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Part V
POST-VIETNAM PLANNING

This section consists of excerpts from two Government
documents dealing with economic adjustments to cutbacks
in U. S. military spending.
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EXCERPT FROM JANUARY 1967 ECONOMIC REPORT OF THE
' PRESIDENT

® % % . % #
ArTER VIETNAM

Despite all our efforts for an honorable peace in Vietnam, the war
continues. I cannot predict when it will end. Thus our plans must
assume its long duration.

But peace will return—and it could return sooner than we dare
expect.

When hostilities do end, we will be faced with a great opportunity,
and a challenge how best to use that opportunity. The resources now
being claimed by the war can be diverted to peaceful uses both at home
and abroad, and can hasten the attainment of the great goals upon
which we have set our sights,

If we keep our eyes firmly fixed on those goals—and if we plan
wisely—we need have no fear that the bridge from war to peace will
exact a wasteful toll of idle resources, human or material.

But when that welcome day of peace arrives, we will need quick
adjustments in our economic policies. We must be prepared for
those adjustments, ready to act rapidly—both to avoid interruption
to our prosperity and to take full and immediate advantage of our
opportunities.

Planning for peace has been an important activity in many execu-
tive agencies. But the effort needs to be stepped up and integrated.

Accordingly, I am instructing the heads ofp the relevant agencies
in the executive branch, under the leadership of the Chairman of
the Council of Economic Advisers, to begin at once a major and
coordinated effort to review our readiness. I have asked them—

to consider possibilities and priorities for tax reduction;

to prepare, with the Federal Reserve Board, plans for quick
adjustments of monetary and financial policies;

to determine which high priority programs can be quickly
expanded;

to determine priorities for the longer range expansion of pro-
grams to meet the needs of the American people, both through
new and existing programs;

to study and evaluate the future direction of Federal financial
support to our States and local governments;

" to examine ways in which the transition to peace can be
smoothed for the workers, companies, and communities now
engaged in supplying our defense needs, and the men released
from our armed forces.

I have directed that initial reports be prepared on all of these and
related problems, and that thereafter they be kept continuously
up to date.

#* 3k *k ® * * *
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EXCERPT FROM REPORT OF THE COMMITTEE ON THE
ECONOMICS OF DEFENSE AND DISARMAMENT, JULY

1965
Chapter 5

IntriaL ConcrusioNs oN GOVERNMENT PoOLICIES

During its review of existing Government programs—other than
general fiscal and monetary policies—which assist in the concmic
adjustment to changes in defense and related activities, the Commit-
tee agreed on certain modest but useful improvements that it could
recommend. Also, it agreed to reject, at least for the present, other
changes suggested to it. And it agreed that certain suggested lines
of approach deserve further study.

This chapter summarizes the Committee’s conclusions under several
headings: Federal Government organizations and procedures, aids to
workers, aids to communities, aids to defense firms, and support of
research and development. In practice, many of the activities dis-
cussed under each heading serve one or more of the other purposes.

The Committee also makes some general recommendations to
States and communities and presents some conclusions regarding the
future of its own work. Recommendations relating to the collection
of further data and to research that is needed are included in chapter
6.

In conducting its study and formulating its conclusions, the Com-
mittee has been guided by several basic criteria:

1. Consistency with national economic policies—promotion of
full employment and rapid economic growth;

2. Consistency with standards of fairness and equity among
various sectors of the econmomy and regions of the country—
avoidance of singling out particular groups for special benefits
not available to others in similar circumstances; :

3. Consistency with efficient allocation of the Nation’s re-
sources—avoiding the creation of longrun inefficiencies in the
economy when dealing with short-term problems?

4. Consistency with local and private Initiative—encouraging
and assisting rather than replacing the efforts of those State and
local governments and private organizations which are attempting
to offset adverse economic consequences of shifts in defense
spending;

5. Consistency with the national security—maintaining the
capability of the Nation to respond effectively to changes in the
requirements of national security programs, whether total defense
spending is increased or reduced as a result of arms control and
disarmament agreements or other causes.
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ECONOMIC EFFECT OF VIETNAM SPENDING 1023 .

FEDERAL GOVERNMENT ORGANIZATIONS AND PROCEDURES
ORGANIZATIONS

The Committee was impressed by the variety of services which now
exist within the agencies of the Federal Government to assist workers
and communities affected by the closing or cutback of defense installa-
tions or by reduction or termination of defense procurement. The
effectiveness of such assistance, however, depends on prompt and
thorough diagnosis of the problems of the affected workers and
communities, and a determination of which Federal programs would
be useful. Thorough coordination of the efforts of the Federal
agencies among themselves and with State and local authorities is
essential to a sound program of adjustment.

The principal need is to make known and available to the local
community the wide range of services which Federal agencies can
provide, and to bring about the development of an overall program
for the use of these services. For every affected community, there
needs to be some coordinating agency to serve as the single point of
contact between the Federal Government and the appropriate State
and local leaders. The purposes of this contact are to assist the
community in diagnosing its needs and to make arrangements with
the various Federal agencies to supply the appropriate services.
Following the initiation of Federal services, the coordinating agency
can continue to expedite and coordinate the application of these
services. :

The Committee recommends that the Office of Economic Adjust-
ment in the Department of Defense (DOD), the Office of Economic
Impact and Conversion in the Atomic Energy Commission (AEC)
and the National Aeronautics and Space Administration (NASA)
continue to exercise the primary responsibility for coordinating
Federal activities in those communities affected by the closing or cut-
back of Government installations.

Currently, the same agencies and the same personnel staff both the
President’s Task Force on Community Assistance and the Advisory
Committee to the Secretary of Defense. We recommend that functions
relating to community assistance be carried out by a group with a single
title—the Federal Task Force on Community Assistance. (As noted in
ch. 4, the President’s Task Force on Community Assistance, whose
functions the Federal Task Force would inherit, was created during the
period in which this report was in preparation, and it reflected, in part,
considerations which grew out of the work on this report, especially
that of the working group on community adjustment problems. The
Adf{iso;*y Committee to the Secretary of Defense had been created
earlier, -

The following departments and agencies should be represented on
the Federal Task Force: Department of Defense; Atomic Energy Com-
mission; National Aeronautics and Space Administration; Depart-
ment of Labor; Department of Commerce; Office of Economic Oppor-
tunity; Department of Agriculture; Department of Health, Education,
and Welfare; Department of Interior; General Services Administra-
tion; Housing and Home Finance Agency; Small Business Administra-
tion; Veterans’ Administration; and the Arms Control and Disarma-
ment Agency as an observer. Other agencies might be added from
time to time as needed. '
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The basic staff of the task force should be provided by the Depart-
ments of Labor and Commerce, augmented as required from other
Departments and from agencies. In certain instances, the Federal
Task Force may find it useful to create smaller working groups to
assure effective on-the-spot coordination of the activities of the
cooperating agencies.

In cases where DOD, AEC, or NASA are directly involved, the
advice of the task force and the services of its member agencies
should be made available when requested by the department or
closing or cutback of whose installation, or the cutback or cancellation
of whose contract, is the source of the potential difficulty.

The Federal Task Force on Community Assistance should be perma-
nently constituted and given an executive director and deputy director.
It is recommended that it proceed rapidly to develop procedures and to
carry out vigorously its mandate. In addition to its coordinating func-
tions, it should encourage the training of community assistance specialists.

In all cases, however, coordinating agencies should operate by
bringing to bear upon community problems the services of existing
agencies of the Federal Government. The coordinating agencies should
not themselves develop specialized staffs to provide technical services.  This
s now and should remain the responsibility of the various departments.

ADVANCE NOTICE

The Committee recommends that the defense procurement agencies
review intensively their extsting policies, procedures, and practices regard-
ing the provision of advance notice to contractors and communities of tm-
pending changes wn their programs. It believes that the maximum -
feasible advance notice of cancellations and cutbacks of contracts
should continue to be given to the contractors and the localities
involved, so that local officials can initiate or intensify adjustment
planning and enlist the assistance of Federal agencies at the earliest
practicable date.

In addition, the Committee recommends that, when a major contract
1s terminated, procurement agencies require the prime contractor to supply
an assessment of the impact of this termination on its own directly related
employment.  The contractor should also furnish a list of subcontractors,
together with information that would make it possible to estimate the
ttming and nature of the impact on them of the termination of the prime
contract. 'The U.S. Employment Service, in cooperation with local
employment services, should then develop an initial assessment of the
impact on employment and on local labor markets, and make this
assessment available to the State and Federal agencies primarily re-
sponsible for adjustment assistance.

Aips To WORKER
JOB INFORMATION AND PLACEMENT SERVICES

The Committee believes that it is necessary to strengthen the
Federal-State Employment Service, through larger budgets and more
effective procedures. It therefore strongly supports the expanded
funding requested in the President’s budget for fiscal year 1966. The
effectiveness of all means—including both public and private employ-
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ment services—that dislocated employees use to find employment
should be enhanced. In particular, the Committee recommends that the
effectiveness of the Federal-State Employment Service in aiding profes-
stonal and technical workers be strengthened.

The Committee further recommends that the Department of Labor
establish at the national level several advisory teams of specialists in
interviewing, testing, counseling, guiding, and training. 'These teams
could be quickly sent, at the request of the appropriate coordinating
agencies, to areas seriously affected by shifts in defense spending.
Also, the Department should encourage the State employment
services to develop similar teams of specialists.

The effective matching of men and jobs requires that good labor
market information be obtained quickly. Expanded information on
job vacancies is extremely important both for this and for other
reasons. The Committee recommends, therefore, that the Department of
Labor continue to explore effective means of developing and disseminating
information on job vacancies, and of exchanging such information among
areas and States throughout the Nation.

To permit more rapid matching of job requirements with worker
qualifications, it is recommended that, as soon as effective procedures are
developed, the Labor Department's LINCS system be expanded rapidly to
Jacilitate interarea recruitment. This would have benefits for em-
ployees affected by all layoffs, whether defense-related or arising from
other causes.

TRAINING AND RETRAINING

The training and retraining programs conducted by the Federal
Government to help unemployed workers have been described in
chapter 4. The Committee welcomes the 1965 amendments that
strengthen further the programs under the Manpower Development
and Training Act (MDTA).

The Committee believes that active and effective programs of
training and retraining can make a vital contribution to assisting new
workers to find jobs and to speed the reemployment of many workers
who lose their jobs as the result of all kinds of economic change.
However, the Committee does not believe that the special nature or
extent of existing or prospective displacement of defense workers
by itself justifies any enlargement of general training and retraining
programs that is not justified on other grounds.

Questions have been raised whether existing programs provide ade-
quately for the special needs and circumstances of defense workers,
and particularly for the needs of displaced engineers and other techni-
cal and professional workers. Limited programs—at least for
technlicians—may now be possible under the MDTA amendments of
1965.

The current experimental program for the retraining of displaced
defense workers on Long Island will be carefully evaluated by the
Committee. It is hoped that this experiment will lead the way to
similar programs in other areas affected by defense shifts. The Com-
mittee also expects to evaluate proposals for other special retraining
programs for displaced defense workers— for example, the proposal for
programs to train defense scientists and technicians as teachers of
science in secondary schools and colleges.

1 See ch. 4, pp. 34-35.
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The Committee commends the present administrative procedures
used to make surplus Government property promptly available for
use in connection with the training of displaced workers. It hopes
that these procedures can be further developed, including more effec-
tive ways for making training authorities aware of the availability of
suitable properties.

RELOCATION

As noted in chapter 4, the disposal of residences may be a serious
barrier to labor mobility. Hence the Commitiee recommends that the
Veterans' Administration (VA) and the Housing and Home Finance
Agency (HHFA) utilize more actively their authority to initiate mortgage
forbearance agreements in the case of emergencies created by changes in
defense programs. It recommends further study of the problem of disposal
of residences of workers displaced by major defense cutbacks. A working
group, including representatives of VA, HHFA, GSA (General Services
Administration), and the Departments of Commerce and Labor should
be established to consider additional possible programs in this area.

The Committee gave consideration to the possible use of relocation
allowances to assist displaced defense workers to move to areas in
which jobs are available. Specifically, it considered the suggestion
that the precedent—in the Trade Expansion Act— of providing reloca-
tion assistance to those affected by changes in Federal programs or
policies be adapted to employees affected by defense shifts. The
Committee noted the lack of any experience under the act. More
importantly, it recognized the difficult administrative and equity
considerations that could arise in attempting to restrict such assist-
ance to defense workers or to communities affected by shifts in defense
procurement. For example, when a firm that produces for both
defense and nondefense purposes lays off an accountant, it is often
almost impossible to determine whether he was laid off as the result
of a cutback in defense work. Nor is there any basis for treating
differently the production worker on the nondefense side of a con-
tractor’s business who is “bumped” by a worker from the defense side
when defense work is curtailed. It is difficult to conclude that the
retail salesman who is laid off in a community where retail sales have
been reduced becsuse of decreases in defense production is less
deserving of relocation assistance than the worker in the defense plant.

Difficulties such as these make it most doubtful that relocation
assistance would be justified except as part of a general program
available to all—whether the need arises from defense shifts or from
other causes.

The Commattee recommends that the Department of Labor continue to
study the possibility of a general program of relocation assistance io
unemployed workers, drawing upon the experience of its experimental
program under the MDTA, especially as expanded in accordance
with the 1965 MDTA amendments. It should also study the ex-
perience of other countries with relocation allowances. However,
the Committee concluded that existing or prospective problems of
dislocation arising from defense shifts do not by themselves justify
any general relocation program that is not justified by the needs of
the economy generally.
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Amps To CoOMMUNITIES

The Area Redevelopment Act of 1961 provided many new tools for
communities to use in overcoming economic adversity, including
planning assistance, and grants and loans for public facilities, com-
mercial and industrial enterprises, and training programs. The Com-
mittee heartily endorses the proposals which the President has sent
to the Congress for broadening the scope and improving the effective-
ness of this program. The strengthened program will help com-
munities to cope with economic difficulties of whatever origin; in
addition, it will be of particular assistance to communities affected
by shifts in defense procurement.

INDUSTRIAL FACILITIES

The timely disposal of Government-owned industrial facilities
which are no longer in use and have become surplus is often essential
to the economic health of a community. Delay in disposal may
mean that a portion of the community’s work force scatters, thus
making it even more difficult to attract new firms to the area. The
Committee recommends that the GSA continue to consider commumnity
needs of the highest priority in the disposal of surplus facilities, and that
it especially consider ways to improve coordination of the disposition of
personal and real property in existing installations.

The sale of the naval ordnance plant in York, Pa., as a going concern
without interruption in production and without adverse impact on
local employment is an example of what can be accomplished when
facilities are disposed of quickly to an appropriate buyer. It is repre-
sentative of constructive approaches that should be encouraged.

SPECIAL ASSISTANCE TO DEFENSE-DEPENDENT COMMUNITIES

The Committee has considered whether additional specialized Fed-
eral assistance—beyond that provided in the general area and regional
development program—could be given to communities suffering
severe dislocation as a result of the closing of defense installations or
the termination of contracts. For example, it has been suggested
that, where measures to improve the mobility of labor and industry
do not suffice, communities heavily affected by defense shifts should
be eligible for low-interest loans, grants, and other assistance beyond
that available to other areas where unemployment is high or average
incomes are Jow. Also, it has been suggested that defense-affected
areas (whether or not they qualify as labor-surplus areas) should be
given special preference in Government contracts—perhaps through
procurement setasides—or that prime contractors should be required
to place a portion of their subcontracts in such areas, when feasible.

The Committee has, so far, been unable to find resonable criteria by
which to define an area whose economic problems can specifically be
pinned to shifts in defense programs and to distinguish its needs from
those of other areas suffering economic adversity. For example, there
is no doubt that the economy of Long Island has been adversely
affected by the termination or reduction of defense production in a
number of plants. Yet, on the basis of unemployment rates or income
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levels, the community is far better off than thousands of other com-
munities where defense shifts have played a considerably smaller
role—or no role at all—in creating economic hardship.

Nevertheless, the Committee recognizes that there are and will be
some communities—particularly small and isolated ones—whose
economic fortunes are very heavily tied to continued defense activities
and whose very existence can be threatened by its termination. If
an action of the Federal Government withdraws their major economic
support, the residents of such communities have a strong case for
special Federal assistance— a stronger case perhaps than that of other

" communities which may suffer equally from the exhaustion of a
mineral resource, the diversion of trade, or the business failure of their
principal private employer. The Committee will continue to study
possible criteria for distinguishing the case of such communities.

However, the difficulties extend far beyond those of identifying a
special dependence on defense work. The criteria of efficiency sug-
gested at the beginning of this chapter preclude solutions which
permanently and artificially sustain an existing economic pattern in
a community. In particular, the Committee does not accept any
solution based either on the continuance of unneeded defense activities
or on providing, on more than a temporary basis, a special procurement
advantage not justified by costs and efficiency.

The Committee intends to study further the problem of providing
special assistance to those few communities which may be so heavily
dependent on defense activity that its termination in those areas
threatens their continued existence.

A1ips 1o DEFENSE Firms

The Committee welcomes the recent actions of the Department of
Defense and NASA which clearly state that companies may charge to
their defense or space contracts an allocable share of the costs of gen-
eralized long-range management planning. We understand that AEC
already views such costs as allowable.

Numerous additional suggestions have been made for the Govern-
ment to assist and encourage defense contractors to diversify into
nondefense markets. One suggestion is to allow defense contractors
to charge as overhead costs on their Government contracts some
portion of the initial efforts required to begin a commercial diversi-
fication program, such as the development of generalized marketing
capability and exploratory planning for commercial products. The
Committee intends to review the application of the 1964 amendment
to procurement regulations and, in the course of that review, the
merits of the above suggestion should be considered. The Committee
has rejected as completely inappropriate, as well as ineffective, the
alternative suggestion that larger profit margins be allowed on defense
contracts in order to provide increased corporate funds for investment
in diversification efforts.

There appear frequently to be cases in which, as a result of a decline
in defense work, a company using a Government-owned defense
manufacturing or development facility finds that it has a large
amount of unutilized or underutilized capacity, even though the
remaining volume of defense work requires the continued operation
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of the plant. Under such circumstances, it would appear to be desir-
able public policy to encourage the company operating the Government-
owned facility to develop alternative work for the unutilized portions.
This could be done, for example, through the use of rental charges for
commercial activity. The Committee recommends that Federal procure-
ment agencies review their policies governing the use for commercwal work
of Government-owned contractor-leased facilities. Such policies should
not, of course, permit the use of Government-owned facilities to the
detriment of Government work being processed, nor should they
confer an unfair competitive advantage upon the user. Within these
limitations, however, the Committee believes that more effective
procedures can be developed.

It has been suggested frequently that the Government has a moral
obligation to award large nondefense research and development
(R. & D.) contracts to specialized defense contractors whose business
has been seriously curtailed, merely to keep their facilities and staffs
together and at work. Many who advocate this course are confident
that the benefits of such research would inevitably be substantial
and well worth the cost.

Although the Committee recognizes that national security requires
the maintenance of an adequate private research and development
capability to meet emergency needs, it rejects the idea that the Gov-
ernment should support particular defense contractors, merely in
order to maintain their scale of operations and to hold their staffs
together. However, if there are large-scale nondefense research and
development projects that can be justified on their own merits—and
undoubtedly there are expanding opportunities of this kind—many
defense contractors should be and will be able to compete effectively
for such contracts. | -

SuPPORT OF RESEARCH AND DEVELOPMENT

Pending completion of its evaluation of more far-reaching proposals
to facilitate the application of defense technology to civilian needs,
the Committee supports certain other programs to strengthen R. & D.
in nondefense fields. An effect of these programs will be to strengthen
civilian demand for R. & D. personnel, thereby helping to assure an
adequate demand for the services of scientific and technical personnel
at a time when the demand for them by defense industry may have

leveled off.

- One of these programs is proposed in the State Technical Service
Act now before the Congress. This program would provide matching
Federal-State grants for regional technological information centers
designed to help firms apply advanced technology to the extension
of markets and to stimulate the creation of new technically based
businesses. State plans would be formulated and put into effect

with local initiative and responsibility.
~ In addition, the Institute for Applied Technology in the National
Bureau of Standards is seeking to extend its programs aimed at
creating an environment more conducive to technical innovation

in industry. These programs include:
Operation of the Clearinghouse for Federal Scientific and
Technical Information, whose function is to convey unclassified
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Government-generated physical science and engineering informa-
tion to industry;

Development of criteria of performance for industrial products
so as to lead to the development of performance-based codes
and standards, and thus aid technical innovation;

Development of criteria of performance for Federal purchases
of systems (such as hospitals, transportation, waste disposal),
so as to encourage the use of these purchases to stimulate technical
innovation.

It should be noted that both NASA and AEC have active informa-
tion dissemination programs through which the research and the
development from these agencies’ programs are made available to the
public for industrial application. Unclassified scientific and technical
information from the Defense Department is made public through the
clearinghouse, as stated above.

To the extent that capabilities for basic research are released from
defense-oriented activities, it should be possible for Federal agencies
that perform or fund basi¢ research to increase their activity on
advantageous terms. Enlarged support through the National Science
Foundation would appear to be one effective tool in this area. The
President has recommended enlarged support for basic scientific research.
and the Commitiee strongly supports this recommendation.

FURTHER ASSISTANCE TO INDUSTRIAL RESEARCH AND DEVELOPMENT

Many proposals have been made for the Federal Government to
increase the incentive of private companies to conduct R. & D.
projects. These proposals are aimed both at expanding the market
for nondefense R. & D. work which might be performed by specialized
defense contractors and at creating new R. & D. jobs elsewhere in the
economy. The suggestions include (1) permitting firms to charge off
as a current expense for tax purposes the purchase of new equipment
for R. & D. work (a proposal included in the administration’s 1963
tax bill); (2) a partial tax credit for all R. & D. costs; (3) an aid pro-
gram analogous to the mining exploration program of the Department
of the Interior, under which the Government would pay part of the
cost of civilian R. & D. work, but would be reimbursed out of the
proceeds if the R. & D. should lead to profitable production; (4) loans
or loan guarantees for R. & D. costs; (5) sale or lease of Government-
owned plant and equipment on attractive terms for commercial
R. & D. work; and (6) direct technical assistance to companies not
familiar with the uses of R. & D. work.

The Committee intends to study intensively these and similar
proposals for special incentives for private research and development.

PROPOSALS FOR EXPANDED GOVERNMENT R. & D. ON NATIONAL
PROBLEMS

The considerable efforts of the past decades to develop means of
understanding and dealing with complex technical problems have led
to modern systems engineering. Many who are seeking solutions to
nondefense problems have seen possible applications in their field of
interest of systems engineering skills now largely centered in the
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defense industry. It has frequently been urged that the Govern-
ment undertake large new research programs in such fields as urban
transportation, pollution control, oceanography, weather forecasting,
methods for organizing medical and hospital care, and techniques of
education. Defense contractors, as well as others, would be eligible
to bid for the research contracts; and those who have suggested the
undertakings are confident that existing defense contractors would
secure many of the contracts for the research work.

There appears to have been some expectation that the Committee
might recommend the appropriation of funds for competitions in
certain specific fields of research. The Committee is in no position
to make any such recommendation. It has received much exherta-
tion but no hard information which would indicate the probability of
high payoffs from such new research. However, the Committee
clearly is not the appropriate organization to review specific proposals
of this sort, since it lacks facilities for receiving and evaluating large
bodies of technical, budgetary, and similar specialized information.
But the Committee does intend to study whether the Federal Gov-
ernment—outside the areas of defense, space, and atomic energy—is
adequately staffed and appropriately organized to evaluate complex
proposals for large-scale research and development relating to civilian
needs. It will be particularly interested in reviewing the plans for
(and, later, the experience of) the new unit for program evaluation
in the Bureau of the Budget.

PROPOSALS FOR EXPANDED UTILIZATION OF ADVANCED TECHNOLOGY
IN EXISTING GOVERNMENT OPERATIONS

The Committee intends also to explore the suggestion that it recom-
mend to the administrators of existing Government nondefense pro-
grams that the procedures and specifications of existing programs of
procurement should be revised, to permit more effective application
of advanced technology and systems engineering. The reasoning is
that, by specifying overall performance rather than details of con-
struction or design, Government purchases of such items as housing
for military dependents, hospitals, or educational facilities can be
made at substantially lower costs in terms of program effectiveness.
It is assumed that defense contractors would be interested in, and
successful in, bidding on such a basis. Similar revised procedures
might be applied to the procurement of services, including the possible
substitution of purchased services for those performed “in house.”

The Committee has evidence which suggests that this approach is
beginning to be used in some areas of Federal procurement, and hopes
to review that experience.

ApvaNcE PrograAM PREPARATION BY STATES AND COMMUNITIES

The Committee believes that there has now been sufficient experi-
ence with the termination of major contracts and the closing or cut-
back of military installations so that States and communities which
are potentially vulnerable to such events should, if they have not
already done so, begin actively to study the extent and nature of
their dependence on defense production, and begin to develop pro-
grams which could be implemented if the need should arise. It is
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neither desirable nor necessary that the preparation of conversion or
adjustment programs be postponed until there has been a decision to
close a base or to cancel particular contracts. Many communities,
and many private groups within such communities, have, of course,
already begun to consider such programs.

Diversification of the local economic base is one of the most effec-
tive ways of offsetting the possibly adverse economic results which
can follow the curtailment of a defense-related activity in a com-
munity. Often, defense facilities can be adapted to new uses; other
circumstances may favor the development of local business oppor-
tunities unrelated to the defense facility.

Roswell, N. Mex., is an example of a community where leaders,
recognizing their heavy dependence. on payrolls from a nearby Air
Force base, took the initiative in reducing this dependence.

Community leaders approached the Office of Economic Adjustment
of the Department of Defense in early 1963 requesting assistance in
planning to cope effectively with any possible major reduction in em-
ployment at the base, even though this was not anticipated for many
years. Other Federal agencies assisted in plans for community de-
velopment. The city of Roswell employed consultants to analyze its
business and industrial potential, and has now drawn up a land-use
and development plan. These projects are expected to bring Ros-
well a more diversified economy—one which will enable it to adjust
more easily to any necessary future changes in defense programs.

Diversification may not always be possible, because of the special
nature of the defense activity or the unique characteristics of the com-
munity. Also, in some situation, it may be unable fully to offset the
effects of a defense curtailment. Nevertheless, the provision of reem-
ployment opportunities in place offers such obvious advantages in
minimizing personal disruptions—as well as holding down the adverse
consequences for retail trade, for real estate and mortgage markets, and
for public and private institutions—that its possibilities should be
fully explored. Particular attention should be given to identifying
the types of resources presently employed on defense work, including
subcontracting, and to determining the economically sound alternative
uses for these resources.

The various departments and agencies of the Federal Government
which administer the programs described in this and the preceding
chapters stand ready to be of assistance in advance community plan-
ning. The Committee is encouraging the appropriate Federal agen-
cies to prepare and make available detailed case studies of successful
diversification efforts, and information manuals concerning the
analytical and program resources that can be brought to bear by com-
munities in their planning efforts.-

The Commiattee thus recommends that communities heavily dependent
upon a defense establishment begin as soon as possible to explore fully
the feasibality of economic diversification programs to minimize vulner-
ability to defense program changes, and to provide maximum reemploy-
ment opportunities locally.

To assist in such exploration by communities, the Committee recom-
mends that procurement regulations should include as an allowable ex-
pense not only dwersificalion planning by defense contractors (as at
present) but also the expenses of the contractor’s participation in commu-
nity diversification planning.



ECONOMIC EFFECT OF VIETNAM SPENDING 1033

Tae Furure oF THE COMMITTEE

The Committee believes that its work should be continued. There
is need for a continuing review and coordination of the work of the
Federal agencies relating to the economic impact of defense and to
the problems of conversion or adjustment which arise from shifts or
reductions in defense activity. It feels that a Committee of senior
officials from the agencies actively responsible for defense-related
activities, for studies of the economic effects of those activities, and
for programs that can assist in conversion or adjustment is, for the
present, an effective and necessary device.

Such s Committee needs to have a full-time staff to expedite and
give continuity to its work. But it needs no authority to make
contracts or grants for studies relevant to its work. Those studies
can be made by the agericies represented on the Committee, or these
agencies can make and supervise contracts or grants for this purpose.
The Committee’s responsibility should extend only to the suggestion,
coordination, and review of such studies.

The Committee, or the agencies represented on it, can supply a
needed link with the staffs of congressional committees, State and
local government bodies, and universities and other public and
private organizations in the area of research on the economic impact
of defense and disarmament. It can also stimulate additional agencies
or groups, within and outside the Government, to devote more effort
to research on the economic impact of defense programs.

LINES OF EMPHASIS IN FUTURE WORK

The Committee has considered the general nature of a program,
and it believes that there are five areas that should be emphasized.

First, there is vital need for more adequate, comprehensive, and
accurate information and analysis of the impact of defense programs
on the U.S. economy. The final chapter of this report outlines what
we know, what we need to know, and the efforts now being made to
learn more. The continuing development of such information should
be a principal concern of the Committee.

Second, the experience under existing and new programs to aid in
defense adjustment will need continuing review and evaluation. This
evaluation is, of course, a primary responsibility of the operating
agencies. But the Committee can serve a useful function by en-
couraging the agencies to make these evaluations, by reviewing them
from time to time itself, and by calling to the attention of principal
officials the need to correct any deficiencies that may be disclosed.

Third, there is need for continued improvement in the coordination
of Federal programs relating to the economic impact of defense, and of
Federal programs with those of State and local governments. This
should continue to be a principal concern of the Committee.

Fourth, the Committee wishes to encourage a continuing study and
analysis of the opportunmities, as well as the problems, created by
shifting defense programs. Although the Nation will continue to
require large resources for defense, the accomplishments of the inten-
sive defense production effort of recent years and the possibility of
reduced international tensions in the years ahead may provide
important opportunities to use a growing share of our output for other
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purposes. The Committee has been only one of a number of public
and private groups which has the responsibility for assessing these
opportunities. But it has had a particular interest in—and perhaps
some special competence to consider—certain special aspects of this
broad field.

Fifth, the Committee should continue to receive and assess a wide
range of additional proposals for new programs to alleviate the impact
of defense changes. A number of these proposals, already received
but not yet adequately evaluated, have been referred to in the earlier
part of this chapter. Other proposals should be sought by the
Committee.

O



