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Mr. Frederick J. Lawto n, Director of the Bureau of the Budget, 
was born in Washington, D. C., Ii No~emher 1900. He was graduated 
from Georgeto~m University in 1934. From 1921 to 1935 he filled 
various accounting and adm~n~ atrative positions in the Treasury Depart- 
ment. From 1937 • to 1939 he held a special assignment as adviser %o the 
Senate Select Co~..~ttee om Govermment Organization. A career man in 
govermment service, Mr, Lawbon was executive assistant to the D~rector 
of the Bureau of the Budget for ten years before becoming assistant 
Director s except for five months in 1948 whom he was an administrative 
assistant to the President. During 1947 he also served as acting 
assistant director of the Bureau of the Budget. He has been ,an,, execu- 
tive of the Bureau of the Budget since 1935. He was appointed to his 
present position by the President on 13 April 1950. 
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ADMIRAL HAGUE: I have o f t e n  been impressed  with  t he  f a c t  t h a t  so 
much depends upon the  p o i n t  o f  view.  Those of  us who have had to  run  
the g a u n t l e t  wi th  our proposed e s t ima ted  expend i tu res  of  our d e p a r t -  
mental of~ces and later the Bureau of the Budget have at t~mes, I fear, 
felt that our d e p ~ t a l  office was peopled by ~ and that the 
Bureau of the Budget must be presided over by the archfiend ~4~elf. 
On the other hand, when we put on our taxpaying spectacles, for scme 
reason or other, the denizens of the departmental office are cher,,~ 
and seraphim and we are apt to feel that the Bureau u~ the Budget is 
presided over by none other than the archangel Gabriel. 

However, we look at it, I th~nk it is certain that the Bureau of 
the B-~et, like the airplane which had its first f l i g h t  It9 years  age 
today, is here t o  stay. Cert-4- it is that we could  no t  a r r i v e  at aD~ 
r ea sonab le ,  coo rd ina t ed ,  ba lanced  program o f  Fede ra l  expend i tu res  w i t h -  
out the work of the Bureau of  the Budget, and it behooves us to learn 
all that we can about the process. 

are  ve ry  f o r t u n a t e  t h i s  morning i n  having the  D i r e c t o r  o f  the  
Bureau of  t he  B,dze t ,  Mr. F r ede r i ck  J .  Lemon,  t o  speak t o  us on "The 
Fede ra l  Budget." 

Mr. Law~on, it is a great pleasure to welcome you to the Industrial 
College of the Armed Forces. 

MR. LAWTON: Admiral Hague, gentlemen of the College= 

I welcome this opportunity to talk to you this morning about the 
Federal Budget, not only because the Budget is of tremendous importance 
to all of us--as gove,=~.ent offici,1~, as citizens, and as t~xpayera-- 
but also because you gentlemen, in your fixture assignments as mili~Lvy 
planners, will help to make decisions which will determine the Lize and 
composition of the largest part of the Budget. 

In the fiscal year 1953, which began i July 1952 and ends 
30 June 1953, total budget expenditures were laat estimated at 79 billion 
dollars. Nearly 70 percent of that ~aount--53 hi11~on dollars--will be 
for military services, including the stockpiling of ~trategic materials 
and military aid to our allies under the F~tual Security Program. That's 
more than five times as much as it cost to run the entire G~vermaent in 
19~. It will be eq,,-1 to more than one-sixth of the na t ions l  ~ i n  
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1953, and ~ 1 1  amount to more than 300 d o ~ a r s  fo r  every  ~an, ~ 0 ~ n ,  
and c h i l d  i n  the  c o u n t r y .  With a m i l i t a r y  budget  of  t h i s  s i z e ,  I 'm  
sure  you w i l l  agree  t h a t  a l l  o f  us have a r e s p o n s i h L l i t y  f o r  see ing  
t h a t  the  people o f  the Uni ted S t a t e s  get  a d o l l a r t s  v ~ t h  o f  defense  
for every dollar o f  t h e i r  money the  Government spends f o r  defense. 
This r e s p o n s i b i l i t y  w i l l  cont inue  to  be g r e a t  f o r  many yea r s  to  come, 
because of the need  f o r  ",.~4nt~Jn'ln~ a s t rong  m i l i t a r y  pos tu re  fo r  aa  
long as our na t iona l  security is threatened. 

I n  d i s c u s s i n g  the  Budget w i t h  you t h i s  m o r n i ~  I t h ink  i% w i l l  be 
h e l p f u l  i f  I fiLrst t a l k  about what the  Budget is~ and t hen  go on t o  
d e s c r i b e  how the Budget i s  p repared  and admin i s te red ,  the r e l a t i o - - b i p  
o f  the Budget to  our n a t i o n a l  e c o n . ,  and some o f  t h e  problem~ o f  
budget ing  i n  a defense  emergency. 

is 

The Budget i s  one of  the  most ~ r t a n t  doc~aents pub l i shed  by 
the Fede ra l  Government. I t ' s  a b ig  document - - th icke r  than the  
Washington te lephone  d i r e c t o r y  and J u s t  about  as f u l l  o£ numbers--and 
i t ' s  a c o ~ l i c a t e d  d o c ~ e n t .  Because i r i s  so b ig  and compl ica ted ,  i t t l  
not a best seller. I wouldn,t reccmsend it as light reading, but I wou~i 
recc~uend to you a 44-page summary of the Budget, called "The Federal 
Budget in Brief." This little booklet describes in clear, maderatan4able 
words and charts, Just where the B~t d o l l a r  comes from and how i% is 
spent. 

I s a i d  a moment ago t h a t  the  Budget i s  a most impor tan t  document. 
I t  i s  impor tan t  because i t  r e p r e s e n t s  t he  work p lan  of  the  e n t i r e  
Federal GoTerm~nt. It spellR out in detail Just what the ~er~lent 
plans to  do i n  a g iven f i s c a l  year ,  how much the work W411 @OSt, am~ 
how the  c o s t  w i l l  be Eu~anced. 

T rans l a t ed  i n t o  taxe~ to  be c o l l e c t e d ,  money to be s p e n t ,  a n d  
s e r v i c e s  to  be provided,  the Budget a f f e c t s  a l l  o f  us i n  c o u n t l u a  
d i f f e r e n t  ways.  I t  a f f e c t s  the  size o f  our incomes, the  p r i c e s  we pay 
fo r  goods and s e r v i c e s  i n  t h e  market ,  and the  s e c u r i t y  o f  our Nat ion .  
As Gladstone i s  r e p o r t e d  to  have s a i d  more than a h a l f  century agos 
" ~ d ~ e t s  a re  no t  mere ly  a f f a i r s  o f  a r i t ~ e t i c ,  but  i n  a thousand w q e  
go to  the  r o o t  o f  t he  p r o s p e r i t y  o f  i n d i v i d u a l s ,  t he  r e l a t i o n -  of  
c l a s s e s ,  and  the  s t r e n g t h  o f  ~n,~loms." 

Evolu t ion  .of t h~ P r e s e n t  .Budge t System 

I n  view o f  the  importance o f  the  Fede ra l  Budget, i t  may s u r p r i s e  
you gentlemen to  know t h a t  up u n t i l  30 years  ago %here was. no i n t e ~ & ~ e d  
Budget f o r  the  e n t i r e  Government. Up u n t i l  ~hat t ime,  each agency se~ t  
its requests to the Congress as part of the Treasuryts Book of Estimates, 
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without regard to what an~ other agency was requesting, and without 
an~ regard to the total amount being requested by all agencies. Under 
such condition=, i% was obviously impossible for the Government to 
obtain an~ over--1~ picture of its financial requirements. 

The Budget and Accounting Act of 1921 put an end to this chaotic 
system of multiple budget estimates, and established the principle of 
Presidential responsibility for developing an Executive Budget. I% 
directed the President to review the needs of the various agencies, to 
h~ing them into harmo~ with one another, and %0 present to the Con- 
gress each year a single work program for the entire Government. The 
act also created %he Bureau of the Budget to assist the President in 
carr~ out his new respomsib~ ~ ties. The Bureau, although under the 
Presiden%,s d~rection, was ori~-~ly located in the Treasury Department, 
but under the Reorganization Act of 1939 it was made a part of the newly 
created F~ecutive Office of the President. 

Today, t h e  Budget i s  a ca reO~l ly  worked ou t  and tho rough ly  c o n s i d e r e d  
p~ogrma o f  a c t i o n .  The patchwork o f  i n d i v i d u a l  agency e s t ima te s  has been 
r e p l a c e d  by a s ing le~  u n i f i e d  p lan  r e p r e s e n t i n g  the  P r e s i d e n t ' s  judgment 
as to~ how ~ e  Govermaent can b e s t  meet the  needs o f  t he  Nat ion.  I 
h a r d l y  need %o remind you t h a t  not  a s i n g l e  d o l l a r  can be spen t  to  c a r r y  
out the Px~sident,s recommendatio-- until the Congress gives its 
approval. The Constitution speci~cally provides that -no money s~11 
be taken from the Treasury but in consequence of appropriations made by 
law." 

How the  ,]~et is Prepared  and A ~ t e r e d  

Preparing the Federal Budget is a year-round job. It begins any- 
where from 12 to 15 months before the opening of the bv~et year. The 
~rs% step is the development of a set of proposed policy guidelines 
for use by the agencies in preparing their Budget requests. These 
proposed g u i d e l i n e s j  based on the  f i s c a l ,  economic, and, c u r r e n t l y ,  the  
i n t e r n a t i o n a l  ou t look ,  a re  worked out  i n  c o n s u l t a t i o n  wi th  the  agenc ies  
and by the best kind of analysis which we can do in the Budget Bureau, 
with the help of the Council of Economic Advisers, the National Security 
Council, the Federal Reserve Board, the Treasury Department, and other 
agencies° The assumptAons are checked and rechecked, and ~n,11y, 
earl7 in May, we take to the President what we c~I I a Budget preview. 

In that preview, we say in effects "Mr. Presidentj on the basis 
of the best assumptions we can make at this time w~th respect %o 
international conditions, the level of economic activity, and the 
~rAn__d of major government programs, this is the Budget outlook." After 
this discussion with ~he President~ budget ceilings are not fi~ed amounts~ 
within which the agencies are required to stay. Rather they are 
~gures, for use by the agencies in preparing their Budget estimates. 
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In the present emergency, the Department of Defense is not subject 
to the ceiling process, but its estimates--based on military plans 
approved by the National Security Council-~are carefully reviewed By 
the Budget Bureeu and, of course, are subject to approval By the President. 

Af te r  the  proposed Po l i cy  gu ide l ines  and Budget c e i l i n g s  a r e  approved 
By the  P r e s i d e n t ,  t hey  are s e n t  to  the  agencies, wi th  the  traditional 
fo r  estimates. , In the meantime~ agency heads and t h e i r  budget o f ~ c e r s  
have ~l~ea~7 begun the Job o f  f o r e c a s t i n g  their program workloads.  With- 
in the framework of the policy guidel~es and the ceilings, the agencies 
,prepare their budget estimates. And here I want to emphasize a very 
important point. We in the Budget Bureau feel that the basic job of 
budgeting haa to he done withlneach agency. Nowhere else can the 
detailed Job of program review a~ analysis be done better and more 
effectively. Nowhere else can the Job~ of management improvement be done 
better, and good management i s  ns~.lly S~or~I~Ous with good budgeting. 

~te. agency e s t ima te s ,  a f t e r  a c a r e f u l  s c r u t ~  By the agency head 
and h i s  top s t a f f ,  are u s u a l l y  submi t ted  to the  Bureau o f  the  Budget i n  
September. At this point, I would like to tell you how we are organized 
i n  the  Bureau to  handle the  job o f  budget ing .  We have f i v e  ope ra t ing  
divlsions--~]~ tary, International~ Commsrce-Finance, Labor-Wslfare, 
and Reaouroes-Civil Works. Each of these divisions is responsible for 
reviewing the gove,~ent programs in its functional area. Each division 
is ~taffed with budget examlners~ adminlstrative analysta~ and program 
analysts, so that the budget estimates submitted by the agencies receive 
a well-rounded review--~rom the standpoint of program requirementa, 
the ~tandpoint of efficiency of operation, and f~ the standpoint o f  
the relationship of the program to other Government programs and the 
Budget as a whole. Working closely with the flve operat&ng divisions 
on problems o f  a gove , -~ent -wide  nature  are our four  o f f i c e s - -Budge t  
Review, Legislative gefere~e~ Management and Organi~ation,  and Statis- 
tical Standards. These offices provide advice to the Director and 
guidance to the divisions on goverm~nt-wide problem~ in such fields as 
fiscal and budgetary Policy, legislative review and clearance, management 
improveme~, and statistical coordination. 

• Each ,agency e s t ima te ,  a f t e r  i t  a r r i ve s  i n  the  Bureau, i s  s e n t  to  
the  a p p r o p r i a t e  o p e r a t i n g  d i v i s i o n .  There i t  i s  analyzed By the  s t a f f  

• of  t h e  d iv i s ion , ,  and d i scussed  wi th  agency o f f i i c i a l s  a t  an ~nforn~l 
~ .  Then t he  d i v i s i o n  ~ k e s  i t s  recommendations, and presents .  
these to what is known as the Director,s Review, a panel made up of the 
D~rector, the Assistant Director, and the assistant directors in charge 
of the four offices. All the major questions of poli~y, .11 the major 
recommendation- by the divlsion are reviewed here. You can see how 
important t h i s  is ,from the standpoint of achieving consistency of policy 
and an over-all review of government programs in relationship to one 
another and to the Budget as a whole. Thia review is the culmination of 
the  Bureau,s year-long work on the  Budget. 

], 
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The Director's review process covers a period of about six weeks, 
generally from the middle of October to the end of November. W~le it 
is going on, the Director and the Assistant Director are seeing the 
President several times a week, briefing him on the Budget outlook and 
getting decisions on the major program issues. As soon as the President 
has made his decisions, the Director notifies each agency by letter of 
the amounts which have been allowed. 0ccassion~11y an agency appeals to 
the Director or the President for an upward revision. Actually, there 
have been very few appe~!s. 

The f~n,1 step in the process is the preparation of the Budget 
Document and the Budget Message of the President. We are now in that 
phase of our work on the 1954 Budget, which the President will trams- 
mit to the Congress in January. Here again our work is given a final 
review by the President, which emphasizes again the point that the 
Budget represents the President,s best judgment as to what the Govern- 
ment ought to do in any fiscal year to meet the needs of the Nation. 

After the Budget is transmitted to Congress, it receives its final 
review, first by the appropriation committees and then by both Houses 
of Congress. When they have completed their action on the President,s 
recommendations, the Budget becomes the official work plan of the 
Federal Government. At this point we in the Bureau can,t s i t  back and 
relax until the next Budget season rolls around, because the job of 
~ m ~ n ~ s t e ~ r ~  the  Budget i s  j u s t  as impor t a l l t  as ~he j ob  o f  p r e p a r i n g  
i t - - i f  n o t  more i m p o r t a n t .  Our p r i n c i p a l  t o o l s  i n  a d m i n i s t e r i n g  t h e  
Budget  a re  a p p r o p r i a t i o m n e n t s  and r e s e r v e s .  Congress  gener~1]y  
a p p r o p r i a t e s  money on an annual  b a s i s .  I% i s  t he  r e s p o n s i b i l i t y  o f  
t h e  Budget Bureau,  a t  t h e  b e g i n n i n g  o f  each f i s c a l  yea r ,  t o  a p p o r t i o n  
the available amounts, usually for each of the quarters of the fiscal 
year. Apportionments, as you can readily see, are essential %o orderly 
Budget execution because they provide a means of planning the utiliza- 
tion of funds over a given period. In some cases--for example when 
the Congress passes legislation requiring the expenditure of funds with- 
out making any appropriation--it becomes necessary to ask Co¢~ress for 
a supplemental appropriation. Estimates for supplementals receive 
careful examination in the Bureau. On the o t h e r  hand,  when it becomes 
appa ren t  t h a t  an agency can o p e r a t e  s a t i s f a c t o r i l y  d u r i n g  the  yea r  w i t h  
lesa money than has been appropriated, it is the Bureau,s responsibility 
to withhold the funds not needed. The Bureau does this by establish- 
ing reserves, either to achieve savings or to provide for unforeseen 
c o n t i n g e n c i e s .  

Appor t iomeents  and rese~=~es a re  no t  the  o n l y  t o o l s  we use  i n  Budget 
e x e c u t i o n .  Also i m p o r t a n t ,  o f  c o u r s e ,  i s  the  y e a r - r o u n d  job  o f  program 
review, the continuing scrutiny of legislative proposals made by the 
a g e n c i e s ,  and t h e  c o n s t a n t  e f f o r t  t o  improve  t h e  m~n-gement o f  t he  
Government*s operations. These jobs have taken on added significance 
in the present emergency. 
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Relationship,, of ~ Budget to the National ,Econon~" 

Forty years ago, when goverm~nt expenditures amounted to less 
than 700 million dollars, or about 2.5 percent of the national income, 
the Federal Budget was not a very important factor in our national 
economy. Today~ however, when Federal spending amounts to nearly 80 
billion dollars, or about ~ one-quarter of the national income, the 
Budget is one of the most important determinants of the level of 
economic activity. By the very act of collecting and spending tens of 
billions of dollars, the Government now plays a significant role-- 
whether it wants to or not--in determ~n~n~ the level of prices, 
employment, and inc~ue. Let me ~ illustrate what I mean. Federal 
expenditures, taken by themselves, exert an expansionary influence on 
the economy because they add directly to the demand for goods and 
services and because they add to the money incomes of individuals and 
businesa firms. Federal ~axes, on the other hand, exert a contractionary 
influence on the economy because they reduce the spendable incomes of 
individuals and business fir~ and thereby reduce private demand for 
goods and services. You can see, therefore, that when the Government 
collects more than it spends, the resulting surplus is deflationary, 
because it represents a net subtraction from private incomes. And when 
the Government spends more than it collects, the resulting deficit is 
inflationary, because it represents a net addition to private incomes. 

During the six flscal years since the end of World War 77--1947 
through 1952--the Government has had a new Budget surplus of 3.7 billion 
dollars. Yet during the same period, oons~uer prices rose 34 percent. 
This seems, at first glance, to contradict what I said a moment ago 
abo~t Government surpluses being deflationary. But under closer examina- 
tion it doesn,t, because in order to understand the postwar increase in 
the level of prices we have to go back to the war years 1942 through 
1946, when the Gove~en~ had Budget deficits tot-~g more than 200 
billion dollars. This tremendous addition to private incomes did not 
begin to have its full effect on prices immediately, because wartime 
rationing and price control exercised a restraining influence. But 
when these controls were lifted, prices rose sharply. This illustrates 
a point I want to make about our present budgetary situation. After a 
budget surplus of 3.5 billion dollars in the fiscal year 1951, the 
Goverm,ent had a defioit of 4 billion dollars las~ year, and a deficit 
of about i0 billion dollars has been estimated for this fiscal year. 
The outlook for 1954 is for another substantial deficit. The implica- 
tions of this situation are clear. The Budget is exercising an 
inflationary influence on the economy, and w~ll continue to do so 
through the fiscal year 1954. 

Problems .of B-~, e t ing  i n  a Defense Emergency 

Faced with this kind of a situation, there are three obvious 
steps which the Government could take %0 bring the Budget back into 
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balance. The first is to in~rease taxes, the second is ~o ~du:o 
expenditures, and the thlrd i8 a ecublnatlon of these tw. ~et us ~ook 
f l ~ s t  a t  the ]1~8~o0~ of  a t a x  i n ~ r e u e .  

When tho e u r r e n t  d~fense p ~  g e t  under  u8~, t h e  P r e ~ d e n ~  
urged Ccugress  to  pass  t~x l e g i s l a t i o n  u h i e h  would put. t he  ~eA~so  p r o -  
gran on a pa~-as-ve-go  b a s i s .  The C ~ e ~ u  ~ d  p r m p t 3 ~  by p a s s -  
i n g  the Revenue A~t o f  I~0, ~hioh  i n e r e a s e d  the  incane  t a x  r a t e e  ma 
indlvi~--~-, and the Ex=ees Pro~s Tax Act of 19~O.~bleh raised 
f o r  s~me corporations. These tax masures, alth~u~ be~pf~l, d~d not 
entirely close the gap betuoen expenditure8 and reeelp~s, and the 
.Presid~n% in 19~i p~oposed f~T~her tax leglsla~ioa ~hieh w o l d  h83~ 
r a i 8 e d  an a d d i ~ i o n a l  I0  b i l l t o n  dolJ~. Tbs Cen~8 ena~ en~ 
about  .half the additional amomat the PA'es~dent ree~mmmded. In :him 
:i~3 Bud~e~ Message, the Pr~±dea~ proposed t h a t  t h e  Oen~res8, by 
ele~Lng .loopholes in existing ~ x l a ~  and by making sc~e i ~ e a s e s  i n  
t ax  ~ u ,  r a i s e  a t  l e a a t  t h e  a d d i ~ o ~ l  r e v e m ~  by ~ h i e h  the  1951 l e ~ i s -  
~ o n  ~ e l l  s h o r t  o f  h i s  r e e ~ e n d a t i e n .  The C c ~ e ~  took no a e ~ e n  on 

p roposa l .  

I n  ~he n s c a ~  ~ar m~, ~ e h  ended 3O .Oum ~9~2, SudSet reca~p~ 
t o t a l e d  62 b i l l i o n  dol~az~, ~ than ~ yea=, i n  our b i a tmr~ , .  
including the World M~r TT years. Yet we bad a Budget de,Jolt o f  
~:~on dollars. In the ~iseal year l~g3, receipts are eetlnated at 

nearly ~ billlo~ dollar~ an i n c r e a s e  o f  more than  10 p e r c e n t  over  
,I~.~2. Yet. a de~Ioit of ~0 ~11~on dol~ has been es~i~aa~e~ Na~ o~ 
the  %ax r a t e  i n c r e a s e s  i n  t he  l e ~ l s l a t i o n  approved 8 tnee  K~a~a wLll 
expd.re next  7ear, and t~:re ~ be 8t~rong pressm'e  ~ the  Oc~"es~ n~t  
t o  renew them. Thus, w i t h  ta~e8 a l r ead~  a t  an =~-~i~e high and ~r~g 
sentiment for a reductionbeing expressed, it hardly mere likely that 
£ ~  tax inoreasN will be enacted in the immodla~e A~rture. 

Let  us now tu rn  to  the  ~ o f  redn~ing F e d e r a l  expenditures. 
~ t  ~ g lance  s + ~ -  vo~ld  not  seeu  t o  be a d i ~ i e u l t  p r o b l e u ,  i n  . 
View o f  ~ f a e t  t h a t  the  G e v e r n m ~  i s  nov spendAng a b o ~  80 b i l l i o n  
dollars a year. But we in the Budget Buren know ~ long experlenoe 
that it i8 a diffAcult p r o b l ~ ,  and t h a t  t h e r e  a re  no p a t  a n a s z s ,  no 
~ £ o  foz~ulao,  no q ~ o k  and east  eolutAons.  

F e c l e ~  expenditures e---~_t be T£mmd v l ~  t ~  o o w t ~  o f  a 
slngle fiscal year. Expenditures for ma~ pro~amm have & basle, :and 
~Inulng n~mentun. ~ oan ac~lerate o r  docelJrate Federal 8p8~ 
but  we cannot tu rn  i t  on and oAT ].tim water i n  tJm k i t m h ~  ~m=e~. ImP. 
me i l l ~ s t r a t e  what I m a n .  In the smmor  o f  ~ 9 ~ ,  s h o r t l y  ~ t h e  
a t t a c k  on Korea, immediate s~eps were t aken  to  s low up~ ~ p r o ~ a ~  
~ch used  m % e r i a l s  t h a t  were ~ f e r  d ~ f e m e  l ~ . t u e ~ A ~  s ~ h  as  
~ c  works ,  h o s p i t a l  ~ a s ~ r ~ c b i o n ,  and ~ a l  e l e c ~ i f L c a ~ i o n .  Te~ 
t h e  ~ t  o f  t h e s e  a c t i ~ s  on Budge~ e x p e n d i ~ - e e  was n o t  f . ITT f ~ l t  
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u n t i l  the  c u r r e n t  f i s c a l  year- - two years  l a t e r .  The reason fo r  t h i s  • 
i s  t h a t  the  b i l l s  fo r  goods and s e rv i ce s  which had been ordered  be fo re  
Korea had to be paid after Korea--when the goods were delivered. At 
the same time that steps wore taken to slow up certain government 
programs, other steps were taken to accelerate our major national 
security programs. 

The effects of these actions have not yet been 9,1]y reflected in 
Budget expendi tu res .  Since the  a t t ack  on Korea, f o r  example, the  ' 
Congress has au thor i zed  a t o t a l  o f  about 195 ~ l l ~ o n  d o l l a r s  fo r  our 
s e c u r i t y  programs. However, only about 125 ~11~on  do l l a r s  o f  
amount wi l l  have been spent  by the  end o f  t h i s  f i s c a l  yea r .  I n  o ther  
words, a l a rge  p a r t  o f  the  impact o f  t he se  au tho r i za t i ons  on expendi -  
tu res  has not yet been felt. This again is due to the time lag between 
authorizations and expenditures. For certain items of military equip- 
ment, such as tanks and planes, two years or more may elapse between 
the time the Congress authorizes their purchase and the time when they 
are ~ prodnced~ delivered, and cempletely paid for. You gentle- 
men are faced with the same situation, although in much smaller 
dimensions, when you order a new uniform or a new automobile. Once you 
have signed the purchaae contract, you are committed to pay for the 
item when it is delivered. You could, of course, cancel the contract, 
but then your tailor or your automobile dealer could sue you for damages. 
The Government also would face damage suits if it canceled its contracts 
and, in any event, would be required to pay cancellation costs. 

Bearing in mind that Federal spending in any one year cannot be 
controlled at will, let us take a look at the Budget to see where the 
best opportunities for rednctions lie. 

More than 58 ~11~on d o l l a r s ,  or  about 74 pe r cen t  o f  the  1953 
Budget, - ~ 1 ]  be  fo r  major n a t i o n a l  s e c u r i t y  p r o g r ~ - - m i l i t a r y  s e r v i c e s ,  
i n t e r n a t i o n a l  s e c u r i t y  and f o r e i g n  r e l a t i ons~  atomic energy~ - ~ i t i m e  
activities, defense production and economic stabilization~ and civil 
defense. The rem~q, ' , '~ng 21 billion dollars, or 26 percent of the total 
Budget, is for all other activities of the Government. Since this is 
the ao-called "nondefense. area ~ seems to offer promising prospects 
for easy reductions, let us examine it f~rst. More than 70 percent of 
the 21 billion dollars will be for relatively fixed and continuing 
charges over which the degree of budgetary control is extremely minor, 
and where the amounts included in the Budget are not a matter of 
budgeting in its generally accepted sense, but rather of estimating 
what the costs will be. Interest on the public debt, for example, 
will amount to more than 6 b~11q on dollars. The Congress: does not even 
take annual action on the amount of this appropriation. Instead, through 
permanent legislation, it has authorized the spending of whatever amount 
is necessary to meet the interest charge. Another kind of fixed commit- 
ment in the "nondefense, segment of the Budget is illustrated by the 
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ve~ran~ progru, ~ c h  ~ c o s t  about ~.~ b i l l i o n  dollars; grants 
the stateo ~ Imbl io  uslstance, ~htch will a~ount to about 1.3 

1~"l'l.t,.~ dollax~; and agricultural price supports+, which v ~  cost 
~e-half £ ~I~4~ do~. In these pr~, the level of expend- 
tares depends not on a~alnistratlve deteraination, but on ob~ectlve 
fac t s  such as the  ~ o f  ve te rans  who apply fo r  e ~ n e a t t o n a l  anct 
o the r  b e n e ~ t e +  the  ~ r  o f  aged or  b l i n ~  or  ~mab led  people  ~ho 
quali~ for IrOb~¢ assistance, and the amoral% o f  wheat, ootton, and 
corn o f f e r e d  by faraer~ to the  C o ~ i t y  C r e d i t  Corpora t ion .  As long 
a~ t h e  basic l e g i s l a t i o n  a u t h o r i ~ g  the~e ~ 'ogrQs rem~i~ o~ 
s t a t u t e  books, the Government i s  legally e c ~ t t t e d  t o  ca r ry  ~ out, 
and nei~he~ %he e~ee~Ive branch nor  the  l e g i s l a t i v e  ~ran~h can 
mreA~e an~ signi~Acan% c o n t r o l  +over the a~ouuts that are spent  on 
rhea in any o~ ~cal year. The executive branch rarely eati~ates 
th~  a ~ s  t h a t w i l l  be necessary  to  meet, the c o ~ i t ~ u t s ,  and the  
~eglslatlve branch either accepts or aodif~e8 these estimates. If the 
~ s s  r e d o e s  the estimates below the level necessary te pay the 
e ~ ,  8 ~ p l e m e n t a l  appropr ia t ions  are  necessa ry  to make up the  
~ e i e ~ y .  

~ f t e r  these fi~xed eom~Ltments are ~ t ,  there ~ i u  ~ho 
• nm3defemm, area  o f  the Budget about 6 b i l l i o n  d o l l a r s  ~or a l l  or, bet 
acti~itles of  the ~overn~n%. These include ~a~ p ~ o g r ~  ~ ¢ h  oon. 
~rlbute W.root3.y to  natlona~ s e c u r i t y - - s u c h  as the  ~ n t e r ~ l  soe~rlt~ 
progra~ of  the  F ~ ,  the  p o r t  s e c u r i t y  program of  the  Coast  ~nard, and 
the  p r o ~ r ~  ~or ~ p p l y i n g  defense  i n ~ t r i e s  wi th  e l e e t r i e  poee r - - and  

p r ~  ~hleh are ossentia~ to the offeoti~ A~ticn~n~ of  oar  
~ m r n ~ n t  and our e e o n ~ ,  such as those  o f  t he  C e n s ~  B~ea~,  the  
~%vll Aez~umtics Board~ %be ~u.rea~ o~ Internal Revenue, the Fede ra l  
O~eatio~s O~!ssle~, and the F e S t a l  Bureau o£ Pr i sons .  N a ~  
o f  tMese so-~-1~*4 ~nond~£enseS ~n~gra~ h a ~  a ~ a d ~  been c ~  s e v e r e l y  
s i n c e  ~ o r ~ .  ~ a d d i t i o n a l  r e d ~ o ~  o f  a s i s e  s ~ e l e n ~  to  
~ t e r i = ~ y  m d ~ e  the  de£~ci t  would s e r i o u s l y  inpaAr t h e  a ~  e f  
the  ~ o ~ r n ~  to  m e t  the  e s s e n t i a l  e i v i l i a n  n~eds o f  t he  Barton. 

The g r e a t , ~ t  o ~ o r t - n 4  ~y fo r  anhieving z~*l~y s i g n i f i o a n t  reduc-  
"~1.om i n  ~ r a l  e~ea~.lau',,e ~l.es t n  the c o . . o ~  "de~'ense" part, o f  
the Badge~, mhloh, u Z mntloned earlier, aeoounts for about ~7 I~ P. 
eeat o+ total Federal expenditures. In this area, mall peree~ 
outs are aore ilportant dollarelse than the elialnatlon ef ent~ 

i a  *am ce 6- a r e a .  y o r  exu le; iz 
t o  redaee aaJo r  n a t i o n a l  see~A. ty  expeaditmres by 10 ~ r e e a t ,  

~he ~ mn,'e,.d' would be g r e a t e r  than the  combined t o t a l  o f  a l l  
& . ~ v e ~  expenditures for agricult~re, labor, education, gener~ 
r ~ ,  ~lal a e e m ~ t y ,  ~elfare, and health. 

Uss d~mme area, as i n  the othor  areaa o f  the ~ whieh m 
J i ~ e a ~  ~Ls~smd,  l a r p  redne~oas are not eas~ ~o m~e.  To beg~a 
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with, a large portion of the estimated expenditures for defense 
programs in this fiscal year will be to pay for goods ordered during 
the past t~o years but not yet delivered. The second difflculty, of 
course, is that we do not know when or where aggression may strike, 
and in cutting our defense expenditures we must be careful not to cut 
bone and sinew along with the fat. 

These difficulties, however, should not blind us to the fact that 
more efficient management can reduce the cost of defense without 
impairing o%u" security. Opportunities for achieving economy exist at 
every level of the military establishment. They exist not only in the 
bmdgetary process, but also in day-to-day operations. They involve such 
things as a careful screening and rescreening of military requirements 
for manpower and materials° They involve a constant search for ways of 
doing the same Job with fewer people and less expensive equipment. They 
involve a continuing appraisal of procurement methods, the reduction of 
inv@ntories to realistic levels, the phasing out of the production of 
easy-to-get common supply items, the elimination of unnecessary travel, 
better cross servicing of logistic support, and the postponement of 
conatruction and rehabilitation of facilities and public works which 
are not absolutely essential to the defense effort until after the 
current build~up is completed. 

The tables of personnel and equipment allowances offer a striking 
example of the opportunities for achieving economy. These tables, as 
you know, form the basis for the initial estimates of manpower and 
materi~l~ requirements. If the tables for a given type of unit provide 
for an excess of men or equipment over the minimum needed to accomplish 
the unit's mission, this excess is multiplied by the total n-tuber of 
such units in the service. When built into the total military budget, 
such excesses could involve tremendous sums of money in terms of pay, 
clothing, subsistence, supplies, weapons, a~munition, and equipment. 
The tables of allowances for all three services need to be constantly 
reviewed and modified in the light of technological change and continu- 
ing improvements in combat techniques. It is in areas such as this 
where cost-consciousness pays big dividends. It is also in areas such 
as this where you gentlemen, in making decisions as to the quantities 
of personnel and equipment in the allowance lists, can make a great 
contribution toward economy in military budgeting. 

I do not mean to imply that the military services are not 
interested in economyo What I am saying is that the same stringent 
policies which apply to the so-called "nondefense = programs in the 
Bu~t also should apply to the military program. This means, for 
example, that when funds for many worthwhile civilian projects are not 
being allowed, the military services can hardly justify a request for 
funds to operate an overseas staging area for cats, dogs, and other 
pets. It also means that the need for economy is too great to warrant 
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a r e q u e s t  f o r  funds  t o  c o n s t r u c t  a p a r k i n g  l o t  b e s i d e  a e c ~ i s s a r y  ~ a t  
was e s t a b l i s h e d  b e c a u s e  t h e  c o ~ m n ~ r  f e l t  t h a t  p a r k i n g  f a c i l i t i e s  a t  
the local chain store were inadequate. In an emergency such as %his, 
all nonessenti-1- must be eliminated frma the Budget, no matter 
they occur. 

The a c h i e v e a e n t  o f  e c o n o ~  i n  Government  i s  one o f  %Me ~ a t e s t  
c h a l l e n g e s  f a c i n g  ue t o d a y ,  and  t h e  ~ n i t u d e  o f  t h e  c h a l l e n g e  g r o w  
with every increase in the size o f  the Budget. In the ].tumescent. world 
crisis, i% is not enough that this Nation b-414 a large m~14tary 
e s t a b l i s h m e n t .  We mus t  also h a v e  a strong, healthy econce~, c a p a b l e  
o f  s u p p o r ~ u g  o u r  - d ~ t a r y  f o r c e s  f o r  a l o n g  t ~ a e  t o  o o ~ .  T h i s  means 
~hat we must steer a steady course between the Sqlla of economl.~ 
weakness and t h e  Charybdis of military weaknes s ,  avoiding t h e  d a n g e r s  
of both and striving coDs"c, ant ly f o r  a ~ %  that will provide the 
maximum of secv~ity at the minimum of cost. 

This  i s  a t a s k  w h i c h  r e q , 4 ~ e s  con%~-~ous,  i n t e D s i v e ,  and  r u n ,  a f t -  
scrutiny of  e w l ~  that  the G o v e r ~ e n t  i s  d o i n g  and  e v ~  

the Govermaent proposes to do, with the aim of eliminating ~hat is non- 
essential and doing what is essential in the most efficient mam~r. It 
is a task in which the Budget Bureau needs the help of people 1~k, 
because i% is only by the cooperative efforts of everyone in the Govern- 
ment that we can succeed. 

QUESTION- S i r ,  wou ld  you  c a r e  t o  comment on  t h e  p r o p o s a l  t h a t  t h e  
l e g i s l a t i v e  b r a n c h  have  i t s  own budget b u r e a u ?  Do you  f e e l  t h e r e  i s  
any particular necessity for an organization to Euide the Congressmen 
in their review of the estimates? 

~ .  LAHTON: I b e l i e v e  t h a t  i% would  be  b e n e f i c i a l  f o r  them t ~  
have  more h e l p ,  more i n f o r m a ~ i o n j  b u t  t h e  q u e s t i o n  o f  a b u d g e t  b u r e a ~  
which  would  s e r v e  b o t h  b r a n c h e s  ha s  a l o t  o f  p r o b l e m s .  I happen  t o  
have  s e r v e d  on a j o i n t  c o n g r e s s i o n a l  c o m n i t t e e  as  c o n s u l ~ a n ~  a ~ m b e r  
o f  y e a r s  back and  I know t h a t  i n  t h e  f i r s t  p a r t  we p r e s e n t e d  a l o t  o f  
t e s ~ n o n y  ~ o m  a l o t  o f  w i t n e s s e s ,  and d i d  q u i t e  a b i t  o f  work~ b u t  
t h e  md~uute t h e  i n i t i a l  p r e s e n t a t i o n  was ove r  b o t h  b o d i e s  i m ~ d i a t e l y  
d e p a r t e d  t o  t h e i r  r e s p e c t i v e  s i d e s  o f  t h e  C a p i t o l  and  wen t  t h e i r  own 
s w e e t  ways .  

The q u e s t i o n  o f  g e t t i n g  an~ one g roup  t h a t  c a n  s e r v e  ~hem b o t h  
i s  a r a t h e r  d i f f A c u l %  o p e r a t i o n ,  p a r t i c u l a r l y  i% g e t s  d i f f i L c u l t  when,  
as somet imes  has  happened ,  y o u  have  d i f f e r e n t  p a r t i e s ,  i n  e ~ t ~ l  b o w m e n  
t h e  two Houses .  I do b e l i e v e  t h a t  a d d i t i o n a l  h e l p  and  a d d i t i o n a l  i n f o r -  
m a t i o n  w o u l d  s ave  them f rom making a m ~ e r  o f  t h e  m i s t a k e s  t h a t  t h e y  
have made before, but I th ink that the problem of  a Joint  s.ta~£ i s  
always  a t i c k l i s h  one i n  t h e  l e g i s l a t i v e  b r a n c h .  
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As a matter of Zact, I think it ~ not be realized, but the 
congressional committees now have a staff in the budget field that cos ts  
b e t t e r  than 1 .5  m ~ l ~ o n  d o l l a r s  a y e a r .  I t  cos ts  a t  l e a s t  as much aa 
the ~et Bureau itself is spen~-g on the purely budgetar7 operation 
I mean, eliminating such things as statistical coordination and legis- 
lative reView which is not the function of the appropriations co~mittee~. 
But they spend just about as much as we do and have about the same staff, 
including investigative groups. If they can solve the problem of joint 
use, I would say yes, a combined staff would be helpful to them, but as 
I have seen ~t over a good many years, there have been only two or three 
Joint staffs that have actually worked. With the others, the~_ have each 
i n  t u rn  b u i l t  up a s epa ra t e  s t a f f  t o  complement t h e  J o i n t  s t a f f  f o r  t he  
t h i n g s  they  themselves want.  The i r  problem i s  a d i f f e r e n c e  i n  v iewpoin t ,  
q u i t e  f r e q u e n t l y ,  as to  what they  want, and I would ha te  to  be the  
manager o f  a Jolmt staff. 

QUESTIONt To what extent are the decisions of the National 
Security Council (~C) furnished to the Bureau of the Budget and is its 
advice sough% and given on decisions which generate from decisions made 

the ~SC? 

}R. IA~TON: Answering those in order, the decisions are made known 
through a regular process of furnishing the Cow,oil papers to vs. I get 
~11 the papers that are prepared and all documents that are presented 
to the National Security Council. We have a member of our staff desig- 
nated to sit with the senior staff of the NSC. l ~yself attend a number 
of meetings of the Security Council when it affecte a problem which has 
substantial budgetary implications. 

Starting about two years ago--I ~kink it was--two ~ budget years ago, 
the staff of the Security Council began l~king at the total budget 
picture, including the func t ions  and the structure of the military 
services. It also went into a number of other things. 

If you are familiar with the Security Council papers, you know they 
have discussed the various programs that are implementing the present 
effort. They have gotten into even such things as the information 
progrms, the Voice of America, civil defense, atomic ener~, and items 
of  t h a t  s o r t .  

At a couple o f  S e c u r i t y  Counci l  meetings the  P r e s i d e n t  haa i n d i c a t e d  
t h a t  he cons ide red  c e r t a i n  of  the  f i g u r e s  t h a t  were i n  S e c u r i t y  Counci l  
documents as adv i so ry ,  but  he has r e s e r v e d  Judgment a t  t h e  meet ing on 
the  budge ta ry  i m p l i c a t i o n s ,  f e e l i n g  t h a t  he would make those  dec i s i ons  
on the  r a t e  a t  which he would implement c e r t a i n  o f  the budge ta ry  p ro -  
nouncements and plans rather than having the Council make them for h~m. 

There is a very close relationship between the Bureau and the NSC. 
As a matter of fact, the Assistant Director and myself meet about once 
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a ~eek with the ~xecutAve Secretary o~ %he ~SC+ and hi~ a s s i a ~ a n t  %o 
dlscusa cc~aon problem+ ~hey are hrln~ us ~ to dote ou ~ h ~  they  
have and ~ are  l e t t i n g  them knov ~hat  our s i t u a t i o n  i s .  Thore ha~ ~" 
t e e n  r&t~er c lo se  l i a i s o n .  

Now ~ have no% fully i~ple~ented same of %he item in sone of the 
Se~urlt7 Co, nell papers. I ~i~ht add %hat a a~aber of them have been 
d r a s t i c a l l y  socttf~ed over  the  past. three years. 

QUBSTICHt Would you c a r e  to  c ~ e n t  on vha t  e f f e c t ,  i f  au~, on %he 
p r e s e n t  budget  t he  o b s ~ v e r s  o f  the  P r e s i d e n t  e l e c t  would havo? 

MR. ~ ~  None. Mr. Dodge, who i s  ~ m ~ + n  ~ ~ ~ S  o ~ r v o r  

%bat he was t h e r e  f o r  the  purpose o f  g e t t i n g  ~ o r a a ~ o n  as t o  uha t  was+ 
g o ~  i n t o  the  Budlgetj tha t  he had no i n t e n t i o n  w h a t + o f  ~ p a -  
ring in a~ de~Lsion ~klng; tha~--as he put It--kls ee~urren~e 
nonconcurrence m n o t  t o  be taken as I m p l y l n g + ~ ;  "k,ha~ ~-t_,, ~U.enoe 
di~n,t sugges t  %hat he. ',,as. cone~,~ingj  that an~ s~a t enen t  h e n a d o  d i d  n o t  
indt~cate e i t h e r  concurrence  or  nonconcurrence .  He made i t  ~uat  a~ p l a i n  
as.. possible that he was there %o ga~her i n f o ~ t a t i o n  an£ m~% to paz~lel- 
pate in decisions. 

That uas c o n p l e t e l y  i n  l i n e  wi th  %he P r e s i d e n t , s  view s ~  he  
the  r e s p o n s i b i l i t y  f o r  s u t m i t t i n g  t h a t  Budget.  ~ .  Dodge s a t  i n  the  
~ c ~ r e 8  Review Board I O ~ £ ~  h e ~  ~ 0.~' ~ I ~ f  ~ o n ~ f l I ,  

bu t  ~ o s e  q ~ t i o n s  ~ ~ o n  lea" ~ ~ o f  e ~ £ ~  +,~forna~.qm 
foF e~'+~4n~ h~u t e ~ e  / t e ~  ~ I ~ i  ~ ~ ~ to  ~ e  
the Pmesident elect. But a , s t o  aotua~ pa~%lelpatlen, no. 

QUESTIONs 1~ ques~ton i s  one o f  e o o ~ t i o n  ~fJa  %he J ~  Clfl.e~s 
of  S t a f f  and t h e  planning  s . + ~ f  of. t he  ~z ,  oo n d ~ t s r y  s s r r l o o s .  I t  i s  
q u i t e  I~SStb le  %ha% t h e  elemonte o f  the  Bureau o f  ~ ~ t h a t  a r e  
coxw.erned, w i th  those  ~ e m 8  ~ ~ m  c a p a b i l i t y  o f  w L ~  appro-  
p r i a t i o n s  ~ an~ ln'oRr-,, t h a t  t hey  f e e l  i s  n e t  w s r r e n t e d .  J ~  you have 
ind icated i n  youz' talk+, tha t  wov3.4 ~ %bat they are eapah%e o f  emasea- 
l a t i n g  ~ ln'ogram o f  the d o p a z " m ~  iZ  i n  the o ld~oa  oZ ~ ,mrie~,,w 
that In~grma la net ~s~i~ed. Aeeer~y it is capable oZ e~tlng 

.plans ',rkl.oh the  Obie.~ o f  & ~ f  a r e  e.onmld,ering. .Yj t h e r e  
~ o n  w i th  %he r ev i ew  elements o f  the  Bureau on t h e e  ~ t o  s e e  t k a t  
i n  an7 such  wi thho ld ing  a c t i o n  t hey  do no% mrious].~" a~fee% such p lane  

~. ZA~Ns ~kll, X th~-~ in the ~rst place yea evens~ a little 
bit the power of the BureaU. The Bureau has the right to nmks r e e ~  
tAons %o %he President. I% has no% the  r i g h t  t o  make doelsio~ £tsalf, 
~ o s e  reccmmenda~ions to.++"the P r e s i d e n t ,  i f  the7  a f f e c t  the  m i l i t a r y  

]3  

RESTRI  



i ' 4  Og 

R E S T R I C  t'/=., 0 

services--in this case--adversely, if they ~evere!y impinge upon a~ 
execution of p1_~_~_, certai~ would be ehallenged~ and have been, are 
~eing, I ~ght say. 

I n  the  paa% tw~ or  t h r e e  years  we have h a d  ~ i s o ~ s i o ~  a t  ~ ~ i ~ e  
Hoarse w i ~  ro spe~ t  to  m i l i t a r y  b ~ d ~ t s ,  a t  which were p~esent  t he  
Chiee~ of Staff, the three service Secretaries, the Secretary, Dep~ 
Secretary, Assistant Secretary, and Comptroller in the Secre~ ef 
Defenae,s Office. ~ues~ions of  ~ l t ey - -and  that is the type of thing 
you are talking about--have been thoroughly aired and every one of 
haa had an opportuuity to say diroFz~ly to the President what his view- 
point was. 

I n  the  c u r r e n t  case, we have no t  a t t e ~ p t o d  i n  an~ w ~  to  ~onsider 
t he  war p l : ~  i n  the sense t h a t  we w~l l  d e t e r ~ a e  whether they are 
r igh~  or  whether  t h e y  are  wrong. We are  ope ra t i ng  on the  b a s i s  o f  
estimates prepared  and submi t ted  by  the S e c r e t a r y  o f  Defense as he ha8 
heard the se.vlce espies, with oertain items p r e t t y  ~ p r e ~ ~ d  
i n  advance- - I  nean s t r e n g t h  and s t r u c t u r e .  

a r e  n o t  t h e  n her o f  oom at in the w 
8to  no t  o h a l l e n ~ u g  a ~.~-=l~3-w~u~ Ai r  FOrce; we are  not  c h a l l e n g i n g  20 
d i v i s i o n s  f o r  t he  A r ~ .  Hone o f  those  t h i n ~  are p a r t  o f  + ~  d i a c u s i o n .  
The d i s c u s s i o n  i s  z What does i t  take i n  lPS~ to  implement those  do- 
e i s i o n s ?  

There are  o c c a s i o n a l l y  c e r t a i n  i t , s  t h a t  may o o ~  up ~ we a r e  
accused o f  making m i l i t a r y  d e c i s i o n s .  As a m a t t e r  of  f a c t ,  I h a w  been 
told all sorts of th~ n=s under various ~tional at~Itae8--I have beea 
ruining var ious  progrms; I have hem taking on n~self the responsibility 
for the blood of a lot of peopleo B~tl ~h4.~ after the shou t ing  i s  
over on a number of those and yon get down to oases, they agree with uhat 
we are deciding. 

For e x h a l e ,  one i tem,  a ~ i d e d  ~ p r o j e c t  was invo lved  i n  an 
appeal  aoss ion  the  Qther day.  We took the  p o s i t i o n  t h a t  the  d e c i s i o n  
as t o  whether  p roduc t ion  would be under taken  would no t  be d e t e r u i n e d  
until a year frcu Jan~; as a matter of fact flnanoing was ample to 
take care of it up to that time and continue to design if necessary. 
Production money was not needed until the next budget. There was an 
argument about i t  a t  f i r s t .  Yes te rday  i ~  was agreed  tha~ t h i s  was ~he 
f a c ~  so ~e a re  approacb~-~ the  problem only  on the  basis o f  what i s  
needed to  f inance  the  p r o j e c t  i n  t h i s  budge t .  

The one t h i n g  t h a t  perhaps i s  the  major ques t i on  i s  one i n  ~ d e h  
the S e c r e t a r y  o f  Defense a c t u a l l y  has made the  d e c i s i o n  and which we 
have gone along with. That is. ~he deterz~4nation that in the military 
budget war reserves--war goods on the shelf--are not to be bui~ up to 
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any greater extent than they are now built in the program, but rather 
we are to rely on a mobilization base in being. That decision we have 
concurred in and we have attempted to implement it in the Budget. 
Where we saw what appeared to us to be deviations from it~ we have 
cb-~ ~ enged the items. 

Q r~TIONI S i r ,  would you care  t o  c ~ n t  on your  b a t t i n g  average 
on the  Budget preview and t h e  a c t u a l  a p p r o p r i a t i o n  by the  Congress s i n c e  
the  s t a r t  o f  Korea, and would you f e e l  t h a t  your  preview would be 
adequate for feasibility testing by the ae,,icas prior to the actual 
receipt of this budget guidance? 

)1~. LA~TONI Well ,  I th4nk i f  you mean by preview the ~Lrs t  opera-  
t i o n  i n  the budget  process  t h a t  we do, we have n e t  a p p l i e d  t h e  c e t l 4 - ~  
o p e r a t i o n  to  the  m i l i t a r y .  We ~ k e  a gene ra l  guess of  what t h e  e x p e n ~ -  
ture rate would be rather than the o b l i g a t i o n a l  rate. We have projected 
an obligational rate, b~t it hasn,t been a controlling one. We have been 
too h igh ,  v e r y  much tOO h igh  on the expez~iture p r o j e c t i o n s - - n o t  only we, 
but the Department as well, because in most cases we were lower than the 
Department. 

I d o n ' t  know whether  you r e ~ b e r ,  bu t  l a s t  yea r  t h e r e  was p r o v i s i o n  
fo r  a c e i l i n g  t h a t  had been advanced by Mr. Coudert ,  a 46 b4114on d o l l a r  
c e i l i n g  on m i l i t a r y  e x p e n d i t u r e s .  I went ~ wi th  the  S e c r e ~ r y  and h i s  
s t a f f  and he lped  c r y ,  I d i d n l t  c r y  q u i t e  as ha rd - -2  b i l l i o n  d o l l a r s  
wor th - -as  he d id .  The Department c la imed " I t  c a n ' t  be l e s s  than  52 . "  
I said~ uSO is a good f~. I hope it can be higher because it means 
we are act-rally progressing in the defense picture. We are getting 
deliverles of the goods we want, when we want them," Actually on the 
l a t e a t  look at that,  a l l  three of  us l o r e  high-.-Hr. Couder t ,  the  Budget 
Bureau, and the Secretary of Defense. Mr. Coudert was closest because 
he was the lowest. 

But i t  has. been a q u e s t i o n  o f  an ove re s t ima te  of  d e l i v e r i e s ,  
p r i m a r i l y  i n  the  hard  goods ~ e l d .  On the. pe r sonne l  s i d e  and on the  
s o f t  goods~ the t h i n p  t h a t  make up our maintenance opera t ions~ s u b s i s -  
t e n c e ,  th ings  o f  t h a t  sort, we were reasonably close, but on the  produc- 
tion of hard goods--planes, electronics, other thingS--we have slipped 
mOSte 

We are  f i nanced  now two years  ahead.  We have ~ a n c e d  d e l i v e r i e s  
fo r  1956 out  of  the  1953 funds.  Last y e a r ,  fo r  example, i n  the Ai r  Force 
alone, we put in 3.5 hi/lion dollars in the budget for additional lead 
time, which indicated a difference in judgment as to when you could expect 
deliveries of certain goods. Generally, Congress has been nearer right 
than we have. 
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QUESTION: In your study and analysis of the programs put in by 
the ~ifferent agencies of the Government; is it a l so  no t  your  rea lm 
o~ responsibility to aid and tell a ~-- he has not put in sufficient 
money to efficiently run his depar~nent? 

2 .  LAhFfON: We have done t h a t  i n  some cases .  They have been the  
r a r i t y  because ns l , a l l y  the requests;  have been i n  our opin ion  a t  l e a a t  
ample. I am not talking about the military. I am talking about some 
other programs. But let me give you three or four examples. They are 
i n  the  puhlle works ~el~. 

A year ago we had an estimate from the Corps of En~erso The 
CE had several large expenditures for certain proJects~ One item was 
a dam a t  Old Hickory down i n  Tennessee.  We changed t h a t  f i gu re  upward 
by about  a l i t t l e  over  200 p e r c e n t  fo r  the  reason  t h a t  we were f i t t i n g  
i n t o  the  T~A p a t t e r n  a load  f a c t o r  t h a t  i t  would have had t h r e e  y e a r a  

naw, p a r t l y  because o f  the  expansion o f  the  atomic energy  p r o g r a ~  
which t h e  Carps of .End .near8  had not  known about  a t  the  t ime .  But 
n e v e r t h e l e a ~  we r a i s e d  t h a t  from 3 to  8 m i l l i o n  d o l l a r s .  

In the oaas of one or two other programs i n  the Pacific Northwest, 
we have done t h e  same t h i n g .  We a t tempted  to  change the,dato o f  cc~- 
p la t ion~ a t  l e a s t  we a c c e l e r a t e d  the  p r o g r a ,  i n  o rde r  t o  ge t  conqxletion 
o f  t h e  pow~ g e n e r a t i o n  a t  the  da te  i t  would t i l t  i n t o  the  plans  we w e r e  

f o r  a d d i t i o n a l  a l ~  l~la=te, and so on. I n  some cases  we f e l t  
• an agency had u n d e r s t a t e d  the  f ~ e t i o n s  i t  had and a l lowed additionsl. 
funds .  

Q~STION: The Bureau o f  t he  Budget prepares  and manages the  budget 
f o r  t h e  e~eeu t ive  branch and a l l  the  independent  agenc ies  t h a t  a re  
a t t a c h e d  to  i t ,  bu t  i n  a d d i t i o n  to  that"  t h e r e  i s  a minor e lement  o f  
expense sur rounding ,  say ,  the  Fede ra l  J u d i c i a r y ,  t h e  General  Accounting 
O f f i c e ,  ~be G o v e r ~ e n t  P r i n t i n g  Of f i ce ,  and o t h e r  p a r t s  o f  the  Government 
which a re  no t  p a r t  o f  the  e x e c u t i v e  b ranch .  How are  those  coo rd ina t ed ,  
and does your  ofi~ice have a hand i n  the  p r e p a r a t i o n  o f  such budgets and 
t h e i r  management? 

~ *  LA~ON: They d iv ide  i n t o  d i f f e r e n t  c a t e g o r i e s .  We  ge t  the  
Qeneral  Accounting Off ice  budget  and d i scuss  i t .  Since i t  i s  c a r r i e d  
i ~  the  i u d e p e ~ e n t  o f f i c e  chap te r  o f  t h e  Budget, we have the  oppor~m4 t y  

make o h a ~ e s  i n  t h a t .  Usua l ly ,  however, hecav~e of  the gene ra l  i n t e n t  
o f  t h e  Congress  to  c o n s i d e r  i t  as  a l e g i s l a t i v e  bed~, those  c h ~  have 
wsua l ly  been b y  agreement .  ~e a l so  have Nade s u g g e s t i o n s .  

I n  the  case  o f  o t h e r  l e g i s l a t i v e  i t ems  c a r r i e d  i n  the  l e g i s l a t i v e  
appropTta t ion  b i l l ,  we are  r e q u i r e d  under  the Budget and Accounting Act 
to  p r e s e n t  t hose  e ~ c t l y  as t hey  are  subui tHed to  ns i n  amount. We have 

discretion. We do discuss matters of fete with them, the form o f  
presentation, but ~ t  i s  t he  l.flt:'bo 
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I n  t h e  c a s e  o f  t h e  Supreme C o u r t ,  t h e  same t h i n g  a p p l i e s .  I n  t h e  
r e s t  o f  t h e  J u d i c i a r y ,  we have t h e  r i g h t  .to couuueut.  We have %o s u b m i t  
the estimates as they send them %o us, but we have the right %o. c~nt 
and make r e c c a m s n d a t i o n s .  On a few o c c a s i o n s  we have  made c e m e n t  on  
c e r t a i n  p h a s e s  o f  t h e  J u d i c i a r y  budget and made recommendat ioDs f o r  t h e  
e l i m i n a t i o n  o f  t hem.  I t  i s  up  %o t h e  c o n g r e s s i o n a l  c ~ u m i t t e e s  and  %o 
t h e  O o n e r e s s  t o  e i t h e r  a c c e p t  o r  r e j e c t  t h o s e  r e c c m ~ n d a t i o n s .  We do 
not change the ~gures. 

QUESTI~s My q u e s t i o n  r e f e r s  t o  y o u r  management  ~ a n c t i o n .  To 
wha t  e x t e n t  and  where  and  how d o e s t h e  BOB's i n f l u e n c e  e x t e n d  d o l n  i n t o  
t h e  s u b s ~ u o t u r e  o f  t h e  e x e c u t i v e  b r a n c h ?  F o r  e x a m p l e ,  t a k e  S a n  F r a n c i s c o  
where  t h e  s e r v i c e s  have  t h e  S i x t h  A r ~  and  t h e  F o u r t h  A i r  F o r c e ,  %o wha t  
extent do y o u r  f i e l d  o f f i c e s  out there in San l ~anc isco  get in%0 the 
management  s u p e ~ v l s i o n  o f  t h o s e  h e a d q u a r t e r s ?  

MR. LUgTONs ~ 1 1 ,  a c t u a l  management  work ,  a n a l y s e s  o f  t h e  p rob lems  
o r  w h a t  you  m i g h t  c a l l  e f T i c i e n c y  s % - ~ e s ,  a n y t h i n g  o f  t h a t  s o r t ,  have  
b e e n  e x t r e m e l y  14m~ted i n  t h e  l a s t  f i v e  o r  s i x  y e a r s .  ~ u s e d  t o  do a 
great deal more o f  them t h a n w e  do now. B~% the Job  t h a t  m now do is 
more an attempt to do a selling ~ob to the agencies of ~he Goverm~n%, 
in both Washington and the field, as to the neoessi%y for improving 
~ .  If there are some particular problems that run across the 
b o a r d  and  t h a t  we r u n  i n t o ,  we w i l l  disc, n-: them w i t h  t h e  var iovJ  groups 
i n v o l v e d  and %r7 %0 a r r i v e  a t  aurae o o m ~ n  basis,., 

We have dons it in western Europe with General Services where their 
operations get involved in fl~m~e prices and sometimes with space. But 
we adopted several years ago the theory that we would at te~ %0 
strengthen management organizations within agencies and rely on that, 
with some, you might say, needling from us; %o rely on the internal 
operations o f t h e  agencies, internal w~nagemen% organization o f  the 
a g e n c i e s  %0 do t h e  Job  that n e e d e d  %0 be d o n e .  I n  the first plane, we 
c o u l d n t t  s p r e a d  o u r s e l v e s  a r o u n d  %0 do much o.f the d e t a i l e d  Job  o~r- .e lves~ 
%0 make specific studies and specific r e o o ~ n d a t i o n e .  

We have  a b o u t  f o u r  p e o p l e  i n  e a c h  o f  t h o s e  e ~ e l d  o f f i c e s ,  o t h e r  
t h a n  s e c r e t a r i e s ,  and  t h e i r  Job  l a t e l y  has  b e e n  %o o p e r a t e  on s p e e i f ~ e  
p rob lems  f l~m b a r e ,  g e t t i n g  t h e  anawer  we wan t  back  h e r e j  r a t h e r  t h a n  
i n i t i a t i n g  work themBelves, a l l  we t r y  t o  be, p a r t i c u l a r l y  i n  t h e  
f iLeld,  i s  a s o r t  o f  e v a n g e l i s t i c  re tu rn- - i f  y o u  wan% %o c a l l  i t  t h a t - -  

r a t h e r  t h a n  an  o p e r a t i n g  g r o u p .  There are a few c a s e s  ~ h e r e  we have  
r a i s e d  ques tAons  and  made s t u d i e s  o f  t h e  n t i l i s a t i e n  o f  pe raom~e l  i n  
s p e c i a l  programe, b u t  t h e r e  i s  no  s n s t a i n e d ,  c o n t i n u i n g ,  d e f i n i t e  
p r o E r m L  

E a c h  o f  t h o s e  o f f i c e s  have  t h e i r  p l a n s  l a i d  o u t  f o r  a y e a r  i n  
a d v a n c e .  Hos t  o f  t h e i r  work comes ~ h e r e .  I n  t h e  l a s t  tw~ y e a r s  
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we have had to  devote  most of  our management orga~nization s t a f f  to  
o r g a n i z a t i o n a l  proposals  because they  were i n  the  f o r e f r o n t  ever  s i n c e  
the Hoover Com~-s ion  made i t s  r e p o r t .  I would say ~hat we have 
devoted at least 75 percent of  our effort in that area to orgazd.~- 
tion, a l  management p roposa l s .  We have worked on the J o i n t  aOcolm÷.'~-~" 
project with the General Accoun÷A-~ Office and the Treasury ~ e ~ . , .  
but we haven , t  devoted  very  mnnh to ot~u~r forms 0£ m - ~ m e n t ,  e ~ e p t ,  
aa I sa7~ to try to inspire and : i ~ m . ~  %he idea in ~he minds of "U~ 
agency people t h a t  they  ought to  b e e f  up t h e i r  mana~ment oporation8.. 

QUESTIONs Nr. Law, on, m~ q u e s t i o n  p e r t a i n s  to  apport~omumt.  
I don , t  ques t ion  the n e c e s s i t y  for  some s o r t  of  auportio~men%, bu t  I 
do r a i s e  the  ques t ion  wi th  r e s p e c t  to r e ~ e m e n t s .  I wonder i f  you 
would c ~ m e n t  on the n e c e s s i t y  fo r  apporttoming reimbursement@ f r ~  
~SA and with respect to the l i q u i d  a s se t s  o f  the  revolving s~ook 

~ .  LANTGNs Mutual S e c u r i t y  Admin i s t r a t ion  ( ~ A )  i s  a so re  s u b j e c t  
r i g h t  a t  the  moment. We have been t r y i n g  to  £~0d out  what happenod t o  
the  reimbursements.  For the  pas t  t h r ee  weeks  we have been having a 
little difficulty there. 

The problem of  reimbursements I think is a queetien of apportionment 
control. Reimbursement relates to the type of operatien. I think if 
you take the sea transport service you have a completely different 
problem from what you have in some of the F~A. For example, an ind~w- 
trial type of management fund operates the sea transport service. ~= 
fund i s  reimbursed f ~ n  the  various military services fo r  the  cost Of 
se~vlces rendered  to them. 

In the case of ~A, they might expect a particular model in some 
cases out of alternate choices of goods coming off the production line. 
In some cases it goes out of stock and haa been classed as mere or les~ 
obsolete. This poses the question of just how much augmentation there 
is to a apeci~c program. You don't replace the goods with the same 
model. In a great many cases of ~SA reimbursements, you b~ somoth~ 
new. It may not even be the same type of  item, and in that case it 
represents in a great many instances an addition to the prod~ca f~ 
o f  the  A r ~ .  N~ f e e l i n g  i s  t h a t  i n  areas o~' t h a t  s o r t ,  t h e r e  i s  a~ H u h  
necessity for know~ what is being done and the rate at which it ia 
being  done wi th  r e s p e c t  to  the o b l i g a t i o n s  or  commitment of  those %ype~ 
of  replacing accounts or management funds, whatever you ~ %0 Cm11 
them, as there is with respect to the initial appropriation. The 
problem, as we see it, is that these are contributors to a total pro- 
curement program. 

I f ,  on. the o the r  hand, t h e r e  i s  s impl 7 and c l e a r l y  an a c c o u n t  
where you have o rdered  goods and charged them to  one app rop r i a t i on  o r  
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fund, with a deEmi~e idea of  how you are go'~nZ 'to spread them and how 
you are going to deliver them to o the r  m i l i t a r y  appropriations, then 
there is no real necessity for appor~Loning that kind of revol~ing fund. 
In other w~s, if you make a decision that you are koing to t,~ I, 000 
t anks ,  500 are  going to be f o r  ~ A P  and 500 f o r  t he  A r ~ ,  you b ~  t h e n  
a l l  ~rcm ~he approprAation and you have to  replace ~he~ by r e i m b u r s m ~ n t .  

have a l r e a ~ ,  appor t ioned  the obligation so there is no need to  
appor+~ien the ~ . e ~ e n ~ .  

Bat, when you use the funds for new proe~e~ent, then we think 
t~ Is.the same necessity for apportAoaing that as. there is for 
apportio~-z, initial procurement fund~- 

" ~ have had q ~ i t e  a problem r e c e n t l y  on the ~ A  flmds, p a r t i c u l a r l y  
~ i t h  an a t t empt  t o  ~And out  e x a c t l y  where we s t a n d  wi th  res~e c t  t o  them. 
That has been cme o f  the  arEmaents i n  the  c u r r e n t  budget  sess ions . . a s  t,o 
the  m o u n t  we can take c r e d i t  f o r  i n  procurement  d o l l a r s  ~ r eason  o f  
~ A  f e r m e n t s .  I unders t and  t h a t  t h e y  have r e c e n t l y - s t a r t e d  a 
~r~ve to e0~ into that feature of procurement  a p p r o p r i a t i o n s .  

Now the apportlomment business is not all on a tlme-perlod basis. 
I don,t know whether I have left that impression, but we a~ortion on 
a number of different b a s e s .  On m i l i t a r y  public works, appertlo~ments 
in most cases are not by time ~eri~ but are base by base, s imply  
bec&~me the initial p r e s e n t a t i o n  was;, admittedly on the part of the 
Department and ouree lves  and r e l u c t a n t l y  on the p a r t  of O o n ~ r e ~ ,  r e c o g -  
,','~sed as not, being eomple te ly  ~ A l o t  had t o  be done add a l o t  o f  
decisions had to be made snbsequent to appropria~Lon. 

A~T of you who have read the Public Works 8mbeom~ttee of the 
House hear~-~ oa the Subject of =d~tary public works realize that 
Congress_ has been v e r y  mnhappy on the  s u b j e c t  o f  pub l i c  works i n  t he  
l a s t  .year or  t ~ .  ~hey h a ~  objected to the Bureau,s emercising what 
~ y  say i s  t h e  A~mntAon o f  the Comgress- - in  o t h e r  words j going up f o r  
an ' appropr i a t ion  I h i a h  i s  n o t  too  d e , m i t e  i n  J u s ~ t i ~ e a t i o n  and then  
sayingj UDontt mind that S you appropriate the mo~sy 3 the l ~ ~ t  Of 
Defense and ourselves will handle it after it is appropriated. = 

~ i  GKI:ST= Nr. ~amton, on behalf o f  the Commandant, the 
faculty and the = ~ t ,  bod~, thank you very mmeh f o r  a very Interes~4-~ 
and ~-~ormatlve lee~ure and discussion periode Wb appreciate your ta~- g 
~Im= out flwm a b~ da~ to visit with us in ~he Industrial College. 
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