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4  NAVAL WAR COLLEGFE

Moot: Defense Sﬁendm

“?/ths and Realities

Many of the Military Establishment’s present critics assert that the money
required for our domestic needs can be found simply by cutting the defense budget
to its pre-Vietnam level. Unfortunately, a reduction of this magnitude, considering
inflation and added personnel costs, would reduce the Defense Establishment to its
1949 level--an era when the Soviets had no strategic nuclear capability and virtually
no navy. Such a curtailment of defense forces could very well place the security of
our Nation in jeopardy. We must, therefore, obtain the funds for new domestic
initiatives either through additional taxation or by reevaluating those sections of the
budget which are now considered to be uncontrollable.

DEFENSE SPENDING:
MYTHS AND REALITIES

An address delivered at the Naval War College

by

The Honorable Robert C. Moot

Assistant Sceretary of Defense (Comptroller)

There has been much talk in reeent
months about selling new national
prioritics. T think this kind of talk is
basically healthy, And, of course, you
genllemen will spend some time on this
topic in the spring. We should con-
stantly be reviewing our Federal pro-
grams, discarding old ones, including
new ones, and changing prioritics Lo
meel Lthe eountry’s needs as elfectively
as possible. L'o many people, however, a
new sel of national priorities means jusl
one thing—cul the military budget and
reallocale the funds to the longsuflfer-
ing civilian scelor ol puhlic spending,
The erities of Lhe military will assnre
you, nol once bul many limes, that the
defense budgel is the logical source of
ready cash. They claim that hy cutting
the warswollen defense budget, in-

flation as well as all other domestic ills
can be cured.

it may comc as a snrprise, but Lhis
jnst is nol lrue. The budgel situation
that the erities ure deseribing simply
docs not exist Loday, Trends in Govern-
ment spending have changed over Lhe
past two deecades, and our erilics con-
linue Lo address past history rather than
current facls

To illustrale, let us consider all Gov-
ernment spending in three picees. The
Department of Defense (including miki-
lary assistance) is one picce; VFederal
civilian agencies, added together, are the
sccond piece; and State and local gov-
ernments, added together, are the third.
Rack in L1953, when spending lor Korea
peaked, defense spending was clearly
dominant; nearly half of all Government
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spending was lor defense; the other two
components (all Federal civilian agen-
cies and alt State and local governments)
harcly equaled the defense spending
total. The situation is drastically differ-
ent today, for defense has dropped (rom
50 percent to 20 percent of tolal
Government  spending.  Spending by
Federal civilian agencics is twice that of
defense, and spending by State and local
governments is also twice as high us
defense  spending.  The  figures  are,
roughly, $1306  billion for Federal
civilian ageneies and $145 hiltion for
State and local goveruments versus
$71.8 billion for defense. Delense
spending no longer dominates total
Government spending.

To continue Lhe illustration, let us
lake the matter of budget growth,
heginniug with 1964--the last full peace-
lime year. Delense spending is up $21
billion from 1964 to 1971, the current
fiscal year, Federal civilian agencics are
up 365 billion in the same spun, and
State and local spending is up aboul $75
billion, both ronghly doubling. It is
worth noting that Stale and local
spending has grown more sinee 1904
than the total 1971 defense budgel,
which includes warlime costs, Almost
the same growth patlern is true for
Federal civilian spending. We  have
added the cquivalent of two new de-
fense budgets, in 7 years, to Govern-
ment spending—hut in civilian, not de-
fense, programs.

Let me he more specilic and quole
one of our critics, the [ormer Chairman
ol the Federal Reserve Board, Marriner
S. Eceles. In a recent intervicw' dealing
with the Nation’s cconomic problems e
said:

In the pasl five years, we have
had an expenditure on Vietnam
alone of over $125 billion. Our
total federal deficil for the same
period is around 375 billion, So il

! Dua's, September 1970,
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we didn’t have Vietnam, we
would have a surplus of over $50
billion. We would have no infla-
Lion. We would have hecn able Lo
avoid cutting back on many of
our essential domestic needs.

[l you want the reul culprit for
this country’s mess, it is Vielnam,
not the I'ederal Reserve.

Now, let us look at the facts: The
cumulative increase in the defense
budget since 1964, the last peacetime
year, is $116 hillion. What Mr. Fecles
does nol understand or docs not reeog-
nize is the further fuct that public
spending other than defense increased
$442 billion in the sume period. Defense
no longer dominates public spending
and ecannol Ltherefore be blamed for all
problems which emanate from public
speuding. [f the public spending increase
is only 20 percent due to defense needs,
80 pereenl of the blune should be
elsewhere. 1L gocs wilthoul saying that
the facts also refute Mr. iecles’ assnmp-
tion Lhal resources have been cut back
for essenlial domestic needs.

The defense budget for 1971 s
cquivalenl to 7 pereenl of Lhe gross
national product, which is 34.6 percent
ol the Federal budget total. These are
the lowest defense sharcs since 1951
and 1950, respectively—sinee hefore the
Korea buitdup. In peacctime 1964, (or
cxumple, defense spending was 41.8
percent of the Federal total and 8.3
pereent of the GNP. Many people seem
to have a permanent impression that
defense spending is a fixed 50 percent
or B0 percent or 90 percent of the
Federal tolal. Actually, defense has not
had half of the Federal budget since
H958, a milestone Lhat was pussed with
little fanfare.

As any complroller knows, man-
power impacts need to be eonsidercd as
carelully as dollar impacts. Defense
clearly has lbeen a major faclor in
manpower in the past, a8 anyone of
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World War Ll vintage knows, During the
Korcan buildnp, defense manpower ve-
quirements for all purposes grew hy 5.5
million. The total labor foree grew by
only 2.5 million. This meant that there
were three million less in the labor force
in 1953 for all eivilian pursuits than
there were in 1950. During the South-
cast Asian buildnp, defense manpower
grew by 2.6 million, but labor foree
growth was 0.8 million, leaving 4.2
million additional people for other
activities. From pre-Vietnam 1964 to
1971, the labor forec will grow by
about 11 million. However, defensc
manpower will only be about 500,000
above the 1964 level, so that 10.5
million additional workers will be avail-
able for other pnrposes—four times the
number of the eorresponding period in
the 1950%. All of the figures I have used
include defense-related cmployment in
industry, in addition to military and
civilian personnel of the Department.
The relative impact of defense on the
Nation’s labor foree has changed over
the years,

Just considering mililary personnel,
on 30 June 1964 the number of military
was 2.7 million. This peaked at 3.5
million in 1968. By 30 June 1971 the
number will be 2.9 million—roughly 9
percent above the prewar level. Defense
cleady does not dominate the lahor
force the way it did in the past. We do
have some impaet, and we have con-
tributcd to the recent surge in un-
employment, which is a point 1 shall
cover presently.

1 mentioned ecarlier that defense
spending has grown hy $21 billion from
pre-Vietnam 1964 to 1971. With the
phasedown in Southeast Asia, it is fair
to ask, shonld we not see the defensce
budget returning to the prewar level of
about $50 billion? And should not this
produce & peace dividend of some $21
billion which can be applied to non-
defense programs? The answer, un-
happily, is no—nnless we ent military
strength far below the prewar level. In

ing: Myths and Realities
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fact, such a defense budget level, even
with absolntely no special war costs,
would involve lowering our military
strength to the level of the late
1940’s—to the level that prevailed be-
fore the Soviets developed nuclear
weapons, before Korca, and before
NATO.

The reason is quite simple; pay and
price increases sinee 1964 have eaten up
$16 hillion of the $21 billion added to
the defense budget sinee then, In real
terms—that is, in dollas of constant
buying power, our budget for FY 1971
is only 35 hillion, or 7.5 percent, higher
than the prewar level of 1964.

Pay incrcases alone aecount for $8
billion. Payments to retired military
personnel arc up $2 billion, with a
growing retired population and auto-
malic increases tied by law to increases
in the eost of living. And another $6
billion is involved for increascd prices of
goods and serviecs purchased by the
Department. And that, in brief, is the
story of the defense budget increase
sinee peacctime 1964. Pay raises, in-
creased relired pay, and higher purchase
prices account for a total of $16 billion,
which adds not on¢e man nor one
weapon. The 1964 program—the same
number of men, the same number of
shipa and aireraft, the same amount of
jet fuel—would cost $66.8 billion today.
Our 1971 budget is $71.8 billion. We
are fighting the war within a budget that
is $5 billion above the peaeetime level,
in real terms. This docs not come close
to covering our war costs. The incre-
mental cost of the Southeast Asian
conflict is more than double this $5
billion increase in our budget. Funds
available to the Department for nonwar
purposes are lower than they have been
in 20 ycars when the distortion of
inflation is removed.

The question of incremental war
cosls versus [ull war costs bas caused
much puhlie confusion. You are one of
the few audiences who ean quickly
grasp the significance of the difference.
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Full war costs arc Lhe total costs of
Southeast Asian operations, including
all costs for military pay, [3-32 sorties,
flect operations, and so forth. Incre-
mental eosts are the difference hetween
total war cosls and the cost of normal
peacclime operalions, 'I'hus combat pay
for regular Army Lroops in Vietnam is
an ineremental eost, while their basic
salary i8 not. The cost of ammunition
fired above the normal training allow-
ance is an incremental cosl, as is the
extra aviation gasoline and munilions
used in 3-52 operations, There are many
more examples,

Soulbeast Asia cosls peaked in Y
1969, when [ull cosls were aboul $29
billion and ineremental eosls were about
$22 billion. Last month Scerctary Laied
stated that both the [ull and incremen-
tal cost of the war waould be balved afler
all eurrently announced troop wilh-
drawals have been accomplished. This
means that the additional cost duc Lo
the war will have been reduced by some
$10 1o $11 billion after the announeed
figure of 153,000 troops have been
withdrawn by 30 April 1971, Lis a very
fair queslion lo ask where Lhis moncy
wenl. Parl of the answer can be seen in
the budgel tolals for [fiscal years 1969
and 1971, The fiscal year 1969 hudgel
was $78.7 while fiscal yeae 1971 is
planned for $71.8, which is $6.9 billion
less. This is a large and readily apparent
portion of the peace dividend., The
olher porlion is nol as apparent. You
will reeall that inflation added $10
hillion o the Dol) budget from FY
1964 1o FY (971, As everyone knows,
inflation hag accelerated in recenl years,
and the rise from FY 1969 (o IFY 1971
alone accounts for $5.9 Dhillion. This
$5.9 hillion in inflation costs must be
added to the $6.9 billion ol current
dollar euts to gel the total real program
reduction—3%12.8 billion. The reduction
in the incremental war cost of $10 to
SI1 bhillion is included in this total
reduclion. Funds have not been diverted
from war cosls to nonwar programs.

DEFENSE SPENDING 7

Nonwar programs, in fact, have also
heen sharply reduced sinee 1969.

This delense cuthack is very real. We
had 3.5 million military on 30 June
1068, We will have 2.9 million on 30
June 1971, for a reduction of 600,000.
Civilian employment will be cut 11
pereent [rom Lhe 1968 peak, and pur-
chased goods and serviees will be down
30 percent. We have Lo go all the way
hack to 1940 Lo find a year when we
bought fewer aireraft than 'Y 1971, 1
think cveryone recognizes that 1946
was nol a year wilth emphasis on the
procurement of new military hardware.
We have laid up nearly 200 ships, and
the Navy still has 47 percenl of its ships
more than 20 years old. These are some
of the conscquences of fighting a war
with a peacelime-level budget.

Most of the military and Dol eivilian
cuthack planned through 30 June 1971
has already oceured. However, because
of a - to B-month production pipcline,
there is a grealer Lime lag between
delense reduclions in procurement and
the impacl on the cconomy. We esti-
mate Lhal defense-related employment
in industry will fall by well over one
million from the 1968 peak with more
than one-hall of the cut still to come.
Indeed, a recent report by the Bureau of
labor Statistics atlributed the recent
surge in nnemployment in large part to
deflense cuthacks.

Tolal defense-related  employment,
including that of induslry, has deercased
by 958,000 jobs from June 1969
through June 1970. During this same
12-month period, the ranks of the un-
employed have inercased by 1,137,000,
driving the national nneruployment rate
from 3.4 percent to 4.7 percent, While
our information is incomplete, we know
that not all of the defense reductions go
dircetly into the unemployment total,
As an example, many ol the military
who  have been  released return  to
school.  However, | think cveryone
agrees Lhat the delense reduclions bave
had a big influcnee on the increased
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uncmployment rate, and the reductions
which are planned lor the remainder of
the fiscal year will keep the upward
pressure on unemployment.

Now let us turn back, for a few
moments, to rising prices and the infla-
tion trend. As | said carlicr and despite
common helicls, defense spending is nol
the cause. 1 belicve Lhese additional
facts will help illustrate this. Let us look
at this matter by comparing Lwo periods
in our history—first, 1950 to 1956,
covering  the complete Korea cyele.
From 1950 Lo 1956 annuwal defense
spending rosc by $26 hillion; all other
(rovernment spending by $13 billion.
Iuring Korca, defense was clearly the
dominant faclor. Sccond, let us look al
the Vietnam period. I'rom 1964 to
1971, delense spending rises by $21
hillion; all other Governmenl spending
rises by %122 billion. Farlier we were
talking of cumulative increases in public
speuding, now we are talking of annual
rates. Prices are undoubtedly higher
loday than they were in 1904, 1f you
think that higher Governmenl spending
is the answer, try to bear in mind that
defense accounts for only a small por-
tion of the Government spending in-
crease sinec 1964, Clearly, defense had a
decisive impact in the 1950%; it docs
nol haye such an impact today—prices
conlinne to risc as delensc is being
sharply cut.

Our tax policics in the 1950° were
very closely attuned to shifls in defense
spending. Major tlax increases werc
cnacted In anticipation of Korcan war
cosls, This has clearly nol heen the case
in the 1960%, 'The Soulhcasl Asian
buildup began while the cconomy was
being stimulated by the 20 percent lax
reductions of 1964, and cven though
laxes were nol raised untl delense
spending had peaked, our price experi-
ence was no worse than during Korea,
One shudders Lo conlemplate what our
price experience would have been in the
1950% had our tax policies then bheen
established wilh such indifference Lo

defense spending trends. Such a course
was possible (if not desirable) in the
1960’ because defense spending was no
longer dominant,

You may have heard another statistic
that would cause you Lo question some
of the points 1 have made. Some people
say that defense takes 80 pereent of the
controllable part of the budget. That
has pained some currency lately, but
how does iL square with the facts? | first
have to point out that the correet figure
i8 now about 65 percent, not 80 per-
cenl, bul that is a minor point. About
balf of Federal spending, or roughly
$100 bhillion in FY 1971, is subjcct to
annual control through the appropria-
tion process. That is, the President asks
for specitic appropriation amounls in
the  budget; Congress provides ap-
proprialions in specific amounts; there-
after, Lhe President allows (or docs not
allow) the agencies to spend the moncy
the Congress has provided.

The uncontrollables are not subject
lo the same restrainls, but represent
payments authorized under basic legisla-
tion which is not subject to annual
review. The payments are made (often
according to a formula prescribed by
law}, and the funds are automatically
available unless Congress takes positive
action Lo change things. This is roughly
the otber hall of the I'Y 1971 budget or
$100  billion. The defense uncon-
trollable cost is military relired pay,
which is about 4 pereent of our budget
in FY 1971, The law prescribes what a
military retlirce will be paid. Unless the
law is changed, there is nothing thal can
be done by the President or the Seere-
tary of Defense or through the ap-
propriation process, Lo alter Lhis [act.
The man must be paid. Over 70 percent
ol civilian spending is in Lhis uncon-
trollable category, compared Lo 4 per-
cent of defense spending,

This condilion is a maller of extreme
concern in Federal budgeting. The un-
controllable items arc very difficult Lo
change in a given year, und spending in
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this arca hag grown sharply—olten
through the operation of [ormulas sl
years ago. In a time of budgeting strin-
geney or cconomic necesgity, one must
control what can be controlled and
make cuts there regardless of the faet
that huge inercases in the uncontrollable
arca arc of lesscr priority. [t simply
takes too long and is too difficult to
make the changes. As President Johinson
ohserved in his last budget, ... na-
tional pricritics are arbitrarily distorted
by the fact that outlays [or some
Federal programs are sheltered in basic
law from meaningful annual control.”
Since detense 8 65 pereent of the
controllable portion of the hudget, de-
fense still must bear the brunt of short-
term reductions even if it means that
some military readiness must be sacri-
(iced. The fuct is that we just cannot go
on muchb longer with an allocation and
review process Lhal only covers half of
Federal spending.

All I have said here today has been
said repeatedly by Sceretary Laird and
other leaders both in the executive and
legislative departments. Yet eritics of
defense do not appear Lo hear. [gnoring
what has been done, they say that we
must start to reorder our national priori-
tics and start to cut the defense budget
lo its proper level in the context of
these prioritics. They say that the Penta-
gon must he foreed Lo plan more realis-
tically and manage more cllectively, so
that hillions {10 to 15) can he diverted
from the swollen defense Lndgel. And
these funds should be reallocated to the
real business of America: halling in(la-
tion and curing urban Dblight, erime,
pollution, inadequate health eare, in-
adequate housing, and all other domes-
tic problems. The argument is quite
compelling, and [ have not embellished
it much from the way it is usually
presented,

Unfortunately, by ignoring the [acts
and addressing the past rather than the
present, our eritics do the counlry a
disservice. Tel me explain why. The

DEFENSE SPENDING 9

Peace dividend produced by reductions
in dclense to date has already been re-
lurned lo the country or used to oflsct
inflation. We have made additional re-
ductions in the deflense baseline loree
and have announced that our hascline
foree plans ultimately involve a cut well
below that prewar level. [n real terms,
that is in constant dollars, deflense
spending has been cut over $17 billion
sinee 1968, and the President has reallo-
cated these lunds to nondelense pro-
grams, The eritics, however, assume that
nothing has changed and talk about
cutting from loday’s level. War costs
have been and are being rapidly phased
oul so such reductions must he applied
lo the peaecetime bascline forces. Sup-
posc you wanled to cut that baseline or
nonwar budget by FI5 Dbillion. This
would reduce our military to about 1.8
million men—L.8 million men is the
number of men we had under arms in

June 1941—6 months hefore Pead Tlar-

Lor. In other words, a $15 billion cut in
the bascline {orce would result in a pre-
Pearl Harbor level of defense, a level
aboul in line with the lowest point in
the demobilization period of the late
1940’s—pre-NATQ, pre-Korea, and prior
to Soviel nuclear weaponry.

In hroad terms, that’s what a $15
hillion further cut in the defense hase-
line budget would mean. On the non-
delense side, how big is that $15 bil-
lion? Nondelense total governmental
spending is 3245 billion this year, and it
has been growing al aboul 10 pereent
per year. At that rate, it will grow about
£150 billion in the next 3 years. So that
315 billion or 20 pereent cut in defense
would be equal to, roughly, & pereent of
nondefense spending this year. IL would
be equal Lo about 10 percent of the
Se-year increase in sueh spending,

The defense budget simply is not,
and cannot be, the central element in
our resource allocation prolMems for the
years ahead. It should be scrutinized
carcfully, and il should be placed in
priorily review wilh other needs. But
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defense spending cutbacks cannot be
assumed to he the source of all resource
needs. Our national security is too
important for such erroneous reasoning
to be accepted. We are dealing with a
gross national product that will be
growing some $350 billion or more in
the next 5 years, toward $1.4 trillion;
tolal governmental spending growing
perhaps $150 billion to some $465
billion; and revenues of the same magni-
tude. In this context, the size of the
defense budget does not loom as large.
In the context of all of these facts, it
does not seem logical to me to make
massive culs in defense and seriously
weaken national security for what must
be only a marginal increase in domestic
spending. Recent votes in the Congress
on the Defense Authorization Bill for
FY 1971 indicate that a significant
majority of the Congress understands
and agrees with this reasoning,

By emphasizing these facts, I am not
denying that there have been waste and
mismanagement in the Department of
Defense. Obviously there have been.
President Nixon and Sccretary Laird
have attacked this problem in several
ways; one ol the most important was
the appointment of the Blue Ribbon
Defense Panel. As you know, the panel’s
report was released recently. It contains
many thoughtful recommendations that
will be adopted. But, in addition to
special approaches, we as managers must
continue the attack on inefficiency and
waste at all times. The taxpayer should
receive a dollar’s worth of defense for

every dellar spent and should get no
more defense than he needs.

I do want to reilcrate, however, that
defense rveductions, based on either
force cuis or improved efficiency or
both, cannot be the principal source of
funding for new domestic initiatives.
The orders of magnitude are just too far
apart. I am concerned about people
recognizing this, because the country
cannot and should not start reordering
priorities from a false premise. As a
Nation, we need to look where the
money is. Some of it is in defense, and
defense should be scrubbed. But the
hard questions are in areas such as
health insurance, wveterans’ benefits,
farm subsidies and in the billions in tax
subsidies that never appear on the ex-
penditure side of the Federal budget.
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