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STATEMENT OF SECRETARY OF DEFENSE ROBERT S, McNAMARA
BEFORE THE HOUSE ARMED SERVICES COMMITTEE
OF THE FISCAL YEAR 196§-7§ DEFENSE PROGRAM AKD 196 DEFERSE BUDGET

Mr. Chairman and Members of the Committiee:

Ve are here today to present our Defense program projections for the
next five years and our budget proposals for the caming fiscal year.
My prepared statement is arranged essentially in the same manner as last
year. Attached to each copy is a set of related tables which you may wish
to follow as we proceed through the discussion. As bas been my practice
in the past, I will attempt to call your attention to the more important
progrem changes vhich bhave occurred since last year, particularly those
relating to our effort in Southeast Asia. In order to provide in cone
place a complete discussion of the Southeast Asila situation as it affects
the overall defense program, I have treated the FY 1966 Supplemental as
an integral part of this statement even though this entails some duplication
of the content of my earlier statement on that Supplemental. Other Defense
Department witnesses will present the details of our financlal requirements
for FY 1967 later in these hearings.

There is one important change in the coverage of the Defense program
and budget this year which deserves particwlar mention. We have included
in both the FY 1966 supplementals and the FY 1967 budgets of the military
departments the requirements Qpr the support of the South Vietnamese
Armed Forces and other Free World Military Assistance forces engaged in
that country. These requirements have heretofore been financed in the
Military Assistance Program. However, now tbat large U.S. forces and
other Free World Military Assistance forces (e.g. Korean) have joined in
the defense of South Vietnam, the maintenance of separate financial and
logistic systems for U.S. and Military Assistance forces is proving to be
entirely too cumbersome, time-consuming and inefficient. The same problem
wes encountered at the outset of the Korean War. It was solved, then, by
programuing, budgeting and funding for all requirements under "military
functions” appropriations and providing a consolidated financial and
supply system for the support of U.S., Korean, and other friendly forces
engaged in that effort. This arrangement gave the fleld commanders maxi-
mum flexibility in the allocation of available resources and improved the
support of forces employed.

We are proposing essentlally the same soluticon for the problems
now belng encountered in South Vietnam. By shifting responsibility and
funding to the military departments, we will be able to achieve:

a. Increased efficiency resulting from the elimination of
parallel supply pipelines to Vietnam and stockages of materiel
within Vietnam; the consolidation of programming, budgeting,and



funding for materiel and services required by U,.S., and Military
Aselgtance forces; and the elimination of detailed accounting and
reporting for materiel and services furnished to Military Assistance
forces. ’

b. Increased supply effectivenees resulting frem greater
flexibility in the use of materiel rescurces available to the
thegter copmaender,

Under the proposed arvangement, all unexpended balances of FY 1966
and prior year Military Assistence funds for South Vietnam would be
transferred to and merged with the accounts of the military departments,
end all additional funds required for the support of the forces of
South Vietnsm and other Free World Military Assistance forces in that
country would be authorized for and appropriated to the accounts of the
militery departments, The remalnder of the Military Assistance Program
would be legislated separately.

Again, T would like to remind you that I will be discussing costs
in terms of "Total Obligational Authority" (TCA), i.e., the full cost
of an annual increment of a program regardless of the year in which
the funds sre authorized, appropristed or expended. These costs will
differ in many cases from the amounts regquested for new authorization
end appropriation, especially in the procurement accounts where certain
prior year funds are availsble to finance FY 1967 programs. Moreover,
much of my discussion will deal with the total cost of the program,
including the directly sttributeble costs of military personnel, operstion
and maintenance, as well as procurement, research and development and
military construction.



A. APPROACH TO THE FY 1967-T1 PROGRAM AND THE FY 1966~ 67 BUDGETS

As I bave noted in previous appearances before this Committee,
President Kennedy gave me two general instru.tions when I took office
in January 1961:

1. Develop the military force structure necessary to
support our foreign policy without regard to arbitrary budget
cellings.

2. Procure and operate this force at the lowest possible
cost,

During the entire five years of my tenure as Secretary of Defense,
I have been guided by these two basic principles. Throughout that perisd
I have insisted that our military strategy and plans should be related
to the threat, that the forces to be acquired and maintained should be
related to the strategy and the plans, and that the forces should be
adequately supported, not only with men, equipment and facilities needed
in peacetime, but with war reserve stocks as well, so that they could
engage in combat for sustained periods of time.

The achievement of this objective has not been easy. For many years
our military plens far exceeded the forces available to support them, and
even the forces available were not in proper balance with one another.
There was not enough tactical alr power to support the exlsting number of
Army divisions. In addition, although the concept of a mobile central
reserve had been generally accepted, the alrlift required to move these
forces was completely inadequate, and there was not enough amphibisus
1ift to move the Marine Corps forces. Although a great deal of attention
had been paid to nuclear weapons, stocks of ammunition and other combat
consumables required for non-nuclear war were grossly deficient in many
categorles.

Since 1960, we have added some $50 billion to our defense program
to correct these deficlencies. By the end of FY 1965 we had achieved a:

45¢% increase in the number of combat-ready Army divisions

45% increase in the number of combat helicopters

100% increase in airlift capability

51% increase in the number of Air Force fighter squadrons

100% increase in naval ship construction to modernize our Fleet
1,000% increase in the Special Forces trained for counterinsurgency.
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At the same time, we did not neglect our nuclear forces. Indeed,
during this period we achieved a:

200% increase in the number of nuclear warheads and total
megatonnage in the strategic alert forces

67% increase in the number of tactical nuclear wespons in
Western Europe.

But even while these increases in our military strength were being
achieved, we moved forward vigorously on President Kennedy's second
instruction, "Procure and operate this force at the lowest possible cost."

Each year since its insuguration in FY 1961, we have been able to
increase the savings actually realized through our Cost Reduction Program
and to increase its goals. In FY 1965, the last completed fiscal year,
savings amounted to about $4.8 billion compared with $2.8 billion in
FY 1964 and $1.4 billion in FY 1963. I can assure you that these savings
wvere made without adverse effect on our military strength or combat '
readiness. Any doubt of this can only be based on a misunderstanding of
the way in which we compute our requirements for forces, equipment and
ammmition. As noted earlier, it has been my contention from the very
beginning that we should first determine as accurately as possible what
ve need to support the forces required by owr war plans; and then buy all
of what we need, but only what we need, and buy at the loweat sound price.

In the cese of both major equipment and consumables, we must acquire
the 1tems needed for the initial outfitting of the forces and for keeping
their equipment modern, plus sufficient stocks to meet ocur peacetime
needs, plus & war reserve sufficient to meet the logisistic standards
associated with ocur contingency war plans. All of these requirements are
susceptible to caleulation and there is nothing to be gained by buying
more than we need at any particular time. Indeed, there is much to be
lost since nearly all of these stocks are subject to obsolescence and many
items actually deteriorate physically over time. Even under the best of
circumstances, we have to dispose of billions of dollars of equipment and
supplies each year, and &t a mere fraction of thelr original cost. To the
extent we buy more than we need, we simply increasse the amount which even-
tually must be disposed of, thus wasting the taxpayers' money without
edding anything of value to our actual military strength.

Put the question still remains: Why, if we had acquired what we
needed, do we now have to increase our procurement so substantially in
order to support our military effort in Southeast Asia? The answer to




this question has three parts. First, we are Increasing the size of
our actlve forces because we do not wish at this time to call up the
reserve forces, The new forces must be equipped and supplied.

Second, we do not normally provide in advance for cambat attrition
of such major weapon systems as ajircraft and ships because of the great
cost Involved. T understand that a war reserve of ailrcraft was once
considered in connection with the military buildeup undertaken during
the Korean War, but rejected for the same reason. Accordingly, additional
alrcraft must be procured as soon as the forces are committed to cambat,
and this was one of the largest items in our FY 1966 Supplemental request.

Third, we provide in our war reserve stocks only those quantities
of combat consumables needed to tide us over until additional stocks can
be acqulred from new production. This means that as soon as we start
to consume significant gquantities of war reserve stocks in combat, we
must start to procure replacement stocks., TFor such items as ammunition,
vartime consumption rates are many times peacetime rates. You will see
when I discuss our ammnition requirements later in the Statement, that
it would be entirely impractical to attempt to carry in stock the huge
amounts required when our forces actually engage in combat, And, there
is no need to do so, &s long as we have on hand the essential margin
between consumption and production. This margin we have, except in
those few cases where materiel is being used in Vietnam in ways and
quentities which were never anticipated; for example, the 2.75 inch
rocket now being fired in great quantities from helicopters.

This is not to say that every one of the tens of thousands of Defense
Department supply points 1s without a single "inventory shortage.”
Anyone who has had experience with large supply systems knows that
somewhere, sometime, something will be lacking. No matter how much we
spend for defense, someone somewhere in our far flung organization will
be short some item at any particular time., This has nothing to do with
the amount of funds requested and appropriated. It simply reflects the
fact that no system involving literally hundreds of thousands of people
and millions of different items spread around the globe can be one
hundred percent perfect. DMistakes in distribution or requirements cal-
cwlations will be made, and these mistakes will be reflected in an inven-
tory shortege, or overage, somewhere in the system. This 1s true of private
industry as well as government, and it is up to management at all levels
to see to it that these mistakes are held to a minimum and corrected
promptly when discovered.

Accordingly, the entlre question of shortages must be viewed in
perspective. The acld test of our logistics system is the ability of our



forces to take the field and engaege in combat. I submit that the rapid
deployment and support in combat of & force of over one-guarter of a
million men (including those aboard ships off the coast of Vietnam) to
an area 10,000 miles from our shores clearly demonstrates that our logls-
tic system has that capability. Never before has this country been able
to field and support in ccmbat so large a force in so short a time over
so great & distance, without calling up the reserves and without applying
price, wage and material controls to our civilian economy. That is why
General Abrams, the Vice Chief of Staff of the Army, was able to say
lsst June -

"The Army is in the best peacetime condition in its history.
I make this statement based on my experience as a battalion
commander in Burope for 22 months beginning in 1949, and as
commander of an armored cavalry regiment for 14 months thereafter,
as a division commander in Europe from October 1960 to June 1962,
and as corps cammender fram July 1963 to July 1964. From this
background end from my association with soldiers and their equip-
ment, I can state unequivocally that the readiness conditions in
the U.S. Army are the highest that have been attained in my 29
years of service.”

That is why the Secretary and Chief of Staff of the Army were able
to report last August that -

"The Army was never in a better position in peacetime than
it is todsy -- with respect to both training and equipment, it
is fully prepared to carry out its mission of susteined land
cambat. From the point of vlew of materiel, this is the direct
result of the significant equipment procurement and modernization
program that has taken place over the past several years, and
the provision of combat reserves in depth to enable our forces
to engage in sustained combat."

Thet is why General Wheeler, the Chairman of the Joint Chiefs of
Staff, wes sble to say last year about our forces in Europe -

"I have never known, historically or otherwise, of amy Ammy
in peacetime as well equipped, as well trained, as well manned

as the Seventh Army today."

With regard to the preparation of the FY 1967-T1 program and the
FY 1966 Supplementel and the FY 1967 Budget, we have had to make a some=
what arbitrary assumption regarding the duration of the conflict in
Southeast Asim. Since we have no way of knowing how long it will
actually last, or how it will evolve, we have budgeted for combat opera-
tions through the end of June 1967. This means that if it later appears
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that the conflict will continue beyond that date, or if it should
expand beyond the level assumed in our present plans, we will come
back to the Congress with an additional FY 1967 request. If the
conflict should end before that date or If rates ¢f consumption are
less than planned, we would, of course, have to adjust the programs
downward. In either case, further changes in the FY 1967-T1 program
and the FY 1967 Budget may occur. '

This situation iz not unlike that which exdisted four years ago
vhen I appeared here in support of the FY 1963-67 Program and the
FY 1963 Budget. At that time we were uncertain as to how the Berlin
crisis would evolve and we assumed for budget purposes that the
special measures assoclated with that crisis would terminste at the
beginning of the next fiscal year. During most of the Korean Wer, it
wvas assumed for budget purposes that the confliet would end before
the beginning of the next fiscal year. And, when Presldent Eisenhower
in early 1953 extended this assumption to include the next fiscal year
{FY 1954), the conflict ended in the first momth of that year. So 1t
1s clear there is no "right" way to deal with this kind of problem.
The essentlal point 1s that the planning assumptions underlying the
FY 1966-67 Budget reguests should be clearly understood by all
concerned.

Because of the large demands of our plenned military opersations
in Southeast Asia, we have stretched out and deferred some programs
which are not directly related to our near-term ccmbat readiness. Thils
is particularly true of the "non-combat" portion of the mllitary con-
struction progrem, e.g., the replacement of administration and school
buildings, BOQs, barracks, etc., not related to the support of our
militery operations in Southeast Asia. It is also true of the Family
Housing construction program, where we have deferred the 8,500 units
funded in FY 1966 for the time being and have not included any further
request for new units in the FY 1967 Budget. As you know, I have fought
very hard for adequate military famlly housing, and this stretch-out
should not be construed as & loss of imterest on my part. Tt is simply
the kind of program that can be deferred without adversely affecting
our near-term combat readiness.

Needless to say, we are pursuing our Cost Reduction Program with
reneved vigor. And, as you know, we have developed another list of base
closings and consolidations. These actlions have been very carefully
revieved by each of the military departments in the light of our require-
ments in Southeast Asia. They will in no way affect our combat
capabilities in Southeast Asia or elsewhere.

By eliminating unneeded and marginal activities and deferring
whatever can be safely deferred, I have been able to reduce the FY 1966
Supplemental and FY 1967 Budget requests of the Services and Defense
Agencies by about $15-l/2 billion, while at the same time providing
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for all essential military requirements.

As shown on Table 1, we are requesting for FY 1966 a total of
$63.3 billion in new obligational authority, of which $12.3 billion
is in the speclal Supplemental for Southeast Asia requirements, and
$.9 billion is for the pay raises enacted last year. For FY 1967 we
are requesting a total of $59.9 billion in new obligational authority.
Expenditures for these two fiscal years are now estimated at $54.2
billion and $58.3 billion, respectively.



