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BUDGET ~.TD FISCAL ACTIVITIES, ~.~D]U,D '..~:~,R I TO THE PRESENT 
Janu~ !91~8 

COLONEL McENZIE: Captain ;Y6rthington and gentlemen: On one oi- t,,vo 
occasions in the past there has been some misumderstsndin~.[ as to these 
courses that are given in the vertical manner, that is~ v$.ere "..'.re have lec- 
tures that seemingly do not fit right into the-subject that v~B are ,~kiscus- 
sing. In order that there will be no confusion this mornin~ as 5o this 
series of three lectures covering fin~Ice, I w~.mt to take just a mimite to 
tell you that our lecture this morning by Colonel ~JcCulloeh rill be on the 
subject of "Budget ~Id Fiscal Activities, l~-orld i~is~ I to the Present;" in 
other v.~org.s, a genera! subject"covering activities of a finsncial nature. 
That is to be foi!~/~red is, tar on with a lecture by BrigadierCeneraiEu~ene 
Foster, who will talk about financial aids to war suppliers. Thirdly, vrc 
will have a lecture by ~;~. ~.Vilfred j. ~ ~..~_~~,~J~il of },Ir.. Forresta!Is of.lice, 
who will talk about the question of the budget, fisc~l, o~.d financial 
orggmization for the ~epartment of National Defense, in th6 field of pganning. 

U.~e feel that these three lectures are hardly adequate to cover the 
field of fin.smce; but in consideration of the time sa%d th:~ fact tb.zt v~c 
donlt w.s_nt to get into co~amittee ~n-ob!cms on the subject of ,~'i~.ance ,;rith 
?four class, we are going to hope that thc~c three will cover the uecessary 
back[rotund for the year in order for you to vzork on your economic ,~d in- 
dustrial mobilization .~.,Is~.s tovmrdt .... end of the ~,' ° It ~.s felt also 
that they will be of great hc!!~ to you in the p~rticular subject of pur- 
chase and procurement plnnmiug .on Which you are about to cng~,!-~e half of 
the class o 

T[ithout shy further r~mnrks on my p~'t, then, ~,,e ,,,~]i have the first 
of these lectures by Colonel ~.:icCul]ioch this morning. 

COLONEL },[cCULLOCH: Gientl'emen'~ I ".:,ant into Coion~:! i"icKenz~c's office 
this morning specificall~< to get Him up f-ere to give this pr<,li'..d.nary 
introduction. I returned from myChristmas leave okpecting to find the 
subject o£ discussion as ~~ "Historical Prcs<ntntion of Budget end Fiscal 
Activities from World War I to the Prts<r'~t," and found that Z vms fncod 
with the over-all subject: of "Finance," v:hich is ~;bout as bJ.[~ ~,'~s cre~.ion 
itself. 

Finance officers, of course, have a C~,merg~]. reputation c f stickin~ 
their noses into eve<yone elsc's business. I thou'J~.t the first Dnd most 
into!lisen-~, thing I could do would be to build a fence ,~round this subject 
so I could break it dovm and, at least, pres(;nt a limited su].ject vThich i 
might be c:]pable of discussing :Lnd which ~<ou {lent!amen, I c~n sure, can in 
the course offorty-five minutes fully tmdcrstomd. 
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F i r s t ,  on th , t  m R t t o r  o f  " P u b l i c  F i n a > . c ; t '  lye h o v e  hc.d ~ w e e k ' s  
c o u r s e  b y  a Y n ! e  p r o f , - . - s s o r ,  who h ' ; s  vcrTr  of.s!}.,- g..onc o v e r  e u b l i c  f i n r : c ~ c e .  
T h e r e  i s  no  n e c e s s i t y  o f  my r e p e . o . t i n g  em)!,-thir'~Fj P-~ s s . i d ,  P u b l i c  f i n ! : . n c e  
is cctuall~g r~ res~oonsibilit;? of t.ho Tres.sur:? Dcp~.rt~,c:..~t. 

No~, by v<v~= of definition~ "War F:Lnr.,.nce." T,%,r finance must be 
divorced from routine public finsmce bcc~:'.use~ in effect, its financial 
r.rr<:ngemonts rre effected d u r i n g  'T. frenzy period. N o b o d y  p,-o.rticu].ar!y 
c. ' : r ' ; s  r ' b o u t  finar:cisl control. ±'un,~s .'.~rc not import,'mt. The t h i n  S that 
is inporfi.c~t is ,.,d.nnin~ the war, About all the peo]i~le cngo.~s.ff in 2in~atcc 

. ~  ~ = c c o u n t l _ . R  D r o c c L " . R r . . ' l s  n . r o  a c t i v i t i e s  cat,. do  -~ ~, t o  h e r o  t o  h e a v e n  t h a t  th.:!; ~ " ~  . 

~,'] e qtl 2.t e ,  

Th~. s can~  o f  cou r s . e~  p r o d u c e ,  s i . t t m t i o n s  w h f c h  ,,......,,~ ,=.<:,~<,,.~..__.~'~ ~-./ b e c o m e  
t m t ~ . n a b . i e .  V,c c a r . n o t  d i s r e g a r d  f u n d s  e n t i r u l y .  Thdr,~ i s  < c o n s i d e r a b l e  
b o d y  o f  s c h o l ' ? . r s  :.;he f e e l  t h a t  t h e  "boom Rnd b,~sb': c y c ± e s  " ~.=~_,,>~" on  o c c s . -  
s i o n  r o c k  t h e  v e r y  f o u n d . 9 . t i o n s  o f  o u r  econom:r  a r e  c~:..-s,~a e n t i r e : ! : . ;  b y  
frenzy "'" "~- " " .... ,,n..-~m.~. financ£ns. Actuc]~y, t ,  h c W  m~k<. a rc:~her effective c%'~e 
for this theory. 

I have sc!ect.~td .at rRndom three statistical items. Cho.rt I indic~:.tes 
cert,.in budget deficiencies, i have picked out 193'3 as the first ~.:o',r. 
I f  y o u  rece.ll~ the ,J.e.~res ~'~ ~ '-'" ~- ~ ,. .~.~c,.. s ~ : ~ , ~ a  i n  1 9 2 9 .  "/.;(~ b e S m ~  t o  r u n  i n t o  ,,, 

deficit in 1932, By 1933 Hr Roosev:~].t i~.~d it ,.,u.,.l on -'.is wa?% From ~o~ 
urtil 19h6 we contirmed to run on deficit financin.?... 

CI£~LT I, , : 'T,~' ,~ DEFICIT 

1938 ~ 2,hO0,O00,O00 
1239 3,900,000,000 
12~.0 3,800 ~ 000,000 
19)¢1 I0,200,000 ~ 000 
]-9h? 39 ~ 6 0 0 , 0 0 0 ,  C, O0 
191¢3 ~ <,~,n n~o nnn  ) . , ~ , ~ ~  

191,1, r:% ",r .... O()O~OOO ,_,c,. p ~  ~ l , . . , < - ~  . 

19) i~ hl¢, !b'O,O00,000 
191;6 ' " " ,'.-j 20,J~ 000~ 000 

Nov;~ as to mi!itery expundi%ur<;s,--Ro,!otiv<:, to t:~es.~ .~:XlOcr.ditures the 
Ester, ~_i ~-h ~ .~ ~;+~. ~O0 mi.!lion doller.s a ye<r or i..{ilitary %- ........... ::.(-nt norms.!!v got on ~ .... l . 

something less. (Chc:rt iI) During the v..-qr our record of e:<pcndin~ is 
re..':mr]cp.ble, In 19h3 "-:e got up to ~}~h2~26~300()~000; in 19!,]¢ to ~]~9,2h2~000,00( 
s>d in !Ph~ to ]~0~337.;000~000, 



~:-~:~ ~:, ~ "<"; ,,i ! I ..-~ ~ ,~ 

4.'7/--/- 
~ V ~  , m- ~ ~ ~ T .. . 

• ! 

!938--1~hO--average~ ~O0,O00,O00 
19~3 I~2,265,000,000 
19~4 ~9,2h2~000~000 
i9~5 50,~37,000,000 ; 

Chart III is the one of most importmnce. At the s~qrt of the Civil 
VJsr we had .~ 90-milli0n dollar national deb@. • At the close of the Civil 
7:sm it v,~.s 2 billion, 6 hundred million. From1865 to 1917 we held the 
debt fair]~ steady, o~though the economy of thecountry was greatly in~ 
creased. In 1917 it was 2 billion, 9 hundred mil!io~o At the close of 
7.or!d U.ar I it ~as 25 bi!liSn dollars. At the sto~t of ~7orld ~Ts~ ii it 
was ~3 biilion~ and at the close of ~orld l.ar Ii it was 279 billion dollars. 

C ~  III. NATIONAL DEBT 

l~61--st~rt of Civil VJe~-~ 
!865--close of Civil ~;ar-- 
1917--start %$orld T;ar i -- 
~919---close Uorld L~r i -- 
19~0--start Uor!d UT~r II-- 

90,600,000 
2,678,000,000 
2,975,000,000 

25,h85,000,000, 
4~,OOO~OOO~OO0 

C ~ r  19~6--c!ose T.orld U;ar I!--- 279,OO~,O~u,O00 

~ "~ There are ~ny theories on national debt, re;..=~mze to vrh~.t a nati0n 
can stend, l'Ir. Knorr im his recent lecture covered the routiae rules and 
regu!s.tiens of financSng most adequately. There ~':as one thin~ he neglected 
to s~v and that ~r.~ we can eZford to support a national debt of c~y ~ro- 
oortion provided the cour_.try is cor.Zident that we cqn eventually ~'~ ~ ,,:..~. ~ the 
r;mount wed. .. 

There is here, as in all sciences, an expression in the science Of 
economics to cover this theory. It is the so-called "Ve!ocity-of- 

1~ + • I I  "r" Circulation; ~ would like you to visualize a v,m~,~ full of water one foot 
in diameter. ~."e con control the size 0£ the pipe ve~.r simply, T.'e can in- 
crease or ";.~e can decrease the di~.~etero Tha~ corresponds roughly to the 
r.~nount of mone~, T in. circulation° ~Ye can take money out o~ circul~tiom, or 
we can put mone~, into circulation° 

~ ~ ~ .a<.~ ~ o r  On the other he~d~ there ms ea~other ~ud ~v.-~ more imoort~nt "~"~¢ 
relating to the flow. of water through a pipe, end that is the speed of 
flow. So long r~s the p,~blic is confider-t th,tt t~,~r dollar is worth rouos~y ~ 
say, fifty cents +.~d ~ ....... .,,,. and they .are not too am<ious to get the new auto- 
mobile or the new.house r,t e~y expense, vm are re!c..tively sa~e. " But, as you 
recall from the panic which started in 1929, public psychology can c,~an~e 
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overnight~ ~_ud t~-e simplest.thln S c.~.~l se, t off a public..panic. It is not 
m.G~ contention, but the cor.tention cf people ~~ho ~auo~,','~ that _~. debt Of this 
magnitude represents a real do.ngero . . . . .  

t 

I was interested in. reading..'_' report of this school submitted in 
November 1940, w]~rein the students' conclusions ",,,'ere th,?t, within the next 
four or five years~ our expenditures for militc~y purposes wou.id probably 
approximate 75 billion dollars. Their next conclusion ",'~".s that, inasmuch 
as the national debt ~'.~.".s then 80 billion dollars, we could ill afford to 
incre<se it and ~.,~e must rcise the money to cover the military expenditures 
by increased taxation. ..he v.,o.~.].d have thongs t that in ]-9]-,5" ~;e ~.vould be 
feced ",;.~th a debt of 279 billion dollars? 

The main thing I ~,~rs~t to ooint out is that~ so lens as ~ve hov() such a 
public debt, the s]tuation may become critical. Zt mi[~ht even rcs_:,It in a 
change in our political philosoiohy, in due course. 

So far as .'~,~ plan of presentation is concorned~ I c_m goin.g to stick 
strictly to the organizational s.%up of the Uom Departmdnt as it ~ ~ ...... 
to securing funds, spenc]ing funds~ sad acceunti.u~ for funds. I o~'?. going 
to take the libert=:., of. introducingthe Cbso ~.,_otho~= in this pr~o..n~,:.~-.o~, ~o~{ .... ~n. 
I will take one or two significant appropriation bills th,t .yore un~.~er 
consideration at the beginning of th'e ~.var ~nd try to sh~.v v.hy the Indus- 
trial Mob~.liz~tion Plcn wcs net applied in _zgurzn~ our finar.cial re- 
quirements for ".<orld ',',ar I!. 

At the end of h-or!d .Uar I v,.~e ~.~er< not completely satisfied v,-ith the ~,-ay 
the Ar<m~ and Na~%~ had functioned, so ,.re i~%~.ediately b.~ .... n a series of con- 
gressional hearings on possible improvements. This r<~sulted in the Re- 
organization Act signed ~ June 1920. Tmms~' Reor.z~.nization ~'.ct'~ cm~ered the 
Organization of the Army, the Nation~.l Guard, and the Reserve Corps. It 
set up and prescribed the duties ~.o~_ the General o~mf, so~.e,,..~.t;~ ~..~lon~--_ ~ the 
lines of the German Army. It prescribed certeAn chom£eS in Courts-':,~artial 
proeedure~ ~vhich had been found to be inatleq~mte. It estoblishcd a number 
of_- ne',~.~ departments in the Army. Among those nc~,; departments ~.~.~c.s the 
Finance Departrent, ~.'hich is of interest to you in this disc'~s~,ion.~ ~ ~, because 
the Chief of Finhnce -,:a~ appointed the Budget-and Fise,q! Officer for the 
/,mr Departuent in the follo'.,.~ing year. 

There "~'~[s o second act pass~d IO June 1921, the Budget _~aqd Accounting 
Act. Up to that time 1~oney had been appropriated ~.~;ithout regard to re- 
ceipts. It ~.,.~as decided that scmc businesslike procedure "~.usb be adopted 
b~7 our Governmen~ unless ~'.~e v rote (joing complctel~7 defunct. 

The Budget ~ . . . .  . of ..:,n.~ -'~ccount~.nm f-ct i0 June 1921, rcqu':.red the President 
of the United St.9.tes to submit o.t e,?.ch opening; session of Consress. at the 
be[tinning., of e,.?.ch c,9.1endar .~"~.~., his annu;l! budget, Ir: tbis ..... ~,~,.~- o.t the 
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convening of Congress on Jednesday~ he ~:~il]_ present his State of thb Union 
message° That message ~priuarily concerns plans cov~irin~ anticipated 
budgetary requirements. The actual Budget will co~.ne up for presentation 
on the .folI~.,~ing day. Then on Friday there vri].l bc a lot of mourning in 
the public press about the s~.ount of money required to operc.tc the Govern- 
ment the next year. 

The Budget and Acco~.mting Act of I0 June 1921, also estabilished the " 
General Accou;nting Office. That is-the Office of the Comptroller Genera:!. 
This office is a creature of Congress, designed so that Congress :nay have 
more control over the expenditure of public funds: ." 

It established the Bureau of tbe Budget, firs.t, as a Bu.reau of the 
Tres.sury Department. Later the Bureau of the Bud~et Was made a part of the 
Executive Office of the Presi@ent. 

The Act also required the appointment of a depsartment budget officer 
in each Federal department. Section 21h of this Act read: "The head of 
each department and establishment shall designate ?n official i.hereof as 
budget officer therefor, who,. in eo, ch year under his direction and on or 
before a date fJ~ed by him, Shall prepare the de~artmcnta! estimates." As 
I said~ ~i~e Chief of Fins~ce -~.~as appointed the Zudget-.?~ud Fiscal Officer 
for the ;.ar Department. In the No.vy they had a separate o.~fice est~blished 
in the Office of the Secretary. of the NnvT, filled very oJoly by C$%~tin Allen 
for a nu~:~ber of years. 

I mm taking my examples from the Army and the Air Forcm side bocs~use 
they cover the ].~rgsst amoung of funds. Actual].3 ~', theChief of Finance 
never did operate as the Budcet and FiscT~! Officer for the -;;st Department. 
He main%ained the accounts; but there~v,~,s set up &n the deps~tment, for 
the consideration of the Army and Air Corps estimates, .~ so-c~l].ed Budcot 
and Le~is!ative Planninc Br~nch of the Genor~l Staff. Its pri.~:.saTy function 
w-as to go over, very carefully, the requests ~ud justifications for f~unds 
as they were sub.uitted each yeer. I would like to touch cn the mechanics 
of the. preparation of these estimates. This is a matter of extreme im- 
portance to all of us. 

First, the Bureau of the Budgetj about eighteen months before the time 
the budget is due to be presented,, calls on o'.}~ch Federal department for a 
statement of its estimates for the fisc_~.l "~" under consideration. On re- 
ceipt of this call in the War Department the .Budget and Fiscal Officer of 
the ..ar Depar .... ~;n~ then goes to the Chief. of St~?f and says '"-e are required 
t o  .. " - 'D  . . . .  Dr,,~,.~c estimates for the Fiscol Ye::r 19~0," let us say.. "i.hat are the 
plans for the Fiscal Ye°~r 19507" 
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• ~ " o "  The Chief of Staff has been conslaer:tn., these plans in anticioatien of th 
requirement. The plans are prepared, written Up~ and sent to the Bu£ge.t 
e~nd Fiscal Officer of the Jar Department, who mimeogrr@hs %hem~ including 
the directions of the Bureau of the Budget, with respect" to method of prepsra- 
tion of estimates, and broadcasts, them to the field. 

Es~imateo are prepared by the chiefs of the t..chn~c~.], services~ or 
they were~ following Vi."orld rat Ij v.~_th a few exceptions. "~,[ore .recently 
they have been requiring the major commands--the Army, the numbered Air 
Force~ ea~d the Air Force comp.mo.ds--independently to prepare their ov~ 
estimates, This is on the theory that it is just as important for a com- 
manding officer to have his f{znds, to administer them, and to account for 
them, in time of peace, as it is. for him to be able to have his personnel 

", :~" o them to the best acl- and his supplies ~d place them str~Ac,~zc~.lly and use 
vantage in time of war. If the commonding officer, is to be assi[:'ned respon- 
sibi!ity, he necessarily must be assisned the funds; and~ .by the stone token, 
he must be given an opportunity to def.end his statement of requirements 
before investigating committees in the . , a r  Deoartment. 

These requests for funds are broken dovn~ into so-called appropriation 
I,l c~ -:' ~... t 7 7  O ~ titles. For example, in the Army we have funds for ~_~-;n . . . .  Service ~± the 

Army," "Qu£rtermaster Service, Army." These appropriation titles, in turn, 
are broken dc,~ into sub-appropriaticn titles; o s, for example, "Regular 

" "Clothin!~ and equipage," e~d ,,c~ ~ . o  ,, supplies, _ . ~uos2.~,tence. %lese, in turn, are 
broken down into projects; which~ in'turn, are broken do'~Ti into sub-projects; 
which~ in turn, are broken down into objective c!assifications, 

It is not necessar-j to remember that nomenclature, The only t..hinf~ you 
need to remember is th..?.t thes$ funds are. set UP in. certiJ_ n ].ittle cate- 

0 , ' ~c ' r )  ~(. ~orie~ in baskets, you mizht say. These baskets c z . . ~ . ; . o n ]  roughly to the 
organization c h s s ? b s  of t h e  organizations for w h i c h  money is beq-~-o ~ .aporo- 

.. indi ~ld,,_~i priated~ responsibility:bein;,, assigned in each J_nstanco to s~me ..... ~ , .... 
for the proper accountffng $f funds supp].ied, 

The most important thing, r-nd the basic idea ! want to get across today: 
' : ,  - . . . . .  ¢ .  . r ) 7  ,:-, ~ 7 - :  justi- • s t h e  fn~c t  th ' ? . t  r e : q u e s t s  f o r  a < w ~ r o p r i ~ , t e d  ,.......M.. m u s t  b e  corn,-,-~-t~-~.Y 
f i e d ,  S i n c e  I h a v e  b._~n,~,, s t  t h i s  ,_chs ~ 1  ~',,~. ~mve Y,~.ard a n u m b e r  o f  o~ak~_so~.~ ~ 
t a l k  a b o u t  p r e l i m i n a r 3 r  p ! ~ T s  on  p r o c u r e m e n t ;  p r s . d ! m i n a r } !  p .7~ns  on  p e r s o n n e l ;  
p r e ] _ i m i n a r y  p l @ ~ s  on  a . n u m b e r  o f  t h i n g s ,  I%.ose  p r e l i m . i n ~ ' . r y  p l a n s  a r e  ms~t- 

or..o~ .... t_~n and t ~ r s . . o f  extreme .~.mportnnce.. The  ~ ' ~ ' ~  . ~h~ ~ . . . . .  ~ ~ • p~n ..... r y  p u r o o s e  i n  ~ ~ _ 
u t i l i z a t i o n  o f  p r e l i m i n a r y  p l a n s ,  w h e t h e r  t h e y  b e  p ! ~ n s  f o r  p e s . c e t i m e  y e g . r s  
or molpilizc.tion, pls.ns, is, it secms to too, for use in the preppr:'.tion of, 
adequate justifications, 

_ ~....~L..L.;.t ..... n~, w h ! c h ,  ~.., Reauests for funds, and ~ " ~  . . . .  :-. ~- " °s I will explain in a 
few minutes, are placed on the amount of funds nv.--~i!ab!e, require constant 

, .  7 , , J ( ' .  _leV~ ~und au%omatic consideration of ~,:I such ?lars I ~-,7", ,~ it has been 
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-' ~- "~'~ " '' U<-•..--., U G_.~L':.; "j U %).'=.',"<::"." u F"S 



amply demonstrated in the late war that; unless those plans are things in 
bemn,:~, U}~less they are vital and o.li,;,e; unless the pcor, le.v,'ho o, re working 
with them are ~,vs.re of all the details; ~d, un!~ss they are sufficiently 
].m~lem~n,~e.~ t.he jus t i f i c , ' . : , . t i on  i s  no t  ~:or th ~ p r e s e n t a t i o n .  

Justific,~tions. are .~reo&red_ in writing. Tl,ev.. ~ also st::: su:oplemented.. 
by appear'~nces of witnesses before appropriate co,~mittees.. I have heo.rd 
heard Army ~erso~m<,l~ including A~r Cores . . . .  oerzonnel, szy, "'%:.!,,. _ Congress 
doesn't understdnd this *' " ~n_mng. Those men just don't get it. I feel I 
ho.w~ done my job. I "~ ,, ~.v~ done ever~,@,hing I can, but I can't put it P.cross. 
I haven't sold it to the Burco..u of the Budget. It cut the project out, it 
doesn't rec.lize the importance of this to all of us." 

;yell'~ one way of looking at it is that the Burec, u of the Budget and 
Congress have just as much responsibility to insure the nation~l defense of 
the country as we hsve. However~ on the other hand, it seems to me th?.t t h.~. 
is our primary responsibility ",,nd, if we. can't got. our plans ~cross, it is 

• ~ " -L not the frult o£' the Bure,".u of the BudgEt It is not the f.:ulo of the con- 
gressional cormr~ittees. It is our o~m f~.u].t. If our justific,%ions are 
good enough, the funds "i;ill be forthcoming. 

The mere fact thr_t any officer of any service may be celled before 
,. " -  r.~o_ - ' ~ t : '  -~ , .  ~ , . A ~ . c h  h e  any In~,t~,:,~ ,In~ committee to discuss any ph"~se o£ ~ny plan :for "',~. ~ 

is responsible is sufficient reason for ':~i! of os to k~cp currently ad- 
vised not only on plans in being~ concerning the routine pe?~c~t~mc oper~,- 
tions~ but~ as 'I will attempt to point out l,o:ter, f:u" more ~mport,:.:n~, any 
industrial mobilizc.tio'a plan that might be prepared. 

The ':,~, ' " .... cnani~s of the hcs.rings.~The hesrings ~-:re hole! in goner':'! before 
the Budget Advisory Committee of the K.~.r Department , v,~lich is a corm~ittee 
set up b y  ~,le Chief of S .... ff, ch,...a_rm&.ned by the Chief of the Sudgc~t Legis- 
lative Plann~ng Branch. ~hey are ::~.iso held oe.~orc the ~' -'~' ..... ~ . . . . .  Dur~.,L~ of the Budget 
and befor.s House committees ard Senate com:~itte@s. As I have P, Iready indi- 

• . 

cated~ in some c:~ses field comms]-~ders are c.~llcd zn to justify their re- 
quests for ~ ,_ u ~ - d  o ,  

The her~rin:: before t-~e Budget " ~ -, ':~ ~,-dv .... c~y Co~mitt<~c of the .,ar Deportment 
considers usually two ~~ ,~-s c" s ÷'~n~ ~o'. .... ; --,nc .,~ t ,~ . .~ ,~ .  : ._mr,_t, t h e  request hnd sccond~ the 
justifications r.s they relate to :,",'~ ~epartment pl~,ns. They h~,ve the plo~ns 
av~.i!n.ble to t 'n ,~m,  m~ . . . . .  ~ .... ~ check the rcq~4csts by the Qu':,rtermRster for cloth- 
ins .%rid equipage, for ~x ..... plc, and o.s~, Is it in sccord with the number of 
personnel set up by the Army for the ye:;.r in question?, Arc the Prices 
correct? Are the Rcsuests c:d<cquatc?" Nc:<t .... ~ ,,cu,..,.~ly im~oort<:nt, :'Is ,the 

• .., ~ tn~.n,.~ I ho.,?~ better, cover request authorized oy enabling legislation?" T ~ ~ ,, 
this ~oint briefly. 
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The le~sua~e that is ~z~itten into an appropriation h$!l is just ,9~ much 
a part of the law of the loud as any other !ave. On_ occi:sions v*e have had 
chairmen of ap~.'ropriations cmmnittees who~ by their vigor .and foresi.,zht~ 
have threatened, to to.ku over t~e operation of the Oow:rnment, :oecau~e they 
controlled the purse strings. So other members of Con F:ress reasoned, "The 
only vp.y we can protect ourselves a;j~,inst the Approprie, tions Co~r'.~ittee. 
taking over the operation of the Government is to require so-called enabling 
legislation befor'.e money can be appropriated." 

As a resuit the Appropriations Co~mittee can no',," sppropriate money~ 
. ,n~ 4- t • but Dot until Congress h",s first .... 3~nor.q.zed it by enabling legislation, 

They have set uo~ w~ious Armed Forces Com.~_tt~;s in .the nouse and the Se,~,-4-.= ~e 
for the consider:,tion of this so-ca]_led enab!in~ !e~is!ation. Sometimes~ 
in time of stress~ this <~rran{sment is ignored; but it is quite import~mt~ 
it seems to me~ to have a single office controlling both the legislation re- 
quested by the department as well as the appropriat:!..ens requested~ in order 
to insure~ in each case, that the !an~uage of the two -~re coordinated. 

The next point i s  this.--Since the passage of the Rcorgon_ization Act 
of this yecm there has been estc.blished ,'-tsa top priorit[~ item the Budzet 
Office of the Department of Nations& Defense. To my hind there is no office 

J o , , e ~ n . . ~ : n t  i n  recent -;,-~n--~- that is t h a t  h a s  b e e n  e s t a b l i s h e d  b y  t h e  F e d e r a l  .~' ~ . . . . .  - " 

p o t e n t i a l l y  m o r e  i m o o r t e ,  n t  t h a n  t h i s  o n e .  

This office r.ust estsb!ish~ it se~,;rc, s to :rt<'~ a definite field of primary 
interest as a first priority. At the present time, it is in the p!arming 
stage only. Nr. Dilfred J. HcNeil hcs been appointed ~.s the Budget Officer~ 
Dep¢~.rtment of National Defense. I~ for one~ am ~nxieus to he~^r what he has 
in ~And v,&th respect to olans that v,ill .provide th~ ,~::aximum of national de- 
fense fer tae Army, -~Ia~V~ and Air Force at a mini::m", of cost. Th'.~t office 
is the proper place to do the job. At the present time they have conducted 
no hearings nor have the,y published an,; plans c ow,~rin~ subsequent hecrJ_ngs. 

The next hec, rin~ inthe usual routine is before the Bure,-?-a of ti.~e 
' - * ~ ~rc,~,,e., do~.'n~ i n t o  '." scrzes of b u : ~ s e t  Budse~. The Bureau of the Budget is ", "~ ..... " -~ 
exa~!in]rs~ who run over the estim.[.tes in g.v'e~-~t dets.i]... They ma V cs.!l stuB, 
-~t%tnesses they desire at .:Y.._y phase of the bee.ring, They mr 7 :m~ke t'c.y 
reco:~,nendations they wtnt~ subject to the approv~l of the President of the 
United States. 

The most i,mportent Fhase in the consideration of the requests for funds 
~ "  " 0 £  4-"  c. ~ occurs in the oure'.u ~n~ nudget. These ex.gminers usually cover the st:me 

t~e of requests 7e,'.',r offer year. They know ~:mch about the Army plans~ and 
it is at this office that justifications must b r- presented in greatest de- 
tgil. Burer-:u of the Budset reco~:mend:i~tions are approved by the President .sac 
are published as the nnnuai Budcet of the United St.ttes. 
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This action completes the consideration of the budget from the executive 
point of view. As I indicated, in the first week in January the President 
goes up to Dongress and gives hislmessage on the State of the Union. The 
next day the budget requests s~e presented to Congress. 

The hearings e~e initiated in the IIouse. Appropriation bills always 
originate on the House side. The theory is that the Senate, being the older 
and wiser and serving a six-year term as compared with a two-year term for 
the representatives, is•in a better position to provide a check onthe House 
of Representatives, which in some ways might be considered as a bit irre- 
sponsible in considering appropriations from a national point of view-. 

The House hearings follow along the same geneg~l line, ~ t h  one possible 
exception. At this point political implications enter the picture. You will 
find that local considerations, in the minds of :rmny of the people who ~-e 
considering the bill, are just as important as national considerations. 

The House hearings are published in the form of a book, which lwill 
show you in just ~ moment. The ~il]~ when it J s passed, is published by 
the House. It then goes to the Senate and through the same processj except 
that theSenate usually will review only the controversial poi!~ts in the 
bill. 

Any differences that exist between the llouse bill and the Senate bill 
are referred to a joint committee. By the timc the joint committee m~kes up 
its mind as to what it wants to do and the bill finally gets through Con- 
gress and to the President for signature, it is already ofter the first of 
July and we are operating on a deficit. But that is the way the job is done. 

Now~ you would think that after you have the money, the control is •over, 
but this is not true. They turn the funds over to the Tre'zsury Department, 
which issues war warrants. Time rill not permit me go through this process 
in detail. There is only point I want to make, with respect to handling of 
funds, and that is the function of the Comptroller as opposed to the function 
of the Treasurer. 

In -any type of busine, ss organization" there is usu,'::lly a board of di- 
rectors. A standard board of directors might be composed of the chairman of 
the board; thevice president in charge of soles; the one in chc~rge of pro- 
duction, and others. One member of the board will be knovm as the comptroller. 

At ?. meeting of the board of directors the vic¢ president in chom~e of 
sc.les might have a good idea for s¢les of the pgoduct, but it will cost-money. 
At the same ,time, the menff in charge of production might have.an:idea whereby, 
if you spend a million dollars, you cs.n cut the price of the rroduct con- 
siderably. The comptroller is the chap who controls the purse strings. He 
must not be subject to any of the other individuals on th~ board vrith the 
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possible exception of the chairmo~. He has to make his decision as to 
vshether it would be wiser.to spend the money on advc-rtising, on sc'.Ics, or 
on production, from ,the point of view of the amount of moneTf av?il:'ble. 
The same thing applies' in th~ Army to the so-cal].~d Fisco]. Officer. 

Now, the Budget s~d Fiscal Officer is not the Finance OffiCer° The 
fino.ncial officer is the Treasurer. The Treasurer j'ust grinds out checks 
or makcs cash pa~nents to cover obligations. The Fiscal Officer has the 
records relating to the amount of money that ms av;',i].able; the o+~aount that 
has been committed; %he amount tho.t has been obligated; ands. the c~mount that 
has been expended. 

Some definitions are in order. 

Con~mitments .--A co.~mitm.mnt is defined ,.",s ~ agreement, 'oetwecn' • t~.,o or 
more individuo, ls i~ the same service or business theft a cert~in amount of 
money v:ill be spent for a prescribed purpose. It mccy be visualized .~-s an 
agreement betv~een the vice president in ch.'~rge of soles in a corr~oration 
and the comptroller that, 'IWe will spend a hundred thousctnd dollars for 
this purpose." Nothing has been spent as yet. The money has just been 
earm::~rked. 

Obligations.--Ob!ign.tions ~.rc incurred ",,,%~en a contract is signed. 
Then the money is definitely gone. 

Expenditures.--The expenditures ore effccted ~vhen the contract is com- 
. pleted and the tremsurer has received the request for payment. 

~.C'here should the comptroller's function be orgonized in the 7'iilit<~ry 
Establishment? Prior to Wor].d ~.rar I, the functions of the purchc<sins and 
contr-".cting officer .'~.nd the comptroller and the treasurer were ~.ii con- 
ts.ined in the o~'fice of the purchasing and contr,<.'~,ting officer, ,.;~hioh is 
about as ~mong as any org~mizstion could be. It ~,;ould scorn logics], th<~t 
in no case should the purch:>sing end contrcctir'g officer r,lso have control 
of the funds. Common sense in c.,ccounting should require connivance between 
at least two F, eople before, > you can sp~nd money wrongfully. To put the money 
and the power to ourche~se in the h~:nds of thm s~me individu:;l ol"s>'~,s makes 
it very simple for someone to go ~..'~ong. 

The next type of orgonization is to sot up your p~rchasing and con- 
trotting officer in one office .end to set up your fiscol officer as a 
second office to mo.int~;lin your sccounts. Then you must set up your 
tr.emsurer independently to p~>.y your sccountso In this type of orgo~.ization 
you ho, ve thre+m sep<;rstm officers. Th.qt is. the logicr, l way to do itj except 
that there might possibly be ,'_s. v~.~.stm of manpower and technical skill, cer- 
tainly in peocetime° 

10 



~ ; - J . i : :  ~ - : . y ' , : ; }  +. f . . . . .  . . . .  , r  . . . . . . . .  " 

Another type of orgonization is to consolidate the functions Of the 
comptroller and the treasurer in a single office. That, it seems to me, 
is prob~.bly the most logical thing to do, It saves manpo~Jer, [~d it permits 
the ,~Jintenonce of all pertinent records in a single office. 

I was a~,hsed the other day ~hen an Air-corps officcr pointed out th~.t 
in his organization the Finance Ofi'icer was placed under the Purchasing 
.~'~nd Contracting Officcr. Ths.t is one wsy of'doing it; but I ~,.'ould hate to 
be a treasurer and go to the Purchasing and ~ontracting officcr and tell 
him, "I don't think this bill is proper cad I don't ~vsnt to pay it," i£ hc 
were my immediate superior. , 

I s ~ . .  going to take up my case now. 

A godd time to sto, rt this c~.se is on Armistice Day, 1939~ Armistice 
Do.y, 1939, was a holiday in the city of Washington,'although tlacre was a 
"phoney ~m~r" going on and had been going on in Europe for' some time. The 
Germ?as were effectively stopped at the M~ginot Line. Everybody felt rather 
comfortable. The milit?~y s;ppropriation for the Fiscal Yo~r 191-1 hg.d been 
up for consideration for almost a year. Armistice Day, Ii November 1939, 
was the last do~y of the Bureau of the Budget hearing. The Bureau of the 
Budget kept open on that day and heard Gener:~l Marshall testify. 

This bill v,'as presented when Congress convened in Jcunuic.rF of 19hO and 
the House hcnrings ,,',.'ere bef~un 23 February 19hO, in the ~mount of 800 mil- 
lion dol!o, rs. I have gonc over to the library and procured the House 

~ ,. } e<=rzngs. This book cont~ins 9]I pages of discussion and convcrsr, tion con- 
cerning requested funds in the amount of 800 million dollr.rs° 

Now, what did they t~.~]k about here in this nice, thick book? They 
t<7!ked about the pay of .flight surgeons. Should it be 50 percent of their 
base pay or should it be ,_ mo~ximum of $760 .~ year? They talked ,,~oout the 
necessity of construc'ting a new Army ~v[edicol libr~,ry in the City of h<-sh- 
ington, D. C. They tr.lked about administrr.tivc promotionb; of deserving de' 
portmental employees. There w<,ns one ~:vitmess, Mrs. Noble Ne,.'~pert Potts, 
President• of the National Patriotic Council, v,'ho talked about the food that 
was given CMTC students. It re'.711y w~,s done "~ery effectively.. Evor.~%hing 
v~s under control. 

This bill, as I have stated, vras in the emount of 800 mi'_~lion dollars. 
V~L:rious offices h~d been considering it for a yc[.r. F~7~, ..... L~j, the house 
cut it dovrn to 785 million dollsrs e~nd passed this bill on ~ April 19150. 

The Senate got to ~^ork on it. Hearings str~rted on 30 April 19he. ~%e 
~' . . . . . .  " " ,  going situation was still quite nor.m.,l all over the world° The h~ ..... in~s were 

along all right. They got up here to page 376, when on 10 ?~sy ~9~O, .a most 
unexpected thing happened. The Germans inv~:.ded the Low-Lends. 
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That, gentlemen, vw.s the day the war effort really began in the United 
States. Senator Tnom~,s, vdqo was conducting the he,'rings, ws.s told by 
General i'i~:rshall that immediate drastic action was necess,qry° The Senate 
Appropric, tions Cor~mittee s".id, in effect, "You go b.'.zck and prepare your 
supplemental estimates and come up and give them to us." Generol };t~rshall 
s.~.id~ "Fine. That I ~ill do." 

So he mm .... ul:.,tely "~,~ent to the :.~hite House sad advised the ?resident of 
what he had been directed to do. The President properly s~%id, "'~<ell, the 
~ar Department is not fighting the war alone. The wow is being fought by 
the United States Government. The Department of Agricul~ure, the Depmrtment 
of Commerce-,eveIujone J..s involved , in the face of this current threat." 

if you recall, }.'Jr. Roosevelt went on the radio on ~i[o~[ seven.teenth, a 
,.'reek lateg. And, in thnt one vreek, we in the War Department had' prepare~ 
an initi.ql supplementary estimate in the amount of 752 milli6n dollars. We 
nearly doubled our original estimate in a week. 

Under normal conditions th.?.t supplementary estimnte of 732 million 
dolls.rs wouid,'it seems to me, cause consider':ble consternation. However, 
starting on page 377 of the Senate Hearings, we find r;~ost of the.copy re- 
lates to the. formal ~witten submission of the supplc~menta! estimate. Then, 
on page hOb, General ~'~,,~.wsh~ll~ came up and m~de n short st~"..tement; and, 
gen%lemsn~ tha t closed the he,rings. 

This bill, passed by the Senate, was submitted to the House the follow- 
ing week. ~le he,rings were opened by Mr. Snyder, Chair~lan of the Co~nittee, 
s~ying: "General "~Lorshsll, we have before us the Military Establishment 
appropriation bill for 19hl, v~i£h $~nate o~endments, which is quite ~ bit 

T ' : " different from the meesure the House passed on April he" General l~inrshall 
said "Yes" and that he would like to make a statei.~ent. He proceeded to 
make his statement. Th.~!t occurred on page I. 

On page h Mr Joe St:'.rnes, of A ...... • -l;~b,~,.~.~, stopped General I.~arsha].l ~nd 
ener~.,l, s[~id, "G ~" may I ask you c~ few questions for the record? The .amount 

tn,,.t is asked for .here, the incre,~sed ~%m, ount over the 19hl estimgte, is the 
• ~nount that you think ,is reason~ble, that ~ay be spent v..~thin the time 
allotted here?" 

'General Marshall said, "The.t is the amount that I thought was the 
reasonable amount some thr~e we(,ks ago." 

At the beginning of page 5 Nr. Starnes scid: "!~'[r. Chairman, under the 
circumst.2nces, and with the absolutely confidential information which the 
gener.o,l has disclosed to us so clearly nnd'frc.nkly, I cannot see any need of 
extended he,,rings before'this co~:!ittee. I know that the general's time at 
this ~r, oment is precious, tad I think we ought to go on to conference i.~,~ediat, 

q 
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And that ended the hearings so far as the committee was concerned-- 
on page ~ 

But there2,~ere cert~,in other consideraticns that cannot be neglected. 
The initial hearing occurred on 29 ilay but the additional testimony ran 
along on 30 May and even extended one additional day, on 31 May. I sm not 
quoting the fo]lov~ng to poke fun at anyone. It is a matter of record and 
is indicative of political considerations. At this point, a legislator 
asked that the he~ing be held open for one. additional statement. He was 
a member of the House. By this time, mind you~ the Germm<s had gotten well 
dov~ into France and the situation wos really acute. I quote from the 
Hearings: 

"! am sure it is unnecessary for me to call the attention of your com- 
mittee to the feet that there is an unusual amount of fifth-col'~an acti- 
vities, spies, traitors, and other brands of dangerous scallawags n~ 
operating within the borders of Mexico in the south. Members of this com- 
mittee know that Communist and Nazi leaders for the past f@w years and 
especially f0~ the past several months ?mve been making some inroads in 
Nexicoo I have no thought of alarming this co~uittee andyet I want to re- 
mind YoU, Mr. Chairman, and each member of your committee that in case of 
a threatened armed invasion of our m~n beloved America, possibly one of our 
most vulnerable spots is across the unprotected Rio Grande border," and on 
smd on. Then he ~oncluded with this pe~agr~h: 

"In conclusion let me say that I feel that time is the essence in this 
whole prep~redness program. Ne must not dillydal!y~d delay as Frsmce ~id 
Englandand other nations have done. I am.enthusiastically supporting the 
President's billion-dollar program which I underst~md is coming up in 
Congress this week and hope that this additional preparedness progra~w~ll 
enable the War Department to est~blish several additional air bases and I 
om going to insist that at least one of these b~ses be established in 
Okl~loma." 

This bill was followed within the next two weeks by the so-called 
Munitions Program of ~O June 1940. If there was any relation between the 
information contained in the industrial mobilization program approved in 
1939 and the Justifications submitted on 30 June 1940, it was fortuitous 
only. And, during the remainder of the year there were seven supplementary 
appropriation bills submitted; each one covered only one phase of the 
program. There were no coordinated, carefully considered estimates pre- 
sented covering an over-all, planned effort. 

I dohavc one theory which I must take time to mention~ if you will 
pardon me. The Industri~l ~{obilization P]o~, which had been prepared so 
meticulously over < 2~-year periodj w~s kept thoroughly ~ocked up in a 
safe. Once each year they dragged it out;shook thcdusV off of it~ gave 
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- everybody a chance to read it, if they could understand it; and, then they 
rolled it up and locked it in the ss#.c a[~ain. 

There was nothing vital, there was nothing alive, to it.. I give you 
my word of honor that I hav.e spend an entire morning reading and re-ref~ding 
the some page, and wondering what in the world I had read.. 

• o 

I ~'7ould like to be presumptuous enough to mention one other thing, 
reh.t~ng, to enabling legislation. 

Since the ";:~?r we h~,ve, .in the National Defense Establishment; sponsored 
three zieces of legislo.tion. .I am not considering legislation about the 
retirement of officers or increased pay or things of that nature, but legis- 
Is.tion relating to nc, tional defense as such. Let us t,';~Ik about th~:,t for a 
moment. 

First, the dr< .. t . --There was a demand after the ~,n~.r thot .t, hc boys be 
home by Christmas. That is olI right if they had continued the dr'.',ft. %~¢e 
all know wh~t happened to that particular piece of ].cgislation. 

The second on@ related to compulsory military ;trs!'.ining, Three ye:.~.rs 
have passed and nothing has been done. It is a m~'.ttdr of extreme impOrt~:nce, 
it seems to me, if v~e are to m~intain the. respectable,defcnsiws postur e that 
President Washington indicated,long years ago, o.s necossary~ 

The third "relstes to reorganization. It vtas most unfortu~Jate~ resomd- 
less of any vie~'rs we mi[.]ht have.:on the subject~ that there should have been 
oublic controversy r'bodt tho.t plc.n. Of •course, in outline form this new 
law is somewhat, comp:~roblc to the ~eorganization act passed ~.~ter ~orld 
Ws~ I. : 

@~r batting average in requesting and" defending legislation is not 
too good'; that brings me to a few conclusions. ' 

It sometimes looks like we were right b~tci- where we were twenty-odd 
years ago. Certainly the politic$:l phase of the situation has not m._qterially 
improved. Our economic situ~,,tion, as exemplified by the public debt, has 
not materially improved. Threats f~.cm otb.r~r powers have no% materially impro" 

'-~ - ~. ~ ~,'~" " to imDrove o~n~ defense structure Therefore~ it seems, ~h~, . .u  our oe,_~, .... m . . . . . . .  ms 

We can. achieve this thing~ lbeliove, by supporting the Reorg~,nization 
Bill t,o the fullest.: I was extremely interested in reading the statement 
made by..the Secretary of Defense before the Senate Special Cor~mittee to 
Investigat9 the.National Defense Program. Copies of this have been furnished 
all personnel in the school. I urge that each person in the school read and 
re-read this item. Mr. Forrestal-.~ms.kcs eleven points, all of extreme impor- t.. 
toa~ce, it seems to me.. 
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The last paragr~h is osnecially' interostin~. He s~id." "In rctro- 
spc~t it is the broad l~ssons that we have learned from ~Yorld ",7ar II that 
are significant. ~e Nation.~l S.~curity Act of 191~7 .gives us the best ma- 
chinery that the Country has ever had for securing our defense. It estab- 
lishes the N~tions.! Security Council for advising the President on tn~ 
coordination of our foreign, domestic e~nd military policies. It establishes 
the N~'.tional Security Resources Board for advising the President on the 
Dreparation of o~r national resources. It properly establishes the role 
of the-~;~i!it~.ry Establishment end provides for the coordination of the Army, 
Navy sad Air ~ orce, not only through the Secretary of Defense but ~..Iso through 
.the ~'.iunitions Board, the Research and Development Board, and the Joint Chiefs 
of t~.ff. Through the entire structure provided by the Act, tnc~ necessary 

• mo~hsmisms can be developed for .%Dplying the lessens of World ~'iar Ii." 

He says the necessary mechanisms can be developed for applyin[~ the 
lessons of '.Vorld ~:Tsr !I. It is also a matter of extreme import?.nce" tho.t 
we should provide the mechanism of national def,~nsc at a minimmn or cost. 

Possibly the Budget Officer of the Department of National'Defense is 
the logical place for ?. detailed, 6cntinuing consideration of our plans. 
Proper consideration ~'ail]. be ,~'. painful thing. It :::ill cut across tradition. 
It will cut ~cross personal ambitions. I do b~lieve, though, that we have a 
responsibility to do this reorganization job properly, especially in face of 
this inordinately high public debto After ~iI, our loyalty to our country 
transcends our lo$~ity, not •only to ourselves, but the loyalty that we owe 
to any individual component of ~.uuy organiza~on to ~'rhich we hap1:,en to belong. 

It is a re.thor seberir-g thought to realize t~..t this school is the 
acme of professional training in this most importc~t subject. It should 
sober you to think that the Government has selected you and me ~s oh~. people 
to prepare the industrial plan on Which our entirc <-~conomy mm£ depend in tn~ 
event of smothem war. It seems to :ae~ the future of our country ~,~'~+ v~cll 
rest on our success or f~ilure in me:~ting t~{osu ~.ssigncd responstbilities. 
Th?.nk you. 

COLONEL ~,~cK,',N~IE:'~ ~ ~ ' I think -T rc'"d just ..~ few ~sys a~o that the cost of 
the ~,mlmtnry Establishment, plus the fixed cost of the debt service on 
this" enormously large fig, ure th:t ~,v,~ sc~e her~, plus w~ter~ms' be,uefits com- 
prise about 70 percent of the Federal budget today. !¥e can t:qLk to our 
friends who are continually impresse~ ~ i t h  the f~.ct that the~ ~e short of 
money.~o do v:hat thsy think they have to do or should do; but all of us c~rc 
aware of the fact that v:e are still living on a lot of .the: fat that was left 
over after the late war. All of us would like> to see our pay increosed. 
The c ivi!ic~s and the military ~ ,', .... r.~ hopeful for some help in th;9.t direction, 

i.know that nobody lilacs to listeu to thr~.~ts, but we all R n o w  there 
is going to be a drive for economy. Really you can't cut the interest rates 
that ycu are paying on our debt. You have ,the problem of votersa~s : benefits 
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that ycu c~t't renege on. So it doesn't take very much foresight to see 
just -.,vhere we stsa~d with respect to continued l:~rge amounts being appropri- 
ated for the Military Establishmcnto 

Colonel NcCulloch', I hope you ~;ill excuse me if I criticize your speech 
this morning, but I would like to suo;gcst th~-t you 4isprovcd your st'.i, ement 
in your cose that when Congress didn't give us money it v:as boc,<.~.use it 
hadn't been fairly presented or hadn't been completely presented. ".;ou!d you 
care to make say stc.,'Ze~mc;nt ~t this time on how the mi!itc, ry is goin~ to be 
c~ble to defend its position and get funds in the yec~ 19h8 with the ~vorld 
being faced with those other factors that stand in the b',-~ckground, when in 
191~O we had to go through the most painful proccsses. Do you still lobor 
the point that ~.,hen we donit got money for thc ~"Ti!itmry Establishment it is 
becm~se it has not been completely presented by the ;:.'Iilit.?r~! EstoJol-i.shmont? 

COLONEL 7vIcCULLOCH: A proper presentation of our plan to the public 
is the respQnsibi!ity of the m~i].it,'.,~ry~ it seems to me, "<vhich is not to be 
denied. There have been some solutions proposed by ].ecturers in the lVc.,r 
College. One s,~,.id he thought that some metho4 should be provided wherein~ 
if there was a difference of opinion existing betv~een the L'nv~ Do'p~,rtment~ 
for ex<~nple~ and the Bureau of the Budget as to the adequ~'.cy of any ~+~jropri- 
at, on, they would be permitted to go out and advise the public. 

'..Veil, that prob<~b!y is not the solution. Once the funds are approved 
or disapproved by the Bureau of the Budget, it then becomes the Procr~ 
of the Prosidentj and witnesses for any of the Fedor.r.l deportments are for- 
bidden to defend ~ly amounts other than those which have been approved by 
the Chief Executive. 

I donit kn~v ~,hat the answer is, 

The point I v.sr?.s trying to make is~ th~?,t from ~ovr on out~ ~ve o, rc going 
to be in t~e most severe competitive situ, ttion th.',~..t we have ever experienced 
in obtaining public funds. "~'i'e arm going, for,~xr._u7~Im, to compete with tae 
Veterans Bureau cud thcTx" con r'lw'oys ~mo, kc, .?. pretty good c,?.se, i-.'e are goin~' 
to compete with the Mcrsho,!l Plan. Either the momoy v~ll go for one thin~ 
or it ~,.~i!! go for ~mother. There ~,ill be only a certmin amount s.vailable. 

The point I am trying to make is that v,,e v.,~l! 'o .~ .~q,_v,.~ to present the 
strongest case possibl~, ~. I be].ieve, personally, Dhat tht., Budget Officer of 
the Deportment of Nmtione.l Defense will have to coordinate with the public 
relations personnel to the e~id that those requests ~,~].ll not be considered 
as restricted information. Aftc.'.r rq.1, ~'e have been more hamstrun~ by 
peacetime security restrictions then anTrDhing misc. tUh.r~t is the sense of 
havin~ a mobilization pl.mn and writing it up b~muti.fully m~d then sticking 
it in a s.~fe? If the Pi:~n is re,'.,!!y vital and alive, if affects our every- 
de?7 life. I don't believe most of the se.-'curity provisions are :~.,orth the time 
to enforce them. Let the public know v.~h.ot is going on. 
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QUESTION: Your idea of justificatior~wns very w~ll taken. I have two 
things in mind, Lould you care to extend ~-h_nt you mean by justifications? 
For instance, Sometimes v~e are told to go up and make a spe-cch. ;'~e don't 
anticipate a lot of these questions. Do you fee]. that if v.,'e have to go up 
before a congressional corm::ittee, v:e hr~ve to go to great length on very 
minor details? That is one question.. 

The other question is this: ~.;ou!d you mind co~~entins on the attitude 
of ,.mistrust which apparently exists bet%,reen the Bureau of the Bud£et e~d 
the V,..'sr sad Navy Departments to such ~ extent tho.t the Bureau of the 
Budget has novr developed vrh~.t some of us call a Gestapo? 

COLONEL .;vicCULLOCH: Anst,~ering your first question, the solution millet 
be termed. "intellectu~'~l honesty." It seems to me that the one men who did 
more for ns.tional defense in the late ~'ar than any other is Generr.,1 i'.b, rshall. 
He made himself constnntly availo~ble, not only to co~nittces~ bat to any 
member of Congress v;ho ~,r.'.nted to he~r him. He objectivelyenp!~ined every 
point in ew.,ry progre,!.~ that e, nyone naked hir'~ ~.bout~ to the limi5 of his 
ability. If he couldn't do it, he admitted that fr:ct ¢,nd said he would 
furnish the ir~ormaticn for the record, lie probt~blT/ spe~t more time on 
that one thinz th~n on anything else. 

I believe the ..n.,r' ~,'-,(.~- to ..vrur query is a complete_ and thorough ].mc~vledge 
of the plans that are up for consideration, and also, ~n apprecie.tS.en of 
the limitc~.tions of the plans. 

Another thins is thet vritn~ses come up unprepared to defend .m~ item 
in detail. There is not?iinc more da~ing thc.n to have a '...fitness a~pear o~d~ 
v~'hen you ask him som~" specific question rel'rbive to so:~.e point~ he ,tries to 
muddle throush ~.len'4 ~ he doesn't ]cndw the ans~v.t.rs. That usu,-'-lly :results in 
wiping out the request reg'.~rd!ess of h~,;r important it is. 

Novr~ with respect to the adooti<'n of Gosb-:po tactics by the Bureau of 
the Budget, ! believe honestly that the Bureeu of the Budcet is atte,cptin~ 
to do a thoroughly ~ood job, In the past it has not alv~ays been the policy 
of the i~ar D6partmunt to send top men up to defend items before the Bureau 
of the Budget. In meny co, ses, there have be,vn statements made that can't 
be supported. In m.o.ny insts~ces~ the Burueu of the Budget m~y have fcit 
that Justifications w~:re not properly supported. 

Probably if the Burecu of the Budget does actuclly get into operations 
its representatives will have to be brought bn~ck into linG. I don't agree with 
thc theory theft it should send representatives into our oc.nps to investigate 
our conduct of routine business rfter funds are appropriated. Th'_% is the 
function of the Comptroller Gen~-~ra!. I th_ink the prusent sitintion will 
correct itself in the naturrl course of events. 
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QUESTION: Co].onel ~icKenzie too~ up: one point about justific<tion in 
gettin~ money. The point that I want to brin~ up now is this:.. I don't 
think any plans or justifications ~ .~ .... ~ ' ~...~ :~ ~,,rtn much, because t°opside can sc~y, 
"Yo~ get so much. Now make pl~s for ~hat." 

COLONEL DicCULLOCH: One ~f the things I s'.tid w,.~.s theft your plans r.ust 
be complete and they must be flexible. There is nothing more distressing 
than to :prepc.re justific'ttions for funds, b'.).sed on proper plans, rnd whcn you 
have rc:.~.ched the amounts you think sa~e adcquetc, to havc the reviewing agency 
.sey~ ";:cll~ you arc good° I can't knock dovm any of your justifications. I 
"~.~Ii ade~.t that all these things should be done in the intercst of nntionml 
dcfensc~ But I don't have that much money to ~ive you. No~., I have nora 
confidencc in your ability to distribute the money them I have in my o,:m. I 
have to cut you do~m. I "~,d.ll have to cut you fifteen percent, and you dis- 
tribute the money. '~ 

Your plans ncccssarily have to bc so flexible and your priorities es- 
tablished in such a way that you. ere in a position to find out what you ~:mst 
cut out. It is not the most logical ~--%~.,,..~ to do it, but it is. a thin~_ t.~:t 
,,~17 ' • _ m..vc to be done increasingly in view of this chart do,.~u% here, the nation 
debt. Our plans must bc so flexible th'e~t ~e c'.m do the thing 'a!:.uost instantl 
from s.n administrative point of view. 

QUF~STION: V.qay do((sn~t the War Department work on the basis that it is 
goin~ to ~et so r.mch mon(-y on4 godo~,m to the. a~-ncies e.nd say, "This is 
your job," instcad of building from the bottom up? The President co:_!es do~m 
cad ss.ys~ "You [~et 5.h billion dollers." The Department w::'.nts 15 billion 
dollars, so you hr~ve to chs.ngc your plan s . 

COLONEL' i~{cCULLCCH: The on].,; ~,c:y I can ~mswer that is that the Budget 
o.nd Accounting~ Act of 1921 requires it to be done in the prescribed manner. 

COLONEL NEIS: That fizure of 279 biT].ien for the national debt is quite 
a striking one. I ws.s just ~'~-ondering if there are .not a lot o f assets 'gnich 
might help tote.lance that; like TVA: postoffic.~s around the country; inst.oJ[l~ 
tions of the ~ilitary Establishment; re.'<l est,.to develooments, end all these 
thin~s. Has there been any atte::~pt made to appraise those tTssets ag<inst 
th~'.t obligation to shay whether wO are in a r(~d positron or a black one? Car 
you give us shy idea on that? 

COLbNEL LoCbLLOCH: There is no appr~::is,"tl (,f s.ssets contained in the 
Troasur.~., Dcpo.rtr.aent report .o.nd this is taken from'the Treasury Department 
roper{. There, of course, are assets, a considerable nunber of as'sets. ~~ 
have the " " ~.. Pent,~:.gon B u i l d i n ~  

I de think this: that one ,;.:<~y of. ] oekinff at that figur 9 is to try to m.oJ 
up y~,ur mind what it ul ~'ht be had there been no wt<rs i.~e probably ..nay have l --" .... ,%, • . 

a different type of assots~ ].ike schoo!s~ playgrounds, hospitals and housing 
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COLONEL NcKENZIE: I think we are all thoroughly alive to the problem 
of finance~ even to the foct thc.t on the fifth d~y of Jonuary we will begin 
to worry about our personal finances a little bit. 

I keep thinking of this national debtj Coloncl Neis~ in terms of a man 
v rho might be o~ming an expensive residence that he had all on loan~ which 
rcturns hiu nothing except occupancy~ as opposed to the ms~ who micht be 
spending an eq~liv,':'Iont amount of moncy for s~ industrial plant v~-hich is mak- 
ing a return. This is ',~ debt that we arc paying a service charce on. It 
is a debt that I think v re expect to repay v,~thout liquidatin~ our assets. 
Of course, they must be in being end many of them would have no va!uo other 
than in the maintenance of the Feder~.l Establishment. 

Colonel ~',EcCulloch~ I v.~cnt to thank you very much for your painstaP, iu~ 
effort to tell us about finance this morning. Thank you veer much. 


