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THE SECRETARY OF DEFENSE 

WASHINGTON . O . C. 2030t 

APR 4 : G]S 
Honorable. John L :·!cClellan 
Olairr.lan, Cor..nittee on 
. Appropriatio~s 
United State5 Senate 

Dear J;1r . Chaj rr.:an : 

Your letter of ;·!:lrch 14, 1975, request ed our co=ents on the economic 
impact of a $9.6 billion reduction fro~ the fY 19i 6 defense budget 
request for rnilita1)' functions . Defore addressing the economic ll:!pact, 

. I would like to co;.;::ent briefly UIlon I,:hat such a reduction would mean in 
tenns of the defense prograll trend. As you noted, there is real grol·;th 
(that is, noninflationary groh1:h after allol."ing for pay and price 
increases) of ~.S billion for the ~lilitary Constnlction and F1l!:'ily 
Housing Bill. for the Defense Appropriation Bill, taldng acce~t 0= al l 

'factors (detilils arc presented in tilt' first enclosc:re) the est:L-:-ontes 
would provide re31 gro;·,-.h of $3.8 billion. Tne total real groh"til in the 
tIm bills is thus $-l .6 billion. A reduction of $9.6 billion fro:n these: 
estL"ates , t hen , I>ould represent a real cut of so;ne $5 billion in the 
defense budget frem the depressed level of FY 1975 . 

The economic i'11pact of such a cut would be severe. There I·;ould be a 
substantial loss of el:-plo,lo:cnt, beginning "'hen the bu:iget cuts I,ere 

.' effected and building to a peak of about half a million jobs br the 
SUITi:ler of 1976. The peried of . pea." i;;~act "ould cO:1tinue ir.to the 
spring of 1977. G\1' I,ould decline' by about S18 billion, ctculative • 
This I>ould inclu:!e the S9.6 billion drop in defense production 3i1d aT} 

$8.4 billion drop in other areas , mostly consu:;;ption; investment I,ould 
. not change signiiicantly . 

• • I • 

. , 

The decline in GW \\ould Droduce 'a Federal revenue loss of about $+ 
billion , and the rise in une~,lloyn:ent \\ould result in incre:J.sed outlays 
for unemplo)1!lC'nt co;:;pensation of about $3 billion , both cu:::uluth-e 
figures . 1n(!lC Ilould also bc increased outlays, lIhich I,C C31'J!ot esti­
mate , for welfare , foo:1 Stu.'r.ps , and fer Federal rctirE'lCcnt systC:!lS . Tile 
$9.6 billion deiense cutb3Ck liQuId thus be substantiallr offset by lost 

. revenues and increased outlars . The deficit I,ould not change signific:mtl; 

Practically all of the $9'.6 billion defense bud~ct cut under consider· 
ation \\ould imol\"e pa)Tolls irl l\.'D or in industry. In ;J.iJiticn to this 
direct hire, thl're are inJirect eJ.p] o)~~.::nt efiects, as el:>;"llo)'ccs spend 
their income . B:' contrast, most p.ondefC'nse Fdcral srcn:iin~ is for 
transfer pJ)l:t:.:'nts (so~i31 st:curitr, i:t~Jicarc, r.:L~jic3id, fcoJ stx.~ 5, 
etc.). These transier p3)1i:cnts in\'ol\"C no direct hire, and affect 
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employment only indirectly. ~:Oreover. a reduction in the defense b,· h:ct 
would have :m lIssured economic ir.rpact, "'hich "ould hegin liS soon i1~ : .... 

Congress acted. :·lost of the nondefense job progT;J.!lfi under con!;i-lcr:ll t'" 
involve grants to states and local goverrullents . 11lCre arc ouviou:. 
questions of tIming, and of the extent to I\hich such aJl'ounts create ;,.: : 
additional nelY jobs as against paying people alrcndy e~rployed or fo:-t-

. going tax increas~s or bond issllcs . Ti,esc arc pr;)cticnl consider;):: :-.: 
\\llich onc T.IUSt take into lIccount in lIpprai sin; the prospects for or:­
setting a defense cutb;)ck by increased spelJJing for do~.cstic pro;;r ... -.:. . 

There arc sectors of domestic public spen,Jjn:: (Federal, state and 1c :.1' 
which have an er.!plo)'~:::nt iJr.pact, dollar for dollar, cqui\'alent to ::.1: 
of defense . But \\e are not ;)l·:are .Qf any p] an fo r c).llansion of 51::!'. -.-­

. grruns, contingent uiJon a reduction in the defense bu:lget , to offse: ....... 
defense emploY:ilcnt cutback as it I.;ould occur. Also I,e sec no r easo;: I.~j' 
e>.:pansion of such progrru:ts I,'ould have to be contingent upon a deier.~" 
cutback. It's IIDrealistic to e).-pect that defense el'!plo)1,cnt cutbil6.3 
could be offset by increases in oJ:her types of er.;;>lO);.lent in th~ ne:.:­
tenn. 

, 
I believe that a defense budget reduction at t Ins tiJne I':ould !!lake c:..:r 
memployment prob] e::t much ,,'or s!! than it 1,'Quld b~ if our budget I.",n' 

approved as subr.rittcd. ~iany have advocateu defense budf',e t reductic:.~ _ •. 
'. the naT;lC' of reordering our national priorities , maintaining that Ke 

couId better use toe resources for other pu~oses . If the defense 
budget is cut by $9 .6 billion and , optir.ristically asslr.'ing an cqui\'::i.":-:: 
amount is Ii'.ade ;:l\-ailable elsel,here, there I,ould still be a signi{ic::;:~ 
loss of production in the short t en:!. Further , even if it " er e possi!J:,' 
to offset a defense cutbcck, job-for-job and dollar-for-dollar , by 
increases in other sectors of t he economy, it I':ould still be neceSS::lr), 
to consider Koether such large-scale reductions " ere consistent l:ith 0:"::' 

national security requirements, 

The $9.6 billion cutb::lck you mention ~ould involve a cut, in real te~ 3 • 

of SOr.1e 6~ from the depressed level of FY 1975, continuing the cOI',n­
trend in our le\'el of defense eIfort, in the face of a steady incrC'::lsC' 
br the Soviets in defense resources . It is highly lmlikcly th3t J:Jr;,' 
defense cuts at this ti.-:1e Kould help the econo!:!y and it is virtu311~' 
certain that the r.ri litary risk ~:ould be increased. 

The secont! enclosure (enclosure B) prcscnts more details on the ecol1o":,­
iJnpact of r eductions in the Deien:;e buJ!;et. This enclosure also res, ..... :.­
to the specific question you r cised concerning areas anJ sectors ot 
impact and other points. If you require :llIy further infon;ntion in th i,; 
regard, please let us knOl •• 

Sincerely, 
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ENCLOSURE A 

FY 1975 A'I1l l'Y 1976 Str.~' I\llY, nFIT::-':SE APl'n()PIUIITIO:-l lief 
(S 1-1rfITol\s) 

FY 1975 Appropriation (reflects proposed 
suppl e-lCental:; il.'1J re~ci 5S ions) 

Annualize l'Y I9iS Pay Raises allll Retired 
Pay CPl '5 , 

Purchase Inflation Dt 11.5', 
FY 1975 in I-Y 1976 SU::'~lission Prices 

Prior" Ye-ar Shipbuilding Progr:lm Adjustments 
Program Totals ,\[ter Shipbuilding Adj. 

Adjusted Program Totals in FY 1976 
Submission Prices: 

Military Retired Pay 
Usc of Prior Balances, Shelf 
Sales [, Lapses, Xet . 

Liquidation of Prior-Year Obli"ations 
" All Other 

Progra.l1 Totals after 
Shipbuilding .~justments 

FY 1975 

83,925 

1,284 
4,435 

89,6H 
+909 

90,55:) 

6,522 

-738 
_ 48 

84,721 

90,553 

Constant 
Price 

FY 1976 Ch <ln ~ e-

97~ 
-2,269 
95,:'29 

. ' 

6,885 

-58 
163 

88,539 

+8,15-1 

+4,97~ 

+363 

+680 
+11 5 

+3 , 813 

+4 'r::6 

Prior-fe-ar shi r buildinr: adjustr.:ents . TIle l'Y 1976 requcst includes $2 , 269 
million to f b:m::0 it:::di:1; short::!;es iro~ ships appro\'ed for FY 19~5 ,,;;::: prior 
years. TIds proyides no nCI'1 ships for IT 1976. I t is necessary, for CO)1-
parability. to add S909 T.1illion to the FY 1975 colunn, to reflect full financin~ 
of the ships approved for that year. After these adj ustments , t he ships 
approved for FY 1975, aTld those requested for l'Y 1976 -- both fully funded - ­
are reflected in the totals on a fully-co~)arable basis. 

Mili tan' retire-d Da\". TIle $363 million increase reflects grOl,'!h in t r.e 
retired pOjlu'l:Jticn, 

Prior hal :1!KeS, ~hclf sales, etc. The 19i5 :\rpropri :1tion :\ct made 
specific tr;;""151':]",; Lrc::! prior b:l l 211::e5 in ccrtain i ns t :1nces . 1L"1d in other 
cases aprro;>ri a t ion r e-dL::t ions I·;cre n::lde upon t he b:1sis t h:1t r rogr :m:s cedt! 
~e supported tJll·ou.;h s::lcs of IT.:lterial no t r equiring r ep13ccn Cll t (shelf s:llcs) . 
Moreover, trans fe r s ha\"e been reflected in FY ] 9i5, pursuant t o autho!'i ty i n 
the ]975 Al'pr .:>;:riation ,\ct. TIle l'Y 1976 requcs t r c- dects much ~n:;111 er a.'just­
mcnts in thcse :1rt'as. Ti:ese i t('r.:s an 'car in tl:e f i ll<lnci:11 ~ch.:'t!u lc :; :!s 
negath'e ite:;:5 -- tbt is, as reJuctiollS to t he :.t:::otm t of 3pprcp r i:J t io,IS 
requested to fJY!3nCe a giYC'n ]('\-e1 of pro~r:lll1. '111e Sf>SO million ine ro:!!'e 
here dot'S not rl.'rr~'~C'nt ?l"ogr :llil ~ roh l h . hu t a c h;~I1~:c jn the ~1\'ai1 3bil ity 
of prior-),c:lr babnces anJ other financing sourccs . 

Liqld(bt in:1 (If nri(l]"-w:11' (lhJi~.:l t j on". 1110 FY 19i6 rcquests :ITO to 
1 iquiu:l te oliT] gat -llllls incLIlTc'O pursu;!ll t t o cont r :lct authori t)' in I'Y 1 97 ~. 
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Et«:LOSURE B 

E(l)N)\IIC 1 ~1P"\l:T OF REDUCTIO:;S I~ DEFEo'SE BUDGET 

• 
Overall I Jr.;Jl o}"ncn t I~~1:1Ct 

Virttnlly nIl of a $9.6-bil1ion l'cduction \,ould COelZ from pnyrolls in 
governmc-nt or indus try. Excluding military retired pny, the Defense 
budget is about eyenl y di\'i~bd het~·:cen (a) direct nilit:lry :md civil 
scnrjce p:l:Toll :1:1d (b) purcb.l~e.5 of goods nnd s::n'ices £1'0::1 ine;U.5try. 
On tJle ayeLll;e , ab:>ut ]/:, of hlC)t;stry llurch:lsps arc [or_ c!.i.r£ct cOl::~'en­
sation of 'rivate st'ctor employee.5, anell/:, goes for indirect bm;jness 
taxes interest d~preci3tion, and pron ts. TIle latter i ter.:s also 
llVO \'e j 0:;5, indirectly, but they also tend to be fixed e:<pendi tures 
so that a dlan~e in noD purch .. 1se5 tends to invol\"e cO~1pensation al:-ost 
exclusi\'ely:--"jjlus, virtually nll of a $9.6-billion rc-duction in the 
Defense bu;lget ll'Ould reduce g~\'ern;aent or industry payrolls. 

On the average, each $1 billion of pn}Toll sp~nding for civil seroce 
emplo)'r.~cnt l';ill invohe 64,000 direct, full-tir.:c , [ull-year jobs in 
FY 1976. For in::lustry payrolls, the figure 1\ill be about 60,000 jobs 
per billion. .' 

Those fiDJres nre <J\'ernges, and they 11'Ou] d not apply to ch~n~es in pay­
roll spcnJing . .. .'u1.y eD-ployer , go\'ernment or private , initiaily-chxl;es 
his 11'Orkforce by adjusting er.1plo:~cnt at 10h'er-thnn-nyerage l'ates of pay. 
This is O~\'iOllS \,hen e~~;Jlo:T.e"t is increasing; O:1e DuilJs U? a \:or:,~orce 
by recmitin; r.ore p~o~le , n01 :::llly at entry r:1tes, I\hich :Ire :1Jout 11:11£ 
'of aver:1ge rates. 1he same applies during cutb:1ck.5. [or three rC:l!:O:ls . 
First, I,hen the \.urkforce is falling, e:::plo),ers curt:1il rec-1.1i t:::~nt , or 
cease hirin~ altogether. Second. roost emp10~'ers apply the "last-hi red­
first- fi red" principle, \,hich me:ll1S tha t th~ junior e;:,.ployces, gCI~~r:lllr 
those at tJle lo\,est rntes of pay, nre the first to go. Third, e\'cn \·:here 
senior en;>lo::ees are ~~parate::l , they are entitled to long notificntion 
perio::ls; se;nr:1tion n:lJ se\'er:1:1c:: p:1Y; JXl)T.lents for unused lcnvc; and 
similar i tc:~s ; ',hich T.~C':m s th:lt the dollar savings per person sep:lrated 
for tJle first year or t\,0 are quite 10\~. 

It is nec('~sary to c('TIsider not only direct effects of ch:mges in p:1:TOll 
spelldin~ , but r.:ul tipli.:;· ef:~cts :lS I'ell. Alloh'ing for the fac t t il:lt 
emp10),ncnt ch:mges l;oulJ occur at belo\~-:l\'('rage ratC's o[ par, and [or 
the 1l1ultiplkr, the 0,,'C':':11 1 job i;:!pact \,ould be about 125,000 jobs per $1 
billion of defense sr..:n::ling . 

• TIle $9.6-billion bu,)gC' t cut con~id~rcd here I,ould lllyolye spendil1g c!ungcs 
oyer a peT1C'.1 of ri:::;- . :·:C c;;ti~: . ~:c that sl'cl~.lin:: \;0:11.l [::111 abottt $~ .S 

'billion i ll FY 19~1l a!IJ about ~ I.: ~)il1io;] ill t !ll' Ik' \l 15 r.;o!lths (t h·_' tr:Ul­
sition period :md FY 19i7, unJer the nc\, (k~ibllation). TIle remaining $2.6 



• 
• 
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bi] Hon falloff in spending ,,'ould occur after FY 1977. 111e impact 
,,'ould bc;:in in 1119 latter p:11't of this ye.,r, :md ,,;ould reach a peak by 
the SW:-'::lCr of I 9~(). 111e peal: ,,;ould extend to the spring of 1977, "."1 th 
a decline there:lfter. D..Irin~ the peak period, the spendin~ reduction 
would be fel t' at ;m annual rate of about $.) billion. ,\s noted earl ier, 
the e;nploYi~cnt ilJP~Ct (direct 'and indirect) is ab:>ut 125,000 jo!Js per 
bill ion. By the Slr:-,Jer of 1976, the buur:et cut considered here "ould 
affect about 500,000 jobs. 

Areas and Sectors of T~~act . 

In m~1sudng areas and sectors of impact, it is necessary to aSSur.le 
that the buJget reullction ,,"QuId fall in those areas ,,'here prograr.l 
groh'th has been identified, Idthout reco[..nition of such factors as 
. the prior-year fun:!illg deficiencies for shipbuiluill!; and other i te!~ 
detailed in the first enclosure. It should be emphasized that this 
would not accord Idth our vie,vs on military need or long-run econo::!ics. 

About 10'; of this reduction l\otdd affect DoD's civil service p:J)'TOll, 
'and the remainder ',ould affect purchases from industry. 

Recall that about 500,000 jobs ,·:ould be lost by the s=er of 1976. l 
This ,,"QuId inelde 40,000 direct civil !'ervice jobs, 360,000 jobs of 
people engaged in direct ddell!"e l\ork in industry, and 100,000 jobs 
throughout the economy as a result of the multipl ier effect. 

As to the impact by states, the loss of S9.6 billion in payrolls (con- (II 
sidering contracting, subcontracting , and direct deEense civil seni.ce 
emplo)~ncnt) is estimated as follOl-:s: 

• 

• 

• 

Five states '.;QuId probably be hit hardest -- California, 
COImecticut , ~[ississippi, ~Iissouri, and Virginia. These 
states, together, ',"Quld lose about S5 billion in pa)To11s. 

~Iichigan, TCX3S; and the state of l\'ashinf:ton "ould lose 
about $1. 5 billion in p'3)To11s. 

Five other states l\ould lose, co11ccthely, about $1 bil­
lion in p3.)Tolls: ~bine, ~iaryland, Massachusetts, x('\~ York, 
and Ohio. 

Of the remining $2.1 billion in p:J.)To115, ~ore I,ould in\,oll'e 
states alrc:ld,' na;:1cJ, but the ai:mll1ts C:U1ll0t b~ identjfieu at 
this til:!C. The bal:Ulce "oulJ be dis tributed a:nong other states . 

,-

I 

I 
I 

\ 
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The industries th:!t ,·:oultl be h:mlcst hit directly arc aircraft (includinp, II 
airfrru~cs, electronics, and en~:incsl; $hiphuilc!in:!; autoroth'c (tanks and 
pcrsollll!:'l carriers); n:1d con_, trllction. The sl1:1pli('rs for th!:'sc industries 
,,'oultl nho, of course, he hard hit. Indirectl)' , of course, there ' ,"Quld be 
an i mpnc t tJn-ou;;hout the econo::!)'. 

TIle occUj1:ltions haT<lc~. t hit "ou]d include 1Ik1chinists, nnttern and rod('l- ) 
makers, shceuY-'tal ,,'o1'l;ers, aircraft f l:ch:mics, c:l1-pentcrs, elcctricians, 
":C]tl(,TS , s tC:!J::fi tters, pipe! i ttcTs, :md brkk1:J \·crs. TIlCTe '·."Quld be a 
.small ('r mt"~rical i ;;;p:lct - - but a sl13rp :ir.:;1ac t in relative tcnilS -- in 
certain professio:1al :11'c3.s: acrorwutical, electrical, and r.1cchanical 
engincers; ph)'sicis ts; and no tJl(~mticians. 

Effect on Gross X::ttional Proollct .' 
Ctunulative])" iliere wO:J ]d be a decline of a out $18 bjll jon jn G\1', ";ith 
IIDst of the :ir.;P:lct being fel t in 1976 aId 1977, This "ould include tJie 
$9.6-billion decline in dcfC'n"c pUl"ch :J~es , arid ,L'l S3 .~-billjon drop in 
personal consu;;}tion e;-,-:-:cndi rurcs as n .:rcsul t ;of t:! :e r.!Ul Uplj er. 1m"est­
ment ' ,'QuId be essentially unch:lIl!;cd . . Thus , the U.S. ,,"ould lose not only 
tlle $9.6 billion in r.1i1itary,·goo~·, but an ad:litional 53.4 binion in 
automobiles, hcusi1~g, :)pp1iances~ ::md tl1e kinds of goods anJ services 
iliat con ~U::leTS bu}" . 

A cttmllathe GW loss 0[ <$1S,' billion ',ould rr.o:luce a .loss in Federal 
revmues of about :4 biUion . There ,,"ou~d be addpll outlays [or une::!­
plo}lllent co::;pellSation of So::1e $3 billioli, un::! ·ot!1Cr i'1crc:ls!:'s in outl~)"s 
associated h'i til hi&il~r uner.l?J oV"jent.~ ,·:hich .:are difficult to est:ir.~'1te, 
TIH?Se include outlays [or food st:=~ps and other 1:elf:lre pro!:r:l:::;;, ::md 
some incrC:lSC5 in outl:;ys 'tinder yarious Federal retircr.:mt prop:ra.~5. 
In terms of net buJrc::lry effcct, tllC'n, a S9.6-billion defcnse spending 
cut "ould be offset b:; 11 54 billion renmue loss, so:ne $3 pillion in 
additional out):lYs for unen!]l10}1l'.cnt co:";,cllS3.tion, and ' ptHeI: outlay 
increas es of the typ"~ just lil~ntioned . I , \ • 

Altern3.tives 

If our cconon!)' h'CTe at full cmplo)1TIcnt, defcnse sp<'nding ,,"ould amotnt 
to about 5~ of G.\"!' -- the 10l . .:'st sl13rc in :S yC:l!'~, und ver)" ncarly the 
10l"cst. sh:lrc since hefore PC:lrl Harbor, \\'i th the economy ?t full er.lploy­
ment, tJle bur,lell of c!c ll:Il$ e ','Jul d be '"cr)" cl C:lr: ""C "ould h:l\'C' to gi 1"i:~ 
up 5', of OUT r (,:11 hll\'ini! 1'O\,C'T, 5~ of th.:' inco'~e ',e could oth!:'ndse usc 
for diffcrcnt plI,:--a,;(',; , in or.!.:- to !J1"O\"ide for d!:'icnse. The pro~r:t::ls 

.prOIX)SN for Fr 1971l arc full}" \,arr:mtC"J 011 n:ltiOll:ll sccurity gromJ!' 
and "ould hc ~n h:1rr:mt.',\ (" :.:':1 I~L!::-r !"t11! -c",qI0\"'=n t ccaditiC':l~ -- til:1t 

'is, Uhler co;:;\i tj ,'lI'; \"I,'rc I·.l' hO;.JIJ c.le.n"])" iIJ\'l' to forcEo oth,'r thill~:; 
ill order to proville for Jcf.:n,;c . 

. ' 
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But the ccono;;~" is far he10'" full-emplo)1nent toclay. I~e will lose an estir.lated S24~ bj]] ion of produc tion in FY 19';"6 UII(' to unemp]o\~Jent, $249 billion in i':Y ]!Jii, :md S235 billion in FY 1!173. It is a;'ainst this backdrop th <! t \·:e Plu~t assess a propsal to n::<lllce the de[~n~e budget, and th~rebr gOI'emment and inclus! ry pa}Tolls, bi' such a large aJrount as $9.6 hillion . CO:l."i(bring L.lltip]ier efrects , as we noted, SUdl a cut \·;oule! C::.JSC a GXP decline of so;::e SIS hi llioll. ,\t full 
emplo)':~nt, I,'e could expect that a S9.6-bilUon reduction in defense -­",hatCl'er its military consequ~nces -- \\1)ulcl at ] cast mean that \\e could have $9.6 billion r.:ore for other purposes. That "'ouldn't annlv um1er present con:1itions: ;,e ,,"ould have 59.6 billion less for defense and $8.4 billion 1e"s for other purposes. ' 

Some illsist th:!t \,'e could more than make up [or that $18 billi on in ) lost G.\1' by transierdng 59.6 bi Ilion fro:n dcfense to other progra!!!S . 'l\w questions arc pcnin:::n t: First. ho:~ sure can \;C be that \':e could [ equal or cxceed that 5] S billion clccliJIC in G.\1' by further incrcascs in nondefensc :,ro~ra..,s: Second, assu;rrin~ that $9.6 billion in aedi­tional s;)(mdin~ io1' certaiJl eo~cstic programs \\'Ow d create >:O\'e than l ' $18 bill ion in G.';j' bro:"~h, hhy is it ncccssary to rcJuce defense pro- \ grams, specifically, to free up the $9.6 billion? 

• 
• 

As to tIte first C]t:::stion, a m~-:-l'er of a] l egations 113\-e been ;;:''lGe recently to the effect that defense spending crmtes fe\\'er jobs than other t}l,es of public spendbg. These allegations iJwol\'e misuse of various data prevared by the Bureau of Labor Statistics . On the aYer­age, usmg co:::;)a:'able data and consistent r.l('tilods of D~asure~ent, ~he number of jobs per billion of defense spending is about the S:l:.le as for nondefense pblic sp::nding , Federal , sto.te, :md 10mI. \':e hayc checked this poi::t m eeL-'lil h'ith the Bureau of Labor Statistics, nnd they concur in tbs asse;::,,;:]cnt. In this connecdon, it is i ::r,)ortMt to consider socc practical 3SpC'Cts of defense nnd nondefensc Spcndi.;lg. As to dcfense , t!lC S9.6-billioll reduction meeT discussion \\'Quld be virtually 100 ; parroJ 1. Consider the pattern of Federal nondefense spendiJlg (exc] udmg debt interest): 

• 56% goe!' for Federal transfer payr.:ents to mdiddllals . About half of this is for social security. TIle re;:ninder co,'ers r.:cdic.tre and r.1c,1icaid. l~le:'lplo~~'K'nt a~"istn.n('e, veter:l!lS b::-I1;.'ii ts, FC'l:,'!'Ol I:,plo~'ec reti n :i1l'11t. fooJ st:t.-:tps and otJlcr pU:'lic assist:.ulCl', railro:ld retirel;X'nt, and housing pJ)l;.ents . 

.-



• 19% is for din'ct p.:lyroll and industry purchases th:lt is, 

it hns an ctono:uic lllp,lOC t equivnlent to the defense increment 

we arc di scu . .;sinl; . 

23~ is for gr:lnts to s t:ltes and locnl .!~overn1lCnts . Of this . 

about 1/3 is th.::n trnns[elTru to indivicJmls, nnu about 2/3 

goes for uin;ct payroll Md industry purchases. 

2% is for lending , fin:m::ing , and other transactions . 

",'hen one Sp::-:l l~<; . then, of offsetting the economic bract of defense 

cutb:lck by further incr e;Jscs in other types of Feuer:ll sper.d ing , it 

makes M iJ:::ncnse aJilOlUlt of difference \{h3t type of other spending he 

s 

is t nlking abO:lt. Xote , for exampl e, tha t 56'; of nondefense spending 

goes for transfer p:l}T.!::-nts . Suppose , for exru:;ple , thot there I:ere 

$10, 000 <J\'ailnble to spend . with a choice ben,een (a) hiring an nddi­

tional e:nplo)'ee or (b1 incre:lsing the paY;1ents to a cerwin group of 

civil' sen-icc retir('~s . If the l atter cour"e \\ere chosen, there I·:ould 

be no addition:;] direct e:;]p]o},"!:'nt, hut SOI~e additional indirect er.:p10y­

ment as the retirees snent their acditioml inco~ ::,> . In t he first :llter­

native, there l\o!lld b~' one addition::tl jo!:l to begin ',ith (the C!;;~10yee 

that was hired) J2.!.ILi in~irect er.!iJIO}71cnt as he spent his additional 

inco:nC'. In the 5;;01':: rt.!'1, the E':! i?lo)~,:eI\t :ir.tpact of direct hire is r.ll.Jch 

greater than th<)t of t ransfer p:l)T.lcnts. 

About 2:;', of non.lcfense Federal spen:lin~ i!' for grants-in-aid to ~tate 

aJld local !;O\'c'l'n:~:~nts , :ll1d Jwst of the proposals for e,,~ded publ ic 

, service jobs I\o~ld 1-011011' t hat route . Sever:!l [actors should be con­

sidered. Tir.ling is a si!,'l1:i.fic:mt f:!ctor. It's also necessary to con­

sider hOl~ r.~u<:h of any additional spendi.'1g ,,:ould create nC't ndditioI1:l1 

jobs , nnd hO\~ Duch ":ou] d be necessary to pay p~orle already e:':ployec, 

or to for ego tax increases or bond issues. Cuts in the defense budge t 

will begin having an effect \lIlon p:l}Tolls almost immediate 1)' , nnd this 

will build to a peak by the su.~~er of 1976. 

We cmmo t assure ourselves th:lt increases in spending for dO::1cstic pro ­

grams I\ill t:l ke lV,) 1.11C' s1 :lc]; 1:15 t ellough to pre\'C!l t a l unner increase 

ill une:;lplo)l:l.~n t. SC:'le have eb;::elYcJ t.'1at 133,000 public service jobs 

can be create.] per !:Iil1 ion 0:' ;::1',>n::in::, :lnd contras t this \\i th a r;ueh 

smaller ntr:;b;>r.' such :IS 60 , 000 , ' for CL'lellse . The :im;Jlicatiol1 is that 

for e\'cry bill ion ~hi[ted fro:1 del-ense to nondC'[cnse \\e can increase 

empIO)T!~Ilt sO::le 73, OJO . !I,)' .• -:' \'cr. th~se ligllres inl'oh'e a co!!.ra rison of 

entr), r:ltes of r:l~' for non.icic'nse ,·:i1'h il\'C'rar;c rate:; of P:lY for dC'fen~e . 

• 111(, (kfeJ1..",e fi~llre, 1~.o reO\·el' , incJuJes inJu:itry er.lp]0~1 :!Ca t, Md each 

bill iOll of purchas('s h:1s b(,:'11 Ui:'COWltcd :lbo~1t 1/3 to co\'er llc;l1'Cciatio:1, 

·int cr~:$t , t:!x':" , .ud pnJl~ jt~ . If ,,,~ corn:"ct for t J~C'sc f:1ctors -- co:::~)~rc 

entr), rates wiul ('nt T)' r:Jtcs, nnu p:l)'T011 dol1:Irs \dth p:I)'Toll dol1:1r5 --



• 

, 

6 

the difference clisap]X'a rs. The regular mil itary compensation (basic 
pay, qU1rtC'r5 and . subsistence allol,;-tncC' , nml t;Jx am'untn",e) for un E-l , 
the entrance enlisted gr:lde, I,:ill be $(,,387 in rY 1~),,6. cOl11ting a 5~; 
raise next October 1. lile entrance civil !'C')'\'ice CO::J;'C'n!'nt ion :J\'ern!;es 
about S7,60a.' 'n]:!t ;::nounts to about 157, 0[10 jolls amI 132,OO:J johs j1·~r 
billion, re~pcct ively. If on(" is consit!crillg ('h1:1 ~C !' in de fensc pro­
grams, these arc the IXl Y rates that nrc inportnnt b('Call.- c , for rensons 
already di sClls;:cd , dnn.; es in cmployr:::nt (up or tlOl,n) tend to occur, 
initially, at approxi;:l:ltel), the entrance rates of po), . , 

As to the first of the tl,O qucstions: -- hOlo' sure are I,e that I,e could 
'offset defense e::lplon:ent cuts by increases in otJ]er pro~rans? --
tllCre must be so;~c \'en' strong doubts. 11]e e:;llllo\1:1ent il:.roCt of a 
significant delcnse cu'tback I,ould be large, ir.:led'iate, autor..:ltic, a;1d 

"assured. 111ere are rUIl)' tmcertainti es , and m~ly possibi 11 ti es for 1 c:!ks 
and lags, in the areas of do:nestic spending t hat sore \wuld propose to 
offset the defense cutbacks. 

1bat leads to the second question. SuP?ose that there I':ere a $9.6- bil­
lion package th3t \\as ('qui\"alent to de:cn5e s!,cnding in t('r.~s of ecc:1o:-:ic 
'jJllpact, I\'hich could be implemented quickly eno:.1z11 to offset the defcTL~ e 
cutback as it occurred. 1'.11}' \\ould j t be necC'%<!ry to cut the defc'!lse 
hud[!e t to pl:lcc such a progra::l into eifect? ~i2.11Y bill jors h:we bc-u 
pumped into p:"ogr::rr.s , and further hill iO:1s arc w1dcr con;:;itle:"at i on , I:hich 
do not begin to approach de::ense spending in ten:lS of c: .. ;J] 0F;:mt ad e\'er­
all econo::lic j;]~act . ~:onciefC'nse F('cbr:l l speT'Jing (excludi ng cebt i-:tC':'C'st) 
was estID:l:d o:!t S:·+} bi llien for FY 1 9 ~6 und could 1:.:>11 l"C::ch s:~~ billie:. 
if the budget total al"'nr03Ches $-100 billion. TIlat KouhI be 2n increasC' of 
$50 billion fro:] the j:cbru:n~; 1975 estinate , and a!l increase of S~:; t-illiO:1 
from the FY 1975 level. These spending incre:!~('s . co;:,bind \\i th lar;e t ::L\ 
reductions, cOl~d easily produce a deficit of 5100 billion -- do~ble th~ 
estimate of last r:::mth. Total U.S. p:!bUc sper:diJ~;: Cfederal, state . a:1d 
local, net) I,:ill probably exceed $600 billion in F'1 19 76 , up about SllO 
bil1ion fro;:! tl]e FY 1975 leve l. Xondefense spcndmg \\'i11 rise by o\"er 
$100 billion , an incre:!se for a single year t h:tt ' s g1"eater than the !ot;).l 
defense budget. 

Thus, there arc rlanr billions in th:lt arra), of !'pC'!l::ling iJ~crcases ~\;]ic~l 
cannot rerlotely ln3tCi1 . doll:lr for dollar, thc (';I'ploymcnt :m:l eccnc:~:' c 
imp:!c.t of defense bJ~,;::t r eductions . Ther(' ure oo\' ious]r pl"OgT:L~;s m the 
domestic secto:' \\hich h:l\'c a significant (,1,,?lo~1ilent and ('Cono::!ic i;"':':lct. 
However, con5it;(.'l"ill~ total gO\'c'11l:11,-'nt spendjll~, it is not axie:::.:ltic tbt 
tlle defense bu,if-et ":ust be cut to r.~lkc roor.! for groKth ill such arcas. 

'Nor can 1\C avoid considering ~hc !'erious further dC' t erior:lt j on in our 
.m tional SCl.:llJ" it)' 1'0;;tllre I,hid] 5lJ(i] ;1 sh:JJ"p cu t i'3Ck ,,'ould entail. 
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Even i [ \';e ccmld create n('\~ johs in other sectors to m:ltch the ntunbcrs 
of \Iurkers \·:ho \':0:1 1:1 pe ic1] eJ by a defcll :::e cutb:Jck, the pro~rar.::1.'t ic 
questi GIl r(':~1 ~II S , i',G\1ld the t.:l sk., that t 11e:.e peo;>le \,'Qu]d be pc'rfomin~ 
be o[ suf[icicat ",orth to off~et the coasqu:)nces of :1 sharp further cut­
roc]; ill our Qili t.:ll)' strength? 

If the defense htK~:et is reduced hy $9.6 hill ion, that \d11 me:ln :1 re:11-
tern reduc tion of sc:' c 6~ fl'o;n the depressed le\"cl of IT 1975. It "ill 
continue the 6'. ,::trel1d in our r ea l lev('l of d:::fellse effort, in the [ace 
of a stead}' &J\'iet u?trend. In a fe\~ years, these trends !\ould lead to 
a Soviet eJc;e of 2-to-l in the r('a1 ]e,"el of defms e effort . Such a 
shift in the r.lilitary balance , so:nel-.ilere along th:lt trend line, I,ould 
produce a funda;;ental change in the international order .-- a matter of 
the grmtes t con:;cq'l~nce . liJe 11'.::Itter !';ould he f!rave cnou,~h if I\C elected 
to fol]o \, such a course in the interests of our short -run ccono:nic '·;ell ­
be ing -- if I,e chose to devote. les s r (,50\lrc('s to def('nse so as to h2.\'e 
Jl'Ore for other purposes " In the pres('nt instnnce , ".~ \Voule!.! I t ha."e e,'en 
that excuse. BccmL~e if I\e cut the defense buc!r:et under present circt.."i1-
stances , I\e shall not have llOl"e for other p\1rro~es - - const.::~cr S!X'1Cir.g 
and the r est. \·:c shall have l ess . Sor.le ,",uuld ad';ocate a SID-billion 
cut ]n the def ense hud~et at a tiP-Ie IdKIl I.e hayc SOI:1e $250 billion L"1 
productive cap::citr th~t lI'e are not using . 'nlC i;lplicatio;15 of t hb, 
in t erl1lS of our c1).?::~ilit)' to r..aintain the: milital)" bnl:lnce o\"er t.he 
years aJlCad, I·;ould be gTa\'e indeed. 

, 
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