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MARAGEMENT CF THE DEFENSE BUDGET
§ October 1545

GENERAL HOLLIS: I would be unnecessary io slsborste to this
group on the irmpariance of the badget of the Departmend of Defenae aa
it affects onr econuwy or as it affects the operation of the military
service. B ia probably the biggest single budget in history. This pro-
digicus responaibility rests primarily on one men, the Camptrelisr,
the Assistant Secretary of the Departcent of Defense, who is our speaker
this morvning. e hes served wader ali of the secretaries of defenve
dnring the kistory of our comniyy, and yot with those responsibilitics
e has found time sorsahow 10 come yeny sfter yunr snd speak %o the
Induatrial Coliege of the Armed Forces,

| iz a2t honor and & groat pleasmre to present to yam this
pworuing the Bonorelble Wiitred J. McNetl,

SECRETARY McdEIL: Gemaeral Hoilia, rmembers of the class:
It is always & plassure to et with you. ] always look forward to the
lamt el of your pregram, because I can sxpoct to get some vether
penetrating questiond. I have to have a iittle of this bwsiness in ceder
1o keop up with the spirit, I thiok,

Genevel Bollis mendionsd hat | have beer: Rround for a while,
and mentioned & 1tthe shout experience. I reminde me of s little story
1 honrd last night adowt the wchool of experience. ‘This school of
superience is ail right, but the trouhis with it iz that ite gradustes are
nsuslly 100 oid to work,




I wan dlacussing that very impoitant pronouncewent wiith Walter
Willisms and be came out with another one. ¥Ne aaid he had a little
motto that used to hang on the wall over his desk in the Pentagon read-
ing: "Massed be those that run around in circles, for they shall be
called whaeis,” No longer am I carefil whe I call & big wheei.

I think, Genersl Bolliz, thet with your permission | will discuss
first, in comnection with the subject which you outlined, the general
philosophy of our appronch to the prohiem. Then, if there are gques-
tiona thet you waat to ask specifically sbout some of our carreat probe
iomas, we can deal with thexn in the discussion period.

It certainly is encouraging to all of us to see the work which
this achoal is doing. The gredustes are for the most part destined
for staff positicns. In thinking about this job of being Secretary of
Defsnse, Mr. Wilson thought it would take soms time befors we could
start to work. It i1s not & revolutiansry but more ae evolutionkry
process. A very lmpartad factor in this evoluticnary process is
cortainly the period that yom gentiersen spend togother, And certainly
a8 you go back to stafl or commend or other duties, you willi be much
bettar able to work with your brother iu uniform,

We are getting some roal benefit from just that one fact, that you
do work tagether. [ don't meen to discount in that the importance of
the curriculnm or studies in themaelves, But 3 very important pert
is concerned with your shility to understand the other fellow and to
work with kim in harmony and sorewhat s» a team. The school, I
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think, {s dolng s grand job in comtributing in that respect.

But, of course, 1 am going to deal with just coe iacet of your
studies~-the subject of Management of the Defense Budget. That is
the reason ] took the liherty of asking General Hollins if 1 might discuss
some of the basic philosophy, give you some ides of how we approach
the problem, as 1 memticoed & moment ago, and thex try to fill in on
any specilic questions that you might have & littie later,

"Baiiget” is » funny term in 8 seuss, hecause to e it coanotes
dealing with figures. It ia thet in a sense. Bat, a8 we have said many
m.mmwmmmmwﬁn.uummyam
tag on a series of plans and programs.

£0 then: even ou the financisl side alone the budget goes much
beyond doing computing work, including figuring oui some calculstions.
1 think we have to regard financial managewent in the brosder sense,
That covars, of course, & multitude of things. It certainly lnchwies
the collection and intergretation of facte. Rightly or wrongly, quite
may.%ymmmﬂhmmm‘mm
this happens to be about the only place ian the Army, Navy, Air, or
Detense whore ail plans axd programs come together. Perhaps that
ien"t right. Maybe it is 2ot the right way to organise a busivess, buat
pevertheless that is what happens.

Take in thoe Semior Stafl. They deal with forcs isvels, gemeral
degrees of adegquacy of mobilixation ressrves, standurds of training,
and all those things. Bat the imterpretation of those things into the
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present three thousand different programs, which are very lnportast
in themselves, i» a very important part of their business. Later they
are tranalated into requirements of materisl and people, and into
dollars. And in the budget shop, if you want to call it that, the three
survice divigions of Defense nre about the ouly place that they will
come back to get it.

ime of the jobs, a8 we see It, where i contribution can be made
to this whole rmachine is sn offort in the examinstion of these plmns and
programas to see thet they are geared togeiher.

1 recall-~this may be an unusual circunstance, although it
comes up hundreds of times during a period such ag from now to
December--a pervice that had in 1947, for example, a training program:
for 134G pilots, as | recall it, Thed cams from one compartment. That
is one of our problems~~that compartmentation., 1 went to the cutfit
which had the responsibility of assigeing sircraft for the training of
pilota. Their reguest for aircraft maintenance personnel for aireraft
would have provided sufficisnt sircrall for three thousand. But their
facilition, whichk came from still another compartment, would have
supported six thousaud,

when, let un call it, ex analysis was pisde, when that was die-
cussed with the Senior faff, they very happily changed the pilot training
rate to 1800 and adjusted the equipnent &0 they had to cope with 2100

with facilities for 3000. It couldn*t be compietely Brougiht into reasonable

balance in this total program, becanae the policy was to use 45 willion
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dollars thet yesr whan it wus originally thought necesaary to handie 40.
! would call that a good decision. Whatever mechanism it takes to
bring sbout & reasenshle halances when the program is geared tagether,
to my mind-=there i am selling my own wares--might or should make
g contribution to either betier defense or better defense at a little
lasmer cost,

I could go on with cxsxples of that idad, bt this lan't a horror
story type of sesmion. Dut I want to add one word there,

Not a single ons of the peopls in these various compartments is
trying to chisel or steal semething from somecas e¢lse. Ench is inter-
preting his broed directives s 3ost b can. FPerhaps ha haan't gotten
his assigarcent clear saough. Bt you will probably never get sufliclently
detailed any annusl aircraft plan to be clesrly interpretive, so it can
be translated inte the some three thoussnd different programs, made
wp in ditferent parin of the world and éifferent parts of this town.

30 any mechanism that will speed that up, that will help give ua
a weli-rounded plan for sach ssrvice or for the Depertment, will be
a coatribution. 5o I think it is necessary in financial management to use
8 broader term thar we usually tikink of as "budget.

This i» probebly an oid story to you, but i think we have to
think of it a bit, because the size and cheracter of cur organization
depends & great deal on how it kas to be organised and be mmnaged.
First, we inow it is big. At present the ssaets of the Departmant of

Defense are running something over 62 billion dollers, or more than
§




the assets of the five hundred biggest corporate enterprises in this
comnry. That gets to be a rather big machive, cven when we think of
Ceneral Motors a8 being very large. When we take the miitiary and
civilisn peopie together, we bave four million people. That is an old
astory to you. Buot again it 1s tw largest mterprise and it axcphasises
the kiad of organisstion that has to be set up, and the kind of gkillx
and talents that have t0 be used, to attain the job.

Eut this dossn't tell the story. Size is only ome thing. It iz the
fact thet we are engaged, rightly or wrongly, in almost everything
Emown 1 man. Ve have grocery stores as bigas the A & F. That
doesn’t eesn much in itself, The Navy has shipyards greater then
the rest of ke shipbuilding isshwtry ta the country ot the moment.
The Army arsenals have large capacity, Certsinly the overhaul and
repalr shope of the Air Force and of Nawval Avistion have capacity for
that type of work grester thans jadustry has today.

Then there i3 the training job, the school part of the defenne
eoffort, because essentislly the whoie military machine must continue
to go 1o schoci. The courses that sre tanght in the wilitary achools
Just run the whole et of bustasas and overy cther facet of other
schools. | dou't know whether you teach art in your schools, but I
woulda't be surprised to find o Jittie of that somewhere.

All 1 am trying to aay by that is thal when you are engaged in
aimost sverything, 1% certainly complicates the problen: & bit, so that
if goon beyond mere size. When it gets scattered around the world,
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it does get a little complex. At tinces 1 think thin complexity is in pro~
portion to the cube of things rathier than the square or just by ordinary
woatiiplication,

Now, snocther factor that we have - 1o organize for, 1 think, or
pian for, snd which makes vur planning & many-zided picture, is the
fact that we bave to be rondy o do things on a moment’s notice that
we didn't sxpect to do yesterday. Korea was an sxample, certaialy.
There ia no guestion but that it came suddeniy. it reguived offort
throughout cur place sutirely differamt fromw what had been thought of
the previous December or sven on June Bdih. We have {0 be ready to
take advmtage of those things., We have to be flaxibie, which neans
that we have to organize 1o be flexibls if we are 0 do the job correctly.

{me of the complications~-and I wou't continue thai line any
longer=-ia that we are always coming out with something new, whether
it is wespons, or metheds of uxing sweh weapona. That sdde a bit to
the complications. And yet we are expected to manage this businegs
a8 efficiently mnd economically as poxsihle,

I just want to set the stage on that a little bit, 1f I might. Cer-
tainly I think we have to come 0 the conclumion that there isn™ a
managerial job in the world, except for the Presidency, that approaches
in scope Or conmplexity or size that of the Depariment of Defanse. 1
touched on that o wminwte age, but I would iike to em:phasize the fact
that, with all these compilcations snd complaxities and sige and

scuttersd arcand the world, we have to operate in a geldfish bowl, where
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our cperstion is about as visible as, maybe more visible than, sy
other similar or comparsbie operation. And that means you always
have to plan aheadd 10 be sare you sre doing things as efficienily s
possible, K just megns, 1 think, that we have to do a little bit better
Job than just organising i amd taking care of it.

Fow, in connectiom particuiariy with the financial part of the
management problewi~-1 mean the mansgement problem: as it is partic~
ulariy relsted to the faancial side--1 have tried to think out some group-
ings of the things we do in srder 10 get 8 hetter fael of how we have to
finance it mnd orgenise it from that standpoint,

You people, each of you, may have difforent ideas. Sut, in '
the first piace, oa the finmncial aide, ou the budyet side, you cannet

handle pvery singla bit of the varicus things we do in identically the

ssme way. I sm romming face on right sow into the Amervican Institute
of Accounting. They have ax idea that you can set up & global account-
ing system to do this job. It imn't practical. 1’ wouldn®t be even if we

could find the poopls in the United States aud the rest of the worid who
could understand it. K would be unwisldy in action, 5o 1 have tried
to figure out what might be the best mothod of budgeting and financing i
our activitien. The result of my sorting out is something like this: |

First, 1 would set salde or identily thowe things which are diffi-

cult to messure as end products. You wmight call thor the administrative

or woilitary type activities, 1 don't mesn you can't have cortain stand-

ards by which to measure the siills of certain units, That is all right.
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But certainly you can't pat it in the markst, put a price tag on it, snd
oexpact & captomer to come and huy it.

The firmt group I would set aside i the combat and combat=
support type units, which are capeble of momentary redeployment
withaut loas of cpevetional effectivenesa, Ceortainiy you doa't want the
burden of bandling 38 potentinl combmt units with the same type of cost
sccounting that we would expeact to find in s masuiacturing plant in
the comter of tUw United States. It is a dfferent kind of animal.

’
‘

Peuple undersiand 11, 1 amv sure, quite weil., But we do have trouble

{
i
¢
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with the Heoover Comsmisalon in getting thet idea acress, Such unite

L p—

are cartainly unique and have no couzterpart in ordinary business
sctivities.

We bave another growp in the sume general claasificstion which
can be finsnced, 1 think, ou the same gensral pattorn, althcugh with
the combet units 1 woslda't carry the detatled cost accounting to the
seme dugree. That is the cperation of powis, camps, sistions, or bases,
wisich 1 would call an sdministrative type of activity. Surely it is miit-
tary, but the sand product of the activities st Fort Bragg or Bolling Field

|

is a little difficult to measure. You canlt put it th the market, you
can't put & price tag on those things:' and yet you waut some moasure of
the requirements for financing and for sepporting thet type of thing,
some messurs of what they sre doing.

1 think & very similar clase wonld be the operetion of our whole-
sale supply depot systom.




Another group with a strict administretive functioa would include
departinenial hesdquarters, perhaps command headquarters, apd pro-
curement snd lnspection offices, security offices, recruiling cfficep~-
things of that kind, ‘There are prebably sbout 12 to 13 thousand in number
of that kind of activity. I am guing to deal with thew io just & minule.
Certainly the methad of budgeting and finsncing there is or should he
different then it is in a manutacturing concern. General Motors has
sn office with abowt twesity-eight bundred people up in New England.
Their method of approviug thelr apersting budget, nt lsast of providing
the resources for their operstions, is certainly different from what you
would nze in finsncing the budget of & command hesdguarters. That is
the type of thing that I think can fall intc one general petiern of budget-
ing sud tinancing sfter the money is made availedbie for making these
resources avaiisbie to the local commanders to operate,

Another broad classification certainly is the handiing of our
nventory., The method of handling it iz a Littie difterent, because
bandling inventory is d¥erent from taking cave of today's consuraption
needs. We have to be ready to do something unususi, which mesns we
have to have some mobilination reserves. 5o we divide our invenstory
iato two broad classes snd try to find the best method of financing snd
managing the budget for sach. .Thcm. I think, we have to bave two
different methods of financing and managing that ciass in our affort,

F‘imimmw&tdwumlw They are

those where the local commander has listle voice in whet is bought, in
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whather we buy or don't buy. Certainly over at Anacostia or ot Bolling
Field the commander of that base has no resl influsnce on whether they
buy an F-160 or & $¥ -1 or something like that. That is done somewhere
eine,

Next is the incurred lMsbility to spend woney, That has an effect
on the datly operaticns of the Army, Nevy, sod Alr Force, and sonie effect
on their future cperetions, When you have incurred Mability, you will
have sxponditures following for ships, tanks, mobiiizstion reserves
of ammunition, aircraft engines, sad things of that nature.

Dut there is another clase of material which would geneynlly
fall into the class of compumption-type material. 1 know of no way to
praperiy finance that except the way we do on any cepital Investwont,’
That is to approgriste the monsy, incur the lisbility, apend the money;
then take i into your sysiem st the time you get i ready for use.

You have a differeut problew with consiwmption=type material.
Theve I think we iave made grest progress in the past several years,
even in the pest few monihe. I think that type of material cer be financed
properiy only with a revoiving funed, We call it & stock fund. That in &
aame that we thok over becxuss there was such & fund running for Hfty
years bafore the legisiatuon suthorigdrg it was passed; snd it is easior
to seli an old narce than te creste A Bew one,

Cuce these materinis sre carried, financod, budgeted for, there
comas the question of procurement. Whan they sre budgeted for from
a revolving fund, it mesna that we have croetdd a situstion whare it

. in enslor to appiy, to the sxtest precticsble, smart mevchendiging
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principles. I is a mathod whereby msomaticaily you cean get an almost
pﬁﬁmdmmmwmmdmm
1 is the type of article which can be hasiled best Ly the man iiterally
on the ground, Whether it is a recruiiing station or a big air base is
immatarisl, Any other mathod is difficult, becaune of the grest deal
or greet volume of material consumed. Therefore I think that ia » fact
to be taken into considerstion in financing end planuing the way you
budget for that type of item,

There is snother group, and this is a prefty broad cisssification,
1 nave included in this & rather long list of things that we do which are
quite identital with what is done in private business, Certaiuly the
opsrations in our shipyards, in the wanufsetaring arsencls, and the
large overhavl shops of the Army, the overhaul and repair shops of
the Air Force and of Nawel Aviation, sre certainly aloast sesembly-
line type operstions. They are certainly job shops. They lave end
products that you can reensure. You ean come up with & price tag on
them. You ¢as improve your system, You can creste & much more
mansgeable machine for the local commander. Tou mstomstically
got cout conscions withows the benetit of directives from the DAKM
poaple rumning around aad making stadies, You just sstomaticaily are.

i other words, by ostabiighing, let us call i, & corporste~
enterprise Hinsncing method, capitolising the material on hand st work-
ing prices, providing werking capital to pay its bills, permitting it to
adept to & finencing and accousting strecture slmost identical with that
mmmwmmm&u.nmmnumm;m




need and st the same time get the flexibility that we have to bave, 1t
is & much batter way {0 measure. At the ssme time we salve a lot of
our bwigeting problems. There ls no longer really any budget of the
pencil-sudepaper type. You do like they do in an indastrial emtabiish-
went. All you do is to budget one thoussnd engines at seven thousand
dellars esch and you have a compiete butdget for that whole calegery,
whether you have it inside or ouizide the piace. That commencoes {0
make this business a littie bit understandable 10 all of us.

I won't deai with thege categories too wuch longer. Eut another
type of capital-type item, of courne, ie the construrtion of public worka.
There again I think the normel Federal mathod which provides the maney
for specific programs is sil right, It is exnctly the pattern that private
business wouid follow wheaa allocating ane hundred million dollare to
butld & manufacturing plant, like that of U, 5, Jteel at Trenton, 1 see
1o real dfference. Bat we can improve our method of administering
this above what we Jo mow, and [ think we are in metion on that. All 1
am iyying to point out 1 thet we can identify the effort and divide it
into serveral browd classes, sach of which requires, 1 think, s different
wethod of approsch in the budgeting and finenciag.

We bave snother probism, and this geis 1o he a touchy subject.
Eut this is somathing that we have now, and certainly we must expect
to live with it Jor a long timee to come. We have people who sre manag~
ing various elemenuts of our buginess who sre nct CPA'a. I oan say that

because I am not one. But we @xpect omur treop commamders, our
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nevigniors, our guspery officers, ship commanders, marine commanders
to 3o whet is reslly & very special type of managing. We expect thexc

to have a type of akiil fur abowve that which you cen find anywhere in the
fisld. We axpect them to sit at & desk and manage their office with all
of & bookkesper's experience and skill somewhere eipe in civil life,

We axpect thew to be axperts an some single facet, whether it be steel,
amtomobiles, textiies, or what-not.

Sc we have to go o little bit fuzther than the average in private
business in making machinery. Ve have to deveiop the Instruments
on the dashbosrd ac as tv make them easier to read. I s not too much
afraid of the decigion to be mude by cur sswicr military psople it they
sse both widea of the cola ot the time the decision hag to be made.
dossn’t worry me & bit $0 gt on an atvplane and Ry across the pond,

I wind of figure that the Air Force or Navy pilot sitting in the seat is
preity competent in reading inptrumients. Sowehow or other we have
to get thia organisation snd informaation, whether it {a finmncial or
otherwias, in a readabie form to the guy that has to make the decision.
I am not tuo much Sfraid of what ke is guing to do in flying the machine.
Toat is why we try as desperetely a3 we can to davelop some system
which will provide that ivformation on the deshboard for the fellow that
has te fly the machine. Bat it is one of our probisms. I is s problem
that is much more asrious and difficult to solve than thet, 1 think, wven
of & large private businsgs,

We have to accept some facetn of that. Cuoe is thet fyequently
i4




you get things like Heover Commission reports that are not compli-
mentary. I asm aot deoening the Boower Commission reports. 1 just
find & foew littie guirks in them. Bt just take what they sy about the
“terrible military approach to things.'' They imply sometimen that
thare is something sinister in it. Rut there ian't,

To me it probebly gets back to thin: M is what & wman is hired
to da, ] think you wiil find thet nissty-nine times ont of & bandred or
more, he is going to do a preity good job of what you and I an taspayers
hire someonse in uniform in & command position to do, This niay be
porhaps au eanggerstion, but we as citisens are hiring people in uni-
form to bave encugh in sny place it the world to weet say unforeseen
circumstance. That may be an cxaggerstion, bt I think he smphasis
shouid be on that rether then on having & commander spend all his time
worrying sbout efficiancy and economy. I ceriainly can understand it,

So I think in that sitestion we wili have cortain finamcinl require-
rrents that we probably never wiil be able to support. I am not erttieal
in the first instance that thet kind of comment is written down, Xt
mwmrmuaﬁ.umumwumumm
it into ressossble balance, 5o we can get ail the facets together, ail
the different plans and programs, and ses that some are not way oat of
line with snother facet to which it ahowld be yeared,

New, | want to touch en just cne more requiremont for what I
think we have to develop to do. That is that anything we crganize or
develop kas 1o be something that can change overnight. Ve do have
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too many chenges of cur ewn maling, We change our plans and upeet
everybody from top tc beitom. But we have to be geared to plans which
are capable of changing because of what somebody slse does.

Lat us go beck to Korea. 1 don't think for & moment that we were
organined as well &8 wo could be to take care of a thing like Korea.
mummwwmmmmmm.nd
especiaily on the Snancial side. It is one thing we have to keep in
miné in setting up & flopacisl budget. It kma to be able to be in a
position wheve, if something appens this mowning, it will be able to
change overnight.

Now, we have in mind, and we are in process of doing, ssveral
things. Firs, iz the past budgets have besu thought of a8 something
that the three services gmersilly wade up ot thair incal fleld activities.
Major commands have spent months preparing their hudget for » year
or o year sid a balf hmce. Even dopartmeuts have sisrted in Janusry
to transiste the detsils of thelr personnel requirements into monty as
eariy sa 15 or 18 montha prior to the beginning of an cpereting yeur.

Practically all of that is vonecossiary, to my mind. I think we are

w oving toward & change, snd meking some progress is changing. 1 don't

think we will ever have » situstion wiere we will be able 1o deliberately

submit a budget to Congress later thax the opening of the yesr. Ve have

for seversl years past sedbmidted i in March or April. Congress

umually dosss't got it done watll July or August. 3o let us say that Jan-

uary is more or less a dote to shoot at. R is someiking over which we
ie




have little control. But if we get cur busisess organised on the fisan<
wm.mm.mi;ummny.uthmm
or (xtober, we camnot de & complete job and apend Christmas at home,

it does mean, howevnr, that we beve to do & ifitle hit better job
than what we are doing today. Let we call it accounting if you want to-~
knowing what it costs %0 do certain things. Our faciors are not good.
They are bettoy than they were, yos. But if you have to budget for
the overhanl of sircralt or eldpe or engines by each little place, you
Bave 10 start eighiven monihs ahesd and you don’t get it done hefore
Christmos. But if thet is & Pederel budget and you just budget for
fitty-aight ships of the dsstroyer class to be overhanlod, and we have
hvd good experience and know that it costs about 3180, 000 for the
rormal overbeul of 5 desiroyer on the average, we bave a very good
hudget. And it in all on one line, or on thirty lines if it covers thirty
classes. Ve can wse it for alycraft, ships, tanks, or two and a heif
tom trucha.

The minmte wa got our overbaunl facilitiss Mdding on the work
on the capital industrisl basis, and cur reistionships with our own
industrial facilities are thoss of placing en order, a tontract, without
the Walsh-Healey Act, ﬂimmrpm.nui:htmph. Iet un =ay,
one-page cuntract, settling cur accewst by getting a dill out of that
piace for that overbaul job, we have the beat support in the worid for
exparignce, snd {s that cost experience genareily good? s that about
mwmwww-rwﬁmmmy ¥ you




do that, you have tho best pogsible budget. You hawe one that will
stand up under any kind of exporience.

You could shorten the tince, There i no resson why, with
proper informstion to back thew up on the overbaul of engines, they
should spend the next year In Alr Force snd Navy making up thal
budget. They conld do it in twenty=-four hours and come up with & very
good ons, [ am exaggersting theve parhaps, because first we have
to have a plan. Bat if sfter a good analysis, the plan makes sense,
shows that theas two thousand of this iype of engine are desperstaly
needed for the reasonable support of the task forces, and if you have
adequate cost experience~-which we do not have st the momete-yon
have & good budget.

1 can't emphasine thet too much, in the past we Bbave had that all
in little compartents. We have had to denl with little pieces of this
overbanl jub. It simply is unmanageable, uoworkshle, oae of the most
wasteful thinge, I think, that we do,

You pecpla could get in oo that., Maybe in your psast duties
you have ran iaio sorse of these problems. Maybe you have telked about,
maybe screamed sbout, them, When you leswe this school, you are
going to be in a better position to help do somethicg about it,

Now, 1 mentioned a minute ago on the udgeiing aide that we
would like to get a Congressional budget that we can go sbead with,

! had {n paind by that that we shouldn't expect the detalls to be made up

at the senler commands. R is good sense for the person who is going
18




to operate the plan to be in on he plan, but there is no rexson why an
sir base or a recruiting mation sould be sxpacted to give us their
detalled requirements for the next year. That presupposes that eight-
een months shend of tine they presest their idea of the requiremnents,
that they now emactly whet we are guing to do; and that sever happens.
Cave little factor type of the thing I sm taliday about may be
ilusirsted this way: R 18 a dreamed-up example. At esch littie Air
Force or Navy Avistion cowmmand today they have two, three, half a
doxens, aizrcraft. How many of those are going to operste next yesr
sotrewbare in the warld? The Air Porce or the Navy dossatt know that.
Pt they know thet they hewe 30 omy F-1005 aliogeter thet are
going 10 be ansigned to wnits, Where, they probably don't knew. But
mmmmumﬁnmcmManmu
in Fiorida ar in Hencluln or in Framce. Therefors if we know the number
of slrcraft of each type that are gaing to fly somewhere in the world,
we have & very good fiying bour cest. We have a very good budget for
saybody, becsuse Lamgley Fiald probably dossn't know when they will
got what type aiveraft in what month, o perhaps exactly what units
may be staticned therw., Theve are {0 many changes in the plans.
What 1 am trying to say 1s that in all this pluming, in desling
with very large forces, spresd out through the world, with changes
in shipe and deployment, 1t just is not feasible t¢ meke up dudgets in
the way we havs deme it in the past, We cam, bowever, know by the
end of this nsaxt wenth the forces that we are going 1o have. In fact,
19




we won't even now the manpower strength that will be approved by
Congrens witil soms time in Octobey. We deu’t have the Joint Chisls
of Staff propositions in, Infermselly I know what they are. We kick thewm
arcund, bt there lms bem ne formal submission.

The way the budget work is belag done by Army, Navy, sad
Air is that they are going their est. They are gussaing., And yet we
40 have » decent accounting structure, Ve can take the result of thet
ad apply it to any ordinary ressonshle force sitrwctiure. Aa to changes
that might come shout, v ons anticipates sy except very minor ones.
in general those can be tshen care of guickly right st beadquarters,

Kext spring it is quite possible thet the Army's repuir dopat will
know shout how many two-~and=a-hatf~ton tracks it will be ssked to
overhaul. It dosan’t know that »ow. Therefors in the budget on that
thing they can make ouly & limited contribution to the wiwle package.

That is the general type of approach to the construction and
evaluntion and sulmission of the Federa! budget to Congress thet we
want to get. We want to get it further slong. We hope that by naxt
spring, certainly hy a yeur from now, when for the first time that
sctivity or field command actusily gets into the sericus business of
budgeting, they will along sbomt April or May commence operating the
job. At that moment they will bave & prefty good iden of whet their own
work losd is going to be. At that time they can make & very vital contri-
hution, lo all this procuremsent, of course, we have reascusdie flexi-
hility in our total plans. We have airoady gotten over that hurdle with
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tha Congress.

1 will digress s bit to touch on that. If you sxsmine the sppro-
pristions for cur currest mructure today as compared with five years
ago, you would find little aimilarity. The Army money five years
ago came from Congress.ir 140 different compartments, Even them
there was some limitation of amount in some of theae, Today, excemt
for Reserves and the Gaard snd twse or four minor items like Alaska
communications, essentinily all of the Army's money is in three pools,
That is a far cry from being circumacribed legisiatively by statute
in every little type of activity. You now get your mouney in a resscuably
iarge pool, 8o you can have some flexibdlity betwesn programs. You
have to have that particularly i operwiing the hg mackine that we are
in these days. That progran bes siready been bought by Congress.
That was one of the difficalt burdies. 1 is peviwps orxe of my minor
sstislactions, becanse I feel thet our hoys have done & good job in
getting that done.

Kow, ws are guing to ave to manege cur busineas protty cara-
fully. I msans we are going to have t0 go back to the old practice of
providing a limit for some of the guesning that we do. ‘Whepever we
get incressed Nexibliity, increased lotitude, it woans thet that
increases very grestly the regpoasibility of all of up down in our place
to do a pretty good job of running cur business.

That gets down to the point of saying that in runniag our businees
we bave to amphasize what e have, V e have to inow where we are
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going, where to apend what we have. Unless we do that, we haven't
cuch of & cwzfutﬂng a good course for the long-range or the near
future.

So far, aithough 1 have jamped arcund a bit, i have touched on
the need for gearing the various plans together and getting a pretty
polid package. | bave touched briefly on a couple of different approaches

Muantmwwmwinmw:pmeu. But the budget

ia affected by outside influences, We don't control everything in coanec=

tion with the budget. 1 is mot viewed in isclation. 1If it were, it would
be considerably simspler. We run constantly into the question of how
mmmmumlnmmuﬁubeWtﬂMmu.

Now, we might think that if our plans call for wore than we
have the money to pay for, there is ealyom’tungw ;io--tm somebody
has to borrow the difference or reise it from taxes, But we are cert-
ainly affected by the consqquences of that, if we continue to borrow
mryyctrforthemm:wﬁﬂmmm,mwhqapmtome
value of the currency? mmﬁmme\ctswmnm“? To what
extert will it affect the econon:y® We are affected by those considera-
tions very intimately.

We get the taxes, It i an easy thing to say, “We will increase
the taxes ten percent or twenty percent.” We migh*taktmunateur
respousibility. Put it is, a little bit, because we are certainly affected
by it.

Is my opinione-and I think some college people will disagree--

22




I think that in periods of very good times, when we bave very high
smployment, high naticnal incomse, we must puy our way in this
country, 1ibink thet has to be dane,

Now, that woulde't be too bad. Put it ween®t in the baaic
policy, which has been adopted for the defense of the United States,
which says that we ape goiug to stsy ressonably streng for &s long as
we ars in trouble ia this world, Therefore it (s casy to see that this

is gaing to be a rensonsbiy heavy hurden for ten years, perhaps twenty
yours. 1 don't think anyons knows., Ceriainly the palicy that has been

sdapted--ihat we are guing to keep rsascmably strong, in & state of

partisl mobilinstion, thet we sare going to stay thal way until the sky
kas cloared, is » good thing for us in budgeting, since for the firs

time it gives us & chence 10 get this machine on a resscoably stable

level and do a good job of mansging snd reoning it, Ceriainly we can
do it mere officisntly sud sconomically if we don't have the old pesks
and walleys.

Buat, if we are guing to maiatain eur strength over & rather
indefinite poricd--and I agree with Humphrey on this and with your
Chiel as well--] think we must pay cur way in good times. That
automatically gives you some limiting factors, becauss the tax rates
certainly have io be gesred to the econemy, to whether they wiil
remtrict expansicn in our coonomy or lower it, or whethey they will

encourage it. I don't know the answer to that.

1 remember being called up with Chariie Wilson to testify before
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the Ways and kesns Committes & {fow yours ago in comsection with the
axcess profite tax, 1 am not an ecoumuaist,. [ do think 1 heow g little
ahout how some of these things affect me a8 an individusl, as a member
of society, and how these things affect individoals cumnulstively. So
we tostified at the tiree, affer two or thres days of haddiing and trying
to get answers and getting all the advice we eouid, thet the high tax
rete, which was at thet ihee runaing 73 percent, on corporsts inconse
could be cortiawed for three yeurs without denage o the fature of
industry, snd perdaps four years, thel no one could measure this thing
scceurstely; but that if you kept that 13 percent tax or corporste sarnings
indeftnitely, you certainly wouid restrict future private investment

in expandiag plant sud expeanding ercployrasnt.

Whwther 88 or 51 percent or 47 parcant would be better I don®t
know, bocsuse whan you pget in that small range, | don't know how you
can guess it. [ think the penerel guess is that 50 percomt or therssbouts
tax rate on corporste earings ia sbowt the puint at which you would
cresate aa stmosphere for the grestest expansion of the economy and et
the same time have & chance gradually to increese your revenue or st
lenst maintain it.

1s the tax rete on personal incomes right or not? | think agein
i am not comupetent to answer that. Certainly you are faced, I think, wiith
the fact that on the political side thare wili have io ba some probabiy

- minor reductions. The reductions of threwe yotrs ago, or two years

ago, have, 1 belicve, beon some encouragsment to the presgent level
]




of busivess sctivity. 1 doc't know whether they are sclely responnikie,
bat certainly they comtriduted to it.

1 would guese that you will find, as we lower the rate on corpor-
ate income and Jower the rete on personal income, with the higher
volocity of turn=ower in business, that the total Federal income wili
be simost as grest with the lower tax rete as it was with the higher.

§ doni't think you could prove some of thowe things, hwt that was the
resull some ysazrs age when the saxe tactic was followsd as is happene
ing now.

That dossn’t mean that 8 further cat in the tax rate i3 going to
give you sy commensurats incressd in business levels. Bt that doss
affect the Department of Defense, You may bave road in the papers
s compiste misundersianding about Humphyey coming over to the
Brdget Baresu, after talkizg with the President, and asking us to
reduce our upenditures by three percent, becanse he thought if we
would do that, the budget could be balanced this year.

Presunably, I think snybody would agres thal we conld reduce
our budgst thres percent if we really applisd curselves, without cutiing
out anything sssentisl in Agriculture, Commerce, or interier--any
of these things, We could find three parcent semewhere i cur outlit.
You probably noticed that very excslient decision that Hughes sunounced
about reducing our coniredt expenditures to 33 billion dollars. Well,
immedintely we hnd speeches criticisiag ws for cutting dows our
defense. Bt it was alse sald Gt that reduction was only flacal
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responsibility. 5o I dan't know, [ guess we are probably on the beam,
because we are ctching it frow both sides,

So there in some truth to the preds report that the proposal
was wede that we cut expmmditures three parcest throughout the whole
Tederanl Government. I might say that there in a commitment from
cther agencies to out theirs two percent. We have a lttie different
kind of problem. We have put a 34 billico doliar level o expenditures.
1 think it is to the bost interent of all that we try to do something about
it, whether it msans a litte less trawvel, a little less Mght, a littie less
something else, Actually, howewver, following last year's budget, an
eatimated expenditure of 34 billicn dollars was an optimistic figure--
on the low side. In other words, we dida't know guite where we womid
get that without changing some programas.

During the spring Congress made a few changes in cur budget.
Darced few, I might say. They guve us suthority o use German mAris
without reimbursemaent to the Treasmiry. That halped us some 300
miliion dollars on our reporting of axpenditures. It didn't change cur
program st all. Cuy origioni 34 billion sstimate included the comt of
the German marks., Congrsss redeced our badiget s little bit.

But during the spring we added some things., You all know that

the E-$2 was accelersted, and the 101 and 184 were acceiersted, becaupe

it looked as If they were guing to be preity decent alrcrall, We pdded
150 miilion for family housing. We increased the ressarch a Hitle bit,
Congrese provided money to incresss the Marine Corps strength.
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Perheps it is going to be 198, 900 sad Air abont 135,000, So we addad

about 700 militen dollars in identifisble items that we knew about fasi

Decacber. So the few thingw like the Germen marks dido't oake sny

difference sxcept they were & iitie hard to handie when we were doing
thew: without reimbursewment. Bo we wpped the budget about 258 miliion
or 380 million, right in that reage.

We just in going over this thing st Bumpbrey's request--and I
don’t qgearrel with Mm for trying or asking--we came out with this:
Thare ia going to be 5o change in the basic elements of the military
program. A few items have been accelarated. The 18] prograw is going
forvard as pianned. We ars going to have to lighten our belts, doa
lok of things on the administrative side, to stick to our present estimate
of sbout 34 1/2 biillon dollars. 1 just want to tell you there isn’t dny
basic chmage io night sacept that we wili have to tighten our belte and
do » couple of iittle things that are aot basic slssuents of strength.

1 want to add that, regardiess of the newspaper stories about
the tussss beiwesr: Charlie Wilson and Hnmphrey , they ares wrong.
Humphowy talks about ti, but be is going to support every saserdial
wilitary program.

Now, George is going 10 40 better than he thought e was, becxuse
revenues xre going to be up sbhove kis sstinstss. You might wonder how
1 wenld know that. Our polley is to keep an sye on what the other boy
is doirg. Perhaps they koup s vye on what I am deing. Ve just made e littis
le#s an corporate earnings lest ysar. Byt 4, T.& T. is wp & litlle hit,
maummuupcmng’.’ 80 i Chrynier. Their sarnings




look praity good. You cam go down the lst--U, 5, Stesl, Bethishers,
and the rest. 1 can't help but think that Oeorge Bumphrey  is golng
to get & little wore money nest March thas he thinks he is. So it
wouldn't surprise ma if the Foderal budget i going to be balanced
or come swiully cloae to it even though we are spending s liitle more
than was hoped for,

1 have tried to make a reasoushbly orderly preasmtaticn, It
some of it was not so srderly, because I veandered off the course.

i want to save some time to answer quastions.

I Just want 1o eraphasise one taing, bowever, and that is that
ucless wo can get this job done, difficult as it may ba, 1 den’t think
we are golog to sccomplich this basic policy, which I think is good,
and that is, how we are going to keep the confidence of the pecple S0 that
over & long period they will support us In a strong defense ac long as
tids world is in treubla.

1 look for some guod guestions io a few minaten. 3o if you want
to take up any progrems or anything, 1 wilil be giad to answer your
questians.

CAPT GERWICK: Secretary McNeil in resdy for guestione,

QUESTION: Secretary MclNail, you said you are intsrestied in
simpitfying the budget praparstion by using industrial practices. Why
woulda't & ;smorandem from the Comptroller's office posing this as
an objactive the approprisie io accelersting that process ¥

SECRETARY McNEIL: R has been issued, sir, and I can
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make several copies of it avatlabie to the clasa. It covers the whole

plan. Would that be helptul?

STUDENT: Yaa, e

SECHETARY McNEIL: It is i80 pages Jong, but the best part
of it, 1 think, iz in & couple of pages. But it covers every iacet of
budgeting=-accounting, reporting, evalustion, etc. It covers 180 pages,
K iz an atterpt to put iate one package & redher compilete eutline plan
which 1 hope to get ndopted completely next March. Then we will all
be on the seme level in what we ars {rying to accomplish. 1 will try
to aend down seversl copies if snyone is interested. e

May | ask this: If any of you do glance st it, and if you have
mny questions or sny commants or criticisms, constructive or destruce
tive, [ wouid certaicly sppreciste thew:, because 1 wonld like to have
28 workable a pachags as I can for the budgeting in headgquarters and
commands, for the fallows wit htve to do the opersting. That (s what
we are trying to get. We will appracists everything in the way of
comments that anyone wishes to offer,

QUESTION: Mr. Secretary, ] uaderstand thet the Department
of Dofeuse is conaidering, or possibly hes aiready considered, the
sapply mavager concept, whereby one of the departments would be
assigned the complete responsibility for & particuisr commodity. ia
ihat concept being considered primarily for filnance management reasons
or for cther reasoms”

SECRETARY MclNELL: Itis not being considered primariiy
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for fAcancial ressocus. As & matter of fact, 1 don™t beliswe in it.
I bate to make & mealy-mouthed statement like that. That came
frmg-\mw and fhere will be an affort in four cate-

gories ol supplies to maks & real test-~snd I mesn o dincere test~-of
a month or &0 ago were food, cicthing, petrolesm:, and medicsl suppiles.

I bate to attribute the sponsors' enthusiasm for 1t te poidtical

presaure, dat [ am cerinin it was there. In other words, | think they
thought they had 10 satisfy s Haover Commission and public-press
demand for what 1 think & lot of people balieve {8 2 much more sconome
ical and bettor supply systew. They think If you dido't have but one
system of daing it inmtend of three, it should seye monsy, That has
beex: discussad heatediy.

I belivve now, iz fact, we have been discussing it for the lam

month, thet the siagle menager concept will probably he jimited to
foad. In food it might work. Coe reasus it might work is because

there the qusstioa of moeblilsation resceves is a very minor factor,
Genrally the amounts on hand ave for consumption purpeses.

Aacther resson is thet the source of supplies is to a large extesnt
ncai. There is a great deal of local purchasing. As lar as Army's
relaticoskip with Air, it has besn resning for a loag time. Bet { think
the big part is tha fact that the mobilizstion reserves congist to such
& high percent of local purchases.

‘xmnuummmmmdwm&

Mhnmﬂrﬂymmghm. because there really ian't any




pwch thing as & wholesale dupot level storage of petrolaum. That is
not exactly & correct statement, but for & big part of it, all the reserves
we have of petroloun: are praity gmersily atored st the places where
they will be used. Lat's call it the retsil or user's level. Therefore
mmmmmdnma-wfwmmm
and e individun) service management s the retail Jevel, which was
the single manager idea when it wae presented.

1 think that after discwasing the clething thing, #t will be dropped,

e ——

heceuse while there are 3¢, 000 items of clothing, there is only a little

number of item:s in the 34, 800 that are ideatical; and what benefit do
you get if they are not identionl ¥

1 do think we are golag to have (o do something with this supply
thing to setsify both the real and the fancied criticisms of cur supply
aystema in the past. While i has been my thought that the percontnge
of woate Ane besu small, yet when it does exist, it 15 of the management
charscter. m-m-MMmmmm
on Qskland which coms from: Grand Repids, Michigns, you are going
to get quite 8 mtory bacanse of the cross banling sad so forth that does
an. 1 dou't think ye can swcuse cursslves for that. We have to bave
s aystem whers if the Alr Foree or the Army has & depot or the Goneral
Services Administration has & Japat {n an ares, we can send = truck
over and get i and at the end of the month, pay cur bill, and it ie ail
done. Thidt will svold the cross~hauling of supplins.

What thet pets into in the stfect o the commone-nse spplies.
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IM&mﬂﬂMﬁMﬁmehlewmm
cress~sorvicing in the continental United States or in cartein rather

well-gettled aresd. It is wmy view that if we do that, we have eliminated

practically all scurces of valid criticism.
wmmnmtchm Itmamﬂn;mm&ai

s i

mmnfmmmmkdmﬁmm mﬂut__mmda

hmmmmmmﬁemm Mtape

MMMMWMMMwwt&eﬁzmﬁ&m
supply depot of the Navy in New York, get what they need, aad pay for
them st the end of the month., Then we will have just & clean job.

So with thet in mind, in the wedical tield they are trying to
work out & pian for m single macager, where each aexrvice will own
ita awn mobilizstion snd operating stock. I can't think that it is going
to make any resl contribation,

1 do think, howewer, t¢ be charitabla, that the raising of these
issues by the Hoover Commiasion in their last report rather forcefully
might foree us to do some things that ! think we showld have been doing

for a loag time. nmmmmrnmm. Idm‘tthinkweme

wmmrmmmmmwmm.sﬁmu

‘amﬁmm:mehnby. mum;mumw

mantemumn-»munddﬁwdﬁmm”rmmﬁm

—— e e e e

service sasily to do business with another, Ithiutﬁqugtm will

work.

Under the oid system, which existed pome yoArs ago, esven Rix



yoars ago, if the Army sold something to Air or vice verss, the procesds
were unusable again by the selling service. That cresied & condition
which made tmpusaible any cross serviciag. It dida’t atem from the
financial gide of the house. I stemmed from: the other side. The
financial stde of the house, | think, has the job of cresting whetever

is necessary 10 make & scund systers work. And again 1 den't think

that the single aanager systums: is the vight snpwer, 1 don't knew in

the medical thing bow & aupply corps capiain in the Navy can msnage

the mobliization reserves and opersiing stock down through the bowels
of the Aix Force saxd Army. R just ian't in the cards,

Now, I thisk--tc maks one more statement--thet if three rather
ciean and well~-mansged supply systems, lat we say, oo medicsl supplies
cannot be apersied with shout the samve amownt of materiel on hand
for opermting stocks and mebilizetion reserves, assuming we take care
of this croes hauling probiem, as theorstically could be sccomplished
with & single systew, that mesns thet somebady in the fleld has demanded
the respensibility of permitiing excess stock to aximt iz the aggregate
in mobilisption and in opewating stocks. Se tc my mind, three clesn
and well-managed systemia, with ability to desl with esch other, and
taking cars of this cross~-bapiing problem:, eniirely separate and apart
from the purcimse side, can work.

1at me add oue morve point. Their ides of the fourth Sesvice
of supply theoratically could work i it had cwnerahip of all stocks and
i i carvried the supply aystesr down to the point of consumption. But
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that would add ancthar step. 1 den't believe that is quite in the cards,
Thare are oo many piaces in the world, such as ont at sss in the Pacific,
where & supply ship of the Navy is thers and the fourth service is aot
there. Somebody bas to be there. In Noeth Afriea, except for Port *
the Alr ¥orce has practically the anly forces there. Should we creste

a separets sarvice to operste those Alr Force bases there? I don't

see any real gain.

Some of the preponents of the ides have said: ' Well, the single
manager would handis only the depot stock. Each service will handie
the retail lovel.” But that dossn't anawer the question eatively,
becanan, dpeaking of those sreas, there are intermiadints levels where
you issus frow bulk U,§, stock, and it ia going to some distribution
points in Nerth Africs, to one of the 45 air bases. So there will be
aaother distribution retail level there.

I really think thet the obligation to clesn out the problems that
have existed has boen pointed out quite forcefully. I think we could,
if we wanted 10, solve the probles: instend of deponding on the what
1 would cail snother echelon or layer--pgetting more pecple cutside the
chain of command mixed ap in the command.

I wouldn’t have einhoretad as much on that sxcept that | feed
vory beatadly on the subject.

QGQUESTION: 3Sir, I helisve you stated that £ was your hope that
evantvally the services would come in with & budget with one Maw of
itema. 1 think that is something with which sverybody certainly agrees.
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I are suve the depariments would agree with you. We wounld iiks to
have that. Eat doean't the BialT with its iten: approval force the services
to go the other way and submit their items ia detall to the F.D.

SECRETARY McNEIL: 1 won't say that some raguests for wnreas-
orable detall have not heen made. | wouldn't sy thet, becanae | think
it has happened. I know it bas. 1 bellewe gensraily it would stems fron:
the fact that it doesn't come that way at the moment, Ths figures to
support an item just won't balance cut, mathematically ar judgment-
wise, "hen they won't, you try to gef enough to prove the point,

If we have the type of material shich is bought on the outside,
there is ob problem there, because there we have an sctusl current
price and it ta aimple to got it. But when you get to some function
whick is bard 10 evaluste a8 to its net worth or conjribwtion, but it has
mamumvmmmammmm.mmmm
in Just thoae terma, then you get into details and I don't know how you
can help it, when you try to find out what elements make up that total
of 1430 people and 7 million doliars of support costs. When you do that,
a0 froquently we find thet the thing is & guessticnate froon the beginaing.

Now, in the whole fisld of cverhanl and purchase, if you have
snything thet can give you a goad feel as to the cost of that article, if
during the year we have proved cur coat, or the previoud year we have
carried the materinl cost into the training of electronic persormel, if
you have thet, we sre golng to buy it. Seure, you might qumrrel in the
year before or two yesrs with sn siement of cost; but once you have

fized on it, then everyhody cen use thet as the criterion. But until we
as
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nave it, we are going to copastantly have this effort, some M;:aecasuty,
some carried on by perbaps some enthusisatic individuai, to get into
too much detail.

That may not be a satisfactory answer to that question, and
some duy I wish you would come up snd let me show you in practice
what I meen by that.

CAPYT GERWICK: RMr. Secretary, there ars s lot more ques-
tiona, but eur schedule has caught up with us. On behalf of the Command-

snt and the rest of us, we thank you very much,
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