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T~e Honorable George Shultz 
Director, Office of Management 

and Budget 

Office of~ne Secretary of Defense 
Chief, RO'o;-ESD, WHS t vS·l·SS2.. 

\·/ashington, D. C. 
Date: ;J.,/,f)l-FJ "1-Q r~thority: EO 13~6 
Declassify: X..... . Deny in Full: 

Dear George: 
Declassify in Part:_ --

Reason:---- MDR: .Jl::.M-.§.!j.:?'J" 
Thank you for you~ letter of October 20, 1970 concerning the 

Defense Department's response to the President's request of May 
2.5, 1910 for areas and prc>grams ~·there additior,al savings can be 
made. 

You indicated in your letter that the Department of Defense 
was late in subrnitt ing its response, that Its suggest ions were 
of iimited u;.;.:;fuiness, and that t:O specific suggestiuns t.Vt;;t'e u:ade 
for add t tiona I sav !.Dgs. 

a . 

There is a very simple reason for the fact that no net additional 
savings wer·e proposed. I have been seeking to communicate thut 
reasdn to the Congress, to your office, and to other interested 
oHice:s in the Executive Branch and to the Amarican pc0ple. \/e 
have already cut Defense to the bone, a point which, as you well 
know, is of increasing concern to the President. 

As to the: Fi~. cal 1~172 bud~Jd, \·IC <•re v1or+lng de;;;~' .:;:H! r, 1sd:t 
tt-y i ng to sq~tc~:;~zc ou 1: rn i 1'0nl_9l _r:_~q_u ~ r:_ci"l~~y;, from cu rrcn 1 c <; t it<~.': ~-0d ,, 
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outlays of $77.4 billion into the S74.5 bfll ion fiscal guidance we 
were given in NSDM H4. 

From the standpoint of the concern you cxpres~cd in your 
letter, you seem to be saying that the only useful contribution 
that D(;fense could make to the budget problem you face would be 
to show a net decrease in outlays for Fiscal Y~;:ar 19/2. Ali the 
scrubbing in the wo1·ld of so•called incffect ive or low priority 
programs Hill not r·e~,ult in a net decrease without je:opardizing 
natiotwl security. In a sepJrate lette1·, hovJever, I v-till send 
you a list of possible decre.:; s{~s cornbined v1ith a list of possible 
increases for whatever use this may be ~o you. 

~/e make no claim, of course, that we are or that we can 
operate at lOO percent efficiency. As you knovv, hovJever, the 
Blue Ribbon Action Committee has been hard at v-;ork, under Dave 
Packard's leadership, seeking to trarislate the year-long, com
prehensive, in-depth study of the Defense Department -- a more 
comprehensive revimv of any Department than has be~n made in 
this Government in more than a deci.lde -- into increased effici~!ncy. 
The study itself took a concentrated year of effort, and anything 
more than a superficial attempt to gain increased efficiency 
rf:'rpti!'0S sf~,iL:=~r c::nnr:Pf)ttaterl att~ntinn '"'~d t!me , \Jp .;>r<:> rn(YVi!'t"J 

ahead .as rapidly i.lS possible on the 113 recommendations made by 
the Fitzhugh panel, 

To turn to the C.entra1 issue that is of concern to you, George, 
name 1 y a hea 1 thy economy, I VJOU 1 d like to rec<Jll my many d i scu~,s ions 
this year and last year, including those with the t·Jutional Security 
Counc i 1 and with your p1·edecessor·: f3ob /~ayo, related to the 
impact on the economy of Defense cuts. 

Starthg in April 1969, I 1·epeatedly made the pcint i.n no.:c~eting 
after ll;ceting that, in my vie·•,-J, a rnajor issue that ,,J.:;uld occupy 
the attr:ntion of the 1\meric<~tt pcopl2 f11 the Congressional clE:CtlDns 
~·Jould not be (}) the 1·1ar in Vietn<:ml, (2) the ro1il it~try-industl"i<ll 
complez., or ()) H1e size of the Dc~ fe::n~.e budget, but tiHt it I•.'Qu]d 
clearly be the utwlnp1oymC;c·nt leve:ls ir1 the statt: of the (:conon;y. 
Tho~c forec;~sts h<:;V-:! been borne out but arc ll0\1'1 past histor·y. 

~/h2) t \lte no·.-~ need to do i ~; to 1 ook to the nc.>:t t\;o year::. z:.n d 
sc:ek to .::void if IJC:: c.:m genc1·<~ting ,:.dditional c;JVE::f'~- e impacts on 
t' ~~~ econt:•i:ly. 

Nec,dlt::~,~ to :.ay, my prim.:;ry 1-e~.pon~'ibiliry h<:s l•cc'n and ·,.~ill 

con t' i nu(~ to b r:: n<.l t i Oiled ~'::~cu :'\ i·y. There can f•e no con1p r·o1n i sc: un 
th.:o,t. Lut if t·!e arr: ooirrc: tc• !n :; urc· the, l'n::sicbnt 1 ~·; r::ttltipL _ _, ... • 
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objective, nnd if 1·!•3. C:Jrt: to have a strong national SC::cur: ~; pes
tun~. I must sh;~r~: the concern of othe1·s in the Ex~?:cuti·.~.· ·· r Jr;Cil 

for the sLate of tho American economy. 

As the President unci I, <:mlQng othe.t·s, h<~ve s tated;) '.':)·, icly 
on numerous oc.casiono., the transition from a \·~ar-tim·~'! ecc;no11y to 

a peac(·-ti:n~ econo;n'/ is a difficult pr-oblem and inevitably vr i ll 
cause dislocation~ and turbul~n~e. That ~ran~ition can.be vi~tually 
complete by the tt me the Presrdent ends hrs ftrst term rn off1ce" 
It vJill be if \•le follo\>J proper budget and fiscc::l policies, 

The President f<Jccs a m~jor deficit in Fiscal 1972, largel')• 
as a rt%ult of fiscal policy and inflationary pr·essures he 
inherited. Now that we have begun to put order back into the 
Federal fiscal house, we must as a matter of priority discrlrnlnate 
in our sefection of programs for cuttfng o~ decreasing our Fedetal 
outlay? 50 as to strengthen the economy in the next 24 months. 

As we face the second half of President Nixon's first ten~~ 
v.re have urgent ni:ltional sectll"ity needs that at·gue again sBlecth.,ely 
for increased outlays. The Fe:der<Jl Govem1nent also h<JS an obl i<Jil
t ion to take tho~;e act ions nt:,cessary to move the economy to full 
employrne~ t 2t re~scn~bly ~tcblc price~. 

In the past 15 months, sir~ce June 1969, the Department of Dl'=fe.nse 
has. be:;:n responsible for relc,asing appr·oximately one million pe.ol'"le 
from Defense-relatt!d roles. In that same period, uncmployr.1ent in-
creased by roughly the same amount. Though there may not be a di rcct 
relationship betWCE'I1 th~ large curs in Defense manpower and lar~J" · 
increa~;es In unemplo';'ment, there: can be no que5tion thot then"l i.s a 
co-relution. In the next 12 riKmths, under the budg~t Vi0. submitted 
to the Co11gress for Fiscal Year 1971 --a budget that is not: yet: 
fully fund0d -- i"IC ant icipe>te a similar release of cJPft roxirr:atel)" 
one miJHon Defense-related people, or a to7.al of sorne t·,to milli'r.rt 
in about t>·.'O year:;. It seems doa1· to me that any actions \•J(; teet.:~ 
with rc~,;:;;rd to Def'cns<;;•. spending should be taken vJith thEse fact::; in 
rni nd. 

/:p.'lrt from our manpol·tcr'-rel.::iLed costs, it is clc.<Jr that DcF ~:r,sr~ 
spendir~SJ in the:: d~•r<Jble qoods <HC:J v,rill qcnel·<;t c~ n1an: la~'tin~J 
bencfi\·o; t:D th<.! h t.:! <:dti·: o1~ tJ·,,~ (;!COnorny, t~> ti'te ()!."' 111~ !·.:1} e::I; Joy::·:.;:':IIL 

l)iCt:.JI'f.·.~~ . • ,.,_d •·~'Ll'·' t'· u·· ·l·c · r· tl" '·' l 'oCJ"" ll t"'l: OL!r C(}llPl"l"" ;· j···"li iiiC'"('''J'·;ed "- t l1 · l . • l .1 t '' • .~ I.;. • L .I "' • • I ... 1-...• . • I ···- • 

~pcndir:9 in 111any otlrcr ·" r- c;;s, ~:uch a~ Fcdcr;J1 lr.:il·'~'i'~.:~ r p•~;·r:·: <~nts. 
ln \.: r~- ~~!., __ ,-1 - Dt-:fcn ~:;e ~pj::nding ii1 p~c,cur-cn1(::r!t dC.C0unt!.; -- p.:J :·ti(:l_ilr:-11-!.,)' 
of ll<::i.:.:\ ~< 1 itt'.IJI5 IAot'~·.t~ purc:h.:'.~•,! \·,' ·:1 ~~ ck:f'en·c:d in p.'J!;t yr. c.~ r· s · b(~c .:l tE.'· l 
of th<:· 1·:dr· in \!k.tn~dr, i:i~td \•!l·dcl : ere: ll"<,cJNl 1o ir.wlcrn:~;Yl: ~·. uccc:>:>1· :, l Y 
t'ht· Li ;:c·'·, f)(>cJ· rine , hoih 1-,.jt·h l'(:~;.pc.:c: to 1/. ·~c·rcto ~ .. :,·:;d fen:.;; ·~~ in . 
~~~~i~= . c; r ':i i ··.~ "iri~.-.· ,;:..:ly I'i ;:li i. ll '1 ' .' • ....... ··:;ill · t'(~ .. u1r li t (-.: tp..!iC L· ... t· !"t·~ ttl t"Tl !), ,; 
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t;:.x reve:nues than simi la 1· increased fl1l::>tJnts spent for transfer pay
r.lents. This l•li 11 impact di rcctly or,_~nar.ufa-:::turing employment which, 
as you kn0\··1, is one of th0 hardest hat areas in the unemployment 
picture we fHce in this Dutumn of 1970. 

1 have. asked Bob /l,oot and Gaa-dim:r Tucker to meet further with 
your people in continuing attempts t<.1 cr~mnullicate these basic truths 
and to 1·evievJ in very Spl~cific terms 'rJhat h;:,s happened, as predicted, 
and what we can do for the future to achieve a!) of the President's 
top priot·ity objectives in national sccuri1:y matters and in domestic 
requirements, 
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S i hcerely, 

'--


