years old, especially
if he is willing to move to a city where he can get the best opportunity,
and heaven knows he is going to have to move when he goes into the
military service, would not have much difficulty in doing a lot better
than $325 a month.

Mr. O1. But remember this sword cuts both ways. If that is true,
the tax we are placing on these kids becomes even more shameful.

Chairman Proxmire. That is right. I am not raising this because
I think your budget estimates are necessarily wrong. On a $325 as-
sumption you say that to do this would cost $4 billion more a year.

Mr. O1. Yes. :

Chairman Proxmire. And you do not allow for the reduction in
cost because of reduction in turnover ¢

My, O1. No, Idonot.

Chairman Proxmire. You do not allow for that.

Mr. O1. No, I donot.

Chairman Proxmire. Can you give us any estimate of that?

Mr. Or. My hunch is that the simple training estimates—this is a
rough calculation—is in the neighborhood of $0.8 billion.

Chairman ProxMIire. About $800 million ?

Mzr. Or. Right.

Chairman Proxmire. What other possible savings have you not
included ?

Mr. Or. Substituting GS-3 typists for specialist sixth class Army
typists.

Chairman Proxnire. Let us get into that. That has not been dis-
cussed. I notice that the Marshall Commission went into that to some
extent, and some of the other critics or some of the other constructive
proposals did, too. They went not only into that possibility of using
more civilian personnel, but also of a much more imaginative and
aggressive policy of taking people who were rejected, especially
volunteers who were rejected, for military reasons and for mental
reasons, and either giving them several months’ education on the one
hand, or giving them medical attention, which in many cases would
be rather brief, in order to qualify them.

How about this aspect of the problem? Do you think this would be
promising, too?

Mr. Or. I think it deserves careful study. I have not had the data
made available to me to do this, but my feeling is that if we used
the realistic wage—or the real cost—of the labor now being used in:
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uniform, we would find that a lot of military jobs not needed for
‘rotational purposes are now being staffed by military personnel simply
because the relevant price has not been used when making cost-
effectiveness studies. :

Chairman Proxmire. I want to come back to Mr. Wool later on
this, but I want to ask you, if you increase the pay of your inductees
to $325 a month, how much do you have to increase the pay of every-
body else in the armed services in order to provide the differential?
You obviously are going to have to do this for the Navy, the Marine
Corps, and so forth.

. Mr.O1: Right.

Chairman Proxmire. You are also going to have to do it, I presume,
“for your noncoms, for your officers, and so on, right up the line, is
that not true? Is that included in your estimate? -

& Mr. Or Correct. The $4 billion estimate includes that; and I am
~ estimating that the pay of the career force will rise by about 16 to
17 percent.

Chairman Proxmire. You should have a lot of supporters for your
position on the basis of that calculation.

Mr. O1. A minority though—only 3.4 million.

Chairman Proxmire. I would like to have that many votes.

Do you care to comment or not comment on the effect that this
would have on the attitude of our people toward Vietnam? Would it

not be more objective? I recognize that it is not necessarily completely
pernicious for people to say that the draft does have the effect of
hitting people where they live on what the Vietnam situation is doing.
At the same time, it also undoubtedly has a very negative effect in the
most volatile section of our society in many ways, the college campuses,
our young people—that is, because they are forced to go into our
Armed Forces, they take and their parents take and their friends take
a far more negative attitude toward Vietnam than they would if
it. were on a voluntary basis, is that not true?

Mr. O1. T really feel that the connection is not that strong. There is
a lot of complaining about the Vietnam issue on many campuses, but
the threat of being drafted is a small part of the whole.

Chairman Proxmire. I am sure, but is there not also involved in
this, Professor Oi, the feeling on the part of many conscientious peo-
ple that, after all, that stugent deferment they are getting is one
that they feel psychologically guilty about or concerned about, and
they feel it is unjust to a considerable extent, and at the same time it
is the reason that they are not in the Armed Forces, and this is one
reason perhaps why many of them vocally and outspokenly
rationalize their feeling of guilt perhaps in criticism of our position
in Vietnam ? :

Mr. O1. I really feel not qualified to answer that question.

Chairman Proxmire. I do not know that any of us are qualified.

Mr. O1. Let me take refuge in the simple fact that I am speaking as
an economist and have no strong convictions on these aspects. Per-
haps one of the other two panel members does.

Chairman Proxmire. Professor Schelling? ,

Mr, ScrELLING. T am struck with how variegated student attitudes
are on this. On the one hand, there are those who say nobody should
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be obliged to fight a war he does not believe in: eliminate the draft.
There are also those who say the Government should not be free to
have any war it can hire people to fight: keep a draft and make it a
universal lottery. I believe there are many whose views about the draft
flow, not in a direct way but in an important way, from their feeling
about the war in Vietnam. I doubt whether there are many whose feel-
ings about the war in Vietnam are related to the kind of military
manpower system that we have. : ]

Chairman Proxmizre. I would like to get back to your initial testi-
mony, Dr, Schelling. Are you saying that you favor the draft, but also
favor adequate pay? That it would be fine if we did not have to haye
a draft, but if we have to have it, we also ought to have pay that is
comparable and competitive ? ’

Mr. ScaeLuiNg. When I say we have to have it—— A

. Chairman Proxmire. I mean you ought to have it in terms 0?
equity, in terms of size, affluence of our economy, in terms of any kin
of value judgment that you think is justified.

Mr. Screruing. I do not think we ought to feel obliged to use it.
Nobody can guarantee that we will not need 6 million men in the
services sometime in the next decade, and if we need 6 million men,
T have a hunch that we are going to have a draft no matter who wins
the argument between Mr. Oi and Mr. Wool.

I also think that we ought to lay the legislative base for that kind
of draft, so that we do not have to improvise it rapidly.

Therefore, in principle, there potentially is a draft. If it is not
on the law books, we will get it in a hurry. There is no consti-
tutional provision against it, and there it is. The Government will get
the men it needs.

I also suspect that the market system, even within the range of say
up to 4 million men, may frequently just be not quickly adaptable. I
doubt whether Congress is going to leave it up to the executive branch
to reexamine several times a year just what the market requires, and
to raise pay as flexibly as a business firm might.

So we are bound to have a system that is at least somewhat rigid.
And there may be months, quarters, even years, when we do not use
the draft we have. I anticipate that we shall have a draft on the books,
that it may have to be used, and that it probably will be used.

Then I would turn around and say it would be a splendid idea,
irrespective of these supply questions, to pay the men the Federal
minimum wage. It is not easy to calculate—you have to calculate the
tax advantage, how to handle subsistence, and so forth—but there
is an opportunity here to make an experiment. That is, if for reasons
other than getting more soldiers we think it makes sense to raise mili-
ica,rg pay, we have an opportunity to do it, and see what results it

eads to.
~ As a byproduct, we will get some new data for Mr. Wool and Mr.
Oi. And since this problem 1s going to be with us for 10 or 15 years,
we can watch and see what happens in the next 2 or 3 years. If there
should be a significant change in military pay, we may be able to draw
some conclusions about how much further to go in the interest of in-
ducing a greater supply to come forward.

Chairman Proxmire. Of inducing what ?
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Mr. ScurLLING. Inducing more enlistees to come forward. If we find
that having raised pay for independent reasons we did not get many
more enlistees, then we know something.

If we find we get a lot more, then we can raise it a little more on
grounds that, in addition to the advantage of paying these people a

ecent minimum wage, we find we can get away from a lot of the
nuisance of the draft and improve efficiency.

Chairman Proxmire, My time is up. I am going to have to go for
a rollcall. T will ask Congressman Curtis to take the Chair. I hope
I will have a chance to come back and ask a few more questions.

Representatives Curris (presiding). Mr. Rumsfeld ?

Representative Rumsrero. Mr. Schelling, what you have said early
in your prepared statement is essentially a comment on the response
you just gave to Senator Proxmire. I want to say that I find myself
very much in agreement with your—what seems to me—very reason-
able approach to this. ‘

You suggest in your response, however, that there is somewhat of
a difference between you and Dr. Oi. I would like to give Dr. Oi an
opportunity to comment on exactly what his position is, because your
position, as I see it very simply, is that we are going to have to have
in this country for the foreseeable future a compulsory system to re-
cruit military manpower. It has to be available; that we should use
it as little as possible, and that at that point where we for national
security reasons need a certain level and we cannot recruit it through
voluntary means, we should then trigger it in, and that it should be the
best possible system, and that parenthetically we should also pay the
people who serve in the military a wage that does not amount to a tax
on them while they serve, but rather should be something that is close
to the Federal minimum wage.

Finally, you stated that during this period of time, having raised
the salaries to a reasonable level, having resolved to try to maximize
volunteers, we could during the next, year or two gain experience and
fill some of these very serious information gaps, information gaps, I
might say, which even Mr. Wool refers to in his statement.

He says we do not know.

Well, if he does not, who does ?

I think this is very important. .

Dr. Oi, could you comment on whether or not you agree or disagree
with that general approach ? '

Mr. Or. I agree with the approach. I would like to see the day in
which we announce that we will place maximum reliance on a volun-
tary force. I would then like to keep a draft on the books as a backup
in case of an all-out emergency in which force strengths would have to
be built quickly up to 4 million.
 In the meantime, if we are talking about foreseeable force strengths
of from 2.7 to 8.1 or 3.3 million, T believe that so long as our military
requig‘ements lie within that range, we can achieve the goal on a volun-
tary basis. . . : .

Now, in the interim, whether I am right or whether Mr. Wool’s high
estimates of the costs are right we can determine by making the ap-
propriate adjustments in the pay scale; and I agree completely with
Mr. Schelling on this. For the present, I would like to see the pay
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raises enacted, data collected and analyzed, and the draft extended for
the 2-year interim.

Representative Rumsrerp. Fine. Now Mr. Wool, following this line
of questioning, we have had in your statement indication that you
fully agree that we are going to have a compulsory system, and in your
statement you specifically say it should be used as little as possible,
that we should maximize volunteers.

Do you agree with the first part that both the other gentlemen
stated ? With respect to the pay, you have commented that that is for
the Congress and for the administration to work out and we have set
that aside and recognized that to the extent anyone believes that pay
should be increased, that the blame must be shared by the Congress and
the administration for the fact that it is not being done.

On the third point you again fully agree, as you did on the first,
that we need more information, that we should try to fill the informa-
tion gaps; correct?

Mr. Woor. Correct, sir.

Representative Rumsrerp. In your statement you make your fourth
point which says:

Fourth, and perhaps most important—

These are your summaries of Mr. Morris’ testimony—
that there would be very limited flexibility under an all voluntary system to in-
crease military strengths even moderately within a short period, should the
need arise.

Now I must say you have said this much better than the President
did in his message to the Congress, where he said he would not want
to gamble with the Nation’s security, but it is the same point.

You and the President are suggesting that having a volunteer sys-
tem is inflexible, might not meet our national security needs, and to
use the President’s words, is “gambling with the Nation’s security.”

I don’t believe that is the case, if you have, as Mr. Schelling sug-
gested, as Dr. Oi suggested, as anyone I know who has suggested
moving toward a voluntary system has suggested, retained a compul-
sory conscription mechanism to be available, to be triggered in to the
extent it is needed, but not as a crutch and not as a need, solely because
we are paying salaries that are considerably lower than necessary.
Now do you see any flexibility in the problem or do you stand on this
statement in your testimony ?

Mr. Woor. I think that we in part have a semantics problem. The
President’s message and the statements of the Department of Defense
are in the context of legislation requesting extension of the authority
tc})) induct men into service. In other words, now if you are talking
about——

Representative Runmsrerp. You mean to not pass the act would be
gambling. :

Mr. Woor. Certainly.

Representative Rumsrerp. To not provide any mechanism.

Mr. Woor. The authority for induction, which is the context in
which these statements were made.

Representative Rumsrern. Ah, thank you.

Mr. Woor. In other words, not to have the authority to draft men
when and if you needed it would be gambling with the Nation’s se-
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curity, because we do know, and I think we have every reason to be-
lieve, that just from the sheer arithmetic of the thing, assume we
needed a relatively moderate increase in strengths in the Armed
Forces of perhaps 10 percent in a given year’s time. Assume we were
In a situation which would happen, of a depleted Reserve force, be-
cause you wouldn’t be getting the volunteers into it, and you wouldn’t
be getting the turnover of active-duty military personnel who had
a Reserve obligation in a voluntary situation.

This in fact is what we have in countries like the United Kingdom,
Canada, and Australia. Not Australia now, but they had it a few
years ago. You would have to rely upon the only method available,
the market mechanism for increasing your strengths.

A 10-percent increase in strength, given the turnover situation,
means something like a 50-percent increase in recruitment. Using the
curves developed by Dr. Oi and his colleagues, to get that kind of in-
crease in a short period of time, given the lags involved in any deci-
sionmaking process, not only in the Congress or the Department of
Defense, but in terms of changing people’s attitudes toward service,
and you can’t push a pay button and get people to jump up and change
their minds about what they are going to do about their lives, it just
doesn’t happen that way, I think that that would create that kind of
inflexibility.

Now our record shows that when we didn’t need draft calls we
didn’t have them. We didn’t have them in 1949 to 1950. There were
2 months in 1960 when there were zero calls. There were other months
when there were 3,000 calls, because at that time—and, incidentally,
in a period of economic recession—the Army was able to get a rela-
tively large number of volunteers in relation to a 214-million-overall-
strength level.

Now it is quite possible that, perish the thought, if we have a rela-
tively high level of unemployment or, conversely, if we are successful
in many of these management initiatives which are being pressed—it
is completely possible that there may be periods in the future, that
with the authority to induct, we might not need to draft people and
we would be delighted. -

Representative Ruasrerp. Let me see if I can summarize that in
a sentence. Then you agree that the proposal that Dr. Schelling and
Dr. Oi are putting forward is flexible and is not gambling with the
Nation’s security, as long as that compulsory system is available. It
is sufficiently flexible to be triggered in, and there is no allegation that
their proposals are inflexible. This argument disappears.

Mr. Woor. I think that, first of all, T am not talking about pay
policy.

Representative Rumsrerp. Noj; I am talking about how you answer
my question.

Mr. Woor. Secondly, as far as the extension of the induction author-
ity and using it as little as is needed, if this is the essence of their rec-
ommendations, and of a continuing positive effort to maximize volun-
teering, if this is the thrust of the argument, I don’t think there is
any issue. o

Representative Runtsrerp. Then the argument about flexibility goes
out the window. ' ‘ ’ S
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Mr. WooL. Because you have the draft authority and you have a
draft system, so we have that flexibility and we want to continue it.

Representative Rumsrerp. Right. Now you talked about the prob-
lem of semantics, and I guess maybe that is a problem, because you say
when we didn’t have draft calls, and you used the word “need.” The
trouble that comes to my mind, did you need them then as badly as
you thought, or if by adjusting pay and other things, that need might
have been moved farther in the distance.

In other words, at a certain manpower level, you decided, the De-
partment, the administration, you are their spokesman here today
and a very able one, but somebody decided that the need was there,
and admittedly it was, given that pay policy.

Now don’t you agree that revising those pay policies will change
the point where need can in fact be demonstrated ?

r. Woor. I think our own estimates show that a substantial in-
crease in pay should produce some increase in volunteering.

Representative Rumsrerp. Right.

Representative Curris. And retention. You keep talking about vol-
unteering in your papers but you never say anything about retention
or staying with it and making a career of it. This is where your sav-
ings and your quality go up. Pardon me, I couldn’t restrain.

Representative Rumsrerp. I would like some comment from Mr.
‘Wool or Dr. Schelling or Dr. Oi on the estimates and the study figures
that were cited by Mr. Wool with respect to the impact that pay
policies can or cannot have.

Isn’t it true that your studies were based on all below a level that
had any relationship at all with what the Federal minimum wage
or what the private sector is paying?

I don’t see how you could get a good study, if you are dealing sub-
stantially below a competitive level. Do you follow me?

Mr. Woor. I think we should clarify the pay question to this ex-
tent. That so often what is cited as pay for the enlisted man is the
basic pay or even the total compensation of the private when he first
enters service in his first few months of service.

Now this pay is for the private at pay grade E-1. Now the typical
time for advancing from that grade to the next one is 815 months.

Representative Rumsrrrp. I am not talking about that. I am talk-
ing about your studies.

Mr. Woor. Yes. Now actually, the facts of life are that if the true
compensation of military service was so terribly low we would not be
getting even the numbers that we estimate would be available as true
volunteers. We say that about 60 percent of the volunteers among en-
listees whom we were getting in during the previous few years came
in without draft motivation, based upon our surveys, and that is a
substantial number of young men in this country. Thus it may be that
the alternatives available to them were much worse than these com-
parisons suggest, in other words, that they could not really earn as
much money in civilian life.

There is a tremendous range of earning potential in civilian life,
and that many of the young men who in fact volunteer, either because
of economic reasons or other reasons, found that the economic oppor-
tunities in military service, even under existing pay scales, were better
for them.
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Representative Rumsrerp. Let me stop you there. My time is up,
but I would like to pursue this. Say for 1 year’s service the actual pay
in 1963 was $1,830 on this chart, and Dr. Oi is proposing $3,130 for
the first year. The studies you recited in your testimony I assume were
based on asking questions and trying to determine what an increase
from that $1,830 would do with respect to retention or attraction of
people to the military ; is that correct ¢
- Mr. Woor. It was based upon the observed behavior of how many
men actually enlisted, given a fixed uniform military pay scale, and
differences in civilian earning opportunities for them. From that rela-
tionship, based upon their behavior, we developed certain estimates.
Inﬁ)ther words, it wasn’t based simply upon asking them in an opinion
poll. v
‘We found this is often of limited value in this context. We did have
observed behavior to go on, but very limited observations. ‘

Representative Rumsrrrp. But at any time, did your studies ap-
proximate the $3,130 figure for the first year that Dr. O1i is suggesting,
so you could evaluate what impact that would have?

Mr. Woor. No. We had to—

Representative Rumsrerp. They were all substantially below that.
Mr. Woor. We were looking at the actual behavior under existin,
military pay scales and under existing civilian earnings as they difg-
fered throughout the country.

Representative Rumsrerp. Right. This is where I want to arrive.
It sounds to me like what we were saying then. We were saying in
your policy or in your survey, your study, you were saying to people
“Okay, the competitive rate roughly is $3,130. Now we would like to
have you work for $1,830 and we want to see how many will do it for
that figure that we are presently paying, but let’s see what maybe
$2,000 would do,” all of which is way below the figure of $3,130.

I don’t see how you could get very accurate figures or studies, if you
are asking a person whether he wants one worm, or two worms, or
three worms in his apple. Or asking him if he wants 50, 55, or 60 per-
cent of what he could earn elsewhere.

Mr. Woor. I think the true value, the economic value of the mili-
tary service for the young men, in this country, is not truly measured
by these cash comparisons.

Representative Rumsrerp. I am trying to understand your studies.
You are citing them in your pay program.

Mr. Woor. Yes. In our studies we simply said this. In fact, given
current military pay levels and current civilian earnings levels, what
happened. What proportion of our men did volunteer, and of these,
how many volunteered purely on a voluntary basis without draft
motivation?

We found that a certain percentage did it at the prevailing military
pay level, and we had to extrapolate from the changing relationship as
we found it among parts of the country, with their different civilian
earnings levels, what might happen if in fact we moved up on this
curve to a higher level of military pay. It was a forecast.

Representative Rumsrerp. Nowhere near $3,130.

Mr. Woor. Yes. It went up to the possibility as you can see for the
average of 4 years of service, for example, of $8,700 as an average
in the first 4 years of service, under the high probability range.
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Now this was a judgment. It was a judgment made by Dr. Oi and
his colleagues as to the pattern of the supply curve. It was one of the
biggest we had to make. And Dr. Oi found it convenient not to show
these standard errors. But we felt it essential that we show both the
range below our best estimate and the range above it, because there is a
great deal of uncertainty as to these responsiveness factors.

Representative Rumsrurp. I will stop there. I do think we owe Dr.
Oi and Dr. Schelling a chance to comment on that, because T think this
is an important question.

Representative Curtts. Proceed.

Representative Rumsrrrp. Yes, could you two comment, on it? Dr.
Schelling, would you comment, or Dr. Oi.

Mr. Or, First of all, you state your high estimate as $8,700?

Mr. Woor. For the first 4 years.

Mr. Or. Because your paper lists the average first term pay as $3,415
and we would need a 200-percent increase on that for the high es-
timate. To reach your high figure I would have to add $7,830 to the
$3,415. T am having some trouble trying to reconcile the two figures.
The reasons I did not use the high estimate are: first, it led to very im-
plausible results; second—and this is a technical point implicit in the
very method by which we are estimating—within the regression equa-
tion our independent variable contains some observational errors giv-
ing it a bias toward zero. Consequently, if anything, we should take
either the point estimate or the point estimate plus one standard devia-
tion—certainly not less.

Therefore, I believe that the high estimate is just implausible.

Representative Rumsrerp. Thank you, Dr. O1.

Now, just to conclude this, Dr. Schelling, the question that Dr. O1
has responded to and the question I am interested in is would you
comment on the assumptions that Mr. Wool’s study and the citations
are premised on. As I understand it, they are based on a 4-year pay,
is that correct?

Mr. Or. Three and a half.

Mr. Woor. The base figures used were the average pay on the first .
tour of duty. From these, we developed other relationships for career
people, too. '

Representative Rumsrerp. It seems to me that the critical years are
the first two or the first one.

Mr. Woor. The first term of enlistment is up to 4 years. The stand-
ard tour of enlistment in the Navy, Air Force, and Marine Corps is
approximately 4 years, so we looked at that total.

Representative Rumsrrrp. Dr. Schelling ?

Mr. Scarrrine. If we had time, I should like to hear Mr. Wool re-
peat some of his very cautious remarks about the scarcity of pertinent
data and the need to make very crude estimates based on what data we
have. Those expressions of cautious uncertainty were more worthwhile
than arguments over figures that, it has now been established, are
barely worth arguing over. '

On this question of the range of error, while T think it is always
worthwhile to provide us a range of error, Mr. Wool’s range is based
on the standard error of a regression coeflicient calculated from a very
small number of observations of barely pertinent data, and I am not
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sure that the accuracy of the limits of the range are worth quite all that
attention.

I do have the impression as I look at his data that he may have
underestimated some of the savings, due to reduced training cost,
lower required accession rates, and so forth, and that in interpreting
what it is that attracts a young man, he used the total pay plus services
in kind, whereas it may be that services in kind needn’t be increased
at all and we can apply his percentage figures to a smaller base;
namely, the cash figure, rather than the larger total.

This would cause me to put his best estimate at a figure perhaps
half the size it is. On the other hand, I think we should recognize
that aside from the fact that the data are in many cases very cir-
-cumstantial and indirectly relevant only, that it isn’t just pay and
unemployment that matters.

The job changes. If you make an estimate of what it would take
to get half a million men in the Army when it means going to Europe
for 2 years, that may be different from getting half a million men
in the Army when it means going to South Vietnam and being shot
at for a couple of years. Therefore, even if Mr. Oi or Mr. Wool were
exactly right about what the data show you could have done in 1962
or in 1964, this is 1967. We are talking about the next half dozen
years and the character of Army, Navy, and Air Force life is going
to be very different.

In addition to that, when we superimpose changes in the character
of society through poverty programs, and so forth, we may also
be affecting, in the half dozen years to come, the incentive to stay
out of the Army, the incentive to go in the Army, the alternative
opportunities available, so we are in a range of uncertainty that I
think is even wider than Mr. Wool himself has asked us to accept.

We just don’t know, and I don’t know any way to find out, but if
we were convinced that, for other reasons, a significant pay increase
made sense, then we could get at least one experimental observation—

-again limited to the time it occurred—Dbut at least one more important
observation from which to make judgments.

Representative Rumsrerp. Thank you very much.

Representative Curtis. I am very pleased to see the unanimity on
the general proposition that Mr. Rumsfeld was able to develop.

Let me revert then to the resolution that I have been proposing in
‘the Congress since 1963 that the Pentagon successfully subverted.
This resolution would merely create a joint committee of members
of the Armed Services Committee and Labor and Education to study
this area. That is all.

I felt that it needed study, and that it couldn’t be done by the
Armed Services Committee alone. It had to tie in with those who were
familiar with the manpower situation in the civilian sector; namely,
those on Labor and Education Committees. I said at the time that 1
felt that we had to keep the draft or the compulsion on the shelf, even
if something did come out that was feasible, and I still feel this way.

I have already said that the time is too late to do a study. The
Pentagon has been successful in sabotaging an honest study in pub-
lic, in order to get something done by June 80. It is impossible. This
1s why T have a little bit of impatience with such testimony. Yet T am
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glad to have Dr. Wool here, and these remarks are by no means di-
rected to him, but to the situation. AR
‘When we started to get some momentum toward creating this joint
committee, the President appointed an executive commission, which
the Pentagon then controlled, and that commission was supposed to re-
port, I think it was in 1965. But there was a delay and there never
was a report made. All we got was a report on a report. :
" Even before that was completely out of the picture, another com-
mission was appointed. Again we don’t have any working papers from
that commission. It is not just the Congress, it is any group of citi-
zens in this country that would like to follow this who are now unable
to do so.

At that point, I made the probably unfortunate remark that I
would rather see a lottery system than what we have. People thought
T meant that I wanted a lottery system. I don’t. I think we have got
it within us to have a rational system. But I said I would rather have
one that is just completely by chance than the one that we have got,
which is so irrational. I still feel quite strongly this way.

Now all of this ties in with some other studies. One of the things
that T developed in this area—again it is in economics—was the Mec-
Cormack amendment, which has to do with the basic procurement
system of the Military Establishment. Here I could give Mr. McNa-
mara some plusses. But part of this, too, was trying to implement the
second Hoover Commission recommendations in getting the military
out of a lot of civilian-type activities. Get the uniform off of it, be-
cause the kind of functions like roasting and distributing coffee
among other things didn’t require military skills.

It gets back to the problem of what do we need to have performed
in uniform and what out. What do we need to have performed under
a system of martial and military law and what can be performed by
human beings for the military under civilian-type law, or maybe a
stepped up kind of law which might be necessary.

I said in my first remarks by you three gentlemen appearing and
preparing these papers we are at least starting to talk about the
things that I think should have been talked about a long time ago.

Maybe, Mr. Wool, if the Pentagon were not so secretive about all
of this, maybe some people around the society could be giving you
studies and information on these areas where we don’t have complete
information.

T am not going to ask any further questions. Just two other com-
ments. As one who serves on the Ways and Means Committee that
tries to figure out how to raise the money for all these things, I have
felt for some time we never have really calculated the cost of war,
including the shifting in and shifting out. Veterans’ pensions I agree
with you ought to be a part of the cost of war, and they ought to be
a part of the cost that is being imposed on us by this system that
creates such a turnover that, as Dr. Oi said, only 7 percent reenlist.

The amount of increase in veterans’ pensions, because of this kind
of low reenlistment is extreme. Believe me, we are talking in terms
of billions of dollars.

You mentioned the GI bill of rights, which I happen to feel is
one of the great things that has come out of all of this. But that is a
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poor way of getting young people educated, I would say. It is fine
that they do get the education, but again with the turnover in your
system, this is part of the cost. ‘

Now the final point I wanted to discuss has been mentioned but I
wish to repeat it because what I have been talking about has been
so often misconstrued. Many say oh, you want a large standing Mili-
tary Establishment and I say no, because I recognize the dangers in
our society along those lines. oo '

I think our wars essentially are going to have to be fought by the
citizen soldier, just as I was in World War IT and many of us were.
It means though a small professional group with a real Ready
Reserve. Again, the Ready Reserves are paid, but attention must be
given to matching those skills with the skills of military needs and
keeping them up to date. Compare this with the system we have got
right now. :

Here we have heated up into a war, and the Ready Reserves haven’t
even been used. In fact, there are many people in the Armed Services
Committee, and here is where I do agree with some of their comments,
who say you can’t use them because they aren’t ready, that they
haven’t even been trained, and there has been no attempt or very little
attempt to relate the skills that are in the Reserve components with
the skills that the Military Establishment would need in he event
of a heat up such as we have now.

One of the Reserve units that I happened to look into and know
about is located at Lambert Airfield, or St. Louis Municipal Airport,
which consists of employees who operate the airport. If you ever
called that unit up, we would have to shut the airfield down, which
would be needed for military as well as civilian travel. »

The only significance is that the Manpower Commission, which is
supposed to concern itself with occupational deferments, isn’t on top of
this at all, and there is apparently no coordination between the. skills
needed in the civilian society in the event of a heat up, and the skills
that might be taken out through the Ready Reserve system if it were
used. : ‘ G

Now all of these subjects that we have just been discussing upon
bere briefly are the kind of things that a congressional committee
would probably take a year or so to really get into the full depth of
the problem. So here we are with the rain falling on the roof, and
we have done nothing in the 16 years I have been in the Congress
to try to take 4 rational approach on it.

I hope that we can start doing it, because as near as I can figure,
I think our studies would reveal, in spite of your fine statements, Mr.
Wool, that we can have a volunteer system that would eliminate the
inequities, the inefficiencies, and we would end up with a much less
cost in our society if we could to it.

Thank you. : . .

Chairman Proxmire. I would just like to ask a very few questions.
I think you can give short answers. As I was questioning last time,
Mr. Schelling, you were saying something about how, disregarding
equity, that there was a good argument for higher pz%y for enlistees
and _for those coming into the service at this time. I am sure you
wouldn’t disregard equity.
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Mr. ScEeniing. I meant to say the opposite—that on equity
%rounds there is good reason for raising pay whether or not it would
drir%g in enough extra soldiers to reduce greatly our reliance on the

raft.

Chairman Proxmire. You said one reason why we need student
deferments, one reason why it is helpful to get people after they have
had the chance to be in college, is because we need officers. I would
like to ask you this.

I am prejudiced because I got promoted to second lieutenant after
314 years as an enlisted man in World War II, including more than
2 'years as a master sergeant. Why can’t our officers come from the
ranks? It is my feeling, prejudiced as I say, that the best officers do
come from the ranks. The fellow who had some years of experience,
even though he had less education as an enlisted man, was likely to
make a better officer than one who hadn’t had any.

Of course, I think there is this feeling in general around the coun-
try. Those who read the comic strip Beetle Bailey are familiar with
Lieutenant Fuzz. He is the second lieutenant who looks as if he just
climbed out of the crib. I think there is a feeling on the part of men
in the armed services that they have more confidence in those who
have gone through the ranks and have had a chance to serve as en-
listed men. So what is wrong with that as a source of our officers?
Wouldn’t it be better for morale too?

Mr. SceeLring. It is hard to disagree with the notion of promoting
men from the ranks. One might go further and say that if what the
men whom you would promote from the ranks lack is a college educa-
tion, give them a couple of years of the right kind of education to
make up for what is either a professional or perhaps even a social
deficiency.

I was going on the assumption that the services do need officers who
have appreciable schooling beyond high school. They tend to get it
as a result of the college education of a Jot of people. If this is what
they need, if that is the pertinent kind of education, then I was only
indicating that there may need to be some way of inducing people to
become officers, when you don’t have as powerful a draft to scare them
off into the ROTC.

One of the interesting things about a lottery

Chairman Proxmire. Let me interrupt to say wouldn’t one of the
fallout benefits of the Oi proposals be that you substantially increase
the pay of enlisted men and then increase the pay of everybody in
the armed services, wouldn’t that have the effect to some extent of
persuading more people with college educations to come in, if they
were qualified to be officers?

Mr. Scurrning. Yes; but if the Defense Department then says
that they can’t be assured that they will get anything like the officers
they need, I would say then we need some further kind of programs.

One of the things we don’t know, you see, if we switch to a lottery,
is what odds or chances are required to induce a man to sign up in an
officer program rather than run the lottery. At the present time a
young man can estimate whether or not he is likely to be drafted.
With a lottery, we don’t yet know whether a 10-percent chance or a
40-percent chance or a 70-percent chance of being drafted is what
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it takes to get a young man to sign up in an officer program rather
than run the lottery risk. o :

On the other hand, if people are selected to serve, they can surely
be put through officer programs which entail, let us say, a college
education and several years of obligatory service thereafter.

Chairman Proxmre. I would go much further than you went just
now on the basis of no less authority than Burke Marshall, who was
assigned to study this and had a big commission of very competent
people working with him who said that anybody with enough brains,
and I don’t think it takes very much, and enough money, can beat
the draft today.

I think that is a terribly serious indictment. It is strictly a class
operation. What he means of course, anybody who can get into col-
lege, can get into graduate school and then go into teaching or go
into some other occupation where there is a aeferment, or get mar-
ried and have a child along the way, can beat the draft. I think that
this is perhaps the worst aspect of it.

I would like to ask Mr. Wool what the Defense Department’s posi-
tion is on this. :

Mr. Woor. Are you referring to your last question, sir?

Chairman Proxmire. Yes; Burke Marshall’s statement.

Mr. Woor. I should emphasize that the statistics which served as
a basis for Burke Marshall’s statement were derived from our study.
They were published in various ways, and they did highlight particu-
larly the fact, which you mentioned, that among those college gradu-
ates who went on to graduate school, the percentage of men who ever
saw service was very small.

TFor the entire age group 27 to 84 years, whom we surveyed, only
27 percent of these men saw military service as compared to 74 per-
cent of the typical high school graduate who didn’t go to college at
all. We found, incidentally, that the men who had just got a bache-
lor’s degree and typically graduated at 21 or 22 had a relatively high
rate of service as compared to the men who went on to graduate
school. It was not much lower than the high school graduate. But
even that showed a trend in the years immediately preceding Viet-
nam where that too was dropping off.

At that time we had a married man deferment in effect. So that
the answer, in my personal judgment, is that the system which we
have had in effect did tend to operate at the upper levels as being class
discriminatory, though it was never designed that way. It happened
because of these deferments. '

At the lower levels it was too, because of the fact that we were reject-
ing men with limited education in a range which was adequate for
many of the more basic skills in service, although not the more tech-
nical ones. , ‘ '

We also had a very low percentage of service among the under-
privileged in the country. This was a very peculiar form of class dis-
crimination. A ’ C "

Chairm ProxMire. Yes, but don’t you find—that was an interesting
study in Wisconsin. All of our 80 draft boards, were studied on the
basis of whether they were located in a high-income, low-income, mid-
dle-income area. The study found in the minority group area, in Mil-
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waukee, of course, as in many big cities, there is a heavy concentration
of Negroes, that whereas those who were physically fit and mentally
qualified had a very high rate of induction, that there wasn’t a high
rate of enlistments. o

The Negroes were taken into the armed services in Milwaulkee, if
this is typical at all, because they were drafted. The prospects of their
being drafted not only because of their lack of undergraduate defer-
ments, but also because of the inaccessability for them to have Reserve
or National Guard status—discrimination was very conspicuous.

Mr. Woor: I think the Marshall Commission study, again based
upon the data which we provided it, highlighted some of these prob-
lems. Now in effect if you look at the Negro population as a whole,
the facts are that the percentage of men who served was lower than
the percentage of whites because their rejection rates for educational
reasons were so much higher. '

If you look at those who are qualified for service, you find that the
percentage who were drafted among those qualified was significantly
higher than among white men, and I think you have hit at the reasons.

Tirst of all, our enlistment and our officer programs have tended to
be more selective in various ways. Many of the enlistment programs in
the past had higher standards than the basic draft standard. There
was a significant group, particularly of Negro youths and others who
fell in between. They didn’t qualify certainly for the more selective
enlistment programs, where they had a choice of skill and training,
and they therefore fell in the limbo of having ony the draft asa viable
alternative.

Second, the percentage of Negroes who qualify for officer programs,
because so few graduate from college, was much smaller than for
white men. And finally, the percentage who enter the Reserves, which
were also in a position to be selective, was much lower than for whites.

Now in the latter area particularly, a number of measures have been
initiated as described by the President in his recent message to correct
that situation.

Chairman Proxmire. Has the President recommended measures to
do as Secretary Wirtz has suggested to take mental and physical re-
jectees by the seruff of their necks, to have that correction made, that
needed medical correction, or those who just barely miss the mental
qualifications because they haven’t had enough schooling, and give
them training of a few months? '

Mr. Woor. What we have done is to significantly lower the mental
qualification standards. : :

" Chairman Proxmire. T understand that.

‘Mr. Woor. These men, about half of them whose standards have
been lowered have in fact volunteered for service. The other half who
have entered have been drafted. The half who have been drafted in this
range have in fact, been taken by the scruff of their neck. o

‘Now they have beén taken in because there was a realistic potential
for using these men, under our existing training system, which does
lock at the individual and his progress rather than treating him in a
completely assembly line fashion, which has from our experience per-
thitted him to qualify asa fully proficient soldier. L
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We have not initiated any special literacy-type training effort, be-
cause at.the levels we have established, these men in fact are, with very
little exception, basically literate. They have enough to pass basic mili-
tary training and as we move on to qualify for many of the more basic
military occupations. We have not gone below that level. '

Chairman Proxmire. In giving the Department’s position on:the
opposition to, as you put it, a completely voluntary system, you talked
about the risks involved. Why is there any risk involved, especially if
you follow the prescription which I doubt that Mr. Oi would contest
against, leaving the draft law on the books and giving it a chance the
way Mr. Schelling proposes, having a very big increase in pay, to $325
or more, and seeing 1f this works. - , ' L

If it works, you have lost nothing because you have all the advan-
tages we have discussed of-a voluntary army. If it doesn’t work, cer-
tainly you have better morale, better equity—you have all these other
advantages. . o

Mr. Woor. From a technical standpoint, if to paraphrase, you are
saying retain all the existing authorities to induct people, if and when
needed that we now have, and in addition, if the Congress chooses to
enact a law which raises military pay, we will have an opportunity to
observe what effects this has, from a technical standpoint there is no
risk other than the costs involved in a permanent mortgage to a higher
pay level and all its other concomitants. This is something which is
clearly a policy and fiscal decision.

Since you are not taking away any authorities but adding an in-
centive, there isn’t any risk. If you are taking away some authorities,
there is a risk, and it 1s a matter of defining terms here.

Chairman Proxyire. Wouldn’t you agree that this 9-percent figure
that you said for whom pay is the reason that they didn’t come into
the armed services? This 9-percent figure depends very greatly on
what kind of service potential enlistees might anticipate?

Obviously, at a time when we have heavy casualties in Vietnam or
when the prospect of overseas service is great, a hardship service, the

ay would be less important than it would be under peacetime con-
itions.

Mr. Woor. I agree completely. Of course, that figure reflected the
feeling of young men as to what is important in choosing a career
in peacetime. ' A

hairman Proxmire. Isn’t it true in asking about service to our
country, you wouldn’t expect people to say that pay is first. You
wouldn’t expect an answer like that. Most people would say, according
to our values, well, I serve because it offers a challenge and it offers
an opportunity to serve my country, and so forth. The pay may be
very important to them, but they don’t think it is quite right to say
S0, especially to a stranger who comes up and asks them questions on it.

Mr. WooL. I feel that all these survey results on attitudes and what
you would do ‘if something happened have to be taken with a grain
of salt. I think that all the things you have said are true.

I think that is very true, as Dr. Schelling 'said a moment ago, that
the image of service life, the conditions of the services as they exist
at given times, and all the practical alternatives which men have avail-
able or may have available in the future are all part of this very com-
plicated picture. -~ " - - T
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I think that when we are talking about pay in relation to job choices,
young men think in terms of certain levels of jobs. The college man,
for example, is choosing among professional jobs. The high school
boy is choosing among those jobs which might be available to him.

A tremendous quantum jump in military income would, over a
period of time, certainly contribute to a change in that image, I mean
to some extent, and that is the mechanism through which this curve
we talk about would work.

Chairman Proxmire. I just have one final question. As I recall,
the President in his message on the draft said something about the
thousands of civilians moved into military jobs; is that correct?

Mr. Woor. 114,000 in last year and the current year.

Chairman Proxyire. What kind of study has been done by the
Defense Department to determine what other military jobs now could
be taken over by civilian personnel?

Mr. Woor. Well, this program, incidentally, was again part of the
initiatives which started from our draft study, and again this whole
matter has been under intensive study within the Department of
Detfense continuously in the past 2 years.

Chairman Proxmire. Are there fiscal limits on it ?

Mr. Woor. No.

(thairman Proxyire. In other words, do they say it is too expensive
to hire

Mr. WooL. No; on the contrary, it was not affected by fiscal con-
siderations. The practical situation is that although the short-term
immediate costs of the civilian are higher, the long-term costs of the
civilian may well be lower because of the fact that the military man
does have a training and turnover cost above his direct compensation.
This was done as a policy matter primarily rather than in terms of
economy, though I think it has longrun economies associated with it.

Chairman Proxmire. In your Quartermaster, in your Finance De-
partment, all that kind of thing, the Pay Department, so many of
those jobs can be done strictly by civilians, can’t they? Are they still
being done by military personnel ?

Mr. Woor. One has to keep in mind that there are many quarter-
master troops and even pay troops in Vietnam and all over the world,
and on ships at sea. In other words, it is not the occupation involved
but where that occupation is performed. v

Chairman Proxmire. Oh, you have civilians in Vietnam, too, as well
as all over the world.

Mr. Woor. Yes, but as part of combat organizations, no. We have
some civilians there, but the typical requirement is that if you have
units which are part of operating forces, whether ships at sea, or
combat divisions, or similar organizations which are deployable in
combat areas, that these must be subject to military discipline; that
these types of jobs have been, and in my judgment, always have to be
military. That is the very nature of the military job.

Representative Curris. Would the gentleman yield on that?

Chairman Proxmire. Yes, indeed. :

Representative Curris. There are company technicians right up in
the aviation branch in naval air, at least where I was. We had com-
pany technicians right up in the front. This is some of the malarky
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you get on this thing when to try to zero in on it. Seriously, I don’t
mean from you, but I mean for anyone who has been on the frontlines.

For example, in the Battle of the Bulge, all these so-called backup
troops were ordered to get out of the way. They are not asked to §0
in and do any fighting. But when you come to discussions like this, the
military say, oh well, they have to be in uniform for this or that
Teason. - : :

Well, when you zero in on many of them, you find just what I have
observed. That they don’t at all and aren’t used that way, are never
intended to be used that way. This is the reason for some of your
studies being done in the open, so that people can look at your work-
ing papers and your assumptions, and comment. That will make your
papers a lot better. : ‘

Believe me, this business of squirreling them away and not letting
anyone look at them, so we will never know what your assumptions
are makes it very difficult to work in this kind of:y atmosphere and
to come up with a good program.

I am sorry, Mr. Chairman. ’ ' ‘

Chairman Proxmire. As I said, I am through and I am about to
yield to Congressman Rumsfeld and then I am going to have to leave.
Before I do that, I want to ask unanimous consent for a tremendously
competent monograph, quite a long one by Professor Weidenbaum,
which we heard from yesterday, be put in the record.

I would also like to ask Professor Schelling to supply the answer
to this question for the record. I understand you chaired a seminar
of a group of scholars from Harvard and a group of other universities
in Washington, D.C., to discuss the Selective Service System and alter-
natives to it. I further understand that your group has made an
evaluation. Will you give us a copy of this evaluation, the fruits of
your efforts?

Mr. ScerLLIiNG. Indeed, with pleasure, when it is finished.

(The ;va,luation referred to was subsequently supplied and appears
-on. p. 357. ' ,

Chairnzan Proxmire. Fine. I would like to say that you gentlemen
‘have done, I think, a wonderful job.

I am going to yield the chair to Congressman Curtis; unfortunately,
T have another engagement right now.

You have not only been most articulate and interesting, you have
also been mighty patient. It is a late hour. I hope you don’t have a
plane to catch.

Representative Curris. Could I join in those sentiments and par-
ticularly to you, Mr. Wool, because I have directed a lot of questions
to you, and seemingly in a critical way. I have been deeply
appreciative.

Chairman Proxmire. I am most impressed by all of these gentlemen.

Representative Curtis. I have no further questions. I will turn it
over to Congressman Rumsfeld. C ‘

Representative Rumsrerp. To clarify a response, Mr. Wool, that
you gave to Senator Proxmire, you said in answer to this question
about risk of the proposals that are being discussed here, you said
there would be no risk other than cost. You didn’t mean that. You
don’t suggest that cost is to be equated with risk. You were just saying
there is no risk but there is the cost factor; is that right?
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"Mr. Woor. Yes, the cost in the sense that if one were to say let us
experiment, quite apart from any pay raises on equity grounds, let us
experiment with what an increased pay level would do above that
level and see what happens; as you gentlemen know far better than I
do, pay is something you can’t experiment with on the downside. You
can on the up side. And you are building in therefore the possibility
of a very high pay level which would then have to be continued, and
of course, the actuarial implications in terms of retirement benefits,
and so forth. So there is a very grave fiscal risk. :

Representative Rumsrerp. In clarifying your answer to Senator
Proxmire, you said if we are taking away the authority there might
be risk, but if it were not taking away any authority for the compul-
sory system, then there is not risk. .

What sort of authority are you thinking about that might be taken
away, and what sort of risks could flow from the taking away of such
authority? I was a little unclear there. Are you suggesting that one
of the results of such a proposal might be that for the administration
to trigger in the draft it might require coming before Congress?

-~ Mr. WooL. At the present time, theére is a legislative proposal which
has certain very specific provisions. One of them is the extension of
Bhe"authority to induct men into service, which expires this coming

e, Co e , N

Representative Rumsrerp. Right. E SR

“Mr. Woor. Now if there is no change in that authority and related
legislation, and simply an expression of sense that it would be a good
thing if we could get as many volunteers as possible, all volunteers, or
if there were accompanying pay legislation which increased pay, then
in fact the Department of Defense with appropriate guidance from
the Congress would continue its efforts to maximize its use of volun-
teers. ‘

That is what they have been trying to do anyway. The only other
thing we are talking about as I see it is the possibility of -a major
increase in pay. Maybe I misunderstand what you are talking about.
* Representative Rumsrerp. No.

Mr. Woor. So on a technical basis, the answer has to be something
along the lines of what I haveindicated. ' :

Representative Rumsrerp. Dr. Oi, could you comment on Mr.
Wool’s discussion on the Australian situation? Is that appropriate?

Mr. O1. Yes, it is.

Representative Rumsrerp. Are there different factors?

Mr. Or. I have not examined the Australian situation. I believe he
is correct. Australia has a smaller force than Canada on a per capita
basis. This is due, I believe, to the hyperlabor shortage coupled with a
largely immigrant population—a significant in-migration of Euro-

eans who are not really Australians yet. If we were to reach that sort
of situation of a hyperlabor shortage, I think we would have the same
difficulties of staffing.

Representative Rumsrerp. Dr. Schelling, what studies do you feel
could be usefully undertaken by Congress or the executive branch,
assuming the ones done by the executive branch were made available
to the Congress and the public, dealing with national military man-
power policies? Are there specific gaps in here that from your studies
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you feel need to be filled that you could pretty well pinpoint here?

Mr. ScaeLiine. I mentioned one in my written statement, which is
looking at the whole question of GI and veterans’ benefits, particularly
in the way they relate to what the States do, to see whether in terms
of either equity or efficiency the whole pattern makes sense.

I particularly recommend examining where the line ought to be
drawn between men in uniform and civilian employees. This has to
be done sympathetically ; there is a lot of habit and tradition and way
of life that gets disturbed when you begin to shake up the whole
system. '

One could go further and perhaps distinguish more clearly between
those in uniform who ought to be treated as combat available and
therefore soldiers in the more traditional sense, and those that may
need to be subjected to military discipline but who are not combat
troops and don’t need to be treated in that fashion. :

If we had such a system, we might then have to raise the questio
which kinds of personnel can you use a draft for,

Part of this I think would require making the services slowly and
patiently become much more cost conscious in the real sense. What
are they wasting when they use a drafted man, or an enlistee, to do
the kind of work that they aren’t allowed to hire civilians for? .

Then a couple of other related features. It may well be that at the
low rate of pay of a draftee there is a tendency to underuse machinery
in favor of manpower. There may also be, because of the underpaying
of the draftees, an insufficient appreciation of what they are doing to
these people when they train them and what it is worth to keep them
when they ‘have invested in their training. e

If you can draft a replacement and train him irrespective of cost,
you are not nearly as concerned about finding a pay system that will
somehow induce the man in whom you have made a great investment
to stay around, The dramatic example of this at the officer level is the
Air Force’s problem of keeping pilots with airline wages what they are.
- 'With respect.to. reenlistment, it ought to be recognized that when
the Army has trained a man so he can earn perhaps higher wages out-
side than he used to be able to, it is going to cost more to keep him,
and even though he has enjoyed a lucky windfall, still it is bad eco-
nomies not to keep these people. - :

Just a final point, in view of what Senator Proxmire said about
duty, honor, and service. It seems to me that a man doesn’t have to
have less loyalty to his country to care about how he is paid, particu-
larly in relation to how people are paid when they don’t get drafted.
‘When we turn not to draftees but to reenlistees, it is going to be hard
for a man to explain to his wife why they should plan to raise a
family on substandard wages just because he likes Army life.

Representative RumsreLp. You responded to Senator Proxmire
that you would be happy to supply any evaluations that your group
comes up with to the committee. In that, will you give some clue as
to what you would propose if you were to devise an ideal Selective
Service System and an array of military manpower policies?

Mr. ScaeLLING. I can’t promise that because it depends on whether
we can reach enough unanimity in the group to present a single rec-
ommendation. T hope we can. It will probably be a compromise. But
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we shall try, in addition to sorting out the issues as we see them and
settling such issues as we can, to reach some recommendation. -
~Representative Rumsrerp. Very good. ,
. Mr. Chairman, I have no other questions. .
Representative Curris. Again, I thank all of you for this very
helpful testimony. : S
- This adjourns the hearings. There will be certain days during which
the record will be kept open for any material that any of you would
like to supply that would be helpful to the committee, and that will
be made part of the record.
“With that, the committee stands adjourned. oo
(Whereupon, at 4:55 p.m., the committee adjourned, subject to the
call of the Chair.) : ‘
(The following letter and statement are made part of the record
pursuant to the closing remarks of the chairman:)

NATIONAL ASSOCIATION OF MANUFACTURERS,
Washington, D.C., May 4, 1967.

Hon. WiLLiaM E, PROXMIRE, :

Chairman, Joint Bconomic Committee,

New Senate Office Building, Washington, D.C.
Dear SENATOR ProxMIRE: In accordance with discussions with members of
your staff, I am enclosing a brief NAM statement which we hope you will be :
able to include in the record of your current hearings on the economic effects

of the Vietnam War.
Many thanks.
Sincerely,
GENE HARDY.

STATEMENT BY THE NATIONAL ASSOCTATION OF MANUFACTURERS ON CONTINGENCY
PLANNING FOR THE TERMINATION OR DE-ESCALATION OF THE VIETNAM CONFLICT*

The National Association of Manufacturers appreciates this opportunity of
expressing its views on advance planning for government action at the time
of termination, or substantial de-escalation, of the present military aetion in’
Southeast Asia. We believe that we have some thoughts to contribute that may
be helpful as you contemplate this question.

A few general comments may be in order at the start. First, it is certainly not
too early to think about, and plan for, the opportunities and problems that will
arise when the present war is settled. But it 48 too early to lay out in precise
terms a set of procedural steps to be set in motion at some agreed-upon signal.
We do not know what our military needs will be after the end of the war, since
they will depend on the terms of the settlement and other circumstances. We
cannot know what the cost of subsequent support to the civilian economy of Viet-
nam might be at that time. We cannot know what the state of the American
economy will be—whether it will be suffering from unemployment, inflation or
perhaps both. We do not know how certain international economic problems—
for example, the provision of monetary reserves and the mutual lowering of
fariffs—will be resolved. All these unanswered questions have a bearing on what
ean and should be done when the Vietnam War is de-escalated.

Still speaking in general terms, it is our belief that the problem of adjust-
ment at a lower level of defense expenditures will be a comparatively minor
one. There are several reasons for that conclusion. The level of defense expen-
ditures, in relation to the size of -the economy, has risen much less during the
Vietnam War than in previous similar incidents. During the Korean War, the
increase in defense purchases as a percent of gross national product was from
about 5% just before the war to almost 149, at its peak three years later. Thus
the incremental war effort demanded about 9% of the national output. By con-
“trast, in 1967 the incremental war effort will absorb less than 29, of national
output—the total share going for national defense rising from about 7.5% in
1965 to about 9% in 1967. ‘

*Prepared for the Joint Bconomic Committee, Congress of the United States, May 3, 1967.
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Even with a relatively much larger defense effort at the time of Korea, the
problem of transition to a peacetime basis was not really serious or prolonged.
The-growth of gross national product was interrupted for about a’year, but it
did not fail more than 29 below its previous high. By the third quarter of
1954, gross product was increasing once again and soon exceeded all previous
records. The unemployment rate rose to a peak of 6.19% in September 1954, but
a year later it was down close to the 49 now accepted as a desirable norm.
Prospects are that termination of the relatively smaller Vietnam effort should
involve an even quicker and easier adjustment.

Another fact of consequence is that, even while Vietnam expenditures are still
growing, we have experienced a mild economic slowdown in the first quarter
of 1967. Perhaps some of the post-Vietnam adjustment has already occurred.
In any case, it appears that growing defense expenditures are not a protection
against a slowing down of economic activity. It seems reasonable to conclude
that, by the saric token, declining defense expenditures will not necessarily
presage & recession,

Undoubtedly, there will be transitional economic problems for the American
economy when the present conflict in Asia subsides. These will affect certain
industries, certain occupations and certain localities, rather than the economy
at large. The Federal Government has numerous programs for meeting such
adjustment problems, whatever may be the cause that brings them about. These
include manpower development and training, economic development assistance
to localities, and the Labor Department programs for providing information on
employment opportunities. In addition, we have seen numerous purely private
efforts which have successfully met local problems. There is surely no reason
to suppose that the problems of adjustment to the termination of the Vietnam
War will be so different in nature, or so much larger in scope, that they cannot
be handled by programs already in existence.

While most of the-national and local readjustments may be readily sur-
mounted, it is true, of course, that the reconversion period will present difficul-
ties for individual corporations now largely engaged in production of materials
and supplies for the Armed Services. Since many of these corporations are mem-
bers of our Association, you may want our opinions on this subject.

To such compauies, and to their communities, the wholesale termination of
procurement contracts could be costly and disruptive. The NAM hopes that the
principle of fair, fast and final settlement, which was successfully applied in
the termination of World War II contracts, again will obtain. A specific problem
of current concern is the tendency to deny profit allowances to suppliers for
preparations made, and work already performed under subcontracts. In light of
the increasing emphasis by the Government on firm fixed-price contracts, in which
profit disallowances are most frequently encountered, the impact upon both prime
contractors and subcontractors with work in progress in lower tiers could be
of substantial proportions. It would seem that the higher risks under fixed-
price contracts should require more equitable treatment and, when terminated
at the convenience of the Government, such contracts should provide for allow-
ance of a reasonable portion of the profit which the contractor would have earned
had the contracts gone on to completion.

As far as broadgauge Government economic action is concerned, in our opinion
it would be worse than useless to lay down in advance a program for ‘fine-
tuning” the American economy when the Vietnam War ends. Cur ability to fore-
cast economic developments is limited at best. It becomes impossible when we
are required to forecast the economic consequences of an event which will occur
at an unknown time and under unknown circumstances. Prospects are that the
transition to peacetime will not be too difficult, and by pre-planned intervention,
we might make it more so rather than less.

We would urge that the thought and study you make in preparation for the
end of fighting in Vietnam should be concentrated in another direction. Fine-
tuning of the economy, although it seems to dominate current discussion, is not
the fundamental purpose of fiscal policy. Fiscal policy is primarily the means
by which concrete decisions are made as to what the Government will do and how
the burden of paying for it will be distributed. The members of Congress are
charged with the responsibility of embodying such decisions in legislation. The
end of the Vietnam War would be an appropriate time for a reappraisal of fiseal
policy from this point of view. Here are some questions you might consider:
Have, or have not, past trends correctly reflected the Nation’s preference as to
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the way in which its resources are to be divided between government and private
purposes? What future steps should be taken to ensure that patterns of Govern-
ment spending and taxation do genuinely reflect the choices of the citizenry?

Some of the discussion of post-Vietnam prospects assumes that the funds re-
leased by reduction of the defense burden can best be applied to an expansion
of Government non-defense programs. Such an approach might have been in
order if Government spending for non-military purposes had been severely cur-
tailed in order to make room for defense needs. Instead, the very reverse is true.
We have witnessed an acceleration in the growth of non-defense spending, at
exactly the same time as Vietnam spending has increased. Between fiscal 1964
and fiscal 1968, as projected in the budget, non-defense cash spending will have
increased by 45%, and defense spending by 41%. In the preceding four-year pe-
riod non-defense spending grew by 369 and defense spending by only 19%.
Astonishingly, the expansion of the civilian expenditures of Government has been
accelerated, rather than retarded, during the Vietnam War. And the increased
cost of Government is due more to growth of non-defense programs than to war
needs. ‘

This pattern of spending growth does not, we believe, faithfully represent the
choice of the American people as to how much of their income should be spent
for them by Government. It has resulted largely from the fact that the existing
taxation system provides a large annual increase in the revenues available to
the Federal Government. The annual increment to Federal revenues from normal
economic growth is variously estimated to amount to somewhere between $7
billion and $10 billion.

The almost automatic increase in revenues by this process creates the danger
that we will, by an equally automatic process, find ways of spending the addi-
tional money. And the release of more than $20 billion at the end of the Vietnam
War would strengthen that tendency. The National Association of Manufac-
turers believes that Congressional thinking on what to do in preparation for the
post-Vietnam period should address itself to that problem. And we have a specific
suggestion as to how it may be approached.

Our Association believes that the revenue gain from economic growth should
be largely earmarked for tax reduction. Specifically, we urge that legislation be
enacted to provide a schedule of annual tax reductions over a period of years.
To meet unforeseeable contingencies, a procedure should also be provided by
which Congress could speed up, or temporarily arrest or reverse, the prescheduled
tax reductions.

Tt is our conviction that such a plan would encourage fiscal trends that are
more closely in line with the real desire and hopes of the American people. It
would provide more leeway for the growth of the private economy, which must
always be the foundation of economic growth generally. In the absence of such
a program, the path of least resistance is likely to lead us toward continuation,
or even acceleration, of the rapid increase in Federal spending of the past few
years.

‘We hope that you will seriously consider this proposal in your study of meas-
ures to be undertaken in the post-Vietnam era.



ON MEETING THE NATION’S NEED FOR YOUNG MEN IN MILITARY SERVICE

Study prepared by the Institute of Politics of The John Fitzgerald Kennedy
School of Government, Harvard University, Cambridge, Mass.

Many teachers in American colleges and universities have been concerned
-about the draft. They naturally are, not only because the draft is related to war
in general and to the war in Vietnam in particular, but also because the draft
raises some fundamental questions about the obligations of citizenship in a
democracy and the way those obligations are divided among the citizens.
Moreover, most of the students we teach, and even many of the teachers among
us, are qualified by age, health, and education, to perform military service. A
‘main feature of the present draft is that it singles out college students, and their
teachers, as a group especially eligible for deferment; we are bound to be con-
cerned with the wisdom of such an arrangement.

In January of this year several of us on the Harvard faculty, all holding
opinions about the draft but not the same opinion, discovered that the strength
-of our opinions was out of proportion to our knowledge of the present selective
service system, our acquaintance with alternatives, and our understanding of the
issues raised by a choice among alternatives. Holding widely different views about
‘military and foreign policy, and especially about the war in Vietnam, and differ-
ing greatly in the emphasis we attached to different consequences of the military
manpower system, we wondered whether we could arrive, through patient ex-
ploration and argument, at an agreed set of recommendations. We knew we could
not reach agreement on every matter of principle that would arise ; we hoped we
could reach agreement on a set of recommendations compatible with. the differ-
ing premises from which we approached the problem.

Under the auspices of the Institute of Politics in the John F. Kennedy School
of Government, a faculty study group was organized that met regularly during
February, March, and April. Comprising a dozen members, mostly faculty, it
‘brought together not only diverse opinions but diverse fields as well—economics,
political science, law and philosophy. We drew on materials contained in Con-
gressional hearings, in the report of the National Advisory Commission on Se-
lective Service, and in other studies done both inside and outside of government.
‘We considered many alternatives, each in the light of several criteria—fairness
with respect to who serves, fairness in respect to conditions of service, efficiency
in the use of the nation’s manpower, efficiency in the use of military manpower
within the services, the impact on race relations and on education and poverty,
the impacts of alternative systems on politics and on policy-making, the satis-
faction or resentment of those rejected and those selected, the technical worka-
bility of alternative systems, the uncertainty or disruption in the lives of young
men, the career opportunities in military service, and matters of conscience,
tradition, and law.

We still differ over the war in Vietnam and over other issues of military
and foreign policy. We still differ in the importance we attach to the several
criteria we examined. We still differ on a number of guesses and estimates about
the results of certain policies for which the evidence is scanty. Somewhat to
our surprise, we reached unanimous agreement on what we perceive to be the
main policy issues.

If our recommendations carry any claim to attention, it is not because we
were, as individuals, specially qualified in the subject nor because three months
of collective study have made us experts on military manpower. Nor is it be-
cause we in any way represent Harvard University or any other organization,
governmental or private; we represent nobody but ourselves. If our recom-
mendations carry any weight it is precisely because we differ in our politics,
in our policy preferences and in our professional interests, and yet these ree-
ommendations, after our three months of wide ranging discussion and argu-
ment, appeal to us all.

357
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These recommendations are addressed to the question, how should the gov-
ernment obtain military manpower, in peace and in war, when the number of
men in service is not expected to exceed five or six million men. It assumes an
economy not characterized by comprehensive wartime controls. Specifically, we
are talking about military manpower when the supply of eligible young men,
relative to military needs, raises the question posed in the title of the Selec-
tive Service Commission’s report, “Who Serves when not all Serve?”.

These are our recommendations:

1. All young men whose age, mental and physical fitness, and educational
attainment qualify them for military duty should be equally eligible for con-
scription. Nobody needs to be deferred or exempted at age 19 or 20 on grounds
that his career plans and educatiomal intentions make him too valuable a
citizen to go into the Army, or make it a national interest that his, and not
others’, service be postponed a few years. The economic benefits of diserimi-
nating among young men are modest, and largely confined to the young men
who benefit. It is even doubtful whether, in the interest of a student’s educa-
tion and career, the best time to do his service is after completion of college.

2. If, as should be done, specific deferment of students is abolished, or com-
parable postponement is made equally available to all young men, the number
of men eligible will exceed the number needed by the military services. The means
of determining who serves and who does not serve, within this eligible group,
must be fair and non-discriminatory and must appear fair and non-discriminatory
both to those who are selected and to those who are not. We know of nothing but
a random process —a “lottery”—that will meet those conditions. We therefore
recommend choice by lottery.

3. Military pay should be increased sufficiently to attract, in the absence of
hostilities, at least two and one-balf million men. There is no magic in this figure.
It corresponds to what, a few years ago, was acknowledged to be the approximate
“peacetime” level of the armed forces, less one or two hundred thousand that we
believe might be replaced by civilian employees during the coming years. Nobody
can exactly estimate the pay scale required to reach this goal; but pay scales must
be set with some goal in mind, and this should be the goal. In time of hostilities
the additional men neeed, and any short-fall of enlistments below this goal, should
be acquired through the draft, preferably by lottery.

4. We have to ask young men to do our fighting for us, involuntarily if neces-
sary; we should not ask the same young men to pay our taxes for us. The draft
should not be used as a means of shifting the financial burden of war or prepared-
ness onto the same young men who are selected to carry the burden of risk and
disrupted careers. The “cost” of attracting 2.5 or 2.75 million enlistees in peace-
time is not really saved when we draft men; it is merely shifted, in the form of
lower wages, from taxpayers to the men in the service. Too often the questions of
fairness and discrimination are confined to the choice of who shall serve, with
Jittle attention to how we might shift some of the burdens of service from those
who serve onto those who are served. Those of us who do not serve because we
are too old or because we are otherwise not selected, should be careful not to use
the draft as way of holding military wages down. And there is no reason to suppose
that a man’s sense of duty is weakened, or his morale undermined, by having
his services appreciated with a decent wage. Surely the federal minimum wage is
not too extravagant for a young man serving in the army in either peace or war.

5. Most of the inequity in the present pay scale for draftees could be eliminated,
and reasonable pay differentials maintained among servicemen, with pay in-
creases that would total between $2 billion and $3 billion per year. We recommend
such increases on grounds of fairness and in the belief that a democracy with a
GNP of over half a trillion dollars, and with income-tax rates lower than those
prevailing before Viet Nam, has no compelling need to use conscription to keep
military wages down. Official estimates of the likely cost of achieving a volunteer
force of about 2.7 million men in peacetime appear to us somewhat exaggerated;
pay increases on the scale we recommend should have an appreciable effect on
enlistments. If so, the net cost will be reduced through reductions in training
and other expenses associated with the higher turnover of drafted men.

6. Paying young men more nearly what they are worth in the civilian economy
can have other benefits, through a better appreciation within the military services
that drafted men are not cheap resources. An energetic and continuous effort
should be made to replace uniformed men with civilian employees, male and
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female, in all of those tasks in which the discipline, the traditions, and the other
qualities associated with uniformed armed forces, are not essential. This may cost
more; if so, we have been using the draft to save ourselves money by putting
civilians in uniform. . .. R

7. The Reserves and National Guard should be considered ready, and should
actually be ready, to serve in an emergency. If, however, as recent experience
suggests, they are either not ready or not available for a war on the scale of
the war in Vietnam, the worth of continuing the present reserve and National
Guard system ought to be brought into question.

8. Military service is national service, not service to a state or locality.
Eligible young men ought to be equally vulnerable to selection, no matter what
state they reside in. Randomized selection should be designed to achieve this
and should not be based on state quotas.

9. A lottery can be designed that, without becoming too complicated, permits.
a young man some freedom of choice in the year that he chooses to serve. Such
freedom of choice should be equally available to all young men. One workable
arrangement would be to call young men in their twenty-first year in an order
of call determined by lottery, but with the lottery taking place in the young
man’s nineteenth year. At age nineteen a young man would have a good idea
of the likelihood of his being called two years later, and could anticipate his
service by electing to be drafted at age nineteen or twenty. A longer period of
choice might have the unhealthful effect of inducing young men to speculate
unduly on changes in the prospects for war and peace or even for changes in
the draft law. Young men high in the priority of call would be on notice that
two years’ service probably awaited them at age twenty-one, and a strict denial
of dependency exemption at age twenty-one would not then involve significant
hardship. This arrangement would substantially eliminate the issue of college-
student deferment: and it would benefit the college student by letting him
know at age nineteen the likelihood that he would be called at twenty-one, so
that he could make his own choice whether to complete college before or after
military service.

10. If, contrary to what we believe best, college students are deferred and
others not, college students should become, upon graduation, equally vulnerable:
to the draft along with younger men who are not deferred. Exceptions should
be made only for medical students, officer candidates, and others whose choice
of career makes them more liable to military service, not less liable, than others.
If college students are not permitted—and they should not be permitted—to
avoid eventual liability for military service, the supply of eligible young men
will exceed the military demand for them about as much as if nobody were
deferred. Thus the need remains for a randomized selection process to determine
who shall gerve.

11. The pay structure of the armed services should be continually rationalized
to improve efficiency, to provide stronger incentives to remain in service and
thus to reduce training costs and to preserve the skills created by both experi-
ence and training, to achieve the best allocations of skills and qualities among
and within the services, and to avoid wasting military manpower on jobs that
civilians or civilian contractors can do.

12. Increased pay, along the lines we recommend, should increase the number
of men who enlist under the present physical and mental standards. There is a
natural tendency, and a commendable one, for the armed services to want the
highest quality personnel they can get; and with higher pay they would be able,
and might be tempted, to raise standards of acceptance rather than to admit
a larger number of enlistees. In order, however, to reduce reliance on the draft
and to spread the opportunities for service as widely among the population as
is consistent with military needs, standards of acceptance should be kept at
present levels and the full effect of higher pay should be allowed to reflect itself
in the number of enlistees.

13. We recommend the re-examination by the federal government of the entire
structure of G.I. benefits and Veterans’ pensions and preferences, state as well as
federal. There is some tendency, especially because state and federal efforts are
poorly coordinated, for benefits to be haphazardly related to civil service prefer-
ence, to income and property taxes, and to the state a man resides in. The conse-
quences, in both equity and economic efficiency, are not guaranteed to be favorable.
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What we have is a system of partially deferred compensation, often on a contin-
gent basis, that makes less sense altogether than each particular piece of legisla-
tion makes by itself.

Gramah Allison, Jr., Graduate School of Arts and Sciences.

Steven L. Canby, John F. Kennedy School of Government.

Jack 'W. Carlson, economist, Washington, D.C.

John T. Dunlop, Professor of Economics.

Charles Fried, Professor of Law.

Robert E. Herzstein, attorney, Washington, D.C.

Samuel P. Huntington, Professor of Government.

Stephen A. Marglin, Assistant Professor of Economics.

John Rawls, Professor of Philosophy.

Gerald D. Rosenthal, Assistant Professor of Economics.

Henry Rosovsky, Professor of Economics.

Thomas C. Schelling, Professor of Economics.

Lester C. Thurow, Assistant Professor of Economics.

Robert V. Zupkis, Graduate School of Arts and Sciences.

May 23, 1967.

JUNE 7, 1967.
Hon. WILLIAM PROXMIRE,
Chairman, Joint Economic Committee, Congress of the United States,
Washington, D.C.

DreAR CHAIRMAN PROXMIRE : Durmg our “Vietnam Hearings,” you requested
the data-evidence on Defense Department’s requested and enacted New Obliga-
tional Authority as well as the major Federal tax changes since World War II1.

The attached Defense Department data were prepared by the Office of the
Assistant Secretary of Defense (Comptroller).

The attached tax changes were prepared by the U.S. Treasury’'s Office of Tax
Analysis.

Sincerely,
DANIEL JAMES EDWARDS,
Fiscal and Monetary Edonomist, Joint Economic Committee.

DEPARTMENT OF DEFENSE

New obligational authority requested and enacted—DMilitary functions and military
assestance, fiscal years 1961-68

[In thousands of dollars]

NOA requested| NOA enacted
of Congress
FISCAL YEAR 1961
Regular request. .. .. e 40, 553, 000 41,019, 531
Supplemental (H. Doc. 58, Jan. 19, 1961) for—
Increased pay CoStS. .o 21, 649 21,649
Increased readiness. ... ____..__________ 266, 900 264, 900
Supplemental (H. Doc. 161, May 15, 1961) for retired pay. ... - 15,000 14, 500
Supplemental (H. Doc. 180 May 29 1961) for increased readiness.._.____ 40,000 |-
Total, military functions.._____ - P - 40, 896, 549 41, 320, 580
Military ASSISEANCO . - oo LTI 2,000, 000 1,785, 000
Total, fiseal year 1961 .. 42, 896, 549 43,105, 580
FISCAL YEAR 1962
Regular request.__...__.__________ - 41,809, 345
Amendments for increased readmess
H. Doc. 124, Mar. 28, 1961 - - 1,954,000 47,804, 002
H. Doc. 179, May 29, 1961._____ - 1_ 127777770 , ,000 ,80%
H. Doc. 211 July 13 1961 9, 568
S. Doc. 39, .Tuly 26, 1961 3,454,600
‘Supplemental (H Doc. 210, July 13, 1961) to cover fire damage to aircraft
carrier USS Constellation - —— - oo 41, 600 40, 000
Supplemental (S. Doc. 51, Sept. 18, 1961) for contributions to “USS
Arizona Memorial Fund’’_____ 150 150
Total, military functions_ ___.__________ : 47, 506, 263 47,844,152
Military 11720 411 1, 885, 000 1, 577,000
Total, fiscal year 1962, . o e e 49, 391, 263 49,421,152
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New obligational authority requested and enacted—DMilitary functions and military
assistance, fiscal years 1961-68—Continued

{In thousands of dollars]
NOA requested| NOA enacted
of Congress
Regul " FISCAL YEAR 1963 49,920,000
egular request. , 920,
‘Amendment (H. Doc, 493, July 81, 169) for military family nousing, etc-- 276,730 } 49, 565, 625
Supplemental (H. Doc. 514, Aug. 13, 1962) for increases in quarters allow-
. ance, readjustment payments, and temporary duty per diem.._.._..... 157,769 | oo
Supplemental (H. Doc. 61, Feb. 7, 1963) for increases in quarters allow-
ance, civilian pay, and temporary duty per diem._._...______ ... 272, 264 220,163
*Bupplemental (H. Doc. 63, Feb. 11, 1963) for civilian pay increase. ...-. 9,130 8,673
Total, military functions. 50, 635, 883 49, 794, 361
‘Military assistance. __.._. 1, 500, 000 1, 325, 000
Totél, fiscal year 1963. 52,135, 883 51,119, 361
FISCAL YEAR 1964
TRegular request - - - e mae 51,280, 637 48,918, 542
Amendment )H. Doc. 120, June 6, 1963) for provisioning of civil defense
LY 10) 7 - L 46,900 |_oooooooaea
-Supplemental (H. Doc. 203, January 21, 1964) for—
Military pay increase 853, 000
Maintaining authorized military strengths___ 234,040 1,003, 200
-Supplemental (H. Doc. 197, Apr. 29, 1964) for reductions in supplemental el
(H. Doc. 203, Jan. 21, 1964) <o - - oo cae e e —45, 400
§ Total, military funetions. - o el 52, 369, 537 49, 921, 742
“Military assiStanCe - o oo oo oo cmmmm e dmmmm e 1, 405,000 1,000, 000
Total, fiseal year 1964 i ieccceemaaeaaan 53,774, 537 50,921, 742
. FISCAL YEAR 1965
Regular request . — - e 49, 708, 000 48,433,074
.Supplemental (H. Doc. 98, Mar. 2, 1965) for military and civilian pay
increases 230,394 230, 394
:Supplemental (H. Doc. 157, May 4, 1965) for Southeast Asia..._......._. 700, 000 700, 000
Total, military funetions. . .. . oo cccmmnaen 50, 638,394 49, 363, 468
Military assistance . . i eeceemeececececemeen 1,055,000 1,130, 000
Total, fiscal year 1965 oo oo ciccmccecmmmaeanaan 51,693, 394 50, 493, 468

FISCAL YEAR 1966

Regular request - - . e eemeeeeoee
Amendment (S. Doc. 45, Aug. 4, 1965) for Southeast Asia._
Supplemental (H. Doc. 362, Jan. 19, 1966) for Southeast Asia._
Supplemental (H. Doc. 405, Mar. 8, 1966) for military and civilian pay

B3 T T T

Total, military funetions - -
Military assistanee. - . oo oo ool eedmccmemcmeeaan

Total, fiscal year 1966 - oo imimcmemmcccmeeaeae

FISCAL YEAR 1967
Regular TeQUESE - oo oo oo oo i ammmmeeemm—mee e aaoe
Supplemental (H. Doc. 42, Jan. 24, 1967) for Southeast Asia.__........_..
Supplemental (H. Doc. 83, Mar. 13, 1967 for increases in civilian pay, in
salaries of ungraded employees, and in medical service benefits and for
homeowners assistance - - v cmc oo eiceecicsoeoaaoaen
Supplemental (H. Doc. 91, Mar. 23, 1967) for military and civilian pay
FCI @SS - e e oo o e mmememmmmmmmmemeeeemman

Total, military funetions. ..ol
Military assistance. e

Total, fiscal year 1967......... a—- -

FISCAL YEAR 1968

Regular 1eQUESt - - oo oo ieecmccccccaaaas
Proposed for separate transmittal for—
Quarters and dislocation allowance. - oo

Federal employee status for civilian tech: of the Army and
Air Force National Guard mccecemm— e

Total, military functions.
Military assistance.... -

Total, fiscal year 1968

147,619, 557

} 140,300,412

1,700, 000 |.

12,345,719 12,345,719
863, 521 863, 521

62, 528, 797 62, 509, 652
1, 545, 000 1,023,079
64,073,797 63, 532,731
58,912, 700 59,148, 142
12,275, 870 12,196, 520
237,000 | enemmemeennnn
364,130 |- oonoooeoaan
71,789,700 |-cememmcmaees
917, 000 782,000
72,706,700 |- —eoooeeomes
74,632,000 |- oeoeneeeoeen
94,000 |- cnemeeeoman
18,000 |ovememecnenenn

74, 674,000
59

75,270, 000

1 Includes $224,556,571 authority utilized under sec: 3782, R.S:
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- Historical defense expenditures fiscal year and calendar year 1950-68 . -

[Millions of dollars]
Fiscal year basis 1
Calendar
Year year
Projection in | Projection in | Projection in | Actual per basis-
President’s midyear subsequent budget - actual
budget budget year budget | document
review
13,201 12,300 12,785 11,889 12,807
12,873 0 19, 364 19,772 29,439
39,517 0 39, 000 38,967 42,148
50, 000 0 43,400 43, 610 43,016
145,500 41,700 41, 600 40, 336 36, 807
41, 850 38, 800 37,050 37,824 37, 664
37,075 36,150 36, 893 38,402 39,102
37,797 38, 500 38, 600 40, 791 41,904
40, 600 40, 200 41, 061 41, 249 42,612
41,979 43,000 43,112 43,573 43,492
42,795 42,745 42,745 A 42,939
42,745 43, 250 43,200 44, 45,478
44,660 48, 350 48, 250 48, 205 50,142
49, 700 49, 700 50,050 49,973 50,178
52,450 53, 200 51,245 49,305
51, 200 49, 800 49, 300 47,401 50, 267
49, 000 0 54,200 55,377 61,992
58,300 0 67,950
73,100

1 Revised (Eisenhower) budget projection was $43,200.
Note.—Fiscal year 1950 through fiscal year 1954 exclude military assistance since the budget document

for these years showed only total “mutual security” expenditures which included both military and.
economic assistance.

Revenue? effect of major taw actions since World War I

[In millions of dollars]

Revenue Act of 1945 —5, 925
Revenue Act of 1948 —4, 988
Revenue Act of 1950 44, 601
Excess Profits Tax Act of 1950 -3, 500
Revenue Act of 1951 -+5, 438
Revenue Act of 1954 :
Individual income tax —3, 000°
Repeal of excess profits tax —2, 000
Excise Tax Reduction Act of 1954 —1,021
Internal Revenue Code of 1954 —1, 363:
Fiscal year 1956 :
Public Law 466 (Apr. 2, 1956) gas refunds to farmers.— . ___ —90
Public Law 796 (July 25, 1966) exempt foreign travel - —17
Public Law 1015 (Aug. 7, 1956) exempt transportation of persons
(85-60 cents) ' —6:
Publi(fr Law 1010 (Aug. 6, 1956) exempt admission 50 cents to 90 60
cents . —60
. Public Law 429 (Mar. 13, 1956) tax on life insurance companies_.._ 451
Fiscal year 1957 : Numerous but no revenue effect known.
Fiscal year 1958 ¢
Public Law 85475 (June 30, 1958)
Transportation of property 487
Transportation of coal -
Transportation oil by pipeline —40
Public Law 85-866 (Sept. 2, 1958) small business———————————___ —260
Public Law 85-859 (Sept. 2, 1958)
Admission
Club dues —50
Fiscal year 1959 : Public Law 86-69 (June 30, 1959) life insurance_____ 180

Fiscal year 1960: Public Law 86422 (Apr. 8, 1960) cabaret—from 20
percent to 10 percent. —20
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Revenue? effect of major tax actions since World War II—Continued
[In millions of dollars]

Fiscal year 1961 : Nothing with large tax effect.

Fiscal year 1962 :
Depreciation guidelines (Administrative sections) . _____ —1,300
Revenue Act of 1962 :
Investment credit : —1,020
Structural changes 4850
Revenue Act of 1964 —11, 545
Excise Tax Reduction Act of 1965 . —4, 676
Tax Adjustment Act of 1966 :
Fiscal year 1966 1,130
Fiscal year 1967 -+4, 800

1 As estimated at time of legislation.
Source : Office of Tax Analysis, U.S. Treasury.
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