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LOGISTICS M A N A G E M E N T  IN T H E  D E P A R T M E N T  OF D E F E N S E  

30 J a n u a r y  1964 

ADMIRAL ROSE:  As you al l  c e r t a i n l y  know,  the  l a s t  few w e e k s  we  

have  b e e n  h e a r i n g  f r o m  peop le  on one s ide  o r  the  o t h e r ,  of the  m a n a g e -  

m e n t  b u s i n e s s ,  in v a r i o u s  s p e c i a l t i e s .  T o d a y  we a r e  m o s t  f o r t u n a t e  to 

have  with  us t he  m a n  who o c c u p i e s  one  of  the  m o s t  i m p o r t a n t  p o s i t i o n s  

in the  m a n a g e m e n t  b u s i n e s s  in the  D e p a r t m e n t  of D e f e n s e .  He is  t he  m a n  

r e s p o n s i b l e  fo r  t he  D e f e n s e  D e p a r t m e n t ' s  m u l t i p l e  l o g i s t i c s  s u p p o r t  and 

m a n a g e m e n t  f u n c t i o n s .  Such th ings  as  p r o c u r e m e n t ,  p r o d u c t i o n ,  d i s t r i -  

bu t ion  and r e q u i r e m e n t s  a r e  on ly  a few of the  i t e m s  tha t  c o m e  wi th in  M r .  

M o r r i s '  a r e a  of r e s p o n s i b i l i t y .  

M o r e  than  any  o t h e r  one  m a n  h e  is  r e s p o n s i b l e  fo r  the  s u b j e c t  of o u r  

l e c t u r e ,  which  is og i~ t i c s  M a n a g e m e n t  in t he  D e p a r t m e n t  of D e f e n s e .  

It is a p p r o p r i a t e  tha t  we should  h e a r  f r o m  h im today .  

I t ' s  a r e a l  p l e a s u r e  to w e l c o m e  Mr .  M o r r i s  back  to o u r  p l a t f o r m .  He 

is an old f r i e n d  of  t h e  s c h o o l .  M r .  S e c r e t a r y ,  w e ' r e  g lad  to  h a v e  you back .  

MR.  MORRIS:  T h a n k  you, A d m i r a l  R o s e .  I a l w a y s  find it a lot  of fun 

to  c o m e  back  and m e e t  wi th  th i s  g r o u p .  I u s u a l l y  find m y s e l f  f i l l ed  with  

envy  o v e r  the  o p p o r t u n i t y  tha t  you g e n t l e m e n  h a v e  to spend  a p e r i o d  of 

, n a t i o n a l  
m o n t h s  devo t ing  y o u r s e l v e s  to m a n y  of  t h e s e  v e r y  important lquest ions.  

This  m o r n i n g  I ' m  not going%~ r e a d  a p r e p a r e d  t ex t ,  but r a t h e r  u s e  a s e r i e s  

of s l i d e s  wh ich  I hope  wi l l  be of i n t e r e s t  to you in c o n v e y i n g  t h e  t a s k  of 



l o g i s t i c s  m a n a g e m e n t  with which  m a n y  of you in th is  r o o m  a r e  c o n c e r n e d ;  

t he  s cope  of that  job; how i t ' s  be ing  a d m i n i s t e r e d  today;  and s o m e  of our  

p r i n c i p a l  o b j e c t i v e s  and p r o b l e m s .  If I m a y  h a v e  the  f i r s t  s l i d e ,  p l e a s e .  

J u s t  by way of a r e f r e s h e r  at the  ou t se t ,  l e t ' s  look at t he  t a s k  that  we 

cal l  " i~Iater ie l  L o g i s t i c s "  in the  D e p a r t m e n t  of D e f e n s e .  T h i s  w h e e l  on 

the  f a r  s ide  of the  c h a r t  s p e l l s  out the  p r i n c i p a l  func t ions  in s o m e w h a t  of 

t h e  s e q u e n c e  of t h e i r  o c c u r r e n c e .  The  job of l o g i s t i c s  is  to f u r n i s h  the  

p h y s i c a l  a s s e t s  r e q u i r e d  by the  o p e r a t i n g  f o r c e s .  That  s t a r t s  with the  

p lann ing  of r e q u i r e m e n t s .  We on the  b u s i n e s s  s ide  of l o g i s t i c s  do not ac -  

t ua l ly  se t  the  foundat ion  for  r e q u i r e m e n t s ,  but r a t h e r ,  m a k e  the  t r a n s l a -  

t ion  f r o m  the  a s s u m p t i o n s  which t he  m i l i t a r y  l o g i s t i c s  p l a n n e r s  lay  down.  

Having p lanned  t h o s e  r e q u i r e m e n t s  we a r e  then  r e s p o n s i b l e  for  the  

c o n t r a c t i n g  p r o c e s s .  And h e r e  in the  l as t  y e a r  t h e r e  w e r e  s o m e  l0 m i l l i o n  

c o n t r a c t u a l  a c t i o n s ,  r e s u l t i n g  in the  p l a c e m e n t  of s o m e  $29 b [ i l i o n  of 

c o n t r a c t s .  

T h i r d l y ,  we c o m e  to t he  a d m i n i s t r a t i o n  of t h o s e  c o n t r a c t s  t h r o u g h  our  

f ie ld  a g e n c i e s  which  n u m b e r  s o m e  440 l oca t i ons  at th i s  t i m e ,  e m p l o y i n g  

about 43 ,000  peop le  in the  f ie ld  a c t i v i t i e s .  

Then  we c o m e  to t he  t r a n s p o r t a t i o n  of t h e s e  goods  into our  depof.s and 

t h e n c e  to t h e i r  s t o r a g e  and i s s u a n c e .  And t h e s e  depot  a c t i v i t i e s  l a s t  y e a r  

had some i00 receipt and issue transactions. ~,~re come, then, to the repair 

and maintenance of the repairable components and the end ite~,s. Today 

there are some 2,000 repair locations around the world, emplo~dng about 
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one m i l l i o n  p e r s o n n e l  j u s t  in tha t  func t ion  a l o n e .  

We c o m e  to c a t a l o g i n g  and s t a n d a r d i z a t i o n  ~vhich, in e,f,e,,~t, cuts  {hro!~gh 

m a n y  of the  o t h e r  o p e r a t i o n s .  In {:his a r e a  we add about  4 5 , 0 0 0  new i t e m s  

a month  to the  ca t a log ;  o v e r  500 ,000  p e r  year ' .  

Lastl~, is the less pleasant task of having to dispose of the inevitable 

excess and surplus which generates out of this entire cycle. .:Now, the as- 

sets today as shown on this side of the char% are valued at ~.ome $166 bil- 

lion, of which, over half - 88'~0 - is in capital equipmeat - our planes, 

ships, missiles, and heavy hardware. About $40 billion 9re in parts and 

supply inventories. And the remainder, $37 billion, represent ou:r real 

estate a s s e t s ;  o<~ lands, buildings, famil} ~hou:~ing, etc. 

The next slide will indicate further, some of the magnitude indeces. 

i've mentioned a few of these; I won't try to read them all. Josi %o give 

you a further perspective of size, in the requirements planning area we're 

dealing with some 4 million items currently cataloged, of which aoout 2 

rnill[on we re-buy each year. This re-buy activity is carried out at the 

inventory control points, of which there are some 48 principal locations 

{od~y. Contracting, as I mentioned, involved over l0 million transactions 

last y e a r .  This activity is carried out at about 887 purchasing offices 

t h r o u g h o u t  the w o r l d .  

The  a d m i n i s t r a t i o n  of c o n t r a c t s  I did s u m m a r i z e .  

l ion  f ie ld  we spend  about  $2 b i l l ion  p e r  y e a r .  

i ons  of c a r g o  on d e f e n s e  sh ips  and p l a n e s .  

3 

In the transports- 

We transport over 27 million 



Sto rage  and Is sue .  T h e r e  a r e  212 p r i n c i p a l  l o c a t i o n s  of depots  t b r o u g h -  

out the  worlds  c u r r e n t l y  o c c u p y i n g  about  342 m i l l i o n  s q u a r e  f ee t .  R e p a i r  

and m a i n t e n a n c e ,  as  I m e n t i o n e d ,  at 2 , 000  l o c a t i o n s ;  s o m e  $12 b i l l i on  spen t  

in th i s  func t ion ,  e m p l o y i n g  one m i l l i o n  people .  

C a t a l o g i n g  and s t a n d a r d i z a t i o n  w e ' v e  c o v e r e d ,  and e x c e s s  and d i s p o s a l .  

The  next  c h a r t  v e r y  s i m p l y  s u m m a r i z e s  the  p r e s e n t  s t r u c t u r e  of o r g a n -  

i z a t i on  for  a d m i n i s t r a t i o n  of th i s  vas t  func t ion .  The  Off ice ,  S e c r e t a r y  of 

D e f e n s e ,  and in the  DOD-wide  a r e a ,  as  shown at the  top of t he  c h a r t ,  is  

the  b a s i c  p o l i c y - m a k i n g  r e s p o n s i b i l i t y  c a r r i e d  out by t he  S e c r e t a r y  and h i s  

A s s i s t a n t s ,  and i m p o r t a n t l y ,  by  the Jo in t  Ch i e f s ;  and in the  l o g i s t i c s  a r e a ,  

by the  J - 4 .  

At the  d e p a r t m e n t  l eve l  t h e r e  i s  a c o u n t e r p a r t  to the  OSD l eve l  in t e r m s  

of the  S e c r e t a r i a l  s i de  and the  m i l i t a r y  l o g i s t i c s  C h i e f s .  The  a c t u a l  d e  

s i gn  d e v e l o p m e n t  c o m p u t a t i o n  of net  r e q u i r e m e n t s  of the  c o n t r a c t i n g  func-  

t ion  then b e c o m e s  the  r e s p o n s i b i l i t y  of the  t h i r d  t i e r  which is  c o m p o s e d  of 

the  N a v y  B u r e a u s ,  the  A r m y  C o m m o d i t y  C o m m a n d s ,  as  t h e y  a r e  known 

today ,  and the  A i r  F o r c e  S y s t e m s  and L o g i s t i c s  C o m m a n d s .  As you no te ,  

the  D e f e n s e  Supply Agency  o c c u p i e s  a l so  tha t  t h i r d  t i e r  with r e s p e c t  to the  

c o m m o n  s u p p l y  a c t i v i t i e s .  

The  f i e ld  has  the  ac tua l  job of m a i n t a i n i n g  the  i n v e n t o r i e s  - sv, orLn~, 

t h e m ,  m a i n t a i n i n g  t h e m ,  and e x e c u t i n g  c o n t r a c t s ;  a l l  of  th i s  in s u p p o r t  of 

s o m e  6 ,700  c o n s u m i n g  a c t i v i t i e s ,  and 9 un i f ied  and s p e c i f i e d  c o m m a n d s  

a round  the  w o r l d .  

4 



I 'm of ten  a sked  by m y  f r i e n d s  who don ' t  know a g r e a t  dea l  about th i s  

g o v e r n m e n t a l  p r o c e s s ,  how in the  w o r l d  i t ' s  p o s s i b l e  fo r  th i s  t o p - s i d e  

s t r u c t u r e  to dea l  with such  a vas t  and d i s p e r s e d  o r g a n i z a t i o n .  My a n s w e r  

is that  i t ' s  s i m p l y  a m a t t e r  of  ingenu i ty .  And I 'm a lways  r e m i n d e d  of the  

s t o r y  of the  i m m i g r a n t  who c a m e  to th i s  c o u n t r y  and b e c a m e  a s m a l l  bus i -  

n e s s  o p e r a t o r .  On one o c c a s i o n  th i s  i m m i g r a n t  was  w i t n e s s e d  d r i v i n g  

down the  s t r e e t  in a t r u c k ,  by o f f i c e r s  in a po l i c e  c a r  a l so  t r a v e l i n g  down 

the  s a m e  s t r e e t .  And the  p o l i c e m e n  no t i ced  that  each  t i m e  the  t r u c k  

s topped  at a r ed  l ight  the  t r u c k  d r i v e r  would ge t  out,  run  to the  back of t he  

t r u c k ,  get  a boa rd  and beat  on the  back of the  t r u c k .  

Th i s  h a p p e n e d  fo r  s e v e r a l  b locks  and the  p o l i c e m e n  b e c a m e  s u s p i c i o u s .  

So, t hey  s topped  the  d r i v e r  and sa id ,  "Wha t ' s  th i s  al l  about?  ~rhy a r e  you 

b ea t i ng  on the  back of your  t r u c k ? "  He said, " B o s s ,  i t ' s  v e r y  s i m p l e .  I ' m  

c a r r y i n g  a t e n - t o n  load of c a n a r i e s  in th i s  t r u c k  and the  t r u c k  is on ly  f ive -  

ton capac i ty ;  so,  I h a v e  to keep  ha l f  the  c a n a r i e s  in the  a i r  al l  the  t i m e .  " 

T h a t ' s  the  way we fee l  s i t t i ng  back in the  P e n t a g o n ,  as m o s t  of you know.  

I 'd  l ike  to spend  the  next  few m i n u t e s  t a lk ing  about the  c u r r e n t  p r o g r a m  

of efl 'ort  that  w e ' v e  been  engaged  in s i n c e  196l e s p e c i a l l y ,  to cope  with th i s  

vas t  l o g i s t i c s  r e s p o n s i b i l i t y .  The  next  s l i d e ,  p l e a s e .  

S e c r e t a r y  M c N a m a r a ,  e a r l y  in C a l e n d a r  1961, spen t  a g r e a t  d e a l  of h i s  

p e r s o n a l  t i m e  e x a m i n i n g  the  o p p o r t u n i t i e s  fo r  m o r e  e f f ec t i ve  l o g i s t i c s  

m a n a g e m e n t .  He f i na l l y  bo i l ed  down the  o b j e c t i v e s  which  h e ' s  ho ld ing  all  

of us r e s p o n s i b l e  for  today,  into t h r e e  key  s i m p l e  p h r a s e s .  The  f i r s t  is 
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to m a k e  s u r e  tha t  we  buy  on ly  what  we  n e e d .  S e c o n d l y ,  tha t  we buy wha t  

we  need ,  at  the  l o w e s t  sound  p r i c e .  And t h i r d l y ,  tha t  we  t a k e  e v e r y  f e a s i -  

ble  s tep  to r e d u c e  the  o v e r h e a d  and o p e r a t i n g  c o s t s  in t h i s  huge  a r e a .  I 'd  

l ike  to t a k e  each  of t h e s e  t h e m e s  and f u r t h e r  s u b d i v i d e  t h e m  to i n d i c a t e  

s o m e  of t he  a c t i o n s  tha t  h a v e  been  t aken  and the  o b j e c t i v e s  tha t  l ie  a h e a d .  

T h e  next  s l i d e ,  p l e a s e .  

With r e s p e c t  to buying  on ly  what  we  n e e d ,  w e ' v e  se t  out f ou r  p r i n c i p a l  

p r o j e c t s  w h i c h  e v e r y  d e p a r t m e n t  has  been  e n g a g e d  in fo r  s o m e  t i m e  and 

for  w h i c h  t h e r e  a r e  v e r y  c o n c r e t e  o b j e c t i v e s  e s t a b l i s h e d .  T h e  f i r s t  of 

t h e s e  is to r e f i n e  ou r  r e q u i r e m e n t s  c a l c u l a t i o n s .  I ' l l  c o m e  back  to each  

of t h e s e  and i l l u s t r a t e  t h e m .  

The  s e c o n d  is to m a k e  i n c r e a s e d  use  of o u r  e x c e s s  and l o n g - s u p p l y  in-  

v e n t o r i e s .  The third is to eliminate unnecessary qualitative features from 

our  m a t e r i e l .  And the  fou r th  is to r e d u c e  t h i s  4 m i l l i o n  i t em i n v e n t o r y  

tha t  we h a v e ,  to the  ex ten t  tha t  tha t  is p o s s i b l e .  

Now, t ak ing  each  of t h e s e  b r i e f l y ,  the  next  s l i d e  qu i ck ly  i l l u s t r a t e s  s o m e  

of the  s t e p s  tha t  have  been  t a k e n  wi th  r e a l  d r a m a t i c  r e s u l t s  in r e f i n i n g  r e -  

q u i r e m e n t s  c a l c u l a t i o n s .  T h e  A r m y ,  two y e a r s  ago,  began  r e - e x a m i n i n g  

its p i p e l i n e  a s s u m p t i o n s  u n d e r  m o b i l i z a t i o n  c o n d i t i o n s .  O r i g i n a l l y ,  it had  

a s s u m e d ,  b a s e d  on Wor ld  W a r  II and K o r e a n  e x p e r i e n c e ,  tha t  t h e  p i p e l i n e  

should  be p r o v i d e d  to p r o v i d e  an a v e r a g e  of 120 days  f r o m  the [ a c t o r y  doo r  

to the  t r o o p s  in the  f i e ld .  By s t u d y i n g  each  of i ts  p r i n c i p a l  i t e m s  in r e l a -  

t ion  to i t s  own t r a n s p o r t  c h a r a c t e r i s t i c s  it was  found p o s s i b l e  to t a i l o r  the  
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pil?eline to individual items. Today the average pipeline is about 55 days, 

but the range is from a few days to many months, depending upon the na- 

ture of the item. 

For example, inthe case of the Armyfield telephone, a small, com- 

pact, light-weight item, which is now planned for airlift under a mobiliza- 

tion enlergenc~-, the time has been reduced to the extent of eliminating 

about 33,000 items from mobilization stoekage, and saving on that one 

item alone some $2 million in the requirement. 

The Nav:f has taken aggressive action, resulting in c~atting its require- 

ment for spare parts for its aircrafl carriers, by 50~0. This applies to 

the high-demand high-value spares in the Navy inventory. The Air Ibrce 

has made tremendous strides in many directions. One of the most dra- 

matic has been thai of cut~ing the repair cycle time for repairable itemss 

by 50~I0, from 90 to 45 days on high-value items. 

DSA, during its two years of operation, has cut inventory investment 

by some i0%. The significance of these actions to date has been reduced 

procurement requirements of over $700 million since 196l. The goa! by 

Ifl65 is to further take such steps which will produce annual reductions 

and requirements of over $I billion. The next slide, please. 

The second principal way in which we're trying io refine requirements 

and buy onlywhal we need, is to make maximum use out of our excess in- 

ventories. This is a very fruitful field because today 30~o of bur supply 

inventories are in excess of current needs. That means about $12 billion 
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of  e x c e s s .  In  1 9 6 1 w e  r e - u s e d  o u t  o f  t h a t  e x c e s s  a b o u t  $975  m i l l i o n .  G o a l s  

w e r e  s e t  to  p r o g r e s s i v e l y  i n c r e a s e  t h i s  r a t e  o f  r e ~ u s e ,  r e s u l t i n g  in t h e  

y e a r  j u s t  e n d e d  - [963 - o f  t h e  i m p r o v e d  r e - u s e  o f  a b o u t  $183 m i l l i o n ,  a n d  

s t e p s  a r e  n o w  in  p r o c e s s  w h i c h  w e  h o p e  w i l l  l e a d  by  1965 to  r e - u s e  o f  o v e r  

$450 million. A big part of this success is attributable to the inter-,~er- 

v i c e  s u p p l y  s u p p o r t  a r ~ n g e m e n t s  a m o n g  t h e  s e r v i c e s ,  a n d  m o r e  r e c e n t l y  

to  t h e  D e f e n s e  S u p p l y  A g e n c y  P r o j e c t  P l u s  at  B a t t l e  C r e e k ,  M i c h i g a n .  

w h e r e ,  on  c o m p u t e r s ,  we  a r e  n o w  k e e p i n g  a r e c o r d  o f  a l l  of  t h i s  e x c e s s  

so  t h a t  w e  c a n  m a t c h  r e q u i r e m e n t s  a s  t h e y  e m e r g e  f r o m  t h e  i n v e n t o r y  c o n -  

t r o l  p o i n t s  a g a i n s t  t h e  e x c e s s e s  a v a i l a b l e .  

L e t  m e  s h o w  y o u  on  a n o t h e r  s l i d e ,  o n e  e x a m p l e  o f  t h e  v e r y  r i c h  p o t e n -  

t i a l  f o r  t h e  r e - u s e  o f  e x c e s s .  M a n y  o f  y o u  m a y  h a v e  s e e n  t h i s  e x a m p l e  

w h i c h  S e c r e t a r y  M c N a m a r a  u s e d  l a s t  J u l y  in  h i s  p r e s s  c o n f e r e n c e .  It  is  

an  e x t r e m e l y  d r a m a t i c  o n e .  I t ' s  a c a s e  of  t h e  2 3 / 4 "  r o c k e t  w h i c h  t h e  A i r  

F o r c e  h a s  s t o c k e d  in  q u a n t i t y  f o r  s o m e  y e a r s  f o r  u s e  on  a n u m b e r  o f  i t s  

a i r c r a f t .  D u e  to  t h e  p h a s e - o u t  of  s o m e  o l d e r  m o d e l s  t h e  A i r  F o r c e  f o u n d  

t h a t  i t  h a d  g e n e r a t e d  a n  e x c e s s  o f  o v e r  o n e  m i l l i o n  w a r h e a d s  and  r o c k e t  

m o t o r s .  At  t h e  s a m e  t i m e ,  t h e  A r m y  in i t s  n e w e r  m i s s i o n s  a n d  c o u n t e r -  

i n s u r g e n c y  e f f o r t s  f o u n d  t h a t  it  c o u l d  m a k e  u s e  o f  t h i s  r o c k e t  w i t h  s o m e  

a d a p t a t i o n ,  on  a i r c r a f t  s u c h  a s  I r i q u o i s  h e l i c o p t e r s .  

B y  t r a n s f e r r i n g  a m i l l i o n  of  t h e s e  i t e m s  to  t h e  A r m y  and  s p e n d i n g  a b o u t  

$10 p e r  i t e m  to  m a k e  t h e  i t e m  s u i t a b l e  f o r  t h e  A r m y ' s  u s e ,  i t  h a s  b e e n  p o s -  

s i b l e  to  a v o i d  n e w  p r o c u r e m e n t s  o f  o v e r  $40 m i l l i o n .  T h i s ,  of  c o u r s e ,  i s  
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an unusual case, but it 's illustrative of the importance of constant vigi- 

lance over the use of our excess inventories. The next slide, please. 

A third key way in which we are trying to buy only what we need is 

by eliminating unnecessary qualitative characteristics from parts corn- 

ponen t s  and end i t e m s .  S e c r e t a r y  M c N a m a r a  ca l l s  th is  " e l i m i n a t i n g  go ld -  

p l a t i n g . "  T o d a y  ha l f  of ou r  m a j o r  c o n t r a c t o r s  h a v e  s p e c i a l  s t a f f s  which  

a r e  work ing  on ways  to s i m p l i f y  d e s i g n s  and avoid  o v e r - c o s t l y  m a t e c i a l s  

and s p e c i f i c a t i o n s .  We have  been  sav ing  at the  r a t e  of b e t t e r  than  $l 

m i l l i o n  pe r  week  as a r e s u l t  of the  e f fo r t s  of our  c o n t r a c t o r s ~  as wel l  as 

our  own d e s i g n  s ta f fs ,  and the  goa l  by 1965 is t r i p l e  th is  r a t e  of s a v i n g s  

to about $145 m i l l i o n  p e r  y e a r .  

Le t  m e  t ake  one o r  two s i m p l e  e x a m p l e s  i l l u s t r ~ i v e  of the  o p p o r t u n i -  

t i e s  h e r e .  Next  s l i d e ,  p l e a s e .  

Th is  shows  a s e r i e s  of r a t h e r  s m a l l  pa r t s  ~. l lustrat ions,  but t h e y  i l l u s -  

t r a t e  so wel l  the  v e r y  g r e a t  payoff  that  can o c c u r .  At the  top of t he  c h a r t  

is the  cap for  the  ~ - 2 1  Mine .  Th i s  cap was o r i g i n a l l y  m a d e  of a l u m i n u m .  

It was s t a m p e d  out of a l u m i n u m .  By r e - d e s i g n  it was  r e d u c e d  to a m a c h i n e  

p i e c e  and a r u b b e r  O - r i n g ,  and the  o r i g i n a l  d e s i g n  was  e l i m i n a t e d .  The  

cos t  r e d u c t i o n ,  as you can  s e e ,  was  $1.27 fo r  the  o r i g i n a l  i t e m ,  to 42¢ fo r  

t he  r e v i s e d  i t e m ;  sav ing  in 1963 a lone  o v e r  $ [23 ,000 .  With 4 5 , 0 0 0  new 

i t e m s  c o m i n g  into i n v e n t o r y  e v e r y  mon th ,  m a n y  d e s i g n e d  b e f o r e  we have  

ac tua l  o p e r a t i n g  and u sage  e x p e r i e n c e ,  i t ' s  e a s y  to i m a g i n e  tha t  t h e r e  a r e  

l i t e r a l l y  t h o u s a n d s  and t h o u s a n d s  of c a s e s  w h e r e  s i m p l e  c h a n g e s  of  th is  
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t ype  can p r o d u c e  v e r y  r i c h  s a v i n g s .  

The  next  s l i d e ,  p l e a s e .  F i n a l l y ,  th i s  is i l l u s t r a t i v e  of t he  o p p o r t u n i -  

t i e s  fo r  r e d u c i n g  u r n e c e s s a r y  v a r i e t i e s ,  t y p e s ,  s i z e s  and c o l o r s  a m o n g  

the  4 m i l l i o n  i t e m s  in our  i n v e n t o r y .  On the  f a r  s i d e  is an [ l Ius~ra t ion  

of e l e c t r i c  d r i l l s .  DSA found e ight  in s tock  and d i s c o v e r e d  tha t  one would 

su i t  the  p u r p o s e  of al l  r e q u i r e m e n t s  tha t  w e r e  known.  On y o u r  r i g h t  s i d e  

is an i l l u s t r a t i o n  of r e f l e c t o r s  such  as  a r e  found on m a r k i n g  pos t s  a r o u n d  

a i r f i e l d s  and o t h e r  p l a c e s .  We found we had 67 of t h e s e  in s tock  and [t 

was  d i s c o v e r e d  that  s e v e n  would  p e r f o r m  

T h e s e  a r e  v e r y  s i m p l e  i l l u s t r a t i o n s .  

al l  r e q u i r e m  en t s .  

One of the  m o s t  d r a m a t i c  r e c e n t  

cases that we've seen is in the hand-toels area where we have some 25,000 

i t e m s  in s t o c k .  By a con t inued  e x a m i n a t i o n  and s [ m p l i f i c a ! i o n  of ~hat va-  

r i e t y w e ' v e  been  a t i e t o  e l i m i n a t e ,  so f a r ,  about  ! /3  of t h o s e  25~000 i t e m s ,  

and the  ~ob is f a r  f r o m  f i n i s h e d .  

Now, l e t ' s  t ake  the  s e c o n d  t h e m e  of S e c r e t a r y  M c N a m a r a ' s  o b j e c t i v e  

for improving logistics. The next slide, please. 

This is to buy at the lowest sound price. Please note the use of the 

word "sound price," and not the lowest possible price, because i~'s fre- 

quently possible to ~et a low price on one buy only to generate excess cost 

in the supply system which far outruns the immediate short-range price 

reduction. There are two key ways that we've been coneenCcrating on to 

make sure that we get the lowest sound price in our procurements. The 

first of these is to make maximum use of price competitive procurement. 

I0 



The second is to shift away from the open-ended cost-plus type of 

contract into higher risk forms of contract, either fixed-price or price 

incentive, l'd like to discuss briefly each of these and the progress that 

has been made thus far. The next slide, please. 

We found, back in 196l, that less than 33% - 32.9~ of our dollars were 

being spent under price-competitive forrns of contracting. Somewhat ar- 

bitrarily we set a goal of raising that level to 4070 by the end of Fiscal 

Year 1965. While the number of percentage points appears very small, for 

each point of improvement we're talking about swinging some "$250 to $350 

million into the competitive arrangement that was formerly sole-source. 

As the solid line indicates, through 1963 we had achieved about 37.3% 

of our buys under price competition, an improvement of about $I billion 

in placements, competitively, which, at the rate of savings which seems 

to be typical, some 25q on the dollar, returned savings in prices, of about 

$237 million in that fiscal year. 

Looking out through 1965 we hope to convert about $l. 6 billion to price 

competition, or savings of $400 million. I might digress for a mo:ment to 

say that recently we've been working closely with major defense contrac- 

tors who spend half of their dollar at the sub-contract level, to determine 

whether it is not possible for them too to improve upon the amount of core- 

petitive contracting ~vhich they engage in. If so, we think we can expand 

substantially the placements by price competition, and hence, the ultimate 

savings to the government. 

II 



The next  s l i d e  s h o w s  s o m e  s i m p l e  i l l u s t r a t i o n s  of  the  v e r y  g r e a t  

s av ings  tha t  can c o m e  when  i t ' s  p o s s i b l e  to c o n v e r t  frown s o l e - s o u r c e  to 

c o m p e t i t i v e  p r o c u r e m e n t .  I ' l l  j u s t  t ake  one of t h e s e  i t e m s .  L e t ' s  t ake  

the  M- l -1080  H o w i t z e r ,  up in the  c o r n e r .  T h i s  ~vas a new A r m y - d e v e l -  

oped i t e m ,  wh ich ,  when  p u r c h a s e d  f r o m  the  o r i g i n a l  d e v e l o p e r  at  the  s o l e -  

s o u r c e  p r i c e ,  co s t  $ 6 8 , 0 0 0  p e r  uni t .  When c o m p e t i t i o n  was  f i r s t  inv i t ed  

a f t e r  the  d r a w i n g s  and s p e c i f i c a t i o n s  b e c a m e  a v a i l a b l e ,  t h e r e  w e r e  s o m e  

27 b i d d e r s .  T h e  winn ing  b i d d e r  in th is  c a s e  quo ted  a p r i c e  of $~l,  000. 

And on the  b a s i s  of 295 v e h i c l e s  he  p r o d u c e d  a s a v i n g s  to the  A r m y  of o v e r  

$7 m i l l i o n  on one buy.  

Now let  m e  go to t he  nex t  c h a r t  and dea l  wi th  an even  m o r e  d r a m a t i c  

c a s e .  T h i s  is t he  c a s e  of an A r m y - d e v e l o p e d  m a n - p a c k e d  r a d i o  known as  

a P R C - 2 5 .  Th i s  r a d i o  took about  f ive  y e a r s  to d e v e l o p .  We w e r e  u n a b l e  

to ob ta in  p r i c e  c o m p e t i t i o n  unt i l  l a t e  in F i s c a l  1963, for  the  s i m p l e  r e a s o n  

tha t  tha t  huge  s t ack  of p a p e r  - the  d r a w i n g s ,  s p e c i f i c a t i o n s ,  t e s t  s p e c s ,  

e t c . ,  j u s t  w e r e n ' t  a v a i l a b l e ,  and un t i l  t h e y  w e r e  we  c o u l d n ' t  hope  to in -  

v i t e  o t h e r s  to bid upon the  i t e m .  When the  A r m y  f ina l ly  d e v e l o p e d  the  

d r a w i n g s  and s p e c s  r e q u i r e d ,  it found o v e r  I00 p r o s p e c t i v e  m a n u f a c t u r e r s  

of the  i t e m ,  of whom about  25 a c t u a l l y  s u b m i t t e d  b id s .  

T h e  r e s u l t s  s h o w n  w e r e  t h e s e .  The  s o l e - s o u r c e  p r i c e  was  $ 2 , 2 7 8 .  The  

c o m p e t i t i v e  p r o c u r e m e n t  p r i c e  was  $843.  And the  net  s av ings  on one  an-  

nua l  buy w a s  o v e r  $10 m i l l i o n .  T h e  i n t e r e s t i n g  th ing  h e r e  is  tha t  the  w i n -  

n ing  b i d d e r  on the  c o m p e t i t i o n  was  a l so  the  s o l e - s o u r c e  p r o d u c e r - d e v e l o p e r .  
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When we s a w  the  r e s u l t s  we  w a n t e d  to be  s u r e  tha t  we  u n d e r s t o o d  

what  had h a p p e n e d  h e r e  and we a s k e d  the  p r o d u c e r  if  he  would  w o r k  wi th  

us to a n a l y z e  how it was  p o s s i b l e  for  h i m  to w r i t e  t ha t  p r i c e  f r o m  $ 2 , 2 0 0  

to $843. He  was  happy  to do th i s ,  and w o r k i n g  t o g e t h e r  we d i s c o v e r e d  

that  about  ha l f  of the  p r i c e  r e d u c t i o n  was  due to n o r m a l  l e a r n i n g - c u r v e  

e x p e r i e n c e .  P r e s u m a b l y  he  would  h a v e  been  ab le  to r e d u c e  t h e  c o s t  to 

the  g o v e r n m e n t  to the  extent  of about  ha l f  of  th i s  net  d i f f e r e n c e .  

H o w e v e r ,  he  a d m i t t e d  t he  r e m a i n i n g  ha l f  was  due  to ju s t  s h a r p e r  p ]an-  

ning; the  f o r e c a s t i n g  of c o s t s ;  b e t t e r  p r o c u r e m e n t  and s u b c o n t r a c t i n g  

m e t h o d s  i n d u c e d  u n d e r  the  p r e s s u r e  of c o m p e t i t i o n .  So, he  and we a g r e e d  

t h a t  c o m p e t i t i o n  saved the  g o v e r n m e n t  qu i te  a bit of m o n e y  in th i s  p a r t c i u -  

l a r  c a s e .  T h e  next  i t e m ,  p l e a s e .  

T h e  s e c o n d  way  in which  w e ' r e  t r y i n g  to a s s u r e  p r o c u r e m e n t  at the  

l o w e s t  sound  cos t ,  and e s p e c i a l l y  in the  g r e a t  f ie ld  of d e v e l o p m e n t  con-  

t r a c t i n g ,  is  by d e p a r t i n g  f r o m  t h e  u se  of the  v a r i o u s  l o o s e ,  o p e n - e n d e d  

c o s t - p l u s - f i x e d - f e e  a r r a n g e m e n t s .  As y o u ' l l  s e e ,  s t a r t i n g  back  in !955 

th i s  c u r v e  began  to c l i m b  v e r y  s t e e p l y  as  we did m o r e  and m o r e  r e s e a r c h  

and d e v e l o p m e n t  c o n t r a c t i n g .  B e t w e e n  1955 and 196l we a l m o s t  doub led  

t h e  d o l l a r s  p l a c e d  u n d e r  t h e s e  c o n t r a c t u a l  f o r m s ,  going f r o m  s o m e  19% 

up to 38% of a l l  c o n t r a c t s  a w a r d e d  on a d o l l a r  b a s t s .  

S e c r e t a r y  M c N a m a r a  d i r e c t e d  tha t  we  se t  goa l s  to s h a r p l y  r e d u c e  th i s  

f o r m  of c o n t r a c t i n g .  T h i s  goal  was  to c o m e  down to a l eve l  of t2 .3% by 

the  end of 1965. T h e  r e s u l t s  have  been  p e r h a p s  t he  m o s t  d r a ~ a t i c  and 
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s p e c t a c u l a r  of any  p h a s e  of o u r  e f fo r t s  to i m p r o v e  l o g i s t i c s  m a n a g e m e n t .  

By the  end of '63 we w e r e  down to 20 .7%.  T h r o u g h  the  f i r s t  f ive  m o n t h s  

of th is  f i s c a l  y e a r  - as of l a s t  D e c e m b e r ,  in o t h e r  w o r d s  - w e ' r e  down to 

o u r  l o n g - t e r m  goal  of 12%. W h e t h e r  w e ' l l  be ab le  to ho ld  tha t  l e v e l  w e ' r e  

not  c e r t a i n  at th i s  poin t ,  but the ou t look  is v e r y  e n c o u r a g i n g .  

The  s i g n i f i c a n c e  h e r e  is tha t  o u r  be s t  e v i d e n c e  i n d i c a t e s  tha t  fo r  e v e r y  

d o l l a r  we shi f t  out of  a c o s t - p l u s  a r r a n g e m e n t  into a f i x e d - p r i c e  o r  a p r i c e  

i n c e n t i v e  we  s a v e  about  10¢ in t e r m s  of avo id ing  cos t  o v e r - r u n s .  Th i s  

m e a n s  tha t  t h r o u g h  1963 when  we had  sh i f t ed  o v e r  $4 b i l l i on  out of c o s t -  

p lus  a r r a n g e m e n t s ,  we  had  s a v e d  a p p r o x i m a t e l y  $400 m i l l i o n  in p c o s p e c -  

t i r e  cos t  o v e r - r u n s .  T h e  u l t t n a t e  goa l  h e r e  is a shi f t  of about  $ 6 . 8  b i l -  

l ion wi th  po t en t i a l  s a v i n g s  of a r o u n d  $680 m i l l i o n .  

I ,e t  m e  t a k e  one  i l l u s t r a t i o n  ju s t  to i l l u s t r a t e  t he  s i g n i f i c a n c e  of t h i s .  

The  next  s l i d e ,  p l e a s e .  P e r h a p s  you c a n ' t  r e a d  th i s  in de ta i l ,  but i t ' s  t he  

c o n t r a c t u a l  a r r a n g e m e n t  tha t  has  been  d e v e l o p e d  with the  h~ar t in  C o m p a n y ,  

on the  T i t a n  III B o o s t e r  P r o g r a m  on w h i c h  t h e y  h a v e  a p r i m e  s y s t e m  con -  

t r a c t .  Th i s  i s  an i n c e n t i v e  a r r a n g e m e n t  u n d e r  wh ich  a t a r g e t  f ee  h a s  b e e n  

n e g o t i a t e d  b a s e d  upon p e r f o r m a n c e  f a c t o r s ,  t i m e  and d e l i v e r y  f a c t o r s ,  and 

cos t  f a c t o r s .  T h e  t a r g e t  p e r c e n t a g e ,  if e v e r y t h i n g  w e r e  n o r m a l ,  would  be 

7~0. And u n d e r  t he  va lue  of th is  c o n t r a c t  would  r e t u r n  to the  c o n t r a c t o r  

about  320 m i l l i o n  p r o f i t s .  

H o w e v e r ,  if t h e i r  f a i l u r e s  in r e s p e c t  to m e e t i n g  t h e s e  v a r i o u s  c r i t e r i a  

fo r  p e r f o r m a a c e  t i m e  and cos t  o c c u r ,  the  c o n t r a c t o r  could  e a r n  as l i t t l e  
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2 1/4%, o r  on ly  $6 m i l l i o n  i n s t e a d  of $20 m i l l i o n .  On the  o t h e r  hand ,  if 

he e x c e l s  in a l l  of t h e s e  f a c t o r s  he  m i g h t  e a r n  as m u c h  as !2 ! /4%, o r  $35 

m i l l i o n ,  wi th  $15 m i l l i o n  in the  t a r g e t  p ro f i t .  So, the  c o n t r a c t o r  h e r e  has  

qui te  a swing  of i n c e n t i v e s  a v a i l a b l e  to h i m  to m e e t  t h e s e  v a r i o u s ,  we l t  

t h o u g h t - o u t  r e q u i r e m e n t s .  T h e s e  r e q u i r e m e n t s  w e r e  lai~ down a f t e r  con -  

s i d e r a b l e  r e s e a r c h  and s tudy  by the  A i r  F o r c e  and the  c o n t r a c t o r ,  c o v e r -  

ing a n~at te r  of  m a n y  m o n t h s .  I th ink about  12 m o n t h s  w e r e  s p e n t  in a c -  

t u a l l y  p l ann ing  th is  p r o g r a m  and f i n a l l y  n e g o t i a t i n g  the  p a r a m e t e r s  tha t  

went  in to  t h e  i n c e n t i v e  c o n t r a c t .  

T h e  next  s l i d e  f u r t h e r  i l l u s t r a t e s  one  of t he  c o n t r o l  d e v i c e s  w h i c h  a r e  

be ing  app l i ed  to the  e f fo r t .  T h e s e  th ings  a r e  of p a r t i c u l a r  i n t e r e s t .  T h e r e  

a r e  s o m e  12,000 ind iv idua l  even t s  ¢~hich a r e  r e p o r t e d  to the  A i r  F o r c e  

u n d e r  th i s  c o n t r a c t ,  e v e r y  two w e e k s .  And t h e s e  i n d i c a t e  w h e t h e r  the  p r o -  

g r a m  is on s c h e d u l e  and wi th in  the budget  as  p l a n n e d .  T h e y  a r e  a n a l y z e d  

by c o m p u t e r s ,  and in t he  f i r s t  n ine  m o n t h s  we a r e  to ld  with  s o m e  125 t i m e  

and cos t  p r o b l e m s  w e r e  i d e n t i f i e d  t h r o u g h  th i s  b i - w e e k l y  r e p o r t i n g  which  

e n a b l e d  ac t ion  to be t aken  and l a r g e l y  to be c o r r e c t e d ,  in o r d e r  to be ab le  

to k e e p  on s c h e d u l e  wi th in  the  budge t .  

S o m e  711 i n c e n t i v e  m i l e s t o n e s  h a v e  been  e s t a b l i s h e d  in the  c a s e  of the  

t o t a l  p r o g r a m ,  o v e r  i ts  f o u r - y e a r  c y c l e .  If a c o n t r a c t o r  m i s s e s  any  one  

of t h e s e  m i l e s t o n e s  he  f o r f e i t s  a pa r t  of h i s  f e e .  F o r  e x a m p l e ,  M a r t i n  in 

i ts  f i r s t  s ix  m o n t h s  m i s s e d  two m i l e s t o n e s  and f o r f e i t e d  s o m e  $ 3 , 5 0 0  on 

e a c h  of t h e m .  H o w e v e r ,  t h e y  a c h i e v e d  m o s t  of t h e i r  m i l e s t o n e s  and a r e  
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qui te  proud of t h e i r  p e r f o r m a n c e .  A m o n t h l y  jo in t  r e v i e w  of the to ta l  

p r o g r a m  is conduc ted  by the  Ai r  F o r c e  and the s e v e r a l  c o n t r a c t o r s  con-  

c e r n e d .  

This  s i m p l y  i l l u s t r a t e s  the  v e r y  s o p h i s t i c a t e d  type  of c o n t r o l  which is 

now be ing  g e n e r a t e d  as we m o v e  away f r o m  the  c o s t - p l u s  e n v i r o n m e n t  into 

a h igh ly  d e t a i l e d  and p lanned  e n v i r o n m e n t  e m p l o y i n g  e i t h e r  f i x e d - p r i c e  o r  

i n c e n t i v e  c o n t r a c t s .  The  next  s l i de ,  p l e a s e .  

T he  t h i r d  and las t  of t he  key  o b j e c t i v e s  which  the  S e c r e t a r y  se t  up for  

us is to r e d u c e  o p e r a t i n g  c o s t s .  And h e r e  t h e r e  a r e  t h r e e  p r i n c i p a l  p r o -  

j e s t s  i nvo lved .  The  f i r s t  is  to t e r m i n a t e  u n n e c e s s a r y  o v e r h e a d  o p e r a t i o n s .  

T h e  s econd  is  to s t a n d a r d i z e  and s i m p l i f y  p r o c e d u r e s .  And the  t h i r d  is to 

c o n s o l i d a t e  and i n c r e a s e  e f f i c i ency  of o p e r a t i o n s .  Le t  m e  qu ick ly  i l l u s -  

t r a t e  each  of t h e s e .  The  next  s l i de ,  p l e a s e .  

One of the  m o s t  w i d e l y  d i s c u s s e d ,  I gues s ,  of a l l  t he  e f fo r t s  that  w e ' v e  

been  t a lk ing  about is t he  c l o s u r e  o r  r e d u c t i o n  of b a s e s  and i n s t a l l a t i o n s .  

T h e s e  a lways  g e n e r a t e  m u c h  v i s i b i l i t y  and m u c h  e m o t i o n .  But the  ac t i ons  

t a k e n  have  b e e n  t r e m e n d o u s  in the  pas t  t h r e e  y e a r s .  O v e r  400 ac t ions  have  

been  c o m p l e t e d ,  which  a r e  r e s u l t i n g  f i r s t ,  in the  r e l e a s e  of s o m e  645 ,000  

a c r e s  of r e a l  e s t a t e ,  with i m p r o v e m e n t s  An m a n y  c a s e s .  T h e s e  i nc lude  

s o m e  58 i n d u s t r i a l  p lan ts  be ing  m a d e  a v a i l a b l e  for  s a l e  to p r i v a t e  u s e r s .  

I m p o r t a n t l y ,  the  r e l e a s e  for  r e a s s i g n m e n t  or  ac tua l  r e d u c t i o n  in payro[ I  

of o v e r  71,000 p e r s o n n e l ,  about  ha l f  m i l i t a r y  and ha l f  c iv i l i an ;  the  equ iva -  

lent  annual  s av ings  f r o m  t h e s e  ac t ions  to da te  is $479 m i l l i o n .  The  goal  by 
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1967 which the  S e c r e t a r y  has  se t ,  is to c o m p l e t e  a c t i o n s  w h i c h  wi l l  r e -  

su l t  in annua l  s a v i n g s  of $600 m i l l i o n .  T h e r e  is indeed a r i c h  po ten t i a l  

h e r e .  A f t e r  a l l ,  we h a v e  6 ,700  i n s t a l l a t i o n s  and a c t i v i t i e s  a r o u n d  the 

w o r l d ,  m a n y  bui l t  in W o r l d  W a r  I and p r i o r ,  and m a n y  t h e r e f o r e  no l o n g e r  

to fol low su i t ed  to t o d a y ' s  o p e r a t i o n s .  It t a k e s  a lot  of c o u r a g e ,  h o w e v e r ,  

t h r o u g h  on t h e s e  v e r y  d i f f icu l t  s t e p s .  T h e  next  s l i d e ,  p l e a s e .  

In the  a r e a  of s t a n d a r d i z a t i o n  and s i m p l i f i c a t i o n  a n u m b e r  of t h i n g s  

a r e  be ing  done;  one  of the m o s t  i n t e r e s t i n g  is in the  sh ipping  and t r a n s p o r -  

t a t i o n  f ie ld  w h e r e  a g r o u p ,  a f t e r  o v e r  one  y e a r  of w o r k ,  found it p o s s i b l e  

to r e d u c e  f r o m  s o m e  81 d o c u m e n t a t i o n  e l e m e n t s  r e q u i r e d  to e f f ec t  s h i p -  

m e n t  f r o m  the  CONUS to o v e r s e a s ,  down to a s i n g l e  s t a n d a r d  s y s t e m .  T h e  

c l e r i c a l  s a v i n g s  a lone  tha t  a r e  e x p e c t e d  in th i s  a r e a  a r e  about  $30 m i l l i o n  

a n n u a l l y  when  the p r o g r a m  is f i n a l l y  c o m p l e t e d .  We s t a r t e d  th i s  !as t  Oc-  

t o b e r  and it will take about two years to finally implement the full use of 

th i s  s c h e m e .  The  next  s l i d e ,  p l e a s e .  

Perhaps the most interesting overhead s~v~'~ -'m~,~¢~ and [n.'~en.tory reduction 

has been through the efforts of the Defense Supply Agency which began busi- 

ness in January 1962. Let me call yourattention only to the last cohrnn 

here, the Fiscal 1965 projection for DSA. These proj~cih:ns have actually 

been built into the budget that's currently before the Congress. DSA ~v[i[ 

manage about 1,500,000 items by 1965. The 5 ,will procure aL.oat $3.3 bill[oc~ 

of materiel, and .make sales of some ~b8 billion fron~ its own stocks. The 

important thing is that they will perform these activities with 7,800 fewer 
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people than were required under the previous unintegrated arrangement. 

This will mean a savings in overhead cosks alone of abou,t $55 ~nil!ion an- 

nually, and they will reduce the inventories formerly required, by some 

$500 million; indeed, a creditable achievement [n which a~! of the servi- 

ces have made a major contribution° 

DSA could never have come into being had it not been for the prede- 

cessor single manager arrangement which the Navy, Army and Air Force 

so well conducted in the years preceding DSA's development. The last 

siide~ please. 

In surn1~ary, gentle~en, this chart tries to portray where ~e've been 

and where we hope to go in terms of improved n'~anagement as measured 

in dollar respects. In 1963 the recorded savings which had been audited 

and v a l i d a t e d  a r e  $!. 4 b i l l ion .  W e ' d  o r i g i n a l l y  e s t i m a t e d  a y e a r  p r i o r  that  

t he  s a v i n g s  would be $750 m i l l i o n .  We a l m o s t  doub led  the  e s t i m a t e ,  e~s a 

r e s u l t  of a c t i ons  t a k e n  in '63 and 1962, the  t w o - y e a r  p e r i o d ,  the  s a v i n g s  

wil t  u l t i n a t e l y  r e a c h  on an annua l  b a s i s  about  $2 .4  b i l l i on .  Th i s  c o m p a r e d  

with  an e a r l i e r  e s t i m a t e  of $l .  9 b i l l i on .  

B e c a u s e  we h a v e  been  able  to e x c e e d  t h e e s t i m a t e s  se t  out  in 1963 the  

S e c r e t a r y  i n c r e a s e d  the  s a v i n g s  o b j e c t i v e  w h i c h  h e  had  o r i g i n a l l y  s e t ,  to 

$4 b i l l ion ;  the  o r i g i n a l  goa l  had  been  .$3.4 b i l l i on .  And he  is c o m m i t t e d  to 

the  } : ' res ident  by 1967 - and each  y e a r  t h e r e a f t e r  - to a c h i e v e  s a v i n g s  at 

the  r a t e  of $4 b i l l i on  p e r  y e a r  t h r o u g h  i n c r e a s e s  in e f f i c i e n c y  and o p e r a t i o n ;  

not by f o r c e  r e d u c t i o n s .  
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Wel l ,  g e n t l e m e n ,  t h i s  is  a l l  I 'd  l ike  to c o v e r  up to th i s  point .  I ' l l  be 

v e r y  happy ,  if y o u ' d  l ike ,  to a n s w e r  s o m e  q u e s t i o n s  and d i s c u s s  any a s -  

pec t s  of th i s  e f fo r t .  

QUESTION:  S i r ,  w e ' v e  h e a r d  a lot about  i n - h o u s e  s a v i n g s ,  s t a n d a r d i -  

za t ion ,  co s t  r e d u c t i o n  p r o g r a m s ;  w e ' v e  s e e n  t h e s e  c o l u m n s  of s a v i n g s ;  but 

I ' v e  n e v e r  s e e n  any  cos t  f i g u r e s .  How m u c h  is  it co s t i ng  us to a c c o m p l i s h  

t h e s e  s a v i n g s  i n - h o u s e ?  

MR.  MORRIS:  T h a t ' s  a good q u e s t i o n ,  but I th ink  t h e  a n s w e r  is  in two 

p a r t s .  F i r s t ,  we e n d e a v o r  w h e r e v e r  we can ,  to net  out the  cos t  of a c h i e v -  

ing a s av ing .  L e t ' s  t ake  p r i c e  c o m p e t i t i o n ,  fo r  e x a m p l e .  T h e  p r o c u r e -  

m e n t  peop l e  and the  a u d i t o r  who goes  o v e r  and v a l i d a t e s  a m a j o r  s a v i n g s  

l ike  P R C - 2 5 ,  a t t e m p t s  to iden t i fy  the  d i r e c t  c o s t s  wh ich  w e r e  n e e d e d ,  such  

as p r o c u r e m e n t  of the  da ta  p a c k a g e .  

H o w e v e r ,  we h a v e  not ne t t ed  out ,  and I don ' t  i m a g i n e  we h a v e  a c t u a l l y  

i den t i f i ed  in toto  the m a n p o w e r  c o s t s  tha t  t ake  p l ace  at h u n d r e d s  of l o c a -  

t i ons  on the  p a r t  of peop le  who a r e  p l ann ing  and c a r r y i n g  out t h e s e  cos t  r e -  

duc t ion  e f f o r t s .  I would  h a z a r d  a g u e s s  tha t  t h e r e  is the  e q u i v a l e n t  of at 

l e a s t  2 ,000  peop le  i nvo lved  f u l l - t i m e  in th i s  e f fo r t .  T h i s  is a c o s t  we migh t  

h a v e  anyhow,  and I th ink  i t ' s  p r o b a b l y  m a k i n g  it p o s s i b l e  fo r  t h e s e  peop le  

and fo r  t h e i r  m a n a g e m e n t s ,  to do the  job tha t  t h e y  wou ld  m o s t  want  to do 

m o r e  e f f e c t i v e l y .  

I th ink  the  cos t  would  be m i n i s c u l e ,  h o w e v e r ,  in r e l a t i o n  to the  ga ins  
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which  w e ' v e  been  able  to documen t  thus  f a r .  

QUESTION:  M r .  S e c r e t a r y ,  m y  ques t i on  r e l a t e s  to the  DSA's  ro l e  

in i n v e n t o r y  m a n a g e m e n t .  Your' c h a r t s  show tha t  t h e r e  a r e  about  200 

depots  and about  $40 b i l l ion  of i n v e n t o r y  in the  s e r v i c e s .  Wel l ,  as  I un- 

der~tand i t ,  DSA h a s  on ly  about  a dozen  depots  tha t  t h e y t r e  u s i n g ,  and 

t h e y  have  about $2 b i l l ion  of i n v e n t o r y  a c c o r d i n g  to y o u r  c h a r t .  Now, th i s  

leads me to believe that the DSA really isn't getting very deeply into in- 

ventory management. Is there any chance of the DSA moving from the 

wholesale level and really getting into inventory management of military 

supplies ? 

i~ARo MORRIS: Well, there are many ways in which to appraise the 

DSA effort. It's handling about I i/2 million out of 4 million items, and 

percentage-wise that's a pretty good chunk of items. Admittedly it has 

been assigned the management of the fast-moving, less technical, or 

highly stabilized items for which we do not need to maintain the high inven- 

tory investment because turnover can take place so quickly. 

The objective has been to code the DSA up to this point; those items 

which can be managed by separate organizations and which are susceptible 

to normal good business management practice, as opposed to the highly 

technical items that require technicians, that are unstable in design; that 

are intimately related to the operation of critical weapon systems. DSA 

is a service and support organization and not a control organization; it's 

not a development or design organization. 

20 



So, those are the primary restrictions that will continue to exist, 

I believe, around its growth. 1 expect to see some continued modest 

growth as we're able in the departments to continue to identify the items 

the departments themselves do not need to manage. That's the keytesi 

that Secretary N[cNamara feels we must apply. The department shou;dn't 

manage anything it doesn't need to; it should be happy to have DSA, or in 

some cases GSA, perform that management function. 

So, the answer in short is, we should look for it to continue - soimd 

growth - but always short of gettin~ into the highly technical unstable in- 

timately related to weapon s y s t e m  p e r f o r m a n c e  items. 

Q U e s T I O N :  S i r ,  I a m  s o m e w h a t  c o n f u s e d  and a l a r m e d  by t h e  g r o w t h  

of a p r o f e s s i o n  w h i c h  I s h a l l  c a l l  " b i r d - d o g g i n g .  " You s a i d  t h a t  on o n e  

p r o j e c t  lO, 000 d i f f e r e n t  t h i n g s  h a d  to be  b i r d - d o g g e d  e v e r y  two w e e k s .  An  

industrialist recently told us that in one of his plants alone he had 150 bird- 

dogs occupying much space and generating much paper work. Would 

you  p l e a s e  e l a b o r a t e  on  t h a t  p h e n o m e n o n ?  

?,~R. NfORRIS:  I ' l l  t r y  t o .  T h e  e x a m p l e  I r e f e r r e d  to w a s  t h e  T i t a n  

I t i  p r o g r a m  - 12 ,000  e v e n t s ,  o r  e v e n t s  of f  of  t h e  ]>EI%T n e t w o r k s  t h a i  h a v e  

b e e n  d e v e l o p e d  f o r  t h a t  p r o g r a m .  L e t ' s  t a k e  a q u i c k  look  at  t h e  p r o g r a n o .  

First of all, it's one that's going to cost the government $800 million; it 

will take four years, approximately, to complete. I believe the total nun,- 

ber of events which were identified as required from start to completion 

of that program were on the order of I00~000. I'm not sure oflhai figure 
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precisely, but that's the order of magnitude. 

These 12,000 events are the critical go-no-go evenls, so fo speak, but 

they must be met or we will experience time slippage or cost over-runs. 

They involve about four major contractors. The reporting is accomplished 

largely in computer formats, so that, clerically, 1 don't think this repre- 

sents a huge effort. 

The bird-dogging probably comes more in the area of our contract ad- 

mires tration staffs - and perhaps some of them have been ;~ugmented • '~ unaer 

the more detailed management of PERT Systems and incentive contracts. 

I frankly think we've got to be very alert to over-control and ove~.-elabora- 

tion of controls. Vie in industry are talking constantly - the:ce's a formal 

work-group that has bee~ established by the r~fense Industry Advisory Coun- 

cil, to tryto smoke out the unnecessary controls and relax them. These're 

beginning to take some initial steps in that direction. 

In fact, ,~e have just recently relaxed controls under tight incentive con- 

tracts on overtime approval~ for example. \Ye're got a lot of work to do 

here and we must constantly watch it. 

QUESTION: Sir, my question relates to the McCormick-Curtis Amend- 

ment on common services, and particularly Project 81. "~Vou[d you discuss 

the current status of that project, from ~he using management's viewpoint, 

and particularly the impact of that on functions now performed by the mill- 

tary departments ? 

MR. MORRIS: I'm not in the best position to discuss this, Project 81 
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is the responsibiliiy of Mr. Horowitz, the Coordinator of Organization 

Planning , for the Secretary. It's a continuing standing project on which 

a lot of work has been done with some incremental results taking place, 

such as single-service training. Of course, the DIA is one of the most 

dramatic things that has come about since Project 8! was established about 

two  years a g o .  

T h e  m a j o r  e f f o r t  t h a t  o u r  o f f i c e  h a s  b e e n  i n v o l v e d  in  in t h e  p a s t  y e a r -  

a n d - a - h a l f  h a s  b e e n  P r o j e c t  60 w h i c h  i s  w i t h i n  t h e  f r a m e w o P k  of  _ P r o j e c t  

81, t h e  c o n t r a c t  a d m i n i s t r a t i o n  s e r v i c e s .  If a n y t h i n g  o f  a m a j o r  n a t u r e  o c -  

c u r s  toward further integration of common support activities in the logis- 

ties field within the next year, ! think it will be in Project 60's area. 

As rnos~ of you know, we have a pilot test now in the design stage which 

will become operational about the first of April, in the Philadelphia Region - 

a five-state region - where some 2,000 field contract administrators, in- 

spectors, all the control people, expediters and others, will be organiza- 

tionally integrated under a single director - General Stanwyck, say, of the 

Army - and that group will operate as an integrated organization for a per- 

iod of months. Depending upon the success of that integration and the bene- 

fits, or lack of benefits, which will be found, it may be decided to extend 

integration to many other regions; some 13 have been discussed. We're 

not pre-judging the results, however. 

1 think that that's the single most important thing at ~his time which has 

a relationship to Project 8l. I believe, however, that you'll see over %he 
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y e a r s  to c o m e ,  con t inu ing  s tud i e s  with p o s s i b l e  i n t e g r a t i o n  of  c o m m o n  

suppor t  a c t i v i t i e s ,  not only  in the  l o g i s t i c s  a r e a  but in P e r s o n n e l  and o t h e r  

a s p e c t s  of D e f e n s e  m a n a g e m e n t .  

QUESTION: Mr .  S e c r e t a r y ,  p r i o r  to c o m i n g  h e r e  I he ld  the  s t e w a r d -  

ship of a d i v i s i o n  of s u b m a r i n e s ,  O v e r  the pas t  few y e a r s  i h a v e  been  p ro -  

g r e s s i v e l y  d i s m a y e d  at what I c o n s i d e r  the  p r o g r e s s i v e  de te r io  r a t i o n  in 

r e a d i n e s s  and lo s s  in o p e r a t i n g  t i m e  due to m a n y  th ings ;  that  I would  at-  

t r i b u t e  to ou r  cos t  r e d u c t i o n  s y s t e m ;  for  e x a m p l e ,  i . tems on the  c a r d s  but 

not on the  she l f .  Would you p l e a s e  speak ,  s i r ,  to what  you c o n s i d e r  the  

supp ly  e f f e c t i v e n e s s  of the  depa r tn ,  ent is today  c o m p a r e d  to b e f o r e ,  and 

would you p a r t i c u l a r l y  dwel l  on supp ly  e f f e c t i v e n e s s  dur ing  t h o s e  m o m e n t s  

of crisis such as the Cuban situation? 

i~IR. MORRIS: ~Vell, f i r s t ,  I 'm  s u r p r i s e d  to h e a r  what  you h a v e  sa id ,  

and it would c e r t a i n l y  i n d i c a t e  that  t h e r e  m a y  wel l  be p r o b l e m s  that  need  

s o m e  d e e p e r  s tudy than I ' ve  been  a w a r e  of. The  p r i n c i p a l  m e a s u r e s  of sup-  

ply e f f e c t i v e n e s s  which  we watch in m y  own off ice  a r e  t h o s e  of t he  D e f e n s e  

Supply Agency  in which we fee l  a s p e c i a l  i n t e r e s t  and r e s p o n s i b i l i t y .  By 

and l a r g e  t h e s e  have  been  on an i n c r e a s i n g  t r e n d  and a r e  c o n s i d e r e d  g e n e r -  

a l ly  s a t i s f a c t o r y .  T h e y  have ,  in fac t ,  been  qui te  s a t i s f a c t o r y  d u r i n g  the  

Cuban and B e r l i n  e m e r g e n c i e s .  

We found no r e a l  c a u s e  for  d i s s a t i s f a c t i o n  t h e r e .  W e ' v e  had  s o m e  s i tu-  

a t ions ;  the  a u t o m o t i v e  supply  f ie ld  i t s e l f  was ~he m o s t  u n s a t i s f a c t o r y .  P r i o r  

to the  r e a l i g n m e n t  of that  r e s p o n s i b i l i t y  that  o c c u r r e d  about s ix  :months ago 
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we w e r e  d e f i n i t e l y  s u f f e r i n g  in tha t  a r e a .  

I ' ve  been  i m p r e s s e d  with  what  I ' v e  h e a r d  of the  p l ann ing  fo r  the  supp ly  

suppo r t  of the  P o l a r i s  S u b m a r i n e  P r o g r a m  p a r t i c u l a r l y ,  and with the de-  

v e l o p m e n t  of the  t e n d e r  s u p p o r t  p r o g r a m .  I h a v e  not s e e n  e f f e c t i v e n e s s  

s t a t i s t i c s ,  I 'm  s u r e  tha t  _Admiral C o m p a c t e r  and his  fo lks  a r e  wa tch ing  

th is  c a r e f u l l y .  I would  not at a l l  a t t r ibt~te any  d e g r a d a t i o n  in e f f e c t i v e -  

n e s s  as a r e s u l t  of the  cos t  r e d u c t i o n  p r o g r a m .  And w h e r e v e r  th i s  is oc -  

c u r r i n g  we should  q u i c k l y  r e l a x  u n r e a l i s t i c  e f f o r t s .  

The  A i r  F o r c e  ,z~atches th is  f r o m  the  point of view of the  a i r c r a f t  out 

of commission rates and the missile out of co=m~iss[oL~ rates, very closely, 

and I have been exposed regularl 2 to their fifgures. They have experienced, 

since 1958, a continued [mprove~:nent. l~hey once were running 13% out of 

commission in aircraft parts. Th~_s [s now doyen to 5j$ or tess. They have 

reduced their buy program for aircraft parts by sore e $450 ~,nt!lion dur'ing 

the same period of time. They" think they have probably reached the botto~n 

of that reduction and I think that I probably agree with them. 

If tha t  5~0 f i g u r e  s t a r t s  c r e e p i n g  up we would  eertaY~].5~ want  to plow 

m o r e  r e s o u r c e s  in to a s s u r e  p r o p e r  supp ly  s u p p o r t .  In s h o r t ,  w h e r e v e r  

t h i s  p r o g r a m  beg ins  to r e v e a l  any  d e g r a d a t i o n  of q u a l i t y  aud r e l i a b i l i t y ,  

a l l  of us want  to :move q u i c k l y  to c o r r e c t  tha t  s i t u a t i o n ,  W e ' r e  r e a l l y  look-  

ing for  the  o p t i m u m  point  of i n v e n t o r y  i n v e s t m e n t  r e s p o n s e  t [~ : e s  to the  

r e q u i r e d  l e v e l s  of o p e r a t i o n  and r e a d i n e s s .  

OUESTI©N: M r .  S e c r e t a r y ,  in the  c a s e  of c o m m e r c i a l  o f f - t h e - s h e l f  
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i t e m s ,  u s i n g  t h e  q u a r t e r - i n c h  e l e c t r i c  d r i t [ ,  e t c . ,  h o w  do you  i n s u r e  c o n -  

t i n u e d  s t a n d a r d i z a t b n  if ,  in s u b s e q u e n t  b u y s ,  t h e  v e n d o r  o f  t h e  s t a n d a r d -  

i z e d  i t e m  is  no t  t h e  l o w e s t  b i d d e r ?  

M R .  MOR£~IS: We a d m i t t e d l y  h a v e  a p r o b l e m  of  p o t e n t i a l  c o n t i n u i n g  

c o n f l i c t  b e t w e e n  o u r  d e s i r e  on  t h e  o n e  h a n d  to  o b t a i n  c o m p e t i t i o n ,  and  a 

d e s i r e  on  t h e  o t h e r  h a n d  to  s i m p l i f y  and  s t a n d a r d i z e .  I d o n ' t  t h i n k  w e ' v e  

r e a c h e d  a n y  f i n a l  c o n s i s t e n t  p h i l o s o p h y  in t h i s  r e s p e c t .  I t ' s  a m a t t e r  o f  

c o s t  e f f e c t i v e n e s s  t r a d e - o f f s  a g a i n .  In  t h e  r e f l e c t  a r e a  w h e r e  w e  r e d u c e d  

to s e v e n  I w o u l d  s u s p e c t  t h a t  w e  d id  no t  d e g r a d e  o r  l i m i t  c o m p e t i t i v e  o p -  

p o r t u n i t y .  In  t h e  d r i l l  a r e a  w h e r e  we  r e d u c e d  to o n e ,  w e  rr:a~- h a v e ;  ! d o n ' t  

r e a l t y  k n o w .  

W e ,  a s  i n d i c a t e d ,  t h i n k  w e  c a n  a c c o m p l i s h  s a v i n g s  on t h e  o r d e r  o f  25% 

w h e r e  we  m o v e  f r o m  a c a p t i v e  s o l e - s o u r c e  s i t u a t i o n  to  a m o r e  f r e e  and  

o p e n  c o m p e t i t i v e  s i t u a t i o n .  D e p e n d i n g  on  t h e  u n i t  p r i c e  of  t h e  i t e m  and  

t h e  v o l u m e  u s e d ,  I t h i n k  w e ' v e  go t  to  c o n t i n u a l l y  l o o k  a t  s t a n d a N z a t i o n  o n  

t h e  o n e  h a n d  v e r s u s  p r i c e  r e d u c t i o n s  on t h e  o t h e r ,  a n d  k e e p  o p t i m i z i n g  

t h o s e  d e c i s i o n s .  T h i s  i s  g o i n g  to  be  a c o n t i n u i n g  p r o b l e m  f o r  u s .  

QUESTION: M r .  S e c r e t a r y ,  I ' m  s o m e w h a t  c o n c e r n e d  a b o u t  t h e  g r o w t h  

of  n o n - p r o f i t s .  S i n c e  y o u ,  i n  y o u r  t e n u r e ,  h a v e  h e l p e d  e s t a b l i s h  LMI ,  ! 

u n d e r s t a n d ,  w o u l d  you  e x p l a i n  y o u r  r e a s o n  fo r  w a n t i n g  t h e  LMI  mad p e r h a p s  

l i s t  s o m e  o f  t h e  p r o j e c t s  t h a t  you  h a v e  e n c o u r a g e d ?  

M R .  M O R R I S :  Y e s .  T h e  P r e s i d e n t  o f  L M I  is in  t h e  r o o m  w i t h  us  t o -  

d a y  a n d  I ' m  s u r e  h e ' d  be  g l a d  to  s p e a k  f u r t h e r .  L M I  w a s  c o n c e i v e d  in 
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about  June  of 196l, by S e c r e t a r y  M c N a m a r a ,  as  a d e v i c e  fo r  a c c e l e r a t -  

ing b r e a k t h r o u g h s  in ou r  m a n a g e m e n t  t e c h n i q u e s  on a l m o s t  e v e r y  sub-  

j ec t  that  I ' v e  t a l k e d  about  h e r e  th i s  m o r n i n g .  T h e  i n t e r e s t  was  to fo rm  

a s m a l l  but h i g h l y  p r o f e s s i o n a l  a n a l y t i c a l  g r o u p  who would  h a v e  noth ing  

e l s e  to do but g a t h e r  fac t s  and m a k e  a n a l y s e s ;  m a k e  pi lot  t e s t s ;  and c o m e  

up wi th  w o r k a b l e  p r a c t i c e s  and so lu t i ons  to p r o b l e m s  of v e r y  long s t a n d -  

ing.  T h e  p r o b l e m  is  tha t  whi le  w e ' v e  got - I e s t i m a t e  abou t  2 ,600  people  

- m i l i t a r y  and c i v i l i a n ,  in the  u p p e r  e c h e l o n s  of t he  t h r e e  d e p a r t m e n t s  in 

OSD, w o r k i n g  on l o g i s t i c  m a n a g e m e n t  m a t t e r s  e v e r y d a y ,  t h e s e  peop le  h a v e  

on ly  f r a c t i o n a l  t i m e  a v a i l a b l e  fo r  the  m o s t  p a r t ,  to u n d e r t a k e  c o n t i n u o u s ,  

c o n s i s t e n t  s t u d i e s  o f  t h e s e  p r o b l e m s .  

H e n c e ,  we wan ted  one g roup  tha t  would h a v e  no o t h e r  i m p i n g e m e n t  - 

C o n g r e s s i o n a l ,  pub l i c ,  i n d u s t r y  o r  o t h e r w i s e  - on i t s  t i m e .  The  a l t e r n a -  

t i v e s  w e r e  e i t h e r  to a r r a n g e  fo r  s u c h  s e r v i c e  to c o m m e r c i a l  c o n s u l t i n g  

f i r m s  - and w e ' v e  been  doing th is  fo r  y e a r s  and wi l l  c o n t i n u e ,  in a m e a s u r e ,  

to do it - o r  to h a v e  one  g r o u p  tha t  was  p r e t t y  m u c h  s p o n s o r e d  by D e f e n s e ,  

tha t  s p e c i a l i z e d  in th i s  a r e a  and in th i s  a r e a  on ly .  

S e c r e t a r y  M c N a m a r a ,  h e n c e ,  d e c i d e d  to r e c o m m e n d  to the  P r e s i d e n t  

the  c r e a t i o n  of a n o n - p r o f i t  o r g a n i z a t i o n .  He did,  and P r e s i d e n t  K e n n e d y  

a p p r o v e d  it .  Tha t  g r o u p  has  e x i s t e d ,  now,  fo r  about  2 1/2 y e a r s ,  it has  

been  kep t  d e l i b e r a t e l y  at a f a i r l y  s m a l l  s i z e  - on ly  20 p r o f e s s i o n a l  p e o p l e .  

I t s  annua l  budget  is r e s e r v e d ,  so tha t  on ly  80~I0 is s p e n t  i n - h o u s e ;  20% is 

r e s e r v e d  fo r  the  r e t e n t i o n  of s p e c i a l  c o n s u l t a n t s  on a l i m i t e d  t i m e  b a s i s  
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fo r  s p e c i a l  p r o b l e m s .  

Now, wha t  h a v e  i ts  r e s u l t s  b e e n ?  I ts  i n i t i a l  w o r k  w a s  d i r e c t e d  t o w a r d  

c o m p e t i t i v e  p r o c u r e m e n t  both of s p a r e  p a r t s  and end i t e m s .  And in that  

f i e ld ,  as  we i n d i c a t e d  on one of the  c h a r t s ,  t h r o u g h  1963 we h a v e  a c h i e v e d  

p r i c e  r e d u c t i o n s  of about  $237 m i l l i o n .  I would  c r e d i t  the  vlork of LM! 

wi th  a s u b s t a n t i a l  pa r t  of tha t  r e s u l t .  

In the  i n c e n t i v e  c o n t r a c t  f ie ld ,  one  of t h e i r  e a r l i e s t  p r o b j e e t s  was  a 

v e r y  t h o r o u g h  r e s e a r c h i n g  of i n c e n t i v e  c o n t r a c t  p r a c t i c e  t h r o u g h o u t  the  

d e p a r t m e n t s ,  and the  d e v e l o p m e n t  and pub l i ca t i on  of an i n c e n t i v e  c o n t r a c t  

m a n u a l .  Tha t  m a n u a l  was  p r o d u c e d  o v e r  a y e a r  ago and has  b e c o m e  the  

b a s i c  r e f e r e n c e  p i e c e  fo r  s o m e  25 ,000  n e g o t i a t i n g  p e r s o n n e l .  

Va lue  e n g i n e e r i n g ,  I m e n t i o n e d ,  o r  the  e l i m i n a t i o n  of g o l d - p l a t i n g .  

LMI spent  about  a y e a r  stuff y ing the  p r a c t i c e s  wi th in  D e f e n s e  and a m o n g  

c o n t r a c t o r s ,  and is a p r i n c i p a l  p r o d u c e r  of the  H - l l l  m a n u a l  on v a l u e  en-  

g i n e e r i n g .  T h e y  h a v e  been  of p r i m a r y  s u p p o r t  to us in the  conduc t  of m a -  

j o r  c o n f e r e n c e s ;  the  p r o c u r e m e n t  c o n f e r e n c e  at  W i l l i a m s b u r g  in F e b r u a r y  

1962; the  m a i n t e n a n c e  c o n f e r e n c e  at W i l l h a m s b u r g  in D e c e m b e r  I962; and 

t h e  p r o g r a m  m a n a g e r  c o n f e r e n c e  at New London  l a s t  s p r i n g .  

So, as you can  s e e ,  t h e y ' v e  been  i n t i m a t e l y  r e l a t e d  to a l m o s t  e~rery 

f ace t  of th i s  o v e r a l l  l o g i s t i c s  i m p r o v e m e n t  e f fo r t .  T h e y  wor!< u n d e r  t a sk  

o r d e r s  ~vbich I p e r s o n a l l y  s ign ,  and w h i c h  I a r r i v e  at on ly  a f t e r  c o n s u l t a -  

t ion  wi th  the  m i l i t a r y  d e p a r t m e n t s  and t h e  A s s i s t a n t  S e c r e t a r i e s  of t h o s e  

d e p a ~ m e n t s .  T h e y  a r e  an ad junc t  to o u r  w o r k .  We think t h e y  wi l l  c o n t i n u e  
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to pay off about lO0 to i in re fe rence  to our expenditure on their  effort.  I 

hope  they  wi l l  be a p e r m a n e n t  f i x t u r e  in the  l o g i s t i c s  i m p r o v e m e n t  m a n a g e -  

m e n t  p r o c e s s  of the  D e p a r t m e n t  of D e f e n s e .  

QUESTI©N: IVlr. S e c r e t a r y  I r e f e r  to the  m i s s i o n - o r i e n t e d  f i v e - y e a r  

f o r c e  s t r u c t u r e  and m a n a g e m e n t  p r o g r a m  which  has  m a d e  qui te  an i m p a c t  

on the D e p a r t m e n t  of  D e f e n s e .  To what  ex tent ,  s i r ,  and how do you and 

your  off ice  use  th is  p r o g r a m  [n the  n~anagemen t  of t he  l o g i s t i c s  b u s i n e s s  ? 

MR. MORRIS: In many ,  m a n y  ways .  In t he  f i r s t  p lace ,  the con t inuous  

u p - d a t i n g  of that  p r o g r a m  to the p r o g r a m  change  p r o p o s a l  p r o c e s s  i n v o l v e s  

m a n y  pa r t s  of our  of f ice .  We have ,  fo r  e x a m p l e ,  Mr .  Dav i s '  o f f ice  weapon  

s y s t e m s  acqu i s i t i on ,  and he is a par t  of the  r e v i e w  p r o c e s s  for  each  change  

in the  up -da t i ng  of the  f i v e - y e a r  f o r c e  s t r u c t u r e  p r o g r a m  on _major end 

i t e m s .  

Secondly ,  th is  f i v e - y e a r  f o r e c a s t i n g  p r o c e s s  is  of g r e a t  i m p o r t a n c e  to 

our  c o n s t r u c t i o n  and hous ing  peop le .  They ,  in fact ,  a r e  t he  p r i m a r y  f inal  

c o o r d i n a t o r s  and p r o d u c e r s  of t he  f i v e - y e a r  plan that  b e c o m e s  a pa r t  of tha t  

of f ic ia l  book le t .  Th is  c o n t r o l s  the annua l  budget  p r e p a r a t i o n  for  the  m i l i -  

t a r y  c o n s t r u c t i o n  p r o g r a m  for  which  we h a v e  to a s s u m e  the  in i t i a l  l e a d e r -  

sh ip  in p r e s e n t a t i o n s  to the  C o n g r e s s .  

The  f i v e - y e a r  f o r e c a s t  is e s p e c i a l l y  i m p o r t a n t  to t h o s e  who a r e  i n t e r -  

e s t ed  in the impacts on communities and industry. We have two un[t~ in 

our  of f ice  that  a r e  r e s p o n s i b l e  for  w o r k i n g  with e m p l o y e e s ,  co :mmuni t i e s  

and i n d u s t r y  on fu tu re  p lanning  to ad jus t  to e c o n o m i c  i m p a c t s  t h r o u g h  changes  
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in the defense effort. This is the primary tool now available for that 

purpose. We hope to perfect still other tools in the future, but it's the 

primary tool today. 

In other ,~¢ords, it's important to almost every part of our work in 

that  it g ive s  us of f ic ia l  ins igh t  into what  the  w o r k l o a d s  and t a s k s  a r e  going  

to be within  the  d e p a r t m e n t  and a m o n g  our  c o n t r a c t o r s ,  look ing  ahead  at 

l e a s t  a y e a r - a n d - a - h a l f  to two y e a r s ,  and with s o m e  c e r t a i n t y ,  beyond that  

to f ive y e a r s .  

QUESTION: Mr .  M o r r i s ,  would you expla in  what  is done with the  $l.  4 

b i l l ion  saved  las t  y e a r ;  how m u c h  was t u rned  back to the  T r e a s u r y ,  if any; 

and how do you p r o g r a m  the  $4 b i l l ion  you expec t  to s a v e  for  1987? 

MR. ~qORRIS: T h a t ' s  a v e r y  good q u e s t i o n .  The  m o s t  i m p o r t a n t  f i r s t  

a n s w e r  is  that  S e c r e t a r y  M c N a m a r a ,  in his  p o s t u r e  s t a t e m e n t  which  he  

has  jus t  p r e s e n t e d  to Mr .  V i n s o n ' s  C o m m i t t e e ,  has  d o c u m e n t e d  the  fact  

tha t  the  1965 budget  now p r e s e n t e d  to C o n g r e s s  is l e s s  by $2 .5  b i l l ion  ap-  

p r o x i m a t e l y ,  than  it would h a v e  b e e n  had t h e s e  ac t ions  which  we r e v i e w e d  

th i s  m o r n i n g  not t aken  p l ace .  Tha t  2 .5  obviously i n c l u d e s  all  the  I. 4 a c h i e v e d  

in 1963 plus  what we hope  to a d d i t i o n a l l y  a c h i e v e  in 1964, plus c e r t a i n  p r o -  

j e c t i o n s  into 1965. 

So, the  m a j o r  i m p a c t  of t h e s e  s a v i n g s  as t h e y ' r e  o c c u r r i n g  iu the  c u r -  

r e n t  y e a r ,  wi l l  a p p e a r  in a f u tu r e  y e a r  b u d g e t .  Now, as t h e y ' r e  g e n e r a t e d  

in the  c u r r e n t  y e a r ,  and had not been  an t i c i pa t ed  in the  budget  fo r  that  y e a r ,  

t hey  b e c o m e  e l i g ib l e  fo r  r e - p r o g r a m m i n g  u n d e r  t he  r e g u l a r  r u l e s  of f inan-  
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c i a l  m a n a g e m e n t  w i t h i n  t h e  D e p a r t m e n t  o f  D e f e n s e .  A n d  m u c h  o f  t h e  

s a v i n g s  t h a t  w e  l o o k e d  a t  in  t h e  1983 p e r i o d  - a t  l e a s t  h a l f  of  [ h e ~ ,  I w o u l d  

g u e s s  - w e r e  r e - p r o g r a m e d  and  s p e n t  on  o t h e r  h i g h - p r i o r i t y  r e q u i r e -  

m e n t s .  W h a t  t h e  t u r n - b a c k  to  t h e  T r e a s u r y  h a s  b e e n  I d o n ' t  k n o w .  I ' m  

n o t  s u r e  t h i s  w o u l d  be  t o o  u s e f u l  to  f i g u r e .  

W e  h a v e  u n e x p e n d e d  b a l a n c e s  e a c h  y e a r ,  o f  b o t h  o n e - y e a r  a n d  n o - y e a r  

f u n d s ,  and  t h e i r  u t i l i z a t i o n  and  m a n a g e m e n t  i s  a m a t t e r  o f  c o n t r o l l e r s h i p .  

S o m e  a r e  a l w a y s  c a r r i e d  f o r w a r d  and  a p p l i e d  to  t h e  t o t a l  o b l i g a t i o n  a u t h o r -  

i t y  o f  t h e  n e x t  y e a r ' s  b u d g e t  p r o g r a m .  S o m e  a r e  ~ u r n e d  b a c k  to  t h e  T c e a -  

s u r y .  

Bu t  o u r  p r i n c i p a l  m e a s u r e  i s  w h a t  h a p p e n s  to  t h e  f u t u r e - y e a r  b u d g e t .  

A n d  t h e  $4 b i l l i o n  o b j e c t i v e  i s  t o  be  a b l e  to  d o c u m e n t  by  1987 t h a t  t h e s e  i n -  

c r e a s e s  in e f f i c i e n c y  h a v e ,  in  f a c t ,  -based  on  t h e  196l f o r c e  s t r u c t u r e  lexTel 

w h i c h  i s  o u r  t a k e o f f  p o i n t ,  e n a b l e d  us  to  o p e r a t e  a t  $4 b i l l i o n  l e s s  t h a n  

o t h e r w i s e  w o u l d  h a v e  b e e n  p o s s i b l e .  

O U E S T I O N :  I ' v e  b e e n  h e r e  a n u m b e r  of y e a r s  in  t o w n  and  I ' v e  s e e n  us  

go t h r o u g h  t h e  s t a g e s  o f  b a n k i n g  s u r p l u s e s  f o r  s a d d l e s ,  b u g l e s .  - . . . . .  

( too  m u c h  e c h o  t o  be  u n d e r s t a n d a b l e .  ) . . . .  W i t h  t h e  b u d g e t  s i t u a t i o n  

t h a t  w e  h a v e  r i g h t  n o w ,  w e  a l s o  f i n d  a g a i n  t h a t  ~ e . t b o a r d  mob:or  a n d  a f e w  

t h i n g s  l i k e  t h i s .  Do w e  h a v e  t h a t  s o l v e d  y e t ,  o r  n o t ?  

~/iR. M O R R I S :  W e ' l l  n e v e r  s o l v e  i t  t o t a l l y .  Bu t  a l l  t h e  i n d i c a t o r s  a r e  

t h a t  w e  h a v e  m a d e  m o r e  p r o g r e s s  no t  o n l y  b e c a u s e  w e ' v e  ~vorked  h a r d e r ,  

bu t  b e c a u s e  t h e r e  i s  j u s t  m o r e  p u r e  t e c h n o l o g y  w h i c h  e n a b l e s  us  to  do [~ 
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today, than we've had in years past. The fact that we did re-ut i l ize  183 

million more in '63 than in '6[, and the fact that we expect to do :much 

better this year and next, is the pr ime gross  indicator. The most inter- 

esting thing - and if you ever have the chance I think you should take ad- 

vantage of this - would be to visit Battle Creek, which you probably know 

better than [ do, and see the operation that has been brought into being 

after a good many months of work, in t e rms  of -what is called the "Project  

Plus. " 

It is an actual computerized inventory on tape of all this long supply 

and excess stock. It's the first time it has existed in this form as a nqat- 

ter of fact, with high-speed communications links to the inventory conirol 

offices. So that, there can be a daily interchange of requirements versus 

what's on hand in the excess in an attempt to make a re-util ization t rans-  

fer.  W e ' r e  : m a k i n g  d e f i n i t e  p r o g r e s s  bu t  ' ' you  l,_ n e v e r  e l i m i n a t e  t h e  p r o b l e m  

in current buying and selling, of the freak excesses that show up, i don't 

want to ever mislead anybody that this can be done. But the indicators are 

t h a t  we a r e  d e f i n i t e l y  m a k i n g  m o r e  p r o g r e s s  d u e  to  t e c h n o I 0 g y  and  h a r d e r  

w o r k  t h a n  h a s  b e e n  m a d e  in t h e  p a s t .  

Q U E S T I O N :  !M.r. S e c r e t a r y ,  you  m e n t i o n e d  t h a t  you  clot l h e  p i p e l i n e  

t i m e  f r o m  140 to  55 d a y s ,  a n d  s o m e  of  it w a s  t h r o u g h  t.he u s e  o f  a i r  t r e n s -  

p o r t a t i o n .  I u n d e r s t a n d  t h a t  a i r  t r a n s p o r t a t i o n  is  a l i t t l e  m o : c e  e x p e n s i v e  

than rail or ship. ! wonder where in the cos~ j~ou show this i~creas~d 

,'-r.ansporiaiion cost ? 

32 



MR. MORRIS:  ,*~gam, t h e r e  is no ne t t ing  o,at of c o s t s  in tha t  exam.pie .  

What  th is  e x a m p l e  was  in t ended  to i n d i c a t e  was  a m o r e  r e a l i s t i c  s t a t e -  

me.hi of g r o s s  r e q u i r e r ~ e n t s  for  .nnobtlization p u r p o s e s ,  m o r e h i ~ h l y  a n a l y -  

zed and i n d i v i d u a l i z e d  r e q u i e e m e n t s  c o m p u t a t i o n s .  The  [20 -day  f a c t o r  

was an arbitrary blanket factor applied to all items rega~dlese of charac- 

teristics, s i z e ,  t r a n s p o r t a b i l i t y ,  e t c . ,  and b a s e d  upon e x p e r i e n c e  it was  

pr 'e t ty  otd.  

The Army found that by taking 500 items that account for about 75,'~ 

of its major procurement buy, that it could set a pipeline time for each 

based on its own characteristics. They did assume the use of air trans- 

port where the item lent itself readily to that. We're assuming that the 

increased lift capability that was coming into being would make possible 

the reality of that assumption.; aetuatly, then, reducing only a gross re- 

quirement which had never been satisfied and never would have been fu!.!y 

satisfied to a more realistic buy requirement level. 

QUESTION: A few y e a r s  back the  m [ I i t a r y  services w e r e  a c c u s e d  of 

- and not  wi thout  r e a s o n  - u n d e r e s t i m a t i n g  p r o g r a m  c o s t s .  Al though  s t eps  

h a v e  b e e n  t a k e n  to i m p r o v e  c o s t - e s t i m a t i n g  p r o c e d u r e s  a new p r o b l e m  ap-  

p e a r s  to be developing in the five-year force structure plans and programs, 

and that is, underestimating programs. Could you give us an insight as 

to why OSD does not permit the procurement program to remain relalivety 

level throughout the next five years, especially in light of the high R&D ex- 

penditures ? 
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MR. MORRIS: l'm not sure l understand this question too well. I 

believe you asked two questions. It's true, we've been plagued with un- 

derestimating program costs on major systems, with the result that the 

end cost has often been three to ten tim es what the initial estimate has 

been. The major attack that has been made on this is through the more 

analytical steps taken in a progranl definition phase that might run for a 

matter of months to a year,  to the application of the P~RT cost and time 

analytical techniques and the ver b , close control, as we saw, on Titan Ill, 

by weekly reporting on many thousands of events. 

These things are beginning to contribute to more realistic initial esti- 

mates and closer control over current performance of programs. And we 

hope that less and less will we end up with three to ten times escalation. 

Now, the second part of your question I didn't quite grasp. 

QUESTION: I'm referring specifically to the materiel annex, where 

you look at this year's program in comparison to 1989. There is a drop; 

I don't want to mention how much, but there is a considerable drop. And 

with the high R&D expenditures it would occur to me thai this program 

should remain relatively level, or we'll be forced to raise the procure- 

ment program as we come toward the year of execution. 

MR. MORRIS: Wel l ,  ! th ink  e v e r y b o d y  r e a l i z e s  tha t  in th i s  f i v e - y e a r  

p r o c e s s  you h a v e  what  is ca l l ed  the "bow wave  e f f ec t ; "  i t ' s  a s o r t  of peak -  

ing and tailing off, the tailing off being unrealistic. And this occurs each 

year as you update the program and project it forward, the fourth and fifth 
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y e a r s  be ing  r;~uch i e s s  r e l i a b l e  than  the  f i r s t ,  s e c o n d  and t h i r d ,  p e r h a p s .  

I ' m  no e x p e r t  on th i s  one ;  I g u e s s  the  p r a c t i c a l  a n s w e r  is tha t  w e ' r e  

jus t  unab le ,  r e a l i s t i c a l l y ,  to m a k e  a m o r e  p r e c i s e  f o r e c a s t  and h e n c e  a c -  

cep t  on ly  what  we r e a s o n a b l y  know to be the  e x p e c t a n c y  or, t h e  t a i l - e n d  of 

t h e  f i v e - y e a r  p e r i o d ,  knowing  tha t  i t ' s  p r o b a b l y  going to c h a n g e  each  y e a r  

as  we upda te  the  f o r e c a s t .  

I shou ld  add tha t  the  R&E budget  is beg inn ing  to t a i l  off a l i t t l e  bit .  T h e  

'65 p r o g r a m  is down,  I b e l i e v e ,  $300 m i l l i o n  u n d e r  the  '64 p r o g r a m ,  wh ich  

m a y  i n d i c a t e  tha t  we p e a k e d  out on th is  big R&D ef fo r t .  

QUESTION:  M r .  S e c r e t a r y ,  s e v e r a l  t i m e s  in y o u r  l e c t u r e  you r e -  

f e r r e d  to the  s a v i n g s  as  be ing  v a l i d a t e d  and aud i t ed .  It app~..ars to m e  tha t  

in a p r o g r a m  of th i s  k ind t h e r e  m i g h t  be a t e m p t a t i o n  to c o m e  up with f ig-  

u r e s  tha t  w o u l d n ' t  s t and  a g a i n s t  c l o s e  s c r u t i n y .  

MR.  MORRIS: Th i s  i s  a v e r y ,  v e r y  d i f f i cu l t  p r o b l e m .  B'~t McNa  m a r a  

has  i n s i s t e d  tha t  we v a l i d a t e  t h i s  to the  f u l l e s t  f e a s i b l e  ex ten t .  You c a n ' t  

v a l i d a t e  t e n s  of t h o u s a n d s  of a c t i o n s ,  and it w o u l d n ' t  be w o r t h w h i l e  to do 

so.  But he  has  m a d e  a s e p a r a t e  s p e c i a l  a s s i g n m e n t  to Dr .  Dan B o r t h ,  

the  Depu ty  A s s i s t a n t  S e c r e t a r y  u n d e r  M r .  Hi t ch ,  for  aud i t ,  to o r g a n i z e  

and audi t  e f fo r t s  to c o n t i n u o u s l y  m o n i t o r  the  r e p o r t e d  s a v i n g s  tha t  c o m e  

up f r o m  the  i n s t a l l a t i o n  l e v e l .  And Dan e s t i r rmtes  tha t  t h e r e  a r e  about  300 

a u d i t o r s  e q u i v a l e n t  today ,  s p e n d i n g  t h e i r  m a j o r  t i m e  in r e v i e w i n g ,  m o n i -  

t o r i n g ,  and a s s u r i n g  the  v a l i d i t y  of the  p r i n c i p a l  c o s t - r e d u c t i o n  ac t i ons  

tha t  a r e  r e p o r t e d  on a q u a r t e r l y  b a s i s ,  up to the  S e c r e t a r y  of D e f e n s e .  
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I c a n  a s s u r e  you t h a t  D a n  s p e n d s  an  a w f u l  lo t  o f  h i s  t i m e  d o i n g  t h i s .  

W e  l e t  no  f i g u r e s  and  no  s p e c i f i c  e x a m p l e s  g e t  i n to  t h e  S e c r e t a r y ' s  p o s -  

t u r e  s t a t e m e n t ,  o r  in to  t h e  p u b l i c  l i t e r a t u r e ,  t h a t  h a s  n o t  i o a s s e d  t h r o u g h  

an  a u d i t  r e v i e w  a n d  e v a l u a t i o n .  I t ' s  t h e  m o s t  h i g h l y  v a l i d a t e d  e f f o r t ,  I 

t h i n k ,  t h a t  h a s  e v e r  o c c u r r e d ,  o f  i t s  t y p e .  I t ' s  no t  p e r f e c t  by  a n y  m e a n s ,  

h o w e v e r ,  and  w e  d o n ' t  e x o e c t  t h a t  it e v e r  c a n  be .  

Q U E S T I O N :  M r .  S e c r e t a r y ,  on  y o u r  s l i d e  on  t h e  e d i t e d  p r o c u r e m e n t  

o f  T i t a n  II[ you  i n d i c a t e d  t h a t  t h e  c o n t r a c t  w a s  a c o s t - s h a r i n g  t~,pe b e t w e e n  

t h e  DOD and  t h e  c o n t r a c t o r .  C o u l d  you  c o m m e n t  on  t h e  p r e s e n t  s t a t u s  of  

c o s t - s h a r i n g  c o n t r a c t s ?  A r e  t h e y  g o o d ?  Do you  t i k e t h e m  o r  n o t ?  

M R .  M O R R I S :  We  h a v e  m a d e  a lo t  o f  p r o g r e s s  in  t h e  l a s t  two  y e a r s  

in  a r r i v i n g  a t  w h a t  w e  t h i n k  a r e  c o n t r a c t s  i n v o l v i n g  a m u c h  f a i r e r  s h a r i n g  

o f  r i s k  b e t w e e n  t h e  g o v e r n m e n t  and  t h e  c o n t r a c t o r  in  i n c e n t i v e  s i t u a t i o n s .  

T w o  y e a r s  ago  w h e n  w e  f i r s t  t o o k  a r e a d i n g  of  t h e  i n c e n t i v e  c o n t r a c t s  t h e n  

in  e x i s t e n c e ,  w e  f o u n d  m a n y  w h e r e  t h e  s p r e a d s  w e r e  v e r y  n a r r o w ,  s a y  95% 

to  g o v e r n m e n t  and  5% to  t h e  c o n t r a c t o r ;  o r ,  90% to  t h e  g o v e r n m e n t  and  10% 

to  t h e  c o n t r a c t o r .  

T h e s e  p r o v i d e  e f f e c t i v e l y  v e r y  l i t t l e  i n c e n t i v e  to  t h e  c o n t r a c t o r  to  r e -  

d u c e  h i s  c o s t s .  W e ' v e  b e e n  Ltring t h e  d e p a r t m e n t s  to  t a k e  g r e a t e r  a n d  

g r e a t e r  s h a r e s  o f  r i s k ,  to  s p r e a d  t h e  r i s k  in  a m o r e  p r o p o r t i o n a t e  ~ a y  b e -  

t w e e n  t h e  g o v e r n m e n t  and  t h e  c o n t r a c t o r .  T h e  l a s t  s u r v e y  ~ a d e  a b o u t  two 

m o n t h s  b a c k  s h o w s  a g r e a t  d e a l  of  p r o g r e s s .  ~Tfe f o u n d  s e v e r a l  c a s e s  w h e r e  
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we had a 60-40 relationship, which really gets you into a high risk-sharing 

stto.ation. The average today is tending more toward a 75-25. And ,'as we 

learn better how to think through and negottat, e these contracts I expect 

we'll see more 70-30, 65-35 arrangements. This is our objective. 

QUESTION: 3,1r. Secretary, do you see any influence on our allies 

from our experience in improving district management, ant! will this be 

of any help to us if there is improvement ? 

MR. MOf~RIS: I think that the proper answer is that we do definitely 

see improvement and greater interest in adapting a~d app!yin~ some of the 

lessons and techniques we're learning. I have a special group in rn$ office, 

of about eight or ten men, whose job is international logistics. They're 

working constantly with the military departments and our couniecparts in 

the NATO countries at this time. Germany has been the most ace:lye in 

work ing  with  us on c o o p e r a t i v e  l o g i s t i c s  a r r a n g e m e n t s .  

W e ' v e  m a d e  p r o g r e s s ;  I 'm not s u r e  how s p e c t a c u l a r  it i s ,  but w e ' v e  

m a d e  de f in i t e  p r o g r e s s .  

QUESTION:  Si r ,  I 'm  i n t e r e s t e d  in the  t a r g e t  da te  of 1987, ~vbich is 

beyond '54 and s h o r t  of '68.  Would you c o m m e n t  on why 1967, and a l so  

on the  d u r a b i l i t y  of t h e s e  l o g i s t i c s  p r o c e d u r e s  with  t he  t u r n o v e r  in k e y  

d e c i s i o n - m a k i n g  p e r s o n n e l  ? 

MR. MORRIS: These are very good questions. The '67 date was sel 

b e c a u s e  the  p r o g r a m  was  e s t a b l i s h e d  i n i t [ a l l y  as a f i v e - y e a r  cos t  r e d u c -  

t ion  e f for t .  F i v e  years s e e m e d ,  judged  m e n t a t l y ,  to be the  r i gh t  span  of 
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time in which to achieve the scope of results we were seeking. Now, the 

five years - Fiscal '62 - 3 - 4 - 5 and 8 - at the end of which t[methe ac- 

tion should have been taken and realized that by 1967 the budget would re- 

fleet the $4 billion objective which has been set, this has no relation to 

election years, politics or anything else; it's just the way the program was 

initially planned. 

As to durability, this will be a function entirely of leadership and cono- 

petence, and the application of effort not just at the top of the military 

departments and OSD, but throughout the warp and woof of the entire logis- 

tics structure, the some 2 i/2 million people who do these jobs. I think 

the most heartening thing to me in the past six months when l've been able 

to get out in the field, has been to see what's happening, for example, at 

the Air Force Air Materiel level, l've been to all the places now, save 

one or two. 

They each have their goals for 1964 and 5. The goals have been sub- 

divided within, down to division level. They g'et monthly r'eports from their 

division heads as they progress against their goals. And they've really 

caught fire with this effort. As long as that type of response can be sus- 

tained in all three departments, at installation level, I think this program 

has become a permanent way of life. 

It's possible, if all the heat goes off, from the Secretary of Defense 

on down, that people would lose interest in it. %Ve can't affor.d to let that 

happen. I just hope that succeeding generations of administration and 
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d e f e n s e  wi l l  m a k e  th is  a t e c h n i q u e  of m a n a g e m e n t  tha t  has  r e a l  s u b s t a n c e  

and r e a l  t e e t h  beh ind  it.  C e r t a i n l y ,  S e c r e t a r y  M c N a m a r a  wi l l  s e e  that  

th i s  h a p p e n s  as long as h e ' s  h e r e .  

QUESTION: Mr .  S e c r e t a r y ,  wi th  r e s p e c t  to the  goldf low p r o b l e m ,  

would you c o m m e n t  on your  p r e s e n t  and p lanned  a c t i o n s ?  F o r  e x a m p l e ,  

the  p e t r o l e u m  s e c t o r  is e x e m p t e d  f r o m  buy A m e r i c a n  for ,  ! b e l i e v e ,  about 

$ i / 3  b i l l ion  a y e a r  in o v e r s e a s  p r o c u r e m e n t s .  

MRo MORRIS: I 'd  r a t h e r  not a t t e m p t  to r e s p o n d  s p e c i f i c a l l y  to th is  

q u e s t i o n  b e c a u s e  I 'm not wel l  enough r e a d  in d a y - t o - d a y .  Mr .  H i t c h ' s  

o f f i ce  fo l lows the  whole  p r o g r a m .  We have  p a r t s  of tt such  as  the  pe t ro l eum;  

such  as r e d u c t i o n  in m i l i t a r y  c o n s t r u c t i o n  and m a i n t e n a n c e  cos t s  o v e r s e a s .  
q 

We do have  a de f in i t e  t a r g e t ,  as I r e c a l l ,  of ho ld ing  the  leve l  of p r o c u r e -  

m e n [  th i s  y e a r ,  of p e t r o l e u m  o v e r s e a s ,  to that  a c h i e v e d  in 1963 which  r e p -  

r e s e n t e d  sore ething l ike  a $30 m i l l i o n  r e d u c t i o n .  

But t h e s e  t a r g e t s  e s s e n t i a l l y  a r e  g e n e r a t e d  by Mr .  H i t ch ' s  of f ice ,  ap-  

p r o v e d  by the  S e c r e t a r y  o f  D e f e n s e  and g iven  to us fo r  i m p l e m e n t a t i o n .  

And i t ' s  up to us to work  out a way of ge t t i ng  t h e r e .  

COLONEL MARTHENS: Ivlr. M o r r i s ,  I want to thank you for  g iv ing  us 

a l i t t l e  ex t r a  of your  t i m e ,  and ! know I speak  fo r  ou r  l a r g e  g u e s t - l i s t  

and t he  e n t i r e  s ta f f  and facul ty ,  for  y o u r  c o m i n g  o v e r  and v i s i t i n g  with us 

today ,  and t e l l i ng  us how w e ' r e  doing in the  D e p a r t m e n t  of De fense°  

MR. MORRIS: I en joyed  be ing  h e r e .  
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