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C O L O N E L  LACKAS: G e n e r a l  Ca lhoun ,  S tuden t s :  T h i s  m o r n i n g  I 
w i l l  t a lk  to you  f i r s t  about  why  the budge t  i s  i m p o r t a n t  and why  i t  h a s  
a l w a y s  b e e n  i m p o r t a n t .  F o r  th is  p u r p o s e  I have  gone b a c k  to a d o c u -  
m e n t  wh ich  I r e c e n t l y  r e v i e w e d  f o r  the Chief  of M i l i t a r y  H i s t o r y  of the 
A r m y .  It i s  c a l l e d ,  F r o m  L a b o r a t o r y  to F i e l d .  I t  is a p a r t  of the W o r l d  
W a r  II h i s t o r y  s e r i e s ,  a n d  i t  c o n c e r n s  i t s e l f  wi th  the C h e m i c a l  W a r f a r e  
S e r v i c e .  I a m  do ing  this  b e c a u s e  in the f i r s t  f ew c h a p t e r s  of th is  book ,  
the Ch ie f  of the C h e m i c a l  W a r f a r e  S e r v i c e  t a lks  abou t  h i s  b u d g e t a r y  
p r o b l e m s .  

In the s p r i n g  of 1936, the Ch ie f  s u g g e s t e d  to the A r m y  Ch ie f  of 
Staff a p r o g r a m  fo r  the i m p r o v e m e n t  of the C h e m i c a l  W a r f a r e  S e r v i c e .  
The  d o c u m e n t  po in t s  out:  

" T h e  C h e m i c a l  W a r f a r e  P r o g r a m  was ,  of c o u r s e ,  on ly  one of a 
n u m b e r  w h i c h  the G e n e r a l  Staff w a s  c a l l e d  on  to e v a l u a t e  and the a m o u n t  
of funds  w h i c h  the  B u r e a u  of the B u d g e t  would  a p p r o v e  fo r  m i l i t a r y  p u r -  
p o s e s  a t  tha t  t i m e  w a s  s t r i c t l y  l i m i t e d .  It was  n e c e s s a r y  fo r  the W a r  
D e p a r t m e n t  G e n e r a l  Staff, t h e r e f o r e ,  to s c r u t i n i z e  a l l  p r o g r a m s  e n -  
t a i l i n g  an e x p e n d i t u r e  of f u n d s . "  

So you s e e  that  the p r o b l e m  f a c e d  today  h a s  b e e n  wi th  us a l l  the 
t i m e .  T h e  quo t a t i on  a l so  i m p l i e s  that  th is  f i s c a l  p r o b l e m  i s ,  of c o u r s e ,  
an a r e a  of r e s p o n s i b i l i t y  of the G e n e r a l  Staff and the Chief  of Staff .  

S o m e w h a t  l a t e r ,  in  the f a l l  of 1939, the Chief  of the C h e m i c a l  
W a r f a r e  S e r v i c e  r e c o m m e n d e d  to the Chie f  of Staff a $ 5 . 5  m i l l i o n  
p r o g r a m  fo r  the i m p r o v e m e n t  of the C h e m i c a l  W a r f a r e  S e r v i c e .  

T h e  d o c u m e n t  goes  on to say :  

" T h i s  c o n t e m p l a t e d  r e q u e s t  was  j u s t  a ha l f  y e a r  a h e a d  of the t ime  
w h e n  the B u r e a u  of the B u d g e t  w a s  in a m o o d  to a p p r o v e  i t .  

" . . .  Th i s  w a s  the w i n t e r  of the ' P h o n y  W a r '  in  E u r o p e  and 
n e i t h e r  the B u r e a u  of the B u d g e t  n o r  C o n g r e s s  was  c o n v i n c e d  of the 
n e e d  fo r  g r e a t e r  e x p e n d i t u r e s  fo r  the A r m y . "  
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N o t i c e  that  the e v e n t s  w h i c h  a r e  p r e s e n t ,  the e n v i r o n m e n t ,  i n -  
f l u e n c e  the B u r e a u  of the Budge t ,  i n f l u e n c e  the who le  G o v e r n m e n t .  
T h i s  w a s  the p e r i o d  as  the quo t a t i on  i n d i c a t e s ,  of the s o - c a l l e d  " p h o n y  
w a r ,  " when  the F r e n c h  and  the G e r m a n s  w e r e  l ined  up a long  t h e i r  two 
w a l l s .  No th ing  h a p p e n e d .  H o w e v e r ,  when  H i t l e r  m o v e d  into  D e n m a r k  
and N o r w a y  in A p r i l  and then  into  the Low C o u n t r i e s  in May ,  t h e r e  was  
a c h a n g e .  T h e n  t h e r e  was  a r e c o g n i t i o n  of the i m p o r t a n c e  of the n e e d  
f o r  m o n e y  f o r  d e f e n s e .  

T h e  d o c u m e n t  po in t s  out that ,  on the day  w a r  was  d e c l a r e d ,  the 
P l a n n i n g  D i v i s i o n ,  Of f ice  of the Chief ,  C h e m i c a l  W a r f a r e  S e r v i c e  w a s  
c o m b i n e d  w i th  the F i s c a l  D i v i s i o n ,  and goes  on to say :  

" C o m p u t i n g  r e q u i r e m e n t s  w a s  a p p a r e n t l y  c o n s i d e r e d  so c l o s e l y  
r e l a t e d  to f i s c a l  m a t t e r s  that  both  a c t i v i t i e s  w e r e  put u n d e r  the j u r i s -  
d i c t i o n  of a s i n g l e  a g e n c y . "  

Now, o b s e r v e  wha t  was  done ,  the P l a n n i n g  D i v i s i o n  of the C h e m i c a l  
W a r f a r e  S e r v i c e  was  c o m b i n e d  wi th  the F i s c a l  D i v i s i o n .  W h e n  the w a r  
c a m e ,  wha t  h a p p e n e d ?  The  lid b l ew  off.  Al l  the funds  that  cou ld  p o s s -  
ib ly  be  m a d e  a v a i l a b l e ,  a l l  the funds  a s k e d  f o r ,  and m o r e ,  w e r e  p r o v i d e d .  
At that  t ime  this  i n t i m a t e  r e l a t i o n s h i p  of p l a n n i n g  and f i s c a l  c o n t r o l s  w a s  
d i v o r c e d ,  and the f i s c a l  peop le  w e r e  l i m i t e d  to j u s t  m o r e  o r  l e s s  f i s c a l  
a c c o u n t i n g ,  b e c a u s e  in  the G o v e r n m e n t  the peop l e  t h rough  C o n g r e s s  had  
the s p i r i t  and the d e s i r e  to p r o v i d e  a l l  the funds  n e c e s s a r y .  

What  I have  s a i d  thus f a r  i s  a b a c k d r o p  fo r  wha t  I w i l l  s a y  in a 
m o m e n t .  B e f o r e  I l e a v e  this  m a n u s c r i p t ,  I would  l ike  to c a l l  you r  a t -  
t en t ion  to a s t a t e m e n t  m a d e  by G e n e r a l  G i l c h r i s t ,  a s t a t e m e n t  w h i c h  I 
th ink you shou ld  look at  in the l igh t  of wha t  o t h e r  s p e a k e r s  have  s a i d  
abou t  the l e a d - t i m e  in r e s e a r c h  and d e v e l o p m e n t .  

The  d o c u m e n t  po in t s  out  that  G e n e r a l  G i l c h r i s t ,  then  Chief  of the 
C h e m i c a l  W a r f a r e  S e r v i c e ,  e s t i m a t e d  that  in t ime  of p e a c e  10 y e a r s  
w e r e  r e q u i r e d  to go t h rough  the n o r m a l  d e v e l o p m e n t  c y c l e  of r e s e a r c h  
(two y e a r s ) ,  d e v e l o p m e n t  ( t h r e e  y e a r s ) ,  adop t ion  (one y e a r ) ,  and supp ly  
and i m p r o v e m e n t  ( four  y e a r s ) .  G e n e r a l  G i l c h r i s t  s a id :  

" M u c h  of this  t ime  was  s p e n t  in funding ,  d e l a y s  in a u t h o r i z a t i o n ,  
s taf f ,  p r o c u r e m e n t  of m a t e r i a l s  and a d m i n i s t r a t i v e  w o r k ,  r a t h e r  than 
in l a b o r a t o r y  and t e s t  w o r k . "  



T e n  y e a r s ,  but  o b s e r v e ,  what  G e n e r a l  G i l c h r i s t  s a i d - - i t  t a k e s  
m o s t  of the t i m e  fo r  funding ,  d e l a y s  in a u t h o r i z a t i o n ,  s taff ,  p r o c u r e -  
m e n t  of m a t e r i a l s  and a d m i n i s t r a t i v e  work ,  r a t h e r  than  w o r k  in  the  
l a b o r a t o r y .  

T h i s  i s  j u s t  a s t a r t ,  but i t  g i v e s  s o m e  i d e a  of  the m e a n i n g  of wha t  
we do in  the  h a n d l i n g  of our  budge t  p r o b l e m s .  Now I would l i ke  to t a lk  
about  e c o n o m i c  i m p l i c a t i o n s  of the budget .  

P r i o r  to the g r e a t  d e p r e s s i o n  t h e r e  had  b e e n  m o r e  or  l e s s  one 
o p e r a t i n g  r u l e  in budge t ing .  What ha s  tha t  b e e n ?  Tha t  the budge t  be 
b a l a n c e d .  Wel l ,  whi le  t h i s  r u l e  ha s  e x i s t e d  in s p i r i t ,  it  s c a r c e l y  e v e r  
is  a c h i e v e d  in  ac tua l i ty .  But  ye t  i t  i s  a b a s i c  p r o p o s i t i o n ,  and th i s  i s  
the  r u l e  that  had b e e n  a c c e p t e d  and was  sought  to be o b s e r v e d .  So, in  
a p e r i o d  of d e p r e s s i o n ,  when  p r o d u c t i o n ,  e m p l o y m e n t ,  p r i c e s ,  al l  the  
a s p e c t s  of our  e c o n o m i c  l i fe  f e l l  off and b e c a m e  i l l ,  what  did t h e y  do? 
T h e y  i n c r e a s e d  t a x e s ;  t hey  did t h i s  b e c a u s e  the  a m o u n t  of r e v e n u e  r e -  
c e i v e d  by the F e d e r a l  G o v e r n m e n t  was  f a i l i ng  off, and,  in o r d e r  to m a i n -  
t a in  a b a l a n c e d  budge t ,  i t  was  n e c e s s a r y  to i n c r e a s e  t axes .  In add i t ion ,  
what  e l s e  did t h e y  do?  T h e y  d e c r e a s e d  F e d e r a l  spend ing .  T h e y  did 
t h e s e  two th ings .  

Th i s  was  the p r a c t i c e ,  as  a m a t t e r  of fac t ,  of a l l  g o v e r n m e n t s ,  not  
only  of the G o v e r n m e n t  of the  Uni t ed  S ta tes ,  and con t inued  up unt i l  the  
g r e a t  d e p r e s s i o n ,  at  which t i m e  t h e y  r e e v a l u a t e d  the  whole  p r o c e s s  and 
m a d e  o t h e r  t ypes  of d e t e r m i n a t i o n s .  In c o n t r a s t  to th i s  o r t h o d o x  v iew 
tha t  the  budge t  be b a l a n c e d ,  a c o n c e p t  d e v e l o p e d  that  it was  the r e s p o n s i -  
b i / i t y  of g o v e r n m e n t  to m a i n t a i n  the v i t a l i t y  of the N a t i o n ' s  e c o n o m i c  
s t r u c t u r e .  So, i n s t e a d  of e m p l o y i n g  a p r i n c i p l e  which  did not  a c h i e v e  
tha t  end ,  t h e y  b e g a n  to deve lop  i d e a s  of u s ing  the b u d g e t a r y  p r o c e s s  to 
s t i m u l a t e  and m a i n t a i n  e c o n o m i c  v i t a l i t y .  The ob l i ga t i on  was  to e a s e  
the d e p r e s s i o n  by not  i n c r e a s i n g  t a x e s  but  by d e c r e a s i n g  t a x e s .  By  
d e c r e a s i n g  t axes ,  what  do you do? You p r o v i d e  t h o s e  peop le  who pay  
the  tax  wi th  the  m e a n s  to go out and buy t h ings .  

Secondly ,  t h e y  did not  r e d u c e  g o v e r n m e n t a l  e x p e n d i t u r e s .  If you 
r e c a l l ,  in the g r e a t  d e p r e s s i o n  the G o v e r n m e n t  u n d e r t o o k  a n u m b e r  of 
p r o j e c t s  wh ich  r e q u i r e d  c o n s i d e r a b l e  funds ,  at  that  t i m e ,  in  o r d e r  to 
m a i n t a i n  and s t i m u l a t e  e m p l o y m e n t .  

T h e s e  w e r e  two u n o r t h o d o x  s t e p s .  T h e y  r e s u l t e d  in the unba l anc ing  
of the  budge t ,  but  t hey  did a c c o m p l i s h ,  in a m e a s u r e ,  the m a i n t e n a n c e  
of our  e c o n o m i c  o r g a n i z a t i o n .  Now, th i s  is  the  p r i n c i p l e  we m a y  e m p l o y  
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t oday  in  a p e r i o d  of d e p r e s s i o n .  In c o n t r a s t ,  what  would you do in  a 
p e r i o d  of p r o s p e r i t y ?  I th ink  i t  i s  a l m o s t  s e l f - e v i d e n t .  F i r s t  of a l l ,  
you would r a i s e  t a x e s .  Why?  B e c a u s e  the peop l e  a r e  b e t t e r  c apab l e  
of pay ing .  The  peop l e  h a v e  l a r g e r  i n c o m e s ,  so  tha t  the m o n e y  t a k e n  
by t axa t i on  does  not  so a d v e r s e l y  a f fec t  t h e m  in  t h e i r  m a r k e t  a c t i v i t i e s .  

Next ,  you would s e e k  to avoid  an i n c r e a s e  in G o v e r n m e n t  e x p e n d i -  
t u r e s .  Of c o u r s e ,  I a m  l i m i t i n g  m y  r e m a r k s  to e c o n o m i c  c o n s i d e r a -  
t i ons .  You would not  i n c r e a s e  G o v e r n m e n t  e x p e n d i t u r e s .  You would 
e i t h e r  m a i n t a i n  t h e m  at c u r r e n t  l e v e l s  o r  cut  t h e m  down.  

T h i r d l y ,  you would  e m p l o y  the  s u r p l u s  to r e d u c e  the  deb t  wh ich  
was  i n c u r r e d  d u r i n g  the p e r i o d  of e c o n o m i c  a d v e r s i t y .  

T h e s e  a r e  e c o n o m i c  c o n s i d e r a t i o n s .  O t h e r  f a c t o r s ,  m u s t ,  of 
n e c e s s i t y ,  i n f l uence  what  u l t i m a t e l y  is  done .  What I have  t a lked  abou t  
wi l l  be  e l a b o r a t e d  on, p e r h a p s ,  m o r e  fu l ly  w h e n  you take  y o u r  c o u r s e  
in  e c o n o m i c  s t a b i l i z a t i o n .  In the  New Y o r k  T i m e s  fo r  T u e s d a y ,  
3 S e p t e m b e r  1957, the fo l lowing  h e a d l i n e  a p p e a r e d :  " E c o n o m i s t s  doubt  
b u s i n e s s  up tu rn  wi thou t  tax  c u t . "  The  T i m e s  went  on to say: 

" H i g h - l e v e l  G o v e r n m e n t  e c o n o m i s t s  s ee  no t r e n d s  at th i s  m o m e n t  
that  a r e  l i k e l y  to p r o d u c e  a new s u r g e  in the N a t i o n ' s  e c o n o m y .  The  
nex t  big spu r t ,  a c c o r d i n g  to s o m e ,  wi l l  c o m e  f r o m  a tax c u t . "  

What  the a r t i c l e  i m p l i e d  was  that  t h e r e  i s  an i n t i m a t e  r e l a t i o n s h i p  
b e t w e e n  what  the  G o v e r n m e n t  does  in budge t  and tax po l i cy  and what  
h a p p e n s  to our  e c o n o m y .  

M o n e t a r y ,  f i s c a l ,  and debt  m a n a g e m e n t  p o l i c i e s  a r e  i n d i r e c t  con-  
t r o l s  in c o n t r a s t  to d i r e c t  c o n t r o l s  ove r  p r i c e s ,  p r o d u c t i o n ,  and the 
d i s t r i b u t i o n  of goods ;  t h e s e  i n d i r e c t  c o n t r o l s  i n f l u e n c e  the e c o n o m y  
wi thout  s p e c i f y i n g  i nd iv idua l  d e c i s i o n s  and u n d e r t a k i n g s .  T h e s e  in -  
d i r e c t  c o n t r o l s  i n f l u e n c e  the e c o n o m y  in an i m p e r s o n a l  m a n n e r - - t h e y  
p r o v i d e  c h a n n e l s  t h rough  which  e c o n o m i c  a c t i v i t i e s  f low but do not  
d i r e c t  i nd iv idua l  a c t i ons .  

The  i n d i r e c t  c o n t r o l s  do not  t e l l  you what  to  do. U n d e r  i n d i r e c t  
c o n t r o l s  you can  buy a l l  the m e a t  you want  to buy,  a l l  the s t e e l  you 
want  to buy,  and e v e r y t h i n g  tha t  you want  to pay  fo r .  A d i r e c t  c o n t r o l ,  
on the o t h e r  hand ,  would t e l l  you what  to do, how m u c h  to buy o r  what  
p r i c e  you m i g h t  c h a r g e  fo r  goods  so ld .  
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T h e r e  a r e  peop l e  who c r i t i c i z e  i n d i r e c t  c o n t r o l s  as  not  b e i n g  en -  
t i r e l y  p r o d u c t i v e  of r e s u l t s .  H o w e v e r ,  you wi l l  r e m e m b e r  w h e n  we 
d i s c u s s e d  the F e d e r a l  R e s e r v e  S y s t e m ,  it  was po in ted  out to you that  
the m o n e t a r y  d e v i c e s  be ing  e m p l o y e d  by the F e d e r a l  R e s e r v e ,  wh ich  
a r e  types  of i n d i r e c t  c o n t r o l s ,  w i l l  u l t i m a t e l y  a c c o m p l i s h  the end fo r  
which  they  w e r e  i n s t i t u t e d .  I th ink that the e v i d e n c e  today is s o m e w h a t  
that  way.  

H o w e v e r ,  if you r e c a l l ,  a d i s t i n g u i s h e d  A m e r i c a n  e c o n o m i s t  t a lked  
f r o m  this  p l a t f o r m  and sa id  that ,  if you wanted  a m o r e  d e f i n i t e  and a 
s t r o n g e r  type of i n d i r e c t  c o n t r o l ,  r a t h e r  than e m p l o y  the m o n e t a r y  d e -  
v i c e s ,  we shou ld  e m p l o y  a f i s c a l  d e v i c e  and i n c r e a s e  t axes  d u r i n g  a 
p r o s p e r o u s ,  i n f l a t i o n a r y  p e r i o d  and d e c r e a s e  taxes  in a d e f l a t i o n a r y  
p e r i o d .  

The  C o m m i t t e e  for  E c o n o m i c  D e v e l o p m e n t  f o r m u l a t e d  c e r t a i n  
b a s i c  b u d g e t  p o l i c i e s .  H e r e  is what  they  sa id ,  r e g a r d i n g  budge t  po l i cy :  
" H e l p  to m a k e  the e c o n o m y  m o r e  s t ab l e  by ac t ing  to r e s t r a i n  the d e -  
m a n d  fo r  goods  and s e r v i c e s  when in f la t ion  p r e v a i l s ,  and s t i m u l a t e  
d e m a n d  when  d e p r e s s i o n  e x i s t s . "  T h e y  say:  " F o s t e r  e c o n o m y  in 
G o v e r n m e n t . "  T h e y  s t a te  that as a b a s i c  p r i n c i p l e ,  and I th ink it is 
r i g h t .  It is  m o r a l l y  and e t h i c a l l y  r i g h t .  T h e y  next  say:  " P r o v i d e  f o r  
the r e d u c t i o n  of the F e d e r a l  d e b t . "  Tha t  of c o u r s e ,  has  e c o n o m i c  i m -  
p l i c a t i o n s ,  but  I a l so  think it has  m o r a l  and e t h i c a l  i m p l i c a t i o n s ,  b e -  
c a u s e  a deb t  i m p l i e s  that  i t  is  to be paid,  and I th ink the deb t  w i th in  the 
bounds  of sound  f i s c a l  po l icy ,  shou ld  be paid by peop le  who i n c u r  i t .  
F i n a l l y ,  they say:  "Avo id  f r e q u e n t  change  in tax r a t e s .  T h i s  ha s  un-  
s e t t l i n g  e f f ec t s  on b u s i n e s s  and on p e r s o n a l  p l a n n i n g . "  

T h e s e  a r e  four  p r i n c i p l e s  wh ich  a r e  g e n e r a l l y  a c c e p t e d  as b a s i c .  

Now I am going to ta lk  about  the d e c i s i o n - m a k i n g  p r o c e s s  in  budge t  
f o r m u l a t i o n  and e x e c u t i o n .  You m a y  fee l ,  and r i g h t l y  so,  that  the 
u l t i m a t e  d e c i s i o n  is  c r y s t a l l i z e d  in the budge t  d o c u m e n t .  H o w e v e r ,  a l l  
a long  the l ine d e c i s i o n s  a r e  b e i n g  m a d e .  E a c h  p e r s o n  who p a r t i c i p a t e s  
in the f o r m u l a t i o n  of a budge t  m a k e s  a d e t e r m i n a t i o n .  What  is to be 
done wi th  the m o n e y ,  how that  m o n e y  is  u sed .  

A r t h u r  S m i t h i e s ,  in h i s  book,  " T h e  B u d g e t a r y  P r o c e s s  in the 
Uni t ed  S t a t e s , "  s ays  this :  

" A l t h o u g h  the o u t l i n e s  of s t r a t e g y  m a y  be d e t e r m i n e d  ou t s ide  the 
b u d g e t a r y  p r o c e s s ,  the c o m p l e x i o n  of f o r e i g n  po l icy  c h a n g e s  r a d i c a l l y  



d e p e n d i n g  on w h e t h e r  $25 b i l l i on ,  $50 b i l l i on ,  o r  $75 b i l l i o n  a y e a r  is  
s p e n t  f o r  n a t i o n a i  d e f e n s e . "  

I d o n ' t  b e l i e v e  that  any  one c a n  deba t e  this  p r o p o s i t i o n .  It  is  qui te  
o b v i o u s .  But  I wou ld  l ike  at th is  t i m e  to m a k e  one po in t .  It  wou ld  be 
f ine  if we cou ld  have  e v e r y t h i n g  we w a n t e d .  It would  be f ine  if we c o u l d  
a s s u r e  this  c o u n t r y  of a b s o l u t e  s e c u r i t y ,  bu t  that  would  i m p l y  an e x -  
p e n d i t u r e  of funds  w h i c h  I doubt  that  e c o n o m i c a l l y  we c o u l d  a f fo rd  to 
e x p e n d .  I s£y  " a f f o r d  to expend"  f o r  the r e a s o n  that ,  w h i l e  it  i s  t r u e  
that  p e r h a p s  s e c u r i t y  is the m o s t  i m p o r t a n t  a s p e c t  of y o u r  l i fe  and m i n e ,  
and of the N a t i o n ' s  l i fe ,  ye t  it  shou ld  be a s e c u r i t y  f o r  a p u r p o s e .  C o n -  
c e i v a b l y ,  if we w e r e  to p l a c e  a l l  o u r  e f f o r t s  in a c h i e v i n g  this  one end ,  
we m i g h t  we l l ,  in the p r o c e s s ,  d e s t r o y  the v e r y  i n s t i t u t i o n s  wh ich  we 
a r e  a t t e m p t i n g  to s e c u r e  f o r  o u r s e l v e s .  I th ink  it i s  c o n c e i v a b l e  tha t  we 
cou ld  s p e n d  s u c h  a l a r g e  p r o p o r t i o n  of the r e s o u r c e s  of th is  Na t ion  tha t  
we wou ld  i n c u r  a debt  of s u c h  m a g n i t u d e  that  we cou ld  not  s u p p o r t  i t ,  
and this  m i g h t  w e l l  end  in an u n s t a b l e  e c o n o m y  and p r e c i p i t a t e  an un-  
s t a b l e  G o v e r n m e n t .  

I think we h a v e  had  m a n y  e x a m p l e s  of th is  a m o n g  the na t i ons  of the 
w o r l d .  So, we have  to m a k e  a j u d g m e n t .  I t  is  j u s t  the s a m e  kind of 
j u d g m e n t  that  you and I m a k e  about  i n s u r a n c e .  P r i o r  to t ak ing  a t r i p ,  
a p p l i c a t i o n s  f o r  i n s u r a n c e  a r e  p a s s e d  out .  When  you ge t  tha t  a p p l i c a t i o n  
a l l  of you  m a k e  a j u d g m e n t ,  do you no t?  Al l  of you  we igh  the i n s u r a n c e  
p r o g r a m  w h i c h  you h a v e  a l r e a d y ,  and a l l  of you,  I th ink,  if you f i n a l l y  
d e c i d e  on t r ip  i n s u r a n c e ,  m a k e  s o m e  kind of s p e c u l a t i v e  j u d g m e n t ,  
s ay ing ,  " W e l l ,  if s o m e t h i n g  does  h a p p e n  on th is  t r ip ,  m y  wife  w i l l  have  
an e x t r a  $50, 000 and I ' m  w i l l i ng  to pay an a d d i t i o n a l  i n s u r a n c e  p r e m i u m  
f o r  this  added  s e c u r i t y . "  

The  kind of j u d g m e n t  that  you m a k e  about  i n s u r a n c e  is  qui te  c o m -  
p a r a b l e  to the kind of j u d g m e n t  tha t  h a s  to be m a d e  by top p o l i c y m a k e r s  
in d e t e r m i n i n g  wha t  they  wi l l  s p e n d  f o r  d e f e n s e .  

Now, what is this decision-making process ? It may be outlined as 
follows : 

I.  Determination of policy objectives. 

2. Planning. 

3. Programing. 



2. 

4 .  B u d g e t  f o r m u l a t i o n .  

5. B u d g e t  e x e c u t i o n .  

6. Budge t  r e v i e w .  

The f i r s t  s t ep  is  D e t e r m i n a t i o n  of P o l i c y  O b j e c t i v e s .  Th i s  is  done,  
as  you know, on the v e r y  top l eve l ,  by the Na t iona l  S e c u r i t y  Counc i l  in 
i t s  r e c o m m e n d a t i o n s  to the P r e s i d e n t .  

The  nex t  is  P l a n n i n g .  The  p l ann ing  is done by the e x e c u t i v e  d e p a r t -  
m e n t s - - i n  ou r  c a s e ,  the D e p a r t m e n t  of D e f e n s e ,  and s p e c i f i c a l l y  fo r  
the m i l i t a r y ,  the Jo in t  Ch ie f s  of Staff.  It i s  done on top l e v e l .  But  then 
this  p l ann ing  goes  a l l  the way down,  as  does  the nex t  s t ep ,  P r o g r a m i n g .  

How d o e s  p r o g r a m i n g  d i f f e r  f r o m  p l a n n i n g ?  I would  say ,  g e n t l e -  
m e n ,  that  t h e r e  i s  s o m e t h i n g  of a s e m a n t i c  d i f f e r e n c e  and at the s a m e  
t i m e  a r e a l  d i f f e r e n c e .  P r o g r a m i n g  g e n e r a l l y  would be c o n s i d e r e d  the 
t i m e  p h a s i n g  of the p lan  and the w o r k i n g  out of the d e t a i l s .  

A f t e r  the p r o g r a m i n g  has  b e e n  f o r m u l a t e d ,  then you can  s t a r t  on 
B u d g e t F o r m u l a t i o n .  Th i s  is  a long  d r a w n - o u t  p r o c e s s ,  and I w i l l  b r i e f l y  
go o v e r  i t  a l i t t l e  l a t e r .  

F i n a l l y  we c o m e  to B u d g e t  E x e c u t i o n  and Budge t  R e v i e w .  As I wi l l  
t e l l  you w h e n  I c o m e  to th is ,  the p u r p o s e  of the r e v i e w  is  to p r o v i d e  you 
wi th  the m e a n s  of f o r m u l a t i n g  the new budge t .  

The  p r o g r a m ,  I would  l ike  to e m p h a s i z e  is  in  e s s e n c e ,  m o r e  o r  l e s s  
a p r a c t i c a l  plan,  th~ p l an  by which  you w o r k .  In pa r t ,  it  i s  a t i m e - p h a s e d  
s c h e d u l e .  

Hav ing  a c c o m p l i s h e d  p r o g r a m i n g ,  you go to the f o r m u l a t i o n  of the 
budge t .  Th i s  is  a l eng thy  b u s i n e s s .  It s t a r t s  out  wi th  i n s t r u c t i o n s  f r o m  
the B u r e a u  of the Budge t ,  e a r l y  in the s p r i n g .  With  the i n s t r u c t i o n s  they  
s e n d  out c e i l i n g s ,  e x c e p t  to the D e p a r t m e n t  of D e f e n s e .  In the c a s e  of 
the D e p a r t m e n t  of D e f e n s e ,  g u i d e l i n e s  a r e  p r e p a r e d  and p r o v i d e d  to the 
t h r e e  m i l i t a r y  d e p a r t m e n t s .  T h e s e  g u i d e l i n e s  a re  t aken  by the m i l i t a r y  
d e p a r t m e n t s ,  and i n s t r u c t i o n s  a r e  p r e p a r e d  and s e n t  out to the o p e r a t i n g  
a g e n c i e s  t e l l i ng  t h e m  how to f o r m u l a t e  a budge t .  Af t e r  th is  g o e s  out, 
the o p e r a t i n g  a g e n c i e s  a d v i s e  the m e n  who r e a l l y  o p e r a t e ,  they a r e  the 
m e n  at  the i n s t a l l a t i o n s ,  then e v e r y b o d y  w o r k s  on i t .  E v e r y b o d y  has  
s o m e  idea  as to what  they want .  E v e r y b o d y  m a k e s  a d e c i s i o n  fo r  wha t  
p u r p o s e  they wi l l  use  the m o n e y .  E v e r y b o d y  e x e r c i s e s  his  j u d g m e n t .  
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On th is  po in t ,  I m i g h t  s a y  that  o c c a s i o n a l l y  p e o p l e  mat~e s t r a n g e  
d e c i s i o n s  b a s e d  on e x p e r i e n c e .  Not  too long  ago I had  as  a h o u s e  g u e s t ,  
an  o f f i c e r  f r o m  the F a r  E a s t .  In the c o u r s e  of o u r  c o n v e r s a t i o n  he 
m e n t i o n e d  tha t  he  had  s u b m i t t e d  a b u d g e t  f o r  h i s  o p e r a t i o n s  and  d o u b l e d  
w h a t  he  n e e d e d ,  b e c a u s e ,  he s a id ,  "I  know they  a l w a y s  cu t  i t . "  T h a t  i s  
the k ind  of p r i n c i p l e  we s o m e t i m e s  o p e r a t e  u n d e r .  I s h o u l d  a l s o  s t a t e  
tha t  he  s a i d ,  " B u t ,  if I ge t  w h a t  I a s k e d  f o r ,  I can  u se  i t . "  O b v i o u s l y .  

T h a t  is  how we th ink  about  i t .  I th ink  tha t  is  s o m e w h a t  u n f o r t u n a t e .  
I t  c o m e s  abou t  b e c a u s e  we h a v e  n e v e r  r e a l l y  d e v e l o p e d  a t e c h n i q u e  by  
w h i c h  we c a n  b e s t  a s s e s s  the n e e d s  of p e o p l e  who r e q u i r e  the m o n e y .  

A f t e r  e a c h  p e r s o n  is a d v i s e d  to s u b m i t  h i s  budge t ,  it  goes  up the 
l i ne ,  e a c h  s t e p  a g a i n .  In this  p r o c e s s  i t  is  r e v i e w e d .  F i n a l l y  i t  ge t s  
up to the d e p a r t m e n t  l e v e l .  I s h o u l d  a l so  s ay ,  it is  r e v i e w e d  and c o n -  
s o l i d a t e d  a l l  a l o n g  the l i n e .  F i n a l l y  a d e p a r t m e n t  b u d g e t  is f o r m u l a t e d .  

Now,  the A i r  F o r c e  and  the A r m y  e a c h  have  a B u d g e t  A d v i s o r y  
C o m m i t t e e ,  and t h e r e  is  a c o m p a r a b l e  o r g a n i z a t i o n a l  s t r u c t u r e  in the 
N a v y .  Y o u ' v e  got to h a v e  it ,  in  any  c a s e .  In the A r m y  and the A i r  F o r c e ,  
the B u d g e t  A d v i s o r y  C o m m i t t e e s  do not  f e e l  that  they  a r e  p o l i c y  d e t e r -  
m i n e r s .  T h e y  m e r e l y  s e r v e  as  the p e o p l e  who gu ide  and a s s i s t  in  the 
d e t e r m i n a t i o n  of wha t  shou ld  be  done wi th  the funds  tha t  w i l l  be m a d e  
a v a i l a b l e .  In the p r o c e s s  of t h e i r  h e a r i n g s ,  if t h e r e  i s  a p r o b l e m  w h i c h  
r e q u i r e s  a d e t e r m i n a t i o n  of p o l i c y ,  they  go to the p r o g r a m  p e o p l e .  If 
the p r o b l e m  is  so c o m p l e x  tha t  the p r o g r a m  p e o p l e  d e v e l o p  a c a s e  w h i c h  
is  in s t r o n g  c o n f l i c t  wi th  s o m e  o t h e r  peop le  who c o n t e n d  tha t  t h e i r  r e -  
q u i r e m e n t s  a r e  of s u c h  s i g n i f i c a n c e  that  the funds  shou ld  be  m a d e  a v a i l -  
ab le  to t h e m ,  it  m a y  u l t i m a t e l y  be s en t  to the Chie f  of Staff f o r  d e t e r m i n a -  
t ion .  

In  the p r o c e s s  of f o r m u l a t i n g  this  b u d g e t  fo r  the A r m y ,  the thought  
in the m i n d s  of the p e o p l e  on the B u d g e t  A d v i s o r y  C o m m i t t e e s  i s :  Can  
we ge t  this  b u d g e t  a d o p t e d ?  Can  we get  it  a p p r o v e d ?  It is  u s e l e s s  to 
f o r m u l a t e  a b u d g e t ,  to go t h r o u g h  this  e n t i r e  p r o c e s s ,  and have  it  t u r n e d  

down .  

Wel l ,  o n c e  t hey  have  a g r e e d  upon a b u d g e t  i t  i s  r e v i e w e d  by the 
D e p a r t m e n t  of D e f e n s e  in c o o p e r a t i o n  wi th  the B u r e a u  of the B u d g e t - - a t  
l e a s t  that  h a s  b e e n  done in r e c e n t  y e a r s ,  and s a v e s  c o n s i d e r a b l e  t i m e .  
In  o t h e r  w o r d s ,  the p e o p l e  of the B u r e a u  of the B u d g e t  s i t  in  wi th  the 
p e o p l e  of the D e p a r t m e n t  of D e f e n s e  and r e v i e w  the b u d g e t s  s u b m i t t e d  
by  the m i l i t a r y  s e r v i c e s .  
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Any d e c i s i o n  m a d e  at this  jo in t  m e e t i n g  is  not  n e c e s s a r i l y  b ind ing  
on the B u r e a u  of the Budge t ,  b e c a u s e  the B u r e a u  of the Budge t  has  the 
r e s p o n s i b i l i t y  to the P r e s i d e n t  for  d e t e r m i n i n g  the budget ,  and that 
r e s p o n s i b i l i t y  they cannot ,  and would not c a r e  to, w a i v e .  

A f t e r  the d e p a r t m e n t s '  budge t s  have  b e e n  r e v i e w e d ,  the whole  thing 
is put  t o g e t h e r  and b e c o m e s  the D e f e n s e  budge t .  The B u r e a u  then jo ins  
the D e f e n s e  budge t  with a l l  the o t h e r  budge t s ,  and f o r m u l a t e s  the 
P r e s i d e n t ' s  budge t .  Th is  is what  it looks l ike (holding it  up). Th is  is  
the P r e s i d e n t ' s  budget ,  about  the s i z e  of a t e l ephone  d i r e c t o r y ,  and I 
s u s p e c t ,  to m o s t  people ,  about  as i n t e r e s t i n g .  

Look ing  at that r e m i n d s  m e  of the s t o r y  of the e n c y c l o p e d i a  s a l e s -  
m a n  in a P e n n s y l v a n i a  Dutch town. He went  to this  P e n n s y l v a n i a  Dutch  
h a u s f r a u  and sa id ,  "I  would l ike  to s e l l  you an e n c y c l o p e d i a . "  He ex-  
p l a ined  the e n c y c l o p e d i a  to h e r .  He sa id ,  " I t ' s  j u s t  l ike  your  t e l ephone  
d i r e c t o r y - - e v e r y t h i n g  in a l p h a b e t i c a l  o r d e r . "  Af t e r  he got t h rough  wi th  
h i s  talk, she  sa id ,  "Ve l l ,  I think maybe  I keep  my  t e l ephone  d i r e c t o r y . "  

Now we c o m e  to the budge t  execu t i on  p r o c e s s .  Th i s  beg ins  a f t e r  
the C o n g r e s s  has  p a s s e d  the a p p r o p r i a t i o n  act  and it i s  a c c e p t e d  by the 
P r e s i d e n t .  Now it is n e c e s s a r y  to deve lop  a new p r o g r a m .  F o r  w h a t ?  
F o r  funding .  It goes  a l l  the way back  down to the bo t tom,  and the in -  
d i v i d u a l  p e r s o n  who o p e r a t e s  a s t a t i on  or  an i n s t a l l a t i o n  t e l l s  what  he  
n e e d s  and when  he n e e d s  h i s  m o n e y .  This  then goes  al l  the way up the 
l a d d e r  again ,  and in this p r o c e s s  the funding  p r o g r a m  is f o r m u l a t e d .  
Th i s  r e p e t i t i o n  of the p r o c e s s  is  p e r f o r m e d  b e c a u s e  of the t ime  l apse  
b e t w e e n  f o r m u l a t i o n  and a p p o r t i o n m e n t  and the p o s s i b i l i t y  that  p l a n s  
and p r o g r a m s  have  c h a n g e d .  

Then  this  funding  p r o g r a m  is  r e v i e w e d  by the D e f e n s e  D e p a r t m e n t ,  
and is  r e v i e w e d  aga in  by the B u r e a u  of the Budge t .  The  B u r e a u  of the 
B u d g e t  then i s s u e s  adv i ce  of a p p o r t i o n m e n t s .  T h i s  is the a p p o r t i o n m e n t  
p r o c e s s .  The a p p o r t i o n m e n t s  a r e  s e n t  o v e r  to the D e p a r t m e n t  of D e f e n s e ,  
w h i c h  c e r t i f i e s  the funds  fo r  e x p e n d i t u r e s .  Then  a l l o c a t i o n s  a r e  m a d e  
to o p e r a t i n g  a g e n c i e s .  The  o p e r a t i n g  a g e n c i e s  would  be the c o m m a n d s ,  
fo r  e x a m p l e .  F i n a l l y ,  the c o m m a n d s  m a k e  a l l o t m e n t s  to the i n s t a l l a t i o n s .  
At s o m e  t i m e  o r  o t h e r  you m a y  have  h e a r d  that  the B u r e a u  of the B u d g e t  
has  not  a p p o r t i o n e d  funds  wh ich  have  b e e n  a p p r o p r i a t e d  by C o n g r e s s .  
T h e y  a r e  t h e r e f o r e  do ing  w h a t ?  U s u r p i n g  the l e g i s l a t i v e  f u n c t i o n ?  Is 
that true ? I don't believe so. The legislative function is to provide the 
funds which are requested by the executive departments. These are the 
requests contained in the President's budget. When they vote these funds 
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they  m e r e l y  say ,  "You  m a y  h a v e  t h e s e  f o r  the p u r p o s e s  w h i c h  you h a v e  
i n d i c a t e d  in y o u r  b u d g e t  r e q u e s t s . "  H o w e v e r  it  i s  the r e s p o n s i b i l i t y  of 
the e x e c u t i v e  d e p a r t m e n t  to f i n a l l y  d e t e r m i n e  upon s p e n d i n g  the m o n e y  
a p p r o p r i a t e d .  

W h e n  we look  at  the e x e c u t i v e  d e p a r t m e n t ,  and look at  i t s  p o s i t i o n  
in  r e l a t i o n s h i p  to the l e g i s l a t i v e  b r a n c h ,  the C o n g r e s s ,  we s e e  that  the 
e x e c u t i v e  d e p a r t m e n t  shou ld  be ab le  to do what  i t  w i s h e s  to do wi th  the 
funds  p r o v i d e d - - t o  use  t hem o r  not .  The  B u r e a u  of the Budge t ,  t h e r e -  
f o r e ,  wi l l  e x p r e s s  the e x e c u t i v e  p o l i c y  of the P r e s i d e n t  in m a k i n g  ap -  
p o r t i o n m e n t s .  Now, if the C o n g r e s s  w i s h e s  to h a v e  c e r t a i n  m o n e y  s p e n t  
f o r  c e r t a i n  p u r p o s e s ,  wha t  c a n  it d o ?  It c an  e n a c t  l e g i s l a t i o n  which  r e -  
q u i r e s  that  the m o n e y  be s p e n t .  G e n t l e m e n ,  t h e r e  is  e n d l e s s  l e g i s l a t i o n  
e n a c t e d  by C o n g r e s s  w h i c h  s p e c i f i c a l l y  r e q u i r e s  c e r t a i n  e x p e n d i t u r e s  
by the e x e c u t i v e  b r a n c h .  

I will give you some illustrations. Think of the veterans' benefits, 
for one; or think of the many statutory offices in the military departments, 
which positions are there because the Congress has said that they be 
there. This implies what? It implies that the occupants be paid. There 
is nothing that the executive department can do about statutory offices. 

We h a v e  c o n s i d e r e d  the f o r m u l a t i o n ,  we h a v e  a l so  c o n s i d e r e d  the 
e x e c u t i o n ,  wh ich  is the a p p o r t i o n i n g ,  and,  f i n a l l y ,  the s p e n d i n g  of the 
m o n e y  a p p r o p r i a t e d .  Now I w i l l  j u s t  spend  a m o m e n t  on the r e v i e w .  
The  r e v i e w  is  to look b a c k  o v e r  what  h a s  b e e n  done  and to a c c u m u l a t e  
s t a t i s t i c s  to he lp  in the f o r m u l a t i o n  of the new b u d g e t .  F r o m  wha t  I 
h a v e  s a id  it  s h o u l d  be qu i te  obv ious  to you  tha t  t h e s e  p r o c e s s e s  a r e  
go ing  on s i m u l t a n e o u s l y - - f o r m u l a t i o n ,  e x e c u t i o n ,  and r e v i e w - - c o n -  
s t an t ly .  

Now I a m  go ing  to show you a f ew c h a r t s .  T h e y  c o m e  f r o m  the 
b o o k l e t  i s s u e d  by  the B u r e a u  of the Budge t ,  and e n t i t l e d ,  " T h e  F e d e r a l  
B u d g e t  in  B r i e f ,  F i s c a l  Ye 'ar  1958 . "  C h a r t  1, i n d i c a t e s  the b u d g e t  
e x p e n d i t u r e s  as  a p e r c e n t a g e  of n a t i o n a l  i n c o m e .  As you wi l l  o b s e r v e ,  
t h e s e  e x p e n d i t u r e s  have  f l a t t e n e d  out  o v e r  the p a s t  f o u r  y e a r s  to a l e v e l  
of a p p r o x i m a t e l y  20 p e r c e n t  of n a t i o n a l  i n c o m e .  C h a r t  2, i n d i c a t e s  the 
b u d g e t  e x p e n d i t u r e s  p e r  c a p i t a .  As the c h a r t  i n d i c a t e s ,  a p p r o x i m a t e l y  
$416 w i l l  be  s p e n t  f o r  e v e r y  m a n ,  w o m a n ,  and ch i ld  in f i s c a l  y e a r  
1958. C h a r t  3, i n d i c a t e s  that  $ 4 3 . 3  b i l l i o n  wi l l  be s p e n t  in f i s c a l  y e a r  
1958 f o r  n a t i o n a l  s e c u r i t y .  C h a r t  4, i n d i c a t e s  that  a p p r o x i m a t e l y  $ 3 . 5  
b i l l i o n  is to be  s p e n t  on r e s e a r c h  and d e v e l o p m e n t  d u r i n g  f i s c a l  y e a r  

10 



ql~ 
Q 

R ~  

, I n  
o m  d n  

Q 

N M 

n m l  

m 

R 

u m  

Z 

c ~  

9 ~  

11 

~ .~ 

o~,,I 

. r t  

~ .,.~ 

Z 

o 

c 
o 

" ~  

Z 

~ o 

+ o  ~/1 

r// 

% 

D'~ ~ 1°" 



7 

@,1 

L) I0 t  
I I I  
I,.,. 

M ~  

A ~  

t l l  

Q 

N 
I I  • 

m 

. i 

t l i  

2"0 '~- 

U ~ m  

U s . _  
1 

i l l  

C , l ~ m  
~ U  

l l  

~ u  

J 

I I 

Q v w  

12 

~ m 

_._1 
,Ul 

1 

o 

° ~  

I=LO 

I ~  °s-o 

• . p a  

. p , I  

I 
U 

l l  

a . _  

1 
1 

m 
I D  

1 

O 

t1:  

1 

I= 
I l l  
I,,II 
m 

0 

1 

I 
o ~  

,11 



~ IF  F 

" l l  i" 

"mll~ t 

I - - -  
m m m m  

A ~  

I d d  
C , ~  

L 1  

I E  ,,...,I 
I q p U  

l l I T J  

• " ~ m  

Z 

m lmml L Llql l l  

- J r  

A ~  

, m i n i m  

,.,.,I 
. . d  
m 

I . ."d 
i n .  

Z 
m 
i , m  

L a d  

I 

i , n  
c n  
1 r a m  

l i d  

I , B  
m 

Z 
I d l d  

L ~  I d d  
G ~  

I-. . .  
l i d  

~ I d d  
a m  

immm 

L I - -  

I , i  

I, d ld  

~ E  
) . - -  

a _  
I d d  

) . m  
J E  
I d d  

I E  
a _  
m 

c ~ c ~  
c~ L'-' 

q l m B  

or; L,-, m 

i . . -  
m 

,,,,,,d 
mmmm 

, I C  
LL-- 

Z 

I.-, .  

Z 
L a d  

S 
a _  
m 

i d d  

L.L-- 

I-,,- 

Z 

c , ;  
LLm 

l d d  
c ~  
l i d  

c ~  
c ~  ~ 

L a d  
c ~  
L i d  
4 1 f l u  

l l l j  llm 

• | 

m 

m d  
~r l ) l  L 

- | 

a _  

p r i m  

9 ~  
I--," 
m 

, . ,ml 
m l m m  

1 E  

C"J  

r ~  

1 3  

I d d  

, I C  
I - - -  ~ . .  
C ~  
m 

c ~ C ~  Idd 
q ~ 

~ I d d  

II--  I E  

m 

I . - -  

m . .  

I d d  

Z 
l i d  
L L  
l i d  
i m l  

Z 
, I C  

I m l m  

mmmmm 

, . m l  
m m  

a _  

I.--, I .- , .  

II 

O 

. i - I  

c~ 

c~ 

O 

O 

T~ 

Q) 

° r - I  

fJ 

r - - I  

c~ 

O 

O 

.~ ,-4 

~Q 



I - . -  
Z 
LL~ 

Q .  

. . .8  
u . I  

LLJ 

Z 

C ~  
W 

C ~  
Z 
C ~  
m 

m 

~ E  

L ~  

~E 
m m  

I d d  
! 

~ o  

C ~  
' I B m  

m 

Z 
a m  

• i 
w . d  

A ~  

L U  
q .  

i m  

m m  

Z 

LLS 

Z I - - -  

c . ~  

r ~  
Z 

m 

I - . -  
C.2  
Z 

EL-  

~ C  
I---- 
e l m  

i . I  

Z 

m 

m 

E 
Z 

Z 
I,.A.I P P I  

m 

X 

I--, ,  

1.1.1 

I n n  
. , . . I  
I A I  

Z 

m 

I , - -  

I ' "  
. H i  

I.',,I 

I .A.  

I,,,-. 
Z 
1.1.1 

r,,,,,. I - . -  

~ J  

/ 

hal l  

. . . I  

m 

I .A .  

I - - ,  
Z 
i,A,I 
E 
OR" 

n ~ ,  

! 

l -q.Q ~ i~  o 

~ ~ " . ~  .~ 
~ ° . ~  

.~ Z o o  

m 

Z 

I, A I  
I ,AI  
I - - .  

m 

E 

@ D  

m 

Z 

m 
I , . .-  

Z 

II 

Z 

m 

Z 

I.A,I 

Z 
L . J  
m 

. . . . I  

Z 

m 

I - , -  

Z 

1.1.I 
m 

Lml'~ 

/ 
14 



1958. F i n a l l y ,  c h a r t  5, i n d i c a t e s  w h e r e  the m o n e y  c o m e s  f r o m  and  f o r  
wha t  i t  i s  to be  s p e n t .  N o t i c e  that  o v e r  50 p e r c e n t  is  d e r i v e d  f r o m  in -  
d i v i d u a l  i n c o m e  t axes  and that  59 p e r c e n t  is  to be s p e n t  f o r  m a j o r  n a t i o n -  
a l  s e c u r i t y .  

Th i s  i s  qu i t e  a s l i c e ,  the e x p e n d i t u r e  f o r  d e f e n s e ,  as  you  c a n  s e e ,  
59 c e n t s  of e v e r y  b u d g e t  d o l l a r  f o r  m a j o r  n a t i o n a l  s e c u r i t y .  A f r i e n d  
of m i n e  c a m e  down to W a s h i n g t o n  and w o r k e d  on the b u d g e t ,  the f i r s t  
E i s e n h o w e r  b u d g e t .  He  was  on a c o m m i t t e e  to s l a s h  the T r u m a n  b u d -  
ge t .  It  w a s  a d i f f i cu l t  task ,  b e c a u s e ,  as  he po in t ed  out ,  the b i g g e s t  
a r e a  in w h i c h  you  c a n  do a n y t h i n g  is  m a j o r  m i l i t a r y  s e c u r i t y .  Ye t ,  
wou ld  you  wan t  to cu t  th is  i m p o r t a n t  p a r t  of o u r  n a t i o n a l  b u d g e t  and 
r i s k  o u r  s e c u r i t y  ? 

I wou ld  l ike  to s a y  one th ing  in  c l o s i n g .  I c a m e  a c r o s s  i t  in  t h ink ing  
about  t h i s .  I t  is  a v e r s e  f r o m  P r o v e r b s .  I t  i s  v e r s e  30 of c h a p t e r  10, 
a c t u a l l y .  I t  s a y s ,  " T h e  r i g h t e o u s  s h a l l  n e v e r  be r e m o v e d ,  bu t  the w i c k -  
ed s h a l l  not  i n h a b i t  the e a r t h . "  

W h i l e  I r e c o g n i z e  that  c h a r i t y  i s  the g r e a t e s t  of v i r t u e s ,  I th ink  of 
i m p o r t a n c e  to us a l l  in  t h e s e  d a y s  a r e  the o t h e r  v i r t u e s  of f a i t h  and 
h o p e .  

T h a n k  you .  

C O L O N E L  E L D E R :  C o l o n e l  D o c t o r  L a c k a s  is  r e a d y  f o r  y o u r  
q u e s t i o n s .  

C O L O N E L  LACKAS:  I wou ld  l i ke  to m a k e  one po in t .  In a c o n v e r -  
s a t i o n  d u r i n g  the b r e a k ,  one  s t u d e n t  e x p r e s s e d  the v i e w  that  the B u r e a u  
of the B u d g e t  h a s  t r e m e n d o u s  p o w e r  in  a d j u s t i n g  th i s ,  that ,  and the nex t  
th ing .  I h a v e ,  I th ink,  p r e s e n t e d  a p i c t u r e  in  wh ich  I i n d i c a t e d  that  t h e r e  
i s  r e s p o n s i b i l i t y  a l l  a long  the l ine ,  and on  top l e v e l ;  tha t  t h e r e  is  c o n -  
s i d e r a b l e ,  d e f i n i t e  p a r t i c i p a t i o n  of a l l  e l e m e n t s  in wha t  w i l l  be  done  
wi th  the r e v e n u e  d o l l a r .  

T h e  d e c i s i o n s  wh ich  a p p e a r  to be t hose  of the B u r e a u  of the B u d g e t  
a r e  a c t u a l l y  the d e c i s i o n s  of the P r e s i d e n t .  On the n a t i o n a l  s e c u r i t y  
s i d e ,  the N a t i o n a l  S e c u r i t y  C o u n c i l  f o r m u l a t e s  p o l i c y  r e g a r d i n g  n a t i o n a l  
s e c u r i t y ,  w h i c h  a f t e r  p r e s e n t a t i o n  to the P r e s i d e n t  and a c c e p t a n c e  by 
h i m ,  b e c o m e s  o u r  n a t i o n a l  s e c u r i t y  p o l i c y .  
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On the m o n e t a r y  s ide ,  the P r e s i d e n t  is  adv i sed ,  not  only  by the 
B u r e a u  of the Budge t ,  but  by the S e c r e t a r y  of the T r e a s u r y .  The 
S e c r e t a r y  of the T r e a s u r y  is  r e s p o n s i b l e  fo r  ge t t i ng  the funds  which  a r e  
u l t i m a t e l y  a p p r o p r i a t e d  by C o n g r e s s .  They  have  to m a k e  the d e c i s i o n  
about  w h e t h e r  or  not  i t  is going to c o m e  out of taxes  or  w h e t h e r  it wi l l  
be  n e c e s s a r y  to r a i s e  m o r e  funds  th rough  b o r r o w i n g .  In r e g a r d  to ex -  
p e n d i t u r e s  fo r  n a t i o n a l  d e f e n s e ,  the Nat iona l  S e c u r i t y  Counc i l  and the 
Cab ine t  p a r t i c i p a t e  in  t he se  c o n s i d e r a t i o n s .  T h e r e  is  no b a c k - s c e n e  
ac t i on  d o m i n a t e d  by the B u r e a u  of the Budget ;  it m e r e l y  p a r t i c i p a t e s  in 
the d i s c u s s i o n s .  

QUESTION: The  thing that  b o t h e r s  me  c o n s i d e r a b l y  is  in the app l i -  
c a t i on  of the budget ,  w h e n  the budge t  is  r e v i e w e d  and a p p r o v e d  by 
C o n g r e s s ,  and they  m a k e  r a t h e r  u n i l a t e r a l  cu t s ,  o r  a c r o s s - t h e - b o a r d ,  
p e r c e n t a g e - t y p e  cuts ,  w h e r e  they  wi l l  pul l  so m u c h  m o n e y  back .  Then ,  
in add i t i on  to that ,  the B u r e a u  of the Budge t  wiU wi thho ld  c e r t a i n  
a m o u n t s  o f  funds ,  p o r t i o n s ,  m a y b e  10 p e r c e n t  of the funds .  Th is  is  done 
in S e p t e m b e r  o r  O c t o b e r ,  in m a n y  y e a r s .  Two y e a r s  have  gone into 
p r e p a r a t i o n  of the budget ,  and s o m e t i m e s  i t  t akes  that  long,  if not  l o n g e r ,  
to cut  the budge t  down to 90 o r  85 p e r c e n t .  Tha t  r e a l l y  d o e s  not  g ive  us 
m u c h  t ime  to p r o p e r l y  apply the budge t  as i t  i s  f i na l l y  g iven  to the u s e r  
by  the B u r e a u  of the Budge t .  I w i s h  you would c o m m e n t  on th i s .  Is 
t h e r e  any hope  that  we m a y  f ind our  way out of this q u a n d a r y  in  which 
we have  found o u r s e l v e s  in r e c e n t  y e a r s  ? 

COLONEL LACKAS: I a d m i t  that  this  t akes  p l ace ,  and qui te  o f ten  
i t  is the r e s u l t  of a change  in the e n v i r o n m e n t .  F o r  e x a m p l e ,  at  the 
p r e s e n t  t i m e ,  to m y  b e s t  i n f o r m a t i o n  and be l i e f ,  the T r e a s u r y  is  c o n -  
c e r n e d  about  l i qu id i ty  and m o n e t a r y  r e s o u r c e s  to m a i n t a i n  the G o v e r n -  
m e n t .  T h e y  d o n ' t  want  to have  to go to C o n g r e s s  and r e q u e s t  that  the 
deb t  c e i l i n g  be  r a i s e d .  By the way, the debt  c e i l i n g  is  a s t a t u t o r y  
l i m i t a t i o n .  Someone  d e t e r m i n e s  that  such  a c e i l i n g  is  a p p r o p r i a t e ,  and 
it i s  i m p o s e d  in  o r d e r  to hold  down e x p e n d i t u r e s .  It is  a n o t h e r  d e v i c e  
e m p l o y e d  in t he se  days  by  the l e g i s l a t i v e  b r a n c h  to c u r t a i l  e x p e n d i t u r e s  
by  the e x e c u t i v e  d e p a r t m e n t s .  

W h e r e  we a r e  s t r a p p e d  in, as we p r e s e n t l y  a r e ,  the kind of ac t ion  
to which  you r e f e r ,  as  b e i n g  taken  by  the B u r e a u  of the B u d g e t  m a y  wel l  
be  i n s p i r e d  by  the T r e a s u r y  D e p a r t m e n t  in o r d e r  to c o n s e r v e  i t s  l iqu id i ty  
p o s i t i o n .  I a d m i t  that  th is  is  a v e r y  un fo r tuna t e  k ind  of th ing,  b e c a u s e  
i t  d e s t r o y s ,  to s o m e  d e g r e e ,  a c o n s i d e r a b l e  amoun t  of the p l a n n i n g  and 
p r o g r a m i n g  which  wen t  in to  the f o r m u l a t i o n  of the budge t .  

17 
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QUESTION: D o c t o r ,  one of the po in t s  m a d e  in  y o u r  l e c t u r e  I th ink  
i s  we l l  r e c o g n i z e d  by m o s t  peop l e  h e r e .  Mos t  p e o p l e  i n v o l v e d  in  the  
budge~ p r o c e s s  a r e  i n c l i n e d  to a sk  fo r  c o n s i d e r a b l y  m o r e  m o n e y  than  
t h e y  r e a l l y  th ink  t h e y  n e e d ,  b e c a u s e  t h e y  a n t i c i p a t e  s l a s h i n g  b e f o r e  
t h e y  ge t  the m o n e y .  

T h e r e  is  r e a l l y  no i n c e n t i v e  r i g h t  now fo r  a n y b o d y  to  s u b m i t  an  
h o n e s t ,  f a c t u a l  budge t .  T h e r e  is  no r e a l  w a y  of m e a s u r i n g  how s u c c e s s -  
ful t h e y  a r e  in  u s i n g  the budge t .  In n o r m a l ,  c o m p e t i t i v e  e n t e r p r i s e ,  
w h e r e  t h e y  have  a p r o f i t  and l o s s  r e p o r t  at  l e a s t  once  a y e a r ,  m a n a g e -  
m e n t  g e t s  a b e t t e r  m e a s u r e  of w h e t h e r  t h e y  m a d e  the r i g h t  d e c i s i o n  in 
the budge t  p r o c e s s  and w h e t h e r  t h e y  wi l l  get  m o n e y  out  of i t .  Do you  
have  any  i d e a s  on how s o m e  i n c e n t i v e  cou ld  be put  in to  the m i l i t a r y  
b u d g e t  to m a k e  s u r e  i t  is  r e a l i s t i c  when  s u b m i t t e d ,  and p e r h a p s  s o m e  
w a y  of m e a s u r i n g  how s u c c e s s f u l l y  i t  is  u s e d ?  

C O L O N E L  LACKAS:  I can  on ly  s a y  tha t  an e f f o r t  i s  b e i n g  m a d e ,  
and ,  as  a m a t t e r  of f ac t ,  s o m e  a c t i o n  h a s  b e e n  u n d e r w a y  fo r  s o m e  t i m e ,  
to i m p r o v e  the s y s t e m  of m a n a g e m e n t ;  s p e c i f i c a l l y  t h r o u g h  i m p r o v e d  
a c c o u n t i n g .  I don ' t  f e e l  tha t  i s  a p a n a c e a ,  but  i t  i s  an  a p p r o a c h .  

You have  put  y o u r  f i n g e r  on the r e a l  d i f f i cu l ty .  T h e r e  is  no w a y  of 
d e t e r m i n i n g  the e f f e c t i v e n e s s ,  of wha t  we have  done wi th  our  m o n e y ,  as  
i s  the c a s e  in  b u s i n e s s .  T h e r e  is  no w a y  of j udg ing ,  fo r  e x a m p l e ,  
w h e t h e r  or  not  the i n f l u e n c e  of P a r k i n s o n ' s  L a w  on e x e c u t i v e  d e p a r t -  
m e n t s  i s  b e n e f i c i a l .  A r e  you f a m i l i a r  wi th  that7  B y  the way ,  i t  i s  now 
in a book.  At any  r a t e ,  in  the 5 N o v e m b e r  1955 e d i t i o n  of T h e  
E c o n o m i s t  t h e r e  is  an a r t i c l e  e n t i t l e d ,  " P a r k i n s o n ' s  L a w "  in w h i c h ,  wi th  
tongue  in c h e e k ,  the w r i t e r  s a y s  tha t  as  o p e r a t i n g  a g e n c i e s  d e c l i n e ,  
a d m i n i s t r a t i v e  a g e n c i e s  i n c r e a s e  in i n v e r s e  p r o p o r t i o n .  P a r k i n s o n  
o b s e r v e d  th i s  f i r s~  in the c a s e  of the B r i t i s h  Navy ,  a f t e r  the K e l l o g g -  
B r i a n d  P e a c e  T r e a t y ,  w h e n  t h e r e  was  s c a r c e l y  a n y  o p e r a t i n g  f l e e t  in  
the B r i t i s h  Navy ,  bu t  the n u m b e r  of a d m i r a l s  in  the a d m i r a l t y  i n c r e a s e d  
t r e m e n d o u s l y .  

QUESTION: T h e r e  a r e  m a n y  peop le  t oday  who f e e l  tha t  an  a n n u a l  
b u d g e t  t o d a y  i s  an  a n a c h r o n i s m  that  i t  p r e v e n t s  any  kind of i n t e l l i g e n t  
p l a n n i n g .  I th ink  tha t  a p p l i e s  p r e t t y  w e l l  to  f o r e i g n  a id .  H e r e  we a r e  
in  O c t o b e r ,  y e t  p l a n s  fo r  a p r o g r a m  fo r  t h i s  y e a r  a r e  not  c o m p l e t e .  
Do you  see  any  hope  of c o m i n g  to a m o r e  s e n s i b l e  a r r a n g e m e n t  of a 
l o n g e r  t e r m  budge t7  

C O L O N E L  LACKAS: Many  peop le  have  though t  about  tha t .  The  
thought  a r i s e s  out  of the f ac t  tha t  a n a t i o n ' s  t i m e  s e n s e  shou ld  be 
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d i f f e r e n t  f r o m  the  t i m e  s e n s e  of  the  i n d i v i d u a l s  w h o  c o n s t i t u t e  t h e  n a t i o n .  
O u r  t i m e  s e n s e  i s  f r o m  y e a r  to y e a r ,  b u t ,  f o r  a n a t i o n  w h i c h  g o e s  o n  
f o r  g e n e r a t i o n s ,  t he  t i m e  s e n s e  s h o u l d  b e  e n t i r e l y  d i f f e r e n t ,  a n d  the  
o n e - y e a r  p l a n n i n g  p r o g r a m  w h i c h  we  h a v e  i s  n o t  a d e q u a t e .  W h a t  we  
s h o u l d  h a v e ,  t h e y  s a y ,  i s  s o m e t h i n g  i n  t he  n a t u r e  of f i v e  y e a r s ,  o r  e v e n  
t e n  y e a r s ,  f o r  o u r  p l a n n i n g  p r o g r a m .  

T h e  d i f f i c u l t y  i s  t h a t  o u r  C o n g r e s s  i s  e l e c t e d  f o r  two  y e a r s .  T h u s ,  
i f  y o u  e x t e n d  the  p e r i o d  of  a b u d g e t a r y  d e t e r m i n a t i o n  b e y o n d  the  t e r m  
of  t he  C o n g r e s s ,  y o u  a r e  i m p o s i n g  the  w i l l  of  o n e  C o n g r e s s  u p o n  t h a t  of  
a s u b s e q u e n t  C o n g r e s s .  

Q U E S T I O N :  C o l o n e l ,  I g o t  t he  i n f e r e n c e  f r o m  y o u r  t a l k ,  t h a t  y o u  
f e e l  t h a t  t he  p r e s e n t  g e n e r a t i o n  h a s  the  r e s p o n s i b i l i t y  f o r  r e t i r i n g  the  
n a t i o n a l  d e b t  t h a t  t h i s  g e n e r a t i o n  h a s  i n c u r r e d .  I s  t h e r e  a m o r a l  r e -  
s p o n s i b i l i t y  o r  a n  e c o n o m i c  r e s p o n s i b i l i t y  ? W h a t  t y p e  o f  r e s p o n s i b i l i t y  
s h o u l d  w e  r e c o g n i z e  ? 

C O L O N E L  L A C K A S :  W h a t  I h a d  in  m i n d  w a s  t h a t  d u r i n g  t he  w a r  we  
d i d  n o t  a t t e m p t  to a b s o r b  a t  t h a t  t i m e ,  a s  m u c h  of  the  c o s t  a s  we  c o u l d  
h a v e  d o n e .  H a d  w e  d o n e  s o ,  i t  w o u l d  h a v e  s e r v e d  a s  a d a m p e r  o n  i n -  
f l a t i o n  a n d  w o u l d  h a v e  l e f t  u s  w i t h  a s m a l l e r  d e b t .  

Q U E S T I O N :  C o l o n e l  L a c k a s ,  d u r i n g  the  K o r e a n  W a r ,  a s h o r t a g e  of 
a m m u n i t i o n  d e v e l o p e d ,  f o r  w h i c h  t he  O r d n a n c e  C o r p s ,  I t h i n k ,  t o o k  a 
l o t  o f  b l a m e .  I t h i n k  I a m  r i g h t  in  t h i s  t h o u g h t ,  t h a t ,  i f  y o u  go  b a c k  to 
the  b u d g e t  g u i d e l i n e s  w h i c h  w e r e  p u b l i s h e d  a t  the  o u t b r e a k  of  the  
K o r e a n  W a r ,  t h e r e  w a s  a l w a y s  the  a s s u m p t i o n  t h a t  t he  K o r e a n  W a r  w a s  
g o i n g  to e n d  i n  a b o u t  s i x  m o n t h s  a f t e r  we  w e r e  to b u d g e t  o u r  m o n e y ,  a n d  
t h e r e f o r e ,  w i t h  the  b i g  s t o c k  of  a m m u n i t i o n  l e f t  o v e r  f r o m  W o r l d  W a r  II ,  
O r d n a n c e ,  of  c o u r s e ,  c o u l d  go o u t  a n d  p u t  in  n e w  l i n e s  t h a t  w o u l d  b e  
p r o d u c i n g  a f t e r  the  w a r  w a s  e s t i m a t e d  to be  o v e r .  W h o  s e t s  t h e s e  
b u d g e t  g u i d e l i n e s  ? I s n ' t  t h e r e  a l o t  of d a n g e r  in  t h e s e  t h i n g s  ? 

C O L O N E L  L A C K A S :  O b v i o u s l y ,  y o u  h a v e  to h a v e  s o m e  b a s i s  o n  
w h i c h  to m a k e  a j u d g m e n t .  O n e  of  the  t h i n g s  t h a t  o c c u r r e d ,  w h i c h  the  
O r d n a n c e  C o r p s  c o u l d  n o t  h a v e  f o r e s e e n ,  w a s  t he  t r e m e n d o u s  i n c r e a s e  
i n  t h e  c o n s u m p t i o n  of  a m m u n i t i o n .  

It was impossible,  I would say, for the Ordnance Corps to have 
est imated this kind of consumption ra te .  Therefore there was no means 
by which they could have argued the point for more funds, if more funds, 
in fact, were necessary .  
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But ,  on y o u r  g e n e r a l  q u e s t i o n - - a r e  g u i d e l i n e s  i m p r o p e r  ? - - I  
would  s a y  no .  Y o u ' v e  got to have  s o m e  kind of c o n t r o l  a l l  a long  the 
l i n e .  O t h e r w i s e ,  th ings  would  get  out  of h a n d .  

STUDENT:  My q u e s t i o n  is not w h e t h e r  they  a r e  i m p r o p e r ,  bu t  who 
p a s s e d  on t h e m ?  D o e s  that  go to the P r e s i d e n t ?  D o e s  he  m a k e  the d e -  
c i s i o n  that  the w a r  wi l l  be  o v e r  in s ix  m o n t h s  ? 

C O L O N E L  LACKAS:  U l t i m a t e l y ,  I s u p p o s e  I c an  say  " y e s "  to that  
q u e s t i o n .  Al l  d e t e r m i n a t i o n s ,  the r e a l ,  top d e t e r m i n a t i o n s ,  a r e  m a d e  
by  the P r e s i d e n t .  He is kep t  i n f o r m e d .  In the even t ,  f o r  e x a m p l e ,  
tha t  s o m e t h i n g  is  e x t r e m e l y  bad ,  the m i l i t a r y  d e p a r t m e n t s  have  a c c e s s  
to the P r e s i d e n t ,  t h rough  the S e c r e t a r i e s ,  and t h r o u g h  the Ch ie f s  of 
Staff .  So, if t h e r e  is  s o m e t h i n g  r e a l l y  bad,  s o m e t h i n g  w h i c h  m i g h t  be  
of g r e a t  c o n c e r n  to the top peop l e  in the m i l i t a r y ,  that  i n f o r m a t i o n  can  
be go t t en  to the P r e s i d e n t ,  and he c a n  d i r e c t  a p o l i c y  w h i c h  wi l l  o v e r -  
c o m e  this  e v i l .  

QUESTION:  F r o m  s o m e  of the o t h e r  t a lks  we got  the i m p r e s s i o n  
that  the n a t i o n a l  deb t  was  an i n s t r u m e n t  f o r  c o n t r o l l i n g  c r e d i t ,  and 
that  it  would  have  an e f f ec t  on in f la t ion ,  and so on .  If that  is  t r u e ,  why  
i s  t h e r e  so m u c h  c o n c e r n  about  ou r  p a y i n g  the deb t  ? If it is  a b u i l t - i n  
p a r t  of o u r  e c o n o m y ,  it  n e e d s  to be lef t  t h e r e  in o r d e r  to m a i n t a i n  o u r  
l e v e l  of p r o s p e r i t y .  

C O L O N E L  LACKAS:  The deb t  p l a c e s  c e r t a i n  o b s t a c l e s  in the way  
of the e x e c u t i v e  d e p a r t m e n t  in the a d m i n i s t r a t i o n  of the G o v e r n m e n t .  
In  the f i r s t  p l a c e ,  C o n g r e s s  i m p o s e s  a deb t  c e i l i n g ,  w h i c h  r e q u i r e s  the  
e x e c u t i v e  b r a n c h  to r e q u e s t  C o n g r e s s  to r a i s e  the c e i l i n g  if t h e r e  a r e  
i n a d e q u a t e  funds  d e r i v e d  f r o m  t axa t ion  to p a y  f o r  the r u n n i n g  of the 
G o v e r n m e n t .  Second ly ,  the i n t e r e s t  c o s t  on the deb t  is  a c o s t l y  i t e m  
and i t  m e a n s  that  the funds  u s e d  to d e f r a y  this  f i xed  c h a r g e  m a y  not  be 
used  fo r  o t h e r  g o v e r n m e n t a l  c o s t s .  T h i r d l y ,  f r o m  t i m e  to t i m e  an 
a v a l a n c h e  of deb t s  m a t u r e  r e q u i r i n g  the T r e a s u r y  to r e f i n a n c e .  Th i s  
m a y  o c c u r  at a n  i n o p p o r t u n e  t ime  i n s o f a r  as  the m o n e y  m a r k e t  is c o n -  
c e r n e d .  In o t h e r  w o r d s ,  the l a r g e  n a t i o n a l  deb t  i m p o s e s  g r e a t  b u r d e n s  
upon the a d m i n i s t r a t o r s  of o u r  N a t i o n a l  G o v e r n m e n t  and d i r e c t s  t h e i r  
a t t e n t i o n  to m a t t e r s  a s s o c i a t e d  wi th  the debt ,  whi le  m a t t e r s  of g r e a t e r  
s u b s t a n t i v e  i m p o r t a n c e  s h o u l d  be o c c u p y i n g  t h e i r  a t t e n t i o n .  

C O L O N E L  E L D E R :  You have  e x h a u s t e d  a l l  the q u e s t i o n s ,  J o h n .  

C O L O N E L  LACKAS: T h a n k  you .  

(6 June  1 9 5 8 - - 4 , 2 5 0 K ) / m g a : b b n  


