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STATEMENT OF SECRETARY OF DEFENSE ROBERT S. McNAMARA
BEFORE THE HOUSE SUBCOMMITTEE ON DEPARTMENT OF DEFENSE APPROPRIATIONS
ON THE FISCAL YEAR 1969-73 DEFENSE PROGRAM AND 1969 DEFENSE BUDGET

Mr. Chazirman and Members of the Committee:

This is the seventh and final Five Year Defense Program and
Financial Budget it will be my privilege to present to this Committee.
Since there are a number of important basic policy issues which warrant
a more extensive discussion, I have dropped from this year's statement
some of the usual program detail. However, other Defense Department
witnesses will be available to go into these matters in whatever depth
you may desire.

As hes been my practice in the past, I will attempt to cell your
sttention to the more important chenges in the Defense Program which
have occurred since last year, particularly those relating to our
effort in Southeast Asia.

A. APPROACH TO THE FY 1969-T73 PROGRAM AND FY 1§69 BUDGET

Last year when I appeared before this Committee in support of the
FY 1968 Budget I said, "...barring a significant change in the charac-
ter or scope of the Boutheast Asia conflict, or unforeseen emergencies
elsewhere in the world, the FY 1967 Supplemental and FY 1968 Budget
should be sufficient to cover our reguirements until FY 1969 funds
become available...." A careful review of our financial requiremenis
for the balance of FY 1968 has convinced me that we can still manage
the program within the total obligational suthority provided. However,
to do sc we will need authority to transfer a limited emocunt of funds
among the various Defense Department appropriations. The amounts tme
involved, both for authecrization and appropriation, have been furnished
separately to the appropriate Committees. E/

With regard to the FY 1969 Budget, I have again deleted all pro-
grams vwhich can be safely deferred to a later time. In particular, our

a/ In addition, we will need the funds required to cover the costs
of the military and civilian pay raises enacted by the Congress
last year. This requirement was included in the President's
original FY 1968 Budget in the category of Goveranment-wide
"Allowances for Contingencies" rather than the Defense program,
since it involved proposed legislation.



military construction reguest includes primaril, those projects needed for
support of our forces in Southeast Asia, for new weapons systems, and

for the heaslth and safety of our persconnel. And, of course, we are
continuing with undiminished vigor our cost reduction efforts.

By eliminating the unneeded eand marginal activities and by defer-
ring whatever can be safely deferred, I have been gble to reduce the
FY 1969 Budget requests of the Services and Defense Agencies by about
$21.7 billion, while at the same time providing for all essential mili-
tary requirements. As shown in Table 1, we are requesting for FY 1969
a total of $79.6 billion in new cbligetional authority. Expenditures
are now estimated at $7L.2 billion for FY 1968 (about $500 million more
on a comparable basis, i.e., taking account of pay raises and the new
budget ccncepts, than was estimated one year ago and several billiorn
less than some have predicted in recent months) end $77.1 billion feor
FY 1563,

E. ASSESSMENT OF TEE INTERNATIONAL SITUATION AS IT BEARS ON MILITAPY
POLICIES AND PROGRAMS

In the seven years since I first came before this Commitiee to
testify on our defense programs, the military and economic strength of
the United States and its allies has increased dramatically. But so
have the difficulty and complexity of the problems we have had to face
in framing our military pclicies. These years have seen the acceler-
gticn of a number of trends which will make the world of the 1970s
very different from the world of the early 1960s. Today, as then,
our military posture remains rooted in a commitment to collective de-
fense. We and our allies are demonstrating this commitment every day
in Vietnam. But today, and tomorrow, our country must be prepared to
cope with a complex range of contingencies requiring forces and weapons
systems with very diverse capabilities.

Since the early 1960s the divisions within the camp of our adver-
saries, already apparent then, have both deepened and widened. Indeed,
there are now not simply two centers of Communism but several: Havana
shows little inclinetion to follow the lead of Moscow or Peking, and
is itself trying to exert & lead over the splintered Communist move-
ments of the developing world. In Moscow, we still detect a desire to
undermine the institutions of many nations and the influence of the

+United States. But we find this desire tempered by a prudence power-
fully reinforced by a justly-held fear of nuclear war.

At the same time that we find ourselves engeged in a conflict with
North Vietnam and its South Vietnamese supporters to preserve the principle




that politicel change must not be brought about by externally directed
violence and military force, we find ocurselves engaged in many forms

of peaceful competition with other Communist states. In the world of
the late 19L0s and early 1950s, when our adversary seemed monolithic,
such a situation would have been unimaginable. Yet today it would be

as short-sighted for us to fail to seek peaceful accommodation (in those
activities in which this may be possible) with the Soviet Union and its
Eastern Furopean allies as it would be for us to fail to maintain the
eredibility of our deterrent egainst Moscow's improved strategic systems
-- or to fail to resist aggression in Korea or Vietnam.

Thus, circumstances for which we must formulate our military poli-
cies heve changed greatly from those of the early 1960s. But our gecals
remain the same. Fundementally, what is at issue todey -- as it was a
decade ago and as it will be a decade from now -- is the kind cof world
in which we and others wish to live. When this Nation made the decision
at the end of World War II to base its own security on the principle of
collective defense, it was with the hope that there could be crested,
in accordance with the principles of the United Nations Charter, a
world in which even the smallest state could lock forward to an inde-
pendent existence, free to develop in its own way, unmolested by its
neighbors, and free of fear of armed attack or political domination by
the more powerful nations.

Some years later, in & world already familiar with the gap between
Communist promise and Communist reality -- and with Communist aggression
as well -- we sought to achieve this same high purpose by aligning ocur-
selves with other like-minded nations in & series of multilseteral and
bilateral mutual defense treaties. By the close of 1355, this system
of interlocking elliances had grown to include the Rioc Treaty in the
Western Hemisphere, NATO in Europe, SEATO and ANZUS in the Far East and
the bilateral mutual defense agreements with Korea, Japan, the Republic
of China, and the Philippines -- a total of some 40-0dd sovereign nations
bound together in en effort to defend their freedom and prevent the fur-
ther extension of Communist influence and hegemony.

Looking back over the history of the last two decades, I believe
it is fair to say thet this system of alliences has substantielly
achieved its purpose. Although the record is less than perfect, the
outward thrust of Soviet and Red Chinese aggression has been generally
contained and the independence of even the smallest member of the al-
liances has been preserved. Beyond the immediate objective of these
alliances, our adherence to & policy of collective defense has helped
us to pursue our ultimate goal -- the creaticn of a world order in
which all states, small and large, aligned and unaligned, can preserve
their independence and live in pesace.



Collective security, however, has had its price. The members of
the alliances have had to support large and costly military forces for
many yeers, with small prospect of an early reduction. Moreover, we,
and some of our allies, have had to pay a particulerly high price,
both in lives and in wealth, for the alliances' achievements -- first
ir Korea during the early 1950s and now again in Southeast Asia. Sc,
the American people have & right to ask: Were these achievemsnts worth
their cost, particularly in terms of their ultimate contritution to the
peace and security of our own Nation?

I believe they were. But this is a guestion which cen never be
answered conclusively; there is no way by which we can determine with
certainty what the world and this country would have locked like tocay
had we not based our national security policy on the principle of cel-
lective defense during the last 20-odd years. However, we do know that
the policies of unarmed isclationism and attempted neutrality, which we
followed prior to World War II, were in the end far more costly in lives
and property.

Moreover, it must be clearly recognized that while it is conceivable
that we could return to a policy of isolationism, today this could no
longer be the unarmed isclationism of the 1930s. In an age of nuclear
weapons and intercontinental ballistic missiles, when other naticns have
the cepebility to strike our homeland a devastating btlow with perhaps
only a few minutes of warning, such an easy option is deried us.

Nevertheless, one could argue that we could still rencurce all of
our mutual defense treaties, pull back our military forces tc our own
scil, and build a "Fortress America" so powerful as to deter virtually
any enemy cor combinetion of enemies from deliberately attacking our
territory. Then we could deel with the rest of the world on a stirictly
arms-length basis. But that would be an entirely different world than
the one we now live in =-- and an entirely different United States as
well! Without dependable friends or allies, we would surely have to
maintain a larger military establishment than at present. We would alsc
have to reorient our industry and commerce to achieve & maximum degree
of economic self-sufficiency with a lower standard of living fer our
pecple, and considerably less economic freedom for all, Most important,
we would be living in & far more uncertain and dengerous world, one in
which our influence over the course of events would be greatly diminished.
It would alsc be a world in which the pressures for proliferation of
nuclear weapons and the means of their delivery would be much stronger
than they are today. In time, we could find ourselves literally isolated,
& "Fortress America" still relatively prosperous, but surrounded by a
sea of struggling, envious and unfriendly rations -- a situestion hardly
calculeted to strengthen our own state of peace and security.



Isolationism is clearly an undesirable mslternative to our continued
involvement in the responsibilitivs of world uffairs and collective
defense. This does not mean, however, that we must assume the role
of "world peliceman”. But it does mean that we must be willing to
continue to support those interncztional arrangements which help to
preserve world peace, alleviate vonflicts anong nations and create
conditions for economic and social progress in the less developed
areas of the world.

I would hope that our allies and friends will similarly recognize
that the new international situation is too complicated and thresten-
ing for any sudder abandonment by them of the collective defense of
freedom and independence. The principie that every nation should feel
secure in its independence is still velid, and it cannot easily be
ignored in cone part of the world and sustained in another. The con-
tribution of individual nations to this gozl can take many forms, and
there is admittedly no precise way to determine any nation's Teir sheare
of the burden. We, on our part, must recognize that some of cur friends
ané allies simply do not have the economic strength or industrial ca-
pacity to eguip and maintain the armed forces they legitimately need;
in fact, & few cannct even meet their military payrclls from their own
resources, It is in the common interest thet these naticons be furnish-
ed the necessary financial and meterial support, not only by the United
States, but &lso by the cther more prosperous menbers cf the alliances.
There have been some encouraging moves in that direction, but too great
a share is still being furnished by the United States.

Having said that other nations should do meore in the comnon cause
dees not mean that I think we should do less, at least at the present
time. The severe cuts made by the Congress last year in the Administra-
tion's econcmic and military aid reguest constitute a very serious set-
‘btack to the entire collective defense effort. Moreover, the numerous
limitations which were incorporated in the military aid legislaticn
will seriously hamper the adminisiration of the program and greatly
complicate our relations with many of our allies. 1n this connection,

I think it is of the utmost importance for us to remember that the non-
Communist world is made up of sovereign states which have widely d4if-
fering histories, capabilities and political and econcmic orientations.
Even where these states subscribe in principle to the policy of collec-
tive security, we should not expect that thers will always be a unanimity
of view as to how and by whom that policy should be implemented in any
particular situation. Neither is it realistic for us to expect them all
to share our scale of priorities. Each has its own particular set of
local problems and nationzl aspirations, and each will insist on Jjudging
for itself what is best for its people. We should, and do, try to guide
them in areas where our joint interests are involved. And, we should,
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and do, try to ensure that what aid we give them is effectively used
both from their peint of view and ours. We do not, and should not,
attermpt to force our views upon them by unilateral coercicen through
trade and aid, for this is not the way to achieve the unity needeg
for the collective Gefense of the Free World.

However, 1 cannot help but feel that most of the restricticns

gnd fund reductions imposed by the Congress on the national security
program last year reflect a much rmore fundamental problem, and that is
a growing unwillingness tc face up tc the fact that if the policy of
collective defense is t{c work, we must be ready t¢ pay our shere of the
price of supporting it. I this is so, I must tell you in g&ll candor
that cur nation will be much better off if we confront the regl issue
direectly, and that is whether we should continue to base our naticnal
security on the policy of collective defense. There is noihing tc be
gained end much to be lost by paying lip service to the policgy and
then failing to support the programs designed for its irmplementaticorn.

That the American people have become scmewhat disillusioned and
weary with the problems of the rest of the world is readily under-
standable: for many years we have borne a large share of the burdern
of world peace and security, and of assistance to the developing nations.
But we must never forget that of all nations we have the most at stake.
The existence of an open, outward-locking, humane society in the United
States depends upon the vitality of similar socisties elsewhere., We
must also never forget that our burden i1s large because our caracity is
large -- so much larger in fact, than that of any cther nation as tc
make compariscns misleading. For better or for worse -- hopefully,
for better -- we are preeminent, with all of the cbligations which ac-
crue to leadership. So despite the rapidly increasing complexity of
the world of the late 1960s and the 1970s, and the difficult choices
it will pose for us, we must not in weariness or disillusionment abandon
our internaticnal role, or neglect to face up to the rezl implications
of new and old =lternatives.

For my part, I am convineed that we will Jjudge the alternztives
to & continued dedication to collective delense to be unaccertebie,
I eam elso convinced thet embracing tne otligetions of leadershir will
not force us to divert badly needed rescurces freom the improvenment of
American demestic scciety. Our rescurces are sufficient, if wisely
allocated, to meet the needs of the weax and the undergrivileged both
at home and abreoad. For the sake of cur security and our well-being,
we can afford no less.,
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1. 7The Communist Countries.

During the year since my last statement on this subject the fis-
sures within the Communist world have shown no signs of healing. These

divisions, of course, have existed for some time, and it may be that no
influence short of & change of regime either in China or in the USSR

can bring about the restoration of even a facade of unity across the
Communist world. Peking's drive in opposition to Moscow has resulted

in greater Chinese militancy, and at times in greater militancy in
Soviet policies as well. On the whole, however, the strident behavicr
of the Peking regime has caused the Soviet leadership -- both Khrushchev
end his successors -- to confront the fact that they, tooc, have an inter-
est in stability that has to be balanced off against continued adherence
to a revclutionary ideology. bBoth strands are present in Soviet polic
The task of creative statesmanship for the West will be to move Moscow
further in directicons that we can call constructive, while gt the same
time working to bresk down the Chinese wall which insulates Peking from
all ouiside influence.

Our own interests have not fared badly as a result of the divisions
in the Communist world. Both the Soviet Union and Red China have suf-
fered serious setbacks in Latin America, in Scuth Asia, in Indonesisa,
and in the developing world in general, znd each is devoting 2 large
share of its energies to its dispute with the other. Partly as a re-
sult ¢f Moscow's increasing concentration on domestic affairs and partly
due to Peking's defiance, the Communist governments of Eastern Europe
have been sble t0 asseri increasing independence in many spheres, and
we may hope for the establishment of better reletions with the West.
Over the long run these bonds may ease the defense problem for the en-
tire NATO area; for the near future, however, elthough Europe is com—
paratively free from gvert threats or pressures, current NATO force
levels will still be required to keep it that way.

Aside from the purely nationalistic component of the Sino-Scviet
dispute, a large rumber of ideclogical issues have emerged, some of
which are matters of indifference to the United States. Of greater con-
cern for us is the Sino-Soviet dispute on how the "world revolution" is
to be achieved. The Soviets since 1962 have generally taken a less
militant approach, although they continue to affirm their support for
what they choose to call "wars of national liberaticn." The Soviet
leadership has demcnstrated some restraint in their support for Norih
Vietnam and in support of insurgencies in some cther areas of the werld.
In Latin America, for example, they apparently oppose Fidel Castro's
policy of externally supported armed insurrection, choosing instead o
compete for influence over the indigenous Communist parties and



seekineg to expand Soviet presence and relations with Latin Amer-
ican governments. The Red Chinese lezders, Dby contrast, enthusies-

tically endorse Casiro's efforts to epply their highly touted doctrire
of "peoples' wars".

There are, of course, many provlems lying betwesn uc &nd the
Soviets, some of them cld, some of them new. Independenily I
disagreement with the Chinese, or perheps because of ii, the Sco
leaders seem to feel impelled to support Hanol irn its altermpt to expand
its erea of contrel, and therefore are less willing to cooperate with
the Urnited States in other areas of policy, such as the mutusl reducticn
of forces in Europe or in arms control measures. It is likely that re-
letions with the USSE cculd improve if Hanoi's aggressions in Southeast
Asia were terminated. In the meantime we must simulteneously do ou
best to preserve the constructive aspects of our relastionship with
Moscow, and toc guard against counting on improvements before they occur.

a. The Soviet Union

The past year has seen increased Scoviet assistance to North Viet-
nam, but if it has bought Moscow any significant political leverage, it
has not been used to move Hancol towards a negotiated settlement of the
Vietnam conflict. Instead, its support has done much to sustain Hanoi's
aggression., Similarly, extensive Soviet militery assistance to the Arab
states was not only unaccompanied by any effort to steer them away from
their reckless confrontation with Israel in May 196T,but, at least in
its early stages, the crisis eppears to have been purpcsefully stimulated
by the USSK. Thus, the Soviet Government must carry & major share of the
responsibility for triggering the short but explosive war which followed,
and subsequently for making more difficult the achievement of a Middle
Eastern settlement. At the same time, Moscow's record over the last
half-dozen years includes its initiative to bring about peace between
India and Pakistan in 1965, its generally consiructive behavior during
the Laotian crisis, and its stance on the Sino-Indian border dispute.

The Soviet leaders have also been willing to incur the sustained in-
vective of the Chinese in their negotiations with us for an agreement
to halt the proliferation of nuclear weapcns. These are only a few
samples, but they serve to point up the mixture cof conflict and coop-
eration in the USSR's relations with the ncn-Communist werld.

Over the past year, the Soviets have projected an image of increased
activity, determination and new strategic directions, especially toweards
developing & capability for flexible response. There are some signs
that the Soviets are developing the forces required to give them a limited
mobile military cepebility to meet some types of contingencies beyond
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tne land esreas of the Communist group of ecwn.tries, However, a fully
flexible response remains outside the reaim of immediately foreseeable
Soviet capability.

Wnereas Soviet developments in the area of strategic systems --
notably ABMs and FOBS (Fractional Orbit Bombardment System) -- give
evidence of a continuing searen for seeurity through more advanced
erms, ostensibly military applications of power such es recently in-
creased levelg of Soviet navel activity in tne Mediterraneen appear to
be primarily diplomatic gestures simed at recouping political losses
suffered as a result of Moscow's ipability to forestall Israel's vic-
tory over the Arabs in June 1967. Soviet naval craft in tne Mediter-
ranean, including guided-missile cruisers, a nurber of submarines,
lesser warships, and support units which eould provide for year-round
operations, have effectively shown the Soviet flag. Altnough modest
in size and in puncn compared with the U,3. Sixth Fleet, the Soviet
fleet provides the type of visibility which Moscow has elected to seek.
It has similarly signaled that the future Soviet posture will includsc
"Marine" amphibious forces and helicopter carriers. How all thesc
activities will affect future Soviet behavior is a matter to which we
will give close attention.

Tne politico-military developments were accompanied by a substan-
tial Increase in defense expenditures projected in the budget announced
for 1968. This increase of 2.2 billion rubles, coming on top of twc
smaller increases in 1966 and 1967, will raise publicly announced de-
Tense expenditures from about 12.8 billion rubles in 1965 to about
15.7 billion rubles in 1968,

Bookkeeping changes, higher prices for military goods and perhaps
a military pay raise in themselves account for more than one billion
rubles of this increase, while the balance apparently reflects the
continued expansion of the Soviet defense effort. Analysis of tne
available data on botn the budget and the economic plan for 19GE in-
dicates that this diversion of additicnal funds to military purposes
may force a slowdown in the rate of investment in agriculture and
industry, and possibly in heousing. Apparently, the Soviet leaders are
willing tc risk a reduction in the growth rate of tneir industrizl
plant over the longer term, and tc gamble on the continuation of reason-
ably good growing weather to meet their agricultural needs over the next
several years, all to meet their estimate of current defense neceds.

Wnat is not entirely clear is now the gdditional resources for de-
fense are to be distributed among the various military programs. No
gingle program -- except under extraordinary crash conditions -- coula
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absord any major portion of the 2.0 billion-ruble irerease announced
for 1968. One possible bookkecping adjustment iz that the military
essistance program in 1967 and yrior years was kit spart in the

"Financing the Natipnal Ecorony"” turi . cutegory; Lhiz program, or at
least the Nerth Vietnamese portiun, hus purnaps been shifted back to the
"Defense" category in the 100U budyou. It ig intereziing to note that

the original 1967 budget provided wbout L. billion rutles for "Finan-
cing the National Economy", whercus the revised 19€7 tudgst, announced
lete last year, provides UY.¢ billion ruilis. One mzy ccnjecture that
at least part of this 3 billicn-rulle invrosse within the czme year re-
flects the unanticipated militury assictlunce demands of KNerth Vietnan
and perhaps the need to replucc somc ¢f 1l eguipment and supplies lost
by the Arab nations in the reicent war witl Israel. Thie ceonjecture is
supported by the fact that the 19HE Ludroi provides only 6.2 billion
rubles more for "Financing ti:e ihztional tconomy” than the revised 1967
budget, whereas in receni yearc ths 1 rate of increasz in this
category has rarely fazllen shert of 2 pillion rubles.

g A

s,

ore thing we can be sure, the cost of the Vietnam conflict to
the Soviet Union will be considerably higher in 1968 than in 196T.
North Vietnam is becoming ever more dependent on the Soviet Union for

211 kinds of support, military and econcmic, and as long as the conflict
continues, the burden or the Soviet Union is likely to increase. It is
uncertain, however, what effects the increased budgetary levels will heve
on Soviet military and foreign policy for the near future. The Soviet
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leaders clearly wish to achieve a militery posture which will give

them capabilities more closely in balence with our own, and the

growth of our own capabzlltles over the last several yeers has no doubt
been a factor in their budgetary decisions. Yet over the next few years
their abilities to support substantial forces relatively distant from
their own frontiers will continue to be gquite limited.

b. Red China

Last year I noted our previous belief that the leadership of Red
China was strong and united had proven to be erroneocus. The course of
events in meinland Chine during the past 12 months has borne out the
tlon we made then that the political turmoil

: S would continue. Civil disturbances and armed
clas es have occurred throughout the length and breadth of Red China,
many involving the Army itself. Industrial production and transportation
have been disrupted, the educational process has been almost completely
halted and government administration at all levels has been severely
weakened.

What had apparently transpired was an attempted revolution within
a revolution. Concerned about flagging revolutionary spirit in the
government and party structures, and concerned that future generations
would lese sight of "true" Communist goals, Mao set out to conduct a
massive house-cleaning. When existing mechanisms proved inadeguste,
he apparently decided to fashion a new instrument, the Red Guards, and
set them loocse against the Communist bureaucracy, the very people re-
sponsible for the administration of day-to-day affairs of the nation.
These people tend to give priority to getting the Job done rather than
to pelitics and ideology. The failure of the Great Leap Forward, which
had beccme clearly evident by 1960-61, apparently convinced the bureauc-
racy that & more pragmétic approach to China's economic problems was
urgently needed. This approach necessarily involved the relaxation of
some of the dogma favored by Mao and a return to what might be called
"gquasi-capitalistic" techniques such as the reestablishment of private
egricultural plots in the rural aress and the provision of material in-
centives fer the industrial workers in the cities.

It now seems clear that the issue has not been resolved. Mao has
succeeded in damaging the Communist burezucracy, but has neither de-
stroyed it nor transformed it inteo an effective instrument of his own
policy. Administrative control over the nation has beeén seriously
weakened, but the Red Guards proved unzble to displace the bureaucracy.
The Army has been called upon to reestatlish order in cities and to
maintain production schedules in factories, in mines and even on




the farms., Nevertheless, clashes between the contending factions
continue. The economy ‘and the cducational system are still in disarray.
Once arain, ac has demonstrated that it is easier to creete chaos than
to reestatlish order. Even i ihe leadership is reunited, which scarcely
seems rossible, it will no douis take many months, if not years, to re-
pair the damape that lMao's cultural revolution has wrought within main-
land China.

But the damage was by no mcans limited to the domestic scene; the
cultural revolution has alsc¢ dezlt Red China's foreign policy a severe
Llow. Its prestige within the Communist camp has declined precipitously,
in most instances to the advarntage of the Soviet Union. Its relastions
with the rest of the world are at their lowest ebb. Indeed, Red China
in the past year has manapred tc antagonize most nations with which it
still maintains diplomatic relations. Most of its ambassadors have been
recalled to Peking, as part of the Great Culturel Revolution, while the
Chinese diplomatic missicns abrocad have ineffectively marked time.

coccner or later the present lesdzsrship, whatever its complexion, will
vass from the scene, i IO : : R e

It is by nc means certain what such a develcopment would mean to
the present alignment of the world. A more moderate regime in China
could result in a relaxaticn of relations with the outside world, in-
cluding the United States, or it could mean a rapprochement with the
Scviet Union, or possibly both. Even the second, however, might prove
to be of advantage to the outside world -- if an increasingly moderate
viewpoint prevails within the Soviet leadership. In that event the
Soviet Union could serve &s a moderating influence on Red China. If a
more militant approach is adopted by the Soviet Union, however, a rap-
prochment with Red China could confront the Free World with a new and
even more severe thresat.

Meanwhile, we can assume that Red China will continue to support
North Vietnam's aggression against South Vietnam and Laos as well as
the present low keyed but continuing insurrections against Thailand
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and Burma. China may also keep up its pressure on India, using a
potential military threat along the northern border combined with
propaganda and subversion within the country. Elgewhere in the world
the Red Chinese drive has slowed and is not likely to recover its
former momentum until the internal leadership issue is settled and the
foreign policy line is tlarified.

In any event, a mainland Chine with a population approaching 800
million, a military esteblishment of some three million men and z grow-
ing stockpile of nuclear weapons will be a power to be reckoned with in
the 1970s. In its dealings with the Peking regime, the United States
will be concerned to stress the common interest we share in avoiding
war, as with every other power, and will hope that a dialogue of mutual
interest can be initiated and expanded, while we continue to try to

deter direct or indirect Chinese aggressions against her neighbors,

2. BSoutheast Asia and Southwest Pacific Area

Southeast Asia remsins for the United States a test of the viebility
of our collective defense policy. Here in close proximity to Red Chine
lie a number of small, non-Communist states, each of which in its own
way is striving to maintain its freedom and independence. The confusion
end discord within the Communist camp is well illustrated in this region.
The USSR is nominally Jjoined with the Peking regime in supporting Hanoi's
operations against South Vietnam, but each of the major Communist powers
is seeking to prevent the other from gaining dominance in Haneil, while
North Vietnam itself probably wishes to fall under the dominance of
neither. It is thus possible that Moscow, Peking, and Hanoi all dis-
agree as 1o what the future shape of Southeast Asia should be, yet these
disagreements have allowed Hanol -- while pursuing its drive to conguer
the South -- tc play the Soviet Union off against China for material
assistance. Thus, while polycentrism within the Communist world is
generally a welcome development, there will be cases, a&s in Vietnam,
where it may intensify our problems rather than easing them.

The Soviet leadership may now believe that North Vietnam will be
an outpost for their more pragmatic form of Marxism, to serve as a buf-
fer hemming in the doctrinaire zealots of Peking. If this is their cal-
culation, they are playing a dangerous game. A Communist victory in
South Vietnam would erode the position of sll of the non-Communist states
in Scutheast Asia, and the chief beneficiary would be China -- not the
Soviet Union. Such a victory would be seen as a triumph for the Chinese
militancy and as a vindication of her position in the ideoclogical dis-
pute with the Soviet Union. And, in contrast to North Korea,which
borders both, Southeast Asia is separated from the Soviet Union by the
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greet land mass of China. It is, therefore, unlikely that the Soviets
could long meintain & speciel position in that ares in defiance of China.

But our real concern is not over which of the two rivals emerges
dominent. Our concern is that no great power dominate the area. As I
have so often told this Committee, the United States has no desire to
compete with either the Soviet Union or Red China for hegemony in South-
east Asias, or to achieve any specjal position there. This is not to say
that we are indifferent to what transpires on the other side of the Pa-
cific Ocean. Whether we 1like it or not, we are a Pacific Ocean state.
Our west coast borders on the Pacific and our 50th state lies halfway
across that ocean. Moreover, we have important historical ties and
treaty commitments to many of the nations in the Western Pacific. So,
we have & vital strategic interest in that area, an interest that we
cannot ignore.

In this connection, I want to clear up one misunderstanding that
has gained some currency in the press during the lest few months. It
has been alleged by some commentators thet the Administration, last fall,
changed its rationale for our military involvement' in Socutheast Asia -—-
that we mre now emphasizing the importance of Southeast Asia to our
own security, whereas earlier we had said that we entered the conflict
to horor the commitments of four Presidents, tc protecti the freedom and
independence of the people of South Vietnam, and to ensure thelr right
to decide their own destiny.

The fact is that all of these reasons have been invclved all along;
no cne is exclusively determining, as we have repeastedly tried to make
clear. The important point is that all of the reasons we have given for
our inveolvement in the South:2ast Asian conflict are directly derived from
a single basic pelicy, whi- 1is nollective security. We are fighting
there for the right of nat .ns to live in freedom and independence, un-
molested by their neighbo ; and free of fear of domination or atiack by
any of the great powers. It is from this right, as I have sc often stated,
that our own security ¢z2rives, and it is precisely the objective of our
collective defense policy in ail parts of the world. Not to honor cur
commitments in South Vietnam would thus cast doubt on our determination
to honor ocur commitments elsewhere in the world.

I believe that over the long run a truly independent Southeast Asiza
would best serve the interests of all the nations involved. It would
remove one more source of strife between the ocutside world and the Com-
munist camp, and within the latter as well. Moreover, it would create
the kind of environment required for the rapid development of the region's
basically rich natural resources, to the benefit of all.
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This vision of a peaceful and more prosperous order in Southeast
Asia is shared by owr friends and allies in the Western Pacific. I am
sure that you have noticed an increased appreciation among the leaders
of Asian and Pacific nations for the contribution which our efferts in
Southeast Asia are making to their own freedom and independence. Of the
seven nations actively participating in the struggle with their own mili-
tary forces (South Vietnam, Australia, New Zealand, Thailand, the Repub-
lic of Korea, the Philippines and the United States), a1} but the Philip-
pines have agreed in the last twelve months to inecrease their force con-
tributions in South Vietnam. And, all of these leaders -- and those of
many other non-Communist nations -- are firm in their support for our
goals and objectives in Southeast Asia. 1 think there can be no doubt
but that this trend is directly related to our determination to fulfill
our obligations in that area and to a rising confidence among Asian
leaders that we will persist in that determination.

The Statement of Principles enunciated at the Manila Conference
QOctober 1966 continues to guide our efforts in Southeast Asiz. These
principles include the following four points:

of

1. Aggression must not succeed in South Vietnam.

2. We must break the bonds of poverty, illiteracy and disease
throughout Asia and the Pacific arez.

3. We must strengthen economic, socizl and cultural cooperation
within the regicn.

k. We must seek reconciliation and peace throughout Asia.

The seven‘participating nations agreed that the South Vietnamese
people shall not be conguered by aggressive force and shall enjoy the
inherent right to choose their own way of life and their own form of
government and that this commitment shall be backed by militery force
and other efforts as necessary. But at the same time, the seven nations
also proclaimed their readiness to pursue any and all avenues which might
lead to a secure and just peace, either through discussion and negotiation
or through reciprocal action on both sides to reduce the level of violence.
They made it clear that their sole demand on the leaders of North Viet-
nam is that they abandon their aggression. More specifiecally, the
Manila Declaration stated that:

"Allied forces are in the Republic of Vietnam because
that country is the object of aggressicon and its government
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requested support in the resistance of iis people to
aggression. They shall be withdrawn, after close con-
sultation, as the other side withdraws its forces to the
North, ceases infiltration, and the level of wviolence thus
subsides. Those forces will be withdrawn as soon as pos-
sible and not later than six months after the above condi-
tions have been fulfillied."

These are still our policies. As you well know, the U.S. Govern-
ment has continued to explore every possible means of achieving a just
settlement of the Vietnam conflict. These efforts have thus far yielded
no positive results, but our search for peace continues.

The importance of our efforts in Vietnam to the ultimate achieve-
ment of economic development, area cooperation and political independ-
ence in Southeast Asia and the Southwest Pacific is accepted not only
by the seven nations actively involved in the conflict, but by leaders
of other Asian countries as well. Prime Ministers Satoc of Japan and
Lee of Singapore are among those who have recently spoken out in unequiv-
ocal Tashion on the need for the allied shield in Vietnam to permit cor-
derly Asian development. The Suharto regime in Indonesia, though re-
maining unaligned, is painfully aware of the sources of danger. Whole-
sale North Vietnamese violation of Laotian territory has been officially
dencunced by Frime Minister Souvanna Phouma. Burma and Cambodia recog-
nize the threats of Chinese Communist pressures, having had a taste of
them this past year. This is not to imply that these nations will re-
vamp thelr present foreign policies, but it does suggest that even those
least willing to appear aligned with the United States are increasingly
disturbed about Red Chinese or North Vietnamese designs.

The turmoil in Vietnam has tended to obscure the substantial pro-
gress being achieved elsewhere in the area. The time being purchased
in Vietnam at such heavy cost is being put to good use by the non-Com-
munist Asian states and there is a growing appreciation of the need for
collective action to meet common problems. Although the conflict slowed
the Mekong Develcpment Project, it and other regional efforts such as the
Asian Development Bank and the Asia and Pacific Council are moving forward.

The most significant regional development during the past year was
the formation in August of the Association of Southeast Asian Nations,
comprising Singapore, Indonesia, Thailand, Malaysia, and the Philippines.
The Association is starting modestly with annual Foreign Ministers meet-
ings and proposed economic, social, and technical programs.
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Thus, there is & growing web of cooperation among the area's
non-Communist nations, comprising both functional efforts focused on
common practical problems and broader ties with more ambitious goals.
We can hope thet such evolving mechanisms will eventually provide the
region the collective political, economic and military strength neces-
sary to guarantée that its destiny will be determined by these nations
themselves,

Our role .n this process will be particularly important. First we
must see the Vietnam conflict through to 8 conclusion that permits the
growth and maturing of regional cooperation. We will, of course, main-
tain our SEATO, ANZUS and other commitments in the area. We should
alsc continue our carefully structured assistance to countries in the
area. Beyond this, Americen policy toward Southeast Asia and the
Southwest Pacific area must blend concern and restraint as we help the
East Asian nations to build among themselves the true security that
flows from economic and social progress. We must lend support and
assistance, where requested, yet remain constantly asware that these
countries are both eguipped and entitled to lead themselves, and that
it is in our interest thaet they do so.

Clouding this picture are intra-regional politicel frictions that
could frustrate Asian security cooperation. ©Nevertheless, some elements
are relatively clear. We shall encourage e prominent Australian-

New Zealand role and continuing Australian efforts to consult the
countries of the region about arrangements that will compensate for
the British withdrawal. We shall encourage Japan to increase its con-
tributions to the area commensurate with its own economic and security
interests. We intend to avoid unilateral action that forces the pace
or the nature of the evolving regionel economic orgenizations.

Qutright overt aggression by large conventional forces is unlikely
in the region. Internal conflicts, fostered by socio-economic stagne-
tion, communal disputes or externally supported, Communist-nurtured
subversion are the more plausible threats.

Let me now briefly touch on the special situations in Thailand
and Laos in view of their relationship to the Vietnam confliict.

Both of these nations are themselves threstened by externally-
supported insurgencies. They are alsc threastened by the debiliteting
economic, social and pclitical conditions common to much of the area.
During the past year the Thai Government assumed a leading role in
regional cooperation. It was instrumental in the creation of the
Association of Southeast Asian Nations and was a prime mover in
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fostering closer political consultaticon end action among neighboring
ngtions. At the same time it stepped up its assistance to Free World
Ferces in Vietnam. An additional 10,000 Thai troops will be sent to
South Vietnam, &nd as you know, we are using Thai bases for air opera-
ticons against North Vietnam. The Thais' own counterinsurgency effort
against some 1500 guerrililas in the northeastern provinces improved
measurably during 1667. This effort, which consists of combined
military/civilian/police operaticns, is designed not only to quell the
externally supported insurgency but also to eradicete the factors which
fecilitate its growth -- such as poverty, illiteracy and long years of
minimal contact with the area by the Central Govermment.

Internzl conflict is greater in Lacs than in Thailand primarily
because external involvement there is greater. The North Vietnamese
Army continues to infiltrate scuth through Leos and some 15,000 North
Vietnamese troops reinforce the Pathet Lao agasinst the Royal Leo
Government. North Vietnam is also providing substantial military
assistance to the insurgents. But, for a number of reasons incliuding
continued internationel support for the 1962 Geneva Accords, our
economic and military aessistance to the government and Laos' own
growing pclitical stability, Prime Minister Souvanna Phouma has been
able to maintain a partially successful defense against North Vietnamese
aggression. We intend to continue to support his efforts while at the
same time respecting the neutrality of his government.

3. Northeast Asia

Japen, the Republic of Korea and the Republic of China on Taiwan
exenplify the ability of nations to achieve politicel stability and
economic progress when adequately protected from external threats to
their national security. In the four-year period 1962-1966, the per
capita gross national product in constant prices of all three countries
increased by about cne-third, a striking fact when one considers that
only & decade and a half age they seemed as vulrnerable to Communist
aggression as Southeast Asia does today.

Japan is well on the way tc becoming the third leading industrial
nation in the world and is already among the top three producers in
such diverse fields as shipbuilding, crude steel, electronic computers,
and paper. As her strength has grown, Japan has been increasingly
active in internationael affairs, especielly in Asia, as a leading
member of the Asia and Pacific Couneil, an organizer of the Southeast
Agsia Ministerial conferences and the Specisl Fund for Agricultural
Development, and, with the United States, the principal contributer to
the Asian Development Bank.
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Japan's growing willingness to assume more responsibility in
international affairs was reflected in the joint communique issued by
Prime Minister Seto and President Johnson in Washington last November
which noted Japan's inteption to provide more effective assistance to
Southeast Asia by increasing the amount and liberalizing the conditions
of its aid. The Prime Minister, who had recently traveled throughout
Southeast Asia, also reported that he had found widespread support
fer our efforts to cope with Communist intervention and infiltration
and agreed on the importance of creating conditions in which Asian
nations would not be susceptible to threats from Red China.

While Japen continues to devote only a very smell portion of her
budget to defense, the Third Defense Plan, approved in 1967, cells for
modernizing her defense forces, broadening the domestic military pro-
duction base, and improving her coverall asir defense and ASW capabili-
ties. Although Japan's constitution is still interpreted as precluding
the dispatch of aermed fcorces abroad, security gquestions are being dis-
cussed today with increasing realism and candor, & trend encouraged
by its present administration.

Apart from its remarkable economic growth, Korea has shown
increasing political maturity. In May 1967, President Park Chung Hee
was given a second four-year term in an election acknowledged by all
observers to have been an expression of the will of the Korean pecple.

Korea has sent over 48,000 troops to fight in Vietnam, & force
second in size only to that of our own. The North Koreans have not
hesitated to remind Scuth Korea, however, that it lives in the constent
shadow of renewed aggression. During the past summer, there was a
substantial increase in the North's harassment and intrusion along the
Korean demilitarized zone with the dual objectives of discouraging the
South's assistance to Vietnam and of undermining its politicel and
economic stebility. During the first eleven months of 1967, there
were 500 U. 8. and Scuth Korean military and civilian casualties
(81 U. 5.) compared with 73 casualties (9 U. S.} in all of 1966. 1In
addition, North Korea has intensified its efforts to establish agent
teams further south, in the interior of the Republic of Korea, utiliz-
ing high-speed boats to land as many as 30 to L0 agents at a time.
Thus far, these efforts to organize a guerrilla base in the interior
have been frustrated. Nevertheless, we must anticipate that North
Korea's aggressive activities, both along the demilitarized zone and
further south, will persist end perhaps intensify in the months ahead.
The North Koreans are fully eware that as the Republic of Korea grows
stronger, their chances of achieving control over the entire peninsula
dimirish.
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The Republic of China continues to be confronted by Peking's
long held objective of "liberating" Teiwan. Peking's developing
nuclear capability, combined with its military modernizetion programs,
have ceaused increasing concern on Taiwan. Our bileteral mutual defense
treaty for the defense of Taiwan and the Pescadores, therefore, remains
vital to the security of the Republic of China.

The Government of the Republic of China has skillfully developed
the economy of Teiwan to the point where U, S. economic aid is no
longer required. Moreover, the Government has underteken its own
medest program of economic assistance, principaslly in Africa but also
in Scuth Vietnam. International support for the Republic of China
remains strong, with the UN General Assembly last November egain
rejecting & propesal to expel the Government of the Republic of China
and to seat the Red Chinese.

During the past year the Red Chinese have ettempted to demonstrate
their ability to exercise control over Hong Kong and Macao, the two re-
maining enclaves of Western influence on the Chins mainland, by com-
bining an external show of force with internal terrorlsm and intimida-
tlon by Comnunwst dorlnated local residents. S

- S R . : : S In Hong Kong, .
however, the bratish have refused to yleld their authorlty and the
Chinese have been unable to win widespread support among the local
community. Wnile a campaign of sporadic terrorism punctuated by border
incidents continues, the Chinese, who rely heavily on the colony &s &
source of foreign exchange, have thus far not been willing to threaten
the use of their own armed forces to oust the British.

4. South Asia

In South Asia tensions continued to abate during the past year.
While a number of contenticus issues remain between India esnd Pakistan,
we are hopeful that they will continue to seek to settle their differ-
ences through pezceful meens. Last April, the United States annocunced
a2 new military supply policy for the subcontinent, under which our
previously suspended grant aid was formally terminated and our advisory
and supply missions were formally withdrawn. (A much smaller group of
U.S. military personnel in each country is perferming the residual MAP
function.} We are now abcepting spare perts requests for all previocusly
provided U.S. eguipment, with the merits of each request being decided
on a case-by-cese basis. No lethal weapons are being sold by the
United States to either Indiz or Pakistan. We are urging both govern-
ments to avoid an srms race, to scale down the size of their armed
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forces and to allocate the resultant savings to essential econcomic

and sociel programs. This policy has proved more effective in
restraining arms acquisition than the freeze policy of September 1965,
which only led India and Pakistan to seek other sources of supply.

In the case of Peakistan, her search for arms resulted in rela-
tively minor deliveries from the Middle East and Indonesia and exten-
sive purchases from commercial sources in Western Eurcpe. More
-important, Red China has provided large quantities of small arms,
vehicles, tanks, artillery and fighter aircraft, although now she is
providing only spare parts. In this respect, Red China's objectives
in the sub-continent appear to remsin the same; to establish itself
as a major political influence in the area, to exploit Pekistan's and
India's differences to its own advantage, tc prevent or delay the
development of a strong India, and to minimize United States and Soviet
influence.

The Soviet Union, on the other hand, has tended to concentrate
its efforts on India. In addition to its pledge of a net commitment
of $300 million ($1 billion gross minus $700 million of repayments) to
India's Fourth Plan, the Soviet Union has undertaken to meet a portion of
India's existing defense requirements in an agreement involving the seale
of a large number of SU-T aircraft. On the whole, however, we have
the impression that Moscow is aware of the dangers inherent in renewed
warfare between India and Paekistan and is exercising some restraint in
the provision of military assistance to India in order to avoid s
heating up of political issues between the two.

India has gone through two years of serious economic difficulties.
The problem of two successive droughts was compounded by industrisl
stegnation and inflation. Now, however, with an all-time record grain
crop coming onto the market, food prices are dropping in the cities and
the food ration is being increased. With more money in the hands of
consumers, there should be some pickup in the consumer industries and
services in the next few months. As soon as prices level out, the
Indian Government is expected to resume its ambitious investment pro-
gram, thus giving impetus to heavy industry., The good Jute and tea
crops give scme promise of higher exports. Seriocus problems remsain,
however; .India's population has crossed the 500 million merk and
despite an increased emphasis on family planning progrems, the growth
rate has declined only slightly from 2.5 percent. Foreign exchange
reserves are low and the budget deficit is rising. India's large and
costly publicly-owned plants are still performing poorly.

India faces politicael problems as well., The once all-powerful
Congress Party, which led India to independence, suffered setbacks in
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the Fourth Generel Election. The Party has lost much of its cohesion
and elan, and there is evidence of disenchantment with its leadership.
Yet the government appears to be coping with these problems, and it is
facing the future with greater confidence than it displayed in the
immediate post-election period. The elections themselves, held at a
time of considerable economic stress, were a heartening demonstration
of the vitality of Indien democratic institutions.

5. Middle East

In June 1967, the Middle East once agein became a major crisis
area when the Arebs and Israelis collided for the third time in less
than 20 years. While Israel managed to defeat the combined Arsb
forces, & host of urgent problems remein to be solved.

Apart from preventing a renewal of hostilities, among the more
immediate problems is the plight of the many thousands of refugees
who constitute & second generation of uprooted and homeless Arsbs and
who face a bleak and uncertain future. Most urgent, however, is the
need to follow up the existing ceasefire with positive steps leading
to a lasting settlement. At issue are & host of familiar problems:
Arab recognition of Israel's right to exist; the territorial integrity
of the Middle East countries; the status of occupied lands; the right
of innocent passage in international waterways; and safeguards against
the cutbreak of future wars.

The position of the United States Government with respect to the
Arab-Israeli dispute is summarized in the five principles enunciated
by President Johnson last June:
"-first, the recognized right of national life;
-second, Justice for the refugees;
-third, innocent maritime passage;
-fourth, limits on the wasteful and destructive erms race; and
~fifth, political independence and territorial integrity for =11."
To assist in the establishment of such a permanent peace in the
Middle East, the U. 5. is supporting the efforts of the United Nations,
ircluding Ambassador Jarring's mission, and is using every other avail-
able channel to encourage fruitful negotiations. With regard to the

Middle East arms race, we are continuing our efforts to limit arms
deliveries to the area. At the outbreak of the Junf hostilities, the
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U. S. suspended all arms shipments. Unfortunately, the Soviet Union
has not acted i