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ABSTRACT

The reduction in Unu.ed States defense spending for Southeast

Asia can be expected to create a rise in the number of unemployed

in this country . The exact number 411, of course, depend on many

variables , to include the size and rate of the reduction. It is esti-

mated that 3714,000 persons would be unemployed, resulting from an

assumed $20 billion reduction in defense spending, spread over an

18 month period . Therefore , the United States must prepare for a

successful transition . This must be gell—timed and is essential to

maintain a high level of demand . Af ter the initial transition period

it should be possible to plan for a moderate federal budget surplus

in order to supplement the private savings available for private investment .

The purpose of this study is to investigate what effect ~
decrease in defense spending for Southeast Asia will have on employment

and what measuree—ehoui b take to offset any decrease in employment

brought about by an end to the hostilities. This is accomplished by

3fl evaluation of the sharp increase in United States expenditures for

Vietnam and the resultant increase in defense generated employment.

Conversely, thie is also the employment which is most likely to be

affected by a reduction in defense spending.

The military expend itures rose to $75.li. billion in fiscal 1968,

thereby crea ting an estimated 714,000 jobs per billion dollars spent.

Directly attributed to Vietnam was approximately $30 billion and 1.5

million jobs . Four out of ten of these neg jobs were in the ordnance ,

iv
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air~raft, ~nd transportation industries and are the ones most likely

to be affected by reduced spending. The nation has suffered from strong
inflationary pressures and an unfortunate impact on plant and equipment
investment, on housing and on the t ’ ilance of payments.

The primary goal in the transition is to maintain a stable
economy. The initial of f..t measures should include promptly term-

inating the temporary tax increases enacted to finance current defense
spending and update the public and private programs deferred because
of the conflict in Southeast Asia.
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CHAPTER I

INTRODUCTION : SCOPE AND METHOD OF RESEARCH

Origin and Purpose of this Study

This study traces the expansion of the United States defense

effort resulting from the changing American commitment in Southe ast

Asia , analyzes the resulti ng employment level in the defense industry,

and exami nes the impact of a reduction and de—escalation in defense

programs.

Historically, defense expenditures for national security

have been a minor factor in American economic activit y . World War

II , the Cold War , Korea , and the Vietnam conflict have ra~.sed these

expenditures to a relativ el.y high level. With the Vietnam conf lict ,

defense has become the nation ’e larges t industry, directly employing

8.5 million people. Many co~e*unitiee reLy on the income from military

bases or the payrolls of companies with defense prime contracts.

The overall 8tze of the Federal budget_refleet-e---the-needs

and demands for public services as a whole • The changing composition

of the budget reveals much about the nation’s priorities for expenditures.

Between 1967 and 1970 , annual budget outlays have increased

by $76.7 billion—-from a total of $118.6 billion to an estimated

$195.3 billion. This increased spending was due in part to defense

expenditures. A significant portion of this spending has been in

support of our effort in Vietnam. Defense spending in 1970 will 
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2
be $28 billion highe r tha n in 1964.. This increase is largely due

to the cost of Vietnam.

American troops have been stationed in Southeast Asia since

1954., but the major increase in military strength began in 1965.

Table 1 shows the expansion of United State. forces in Southeast

Asia .

TABLE 1

TOTAL MILITARY PERSONNEL IN SOUTHEAST ASIA

~ Change From
Date Strength Previous Date

December 31, 19614. 23,300 0.00 %
June 30, 1965 103,000 4.4.0
December 31 , 1965 185,000 .79
June 30, 1966 323,000 .75
December 31, 1966 385,000 .1.3
June 30, 1967 1463,000 .22
December 31, 1967 1486 ,600 .05
June 30, 1968 534,700 .10
December 31, 1968 536,100 .03
April 30, 1969 ~~3,~~0a . .02

apeak Strength

SOURCE : U.S. Department of Commerce, Bureau of the Census. Statistical
Abstract of the U.S., September, 1969, 90th Edition,
Washington, D.C.

The Southeast Asia expenditures are estimated to drop in

1970, reflecting a changing pattern of combat activity and the cessa—

tion of the bombardment of North Vietnam. This fact was first outlined

by President Nixon during his Pacific trip in July 1969. The President

made it clear the United States would redesign and reduce It. military 

-.-. . . . 
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~ommi tmen t throughout Southeast Asia . Negotiations are currently

taking place with North Vietna m in an effort to end the conflict.

Because of the dollar amount of the Department of Defense

contracts and the number of states and areas affected by defens e spend-

ing and , specifically, expenditures for Southeast Asia , any reduction

in this spending pattern may well cause economic repercussions for

the segment of the United States population whose employment is at

least partially dependent upon defense spending . It is in this re spect

tha t the topic of employment comes into being as one of the major

socioeconomic issues brought on by reduced defense spending.

The purpose of this study is to investigate what effect a

reduction of defense spending for the conflict in Southeast Asia will

have on employment in the Unite d States . The two objectives of this

study are: (1) to discover the general impact of such reductions

in defense spend ing ; and (2) to determine their specific impact on

the level of employment in the United States.

Review of Litera ture in the Field

The United States Arms Control and Disarmament Agency (ACDA )

is the government agency resp onsible for conducti ng research in field 8

related to arms control and disarmament. ACDA was established by

an act of Congress on . September 26,, 1961. The ACDA is headed

by a Director (appointed by the President- with the advice and conse ~it

of the Senate) who is responsible for the executive direction of the

agency. A major share of the agency’s efforts ~as gone into nuclear

test ban and comprehensive d~~~ rmament discussions and negotiations

both at the United Nations and Geneva . Research occupies an important 
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role since the agency is responsible for insuring the conduct of

research into the manifold problc ”s of arise control and disarmament

through: (i) studies performed with it. own resources; (2) arrange-

ments , including contracts, agre~.rnente, and grants for the conducting

of research, development, and other studies by private or public in-

stitutions or persons; and (3) coordination of activities conducted

in this field by or for other government agencies.

The research studies conducted by AC DA on the economic impact

of defense and disarmament in the United States are divided into

four categories: measurement of impact, impact on industry, impact

on manpower, and impact on regions. The impact on manpower studies

cover the broad area of labor readjustment problems—such as re—employment ,

geographic and occupational mobility, job referral , income maintenance ,

manpower re training, and proposed programs and policies for dealing

with such problems. Approximately $5 million have been requested

by ACDA for fiscal year 1.969 to be used for research projects connected

with arms control and disarmament.

Many other works have been published on arms control , disarmament ,

and the socioeconomic effects of reduced defense spending resulting

from arms contro l or disarma ment. 1 Most of the studie s tha t have

been reviewed by the author have dealt with the general economic

consequences of disarmament . Additional studies have been made on

timing, phasing , and duration of disarmament. Studies have also
- -

‘See Regional Federal Procurement Study, for a more complete
listing of published studies. Report prepared for the Office of
Economic Research, U.S. Department of Commerce, Washington, D.C.,
by Consad Research Corporation , May 1967.

— 
______ .~~— ... . — - . — —  . .  —
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5

been made to find ways to minimize the hardships and waste of human

and material resources now devoted to defense efforts that would be-

come available for other uses after disarmament .2

Considerable Congressional interest has been shown on the

impact of defense spending. In 1964., for example , hearings were

held before the Select Committee on Small Business, United States

Senate, on the impact of defense spending shifts~~~~~_qurtailrnent

of small business. In 1967, hearings were held before the Joint

Economic Committee, Congress of the United States , on the economic

effect of Vietnam spending. The Committee was interested in three

basic questions : First , was Congress being adequately inf ormed on

the changes of defense expenditures; that ia, are they going up or

down ? Second , what impact on our manpower and resources is the Viet-

nam conflict having? Third, are adequate contingency plans available

for conversion of “wartime” uses of our resources into peaceful pursuitb,

if the President is successful in terminating Vietnam hostilities?

The chairman of the Council of Economic Advisors was asked

by the President to organize a major coordinat ed effort among the ox—

ecutive.agencies to review the readiness of the United States to make

the economic ad justments which a termination of hostilities in Vietnam

will require.

The Department of Defense bears a responsibility in defense

spending shifts. The Defense Department’s Office of Economic Adjustment

2Current research efforts on ways to negate the hardships
and waste of ~iuman resources now devoted to defense efforts are listed
in 1t*~ earch 5.ponsored ~y the United States Arms Control and Disarmament
Agency on the Economic Impact of Defense and Ilisarmament in the Uritted
States, Washington, D.C., 1967.

- _ _ _ _ _  

.



6
has been act ive in recent years as many of our military installations
have closed as a result of cost red uction decisions .

scope and Method of Research

The economic effect of Southeast Asia spending is a subject
of concern to policyisakers . The economic impact of defense expenditur es
assumes a special importanc e during and immediately after the United
States’ involvement in hostilities. There is a great deal of uncertain-
ty about the economic effects of these expenditures . Due to the
complexity and magnitude of this economic problem, this study is
limited to investigating the employment impacts resulting from defense
expenditures supporting hostilities in Southeast Asia by major companies

with prime contracts. The employment genera ted by the Department
of Defense military expenditures in fiscal years 1965 through 1969
is studied in this thesis. Fiscal year 1965 was the beginning of
the major military buildup in Southeast Asia ; fiscal year 1967 was
an interim period used here for the purpose of comparison; and fiscal
year 1969 was assumed in fact as the period where the military buildup
reached a maximum level. Federa l budget outlays for national defense
in the years mentioned here are shown in Table 2. The end or reduction
in the level of hostilities will be reflected in the decline of defense
spending. On the basis of the latest budge t , defe nse spendi ng was
nearly $80 billion for fiscal 1969 - actually $78.8 billion — and
thi s is taken as the . starting point for a decline in defense spendi ng
for Southeast Asia . According to the budget, $28.8 billion of thi s
was for the Vietnam conflict , leaving $50 billion for other defense
spending. To return to the real level of defense spending as it

- ‘Jilt ~~~~~~~~~~~~~~~~~~~~~~ —-—
__—=~~~~~~~~~ ii~~
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was before mid-1965 and allowing for inf lation tha t has occurred
since that time , however , would requir e spending about $57.5 billion
a year. Continu ed maint enance of reduced forces in Vietnam , construc..
tion of the anti—balli stic missile defense , and other possibilities
could easily make the post—Vietna m spendi ng level highe r than that.
Therefore , the assumption is made that defense spending will be
reduced to $60 billion in fiscal 1971 . This implies a reduction
of approximately $20 bi-llioh ~~ the annual rate of spending from
the fiscal 1969 level,3

TABLE 2

FEDERAL BUDGET OUTLAYS FOR NATIONAL DEFENSE 1965-1969(in billions )

1965 1966 1967 1968 1969

National Defense Budget& 4.9.6 56.8 70.1 77.6 78.8GNP 684.9 749.9 793.5 865.7 923.3~ of Total Federal Budget 41.9 4.2.2 44.3 45.0 44.1
~ of GNP 7.6 7.9 9.1 9.8 9.1Special SEA Budget .1 6.1 20.6 26.8 28.8
~ of Total Defense Ezp . .2 10.7 29.3 33.3 36.0

a
Includes special support for Southeast Asia Operations.
SOURCE: U.S. Bureau of the Budget, The Budget of the U.S. Govern..

~fl~nt. Fiscal Year Ending .June 30, 1970, Washington, D .C~~1969.

‘Severa l source s of information were ut ilized to determi nethe possible magnitude of the red uction in Southea et Asia defensespending. Ind tcatj~~ of the curre nt thin king are the remarks ofCharle s L. Schultz , “Bud get Alternative s Afte r Vietna m, in ~~enda
~~~~the Natioq, ed. by Kermit Gordo n (Wash ington, D.C. ; BrookingsInstitu te, 1969),pp,, 16—20 .
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Such a reduction, amounting to about 2.2 percent of the

estimated Gross National Product in fiscal 1969, will be used to

trace the effect on employment of a reduction in the military budget

for Southeast Asia. 
-

The objective of this theøis is twofold. First of all, to

analyze the size , magnitude, and the causes affecting the defense

budget from 1965 to 1969 . Second ly, to determine the impact that

a reduction in the special support defense budget for Southeast Asia

will have on the level of employment in certain selected defense

industries, various regions of the United States, and the general

aspects of the United States’ economy.

Research Questions and Desig.n

Two research questions are posed for analysis based on the

abov e discussion: (1)  Wha t effect will a decrease in defense spending

for Southeast Asia have on employment? (2) What measures should be

taken to offset any decrease in employment brought about by an end

to hostilities in Southeast Asia?

By the nature of the subject, most of the data investigated

was generated by the agencies of the United States Government. Addi..

tionally , data gathered from the Chamber of Commerce of the United

States was analyzed . The most significant data source used in the

research were the Economic Report of the President and the Maflpower

Report of the President, both published annually, and the Joint Con-

gressional !fearings on the Economic Effect of Vietnam Spending conducted

during April 1967.

~ 

____ ~~~~~~~~~~~~~~~~~~~ ~~~~~~



9
In addition, the author corresponded with Mr. Samuel C. lark,

director, Procurement Management Division, Department of Defense.

Correspondence was also utilized to contact officials of the Depart-

ment of Commerce , Department of Labor, and Office of Economic Oppor-

tunity to gather research and background information.

Other reference material investigated, but not necessarily

utilized in the study, was obtained from these sources:

1. U.S. Arms Control and Disarmament Agency.

2. U.S. Bureau of the Budget.

3. U.S. Congressional Reports.

4.. U.S. Small Business Administration.

5. U.S. Bureau of Census.

In addition to the above sources, the works of various research

laboratories , such as the Rand Corporation , the Brookings Institute ,

the W.E. Upjohn Institute for Employment Research and the Batte].le

Memorial Institute were examined for pertinent data, and philosophy

pertaining to unemployment were examined for data bearing upon the

subject, as well as for suggestions and plans used for the solution

of specific employment problems.

The Study Plan

Following this introductory chapter, Chapter II is devoted

to an analysis of Department of Defense spending for Southeast Asia.

Spending changes that have occurred as a result of the escalation

of military activity in Southeast Asia , as well as current expenditures

for the area, are discussed, —

~~~~~~~~~~~~~~~~~~~
— - ~~~~~~~~~~~~~~~~~~~~ r~~ ~~~~~~~~~~~~~~~~~~~~
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Chapter III is addressed to the characteristics and problems

of the U.S. labor force ...- . The—trend8 in employment and unemployment

and some basic causes of unemployment are included in the chapter.

The second section of the chapter deals specifically with the employ-

ment in the defense industry. The nature , composition , geographic

and industrial distribution of the defense industry are investigated .

A discussion of various impacts that are attributable to
-- —

--. -

the reduced defense spending program for Southeast Asia are discussed

in Chapter IV. The specific impact on the employment level is examined

in detail to include de-eecalation policies that might be applied

to offset any adverse effects. Finally, Chapter V contains the theats

summary and answers to the research questions.

—

~
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CHAPTER II

DEFENSE SPENDING PR~~RAM FOR SOUTHEAST ASIA: 1961-1969

The budget of the United States presents the President’s

recommendations for the programs and f inancial plane of the Federal

Government for each fiscal year. It is presented to the Congress

each January, six months before the start of the respective fiscal

year. The budget serves the following purposes :

1. It presents a proposed allocation of financial resources
to serve the national objectives. -

2. It serves as an economic document which relates the revenue
and expenditures of the Government .

3. The budget sets forth the President ’s request to Congress
for action on appropriation of funds, new programs, and tax
legislation.

4.. The budget reports to the Congress and the people of
the United States on how the Government has spent the fund s
entrusted to it in the past year.

The largest part of the Federal budget in recent years has

been marked for national defense • The Government dollar for fiscal

year 1969 has 4.3 cents budgeted for national defense .3 One third

of this expenditure may be directly attributed to military spending

for Southeast Asia. The purpose of this chapter is:

1 • To show the increasing pa ttern of defense expenditures
for Southeast Asia between 1961—1969.

3u.s. Bureau of the Budget , Budget of the United States,
Fiscal Year 1969. (Washington, D.C.: Government Printing Office ,
1968), p. 6.

11 
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2. To explain such an increase in spending by describing
the historical military builiup in Southeast Asia.

3. To discuss in general, the immediate economic impacts
of the military buildup on the United Sta tes’ economy.

Defense Spending Pattern Between 1961 To 1969

First , let us examine the United States defense budget during

the 1961—1969 period . Narrowly construed, the defense budget consists

of the amount of money spent by Department of Defense . Past expend-

itures of the Department of Defense have accounted for approximately

4.5 percent of the total federal budget . Recent outlay for national

defense is $k02.08 per person. rn
The defense budget can be analyzed in several ways • One

of these ways is to divide it up by Congressional appropriation,

the largest single ttenLo.C—de-fense being shown to be procurement.

Procurement outlays finance the acquisition of capital equipment ,

i.e., aircraft , missiles, ships , items of support of the capital

equipment, and end facilities necessary to produce that equipment.

Most of the capital equipment is procured from private contractors.

Some is produced in government arsenals, shipyards, and plants.

Closely related to procurement are outlays for research and develop-

ment test and evaluation. Defense research and development accounts

for about half of all federal expenditures for research and development.

The two largest items in the defense budget after procurement

are the cost of military personnel and operation and maintenance.

The category of military personnel includes pay and allowances, sub—

sietance , and other costs. Operation and maintenance expenditures

pay for day to day coats of operating aircraft , missile forces ,

Ii
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troops engaged in combat , airlift and sealift logistical support

training, medical care, communications, and intelligence.

The military construction category is for acquisition of

land and construction of facilities such as those to deploy the

Safeguard anti—ballistic missile, as well as medical facilities,

service schools , troop housing , and bachelor quarters .

Another way to look at the defense budget is by program.

In this approach the budget is divided into the costs of supporting

the major missions, such as forces , intelligence, communications ,

airlift, sealift, National Gua rd, and Reserve and central supply

and maintenance . The most significant item under this brea1u~own

is strategic forces and general purpose forces .

Strategic forces includes strategic offensive and defensive

forces , civil defense programs, and constitute the United States’

nuclear war capability. These annual outlays pay the expenses of

our inventory of manned bombers and Intercontinental Ballistic Missiles.

Expenditures for general purpose forces include most Army combat and

combat support units , all Navy except ballistic missiles, submarines ,

all Marine , and tactical Air Force. In short , general purpose forces

are the type forces used for a limited war and counter—insurgency

environment. Outlays for general purpose forces increased sharply

after 1962 while outlays for strategic forces declined, reflecting

the shift from the “massive retaliation” strategy of the 1950 ’s to

the “balance force’ strate~~ of the 1960’s • This represent. a change

from the planned use of large—scale nuclear weapons system. to planned

response of a conventional force. 

~~~~~ —“  -_- .-_ .—_ .._-_- .-. .
~
.-. .- 

-.



-
~~~ ____

14.

A third way of breaking down the defense budget is by sepa-

rating Southeast Asia expenditures from a].l other military expenditures.

The relatively minor American involvement in Vietnam during

the 1954—1963 period was hard ly visible in the mili~~ry budget.

However , a rough estimate of the total annual cost may be obtained

by multiplying the number of American troops in Vietnam during that

period by the average annual cost per U.S. soldier ($23,000).

If this average annual cost per U.S. soldier was computed

we would find that the American commitment was costing approximately

$18 million a year in 1961 alone. During this time, total United

States defense spending was $43.2 billion. By multiplying cost per

soldier times the number of soldiers in Vietnam , United States defense

spending in Vietnam is computed to be approximately $31 million in

1962, $227 million in 1963, and $381 million in 1964. These are

still relatively small amounts when compared to the total military

budget. An official estimate of $103 million was given for “special

support of Vietnam operations” in fiscal year 1965.~ Table 3 shows

the estimated expenditures for 1961—196 1i..

The last figure still seems relatively low in view of the

fact that the United States troops in South Vietnam rose from 23,201

to 103 ,000 during that year. Presumably., a high proportion of the

cost was financed from regular operations or by drawing down inven-

tories of weapons and supplies previously purchased. By this time,

United States investment in national defense had enabled substantial

11.
U.S. Bureau of the Budget, Budget of the United States,

Fiscal Year 1968. (Washington, D.C.: Government Printing Office,
1967), p. 77.
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forces to be amassed . The strength and composition of the active

forces at the end of fiscal year 1965 are compared with fiscal year

1961 and 1963 respectively in Table 4.

TABLE 3

ESTIMA TED SUPPORT FOR SOUTHEAST ASIA OPERATIONS 1961—1964
(in millions)

Total Defense Number personnel Estimated SEA Percentage
Fiscal Year Budget in SEA Expenditure of Change

(billions)

1961 47,491 1,340 18,000
1962 51,179 9,870 31,000 .58
1963 52,211 16,3oo 227,000 7.30
1964 53,651 . 23,300 381,000 1.60

SOURCE: Department of Defense, Office of the Secretary.

The significant impact of Vietnam on the Federal Budget and

on the American economy began in fiscal year 1966. The January 1966

budget estimated that $14.0 billion of the requested appropriations

and $4.4 billion of the estimated expenditures for the fiscal year

then in progress—year ending June 30, 1966—resulted from Vietnam .

The actual amounts turned out to be greater, $14.9 billion in appro-

priations and $5.8 billion in expenditures. A review of the data

in Table I confirms the fact that the fiscal year 1966 was the period

of ma jor expansion of American armed forces in Vietnam .

The basic detail in the defense budget is not broken down

to show the Vietnam components of each item separately. Thus, it

is necessary to infer the amount of this commitment from movements

in the more aggregat..—figur~~~~~~
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TABLE 4

SUMMARY OF ACTIVE FORCES

Actual Actua l Actua l
Description - - 

_—~~~~~~~~~~~~~ June 30 June 3) June 30
— 19~1 i~9~63 1965

Military Personnel (in thousands):
Army 858 975 968
Navy 627 664 671
Marine Corps 820 869 824
Air Force 820 869 824
Total, Department of Defense 2,482 2,698 2~6.51

Selected military forces:
Strategic retaliatory forces : -

ICBM Squad rons:
Minuteman ——— 2 16
Titan —— — 7 6
Atlas 4 13

Polaris submarines 5 12 29
Strategic bombers (wings):

B—52 13 14 14.
13— 58 1 2 2
B—k? 20 1) 5

Continental defense forces:
Manned fighter interceptor squadrons 4.2 42 39
Interceptor missile squadrons (DOMARC) 7 8 6

General purpose forces:
Army divisions (combat ready) 11 16 16
Army special forces groups 3 6 . 7
Warships:
Attack carriers 15 15 16
Antisubmarine warfare carriers 9 9 9
Nuclear attack submarines 13 16 21
Other 328 326 . 331

Amphibious assault ships 110 132 135
Carrier air groups (attack and ASW) 28 28 28
Marine Corps divisions/aircraft wings 3/3 3/3 3/3
Air Force tactical forces squadrons 93 109 117

Airlift and sealift forces:
Airlift aircraft (squadrons):
C~130 through C—141 16 26 38
C— 118 through C— 124. 35 31 19

Troopships , cargo ships, and tankers 99 101 106
— - — p — —.---.- - - -

SOURCE, U.S. Bureau of the Budget. The Budget of the United States
~~y~ernment for Fiscal Year 1965. (Washington, D.C., 196~).

h.
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Th, data on total United States defense expenditures on a

fiscal year basis show that the nation ’s military spending was de-

clining from $54.2 billion in fiscal year 1964 to $50.2 billion in

fiscal year 1965 and did not take an upturn until fiscal year 1966.

A more precise pattern emerges when the annual data are divided into

three—month periods. It shows that the decline in military spending

ended by January 1, 1965, the middle of the fiscal year, and that

the last two quarters (January_June 1965) were higher than in the

same period of the preceding fiscal year. Table 5 illustrates military

spending in 1964. through 1966.

Moreover , the data on defense obligations-—which include

commitments currently being incurred for pay of the armed forces

as well as defense contracts being awarded to private indu8try—show

that the upturn began in January 1965 . By the fourth quarter of

1965, defense obligations were running approxima tely $9 billion higher

5This point is brought out by Defense Secretary McNamara
and Senator Karl Mundt.

Senator Mundt: “... What is it you are recommending in terms
of Vietnam? ”

Secretary McNamara : “ne talked some yesterday about Vietnam
cost estimates, and I said then it was very difficult to make them
on any rational basis. The best we can give you is a range of some-
thing between $17 billion and $22 billion for fiscal year 1968, the
$22 billion being the more commonly used figure.

“Now if it is $22 billion for the year, it is on the order
of $2 billion a month for fiscal year 19~8, and we are, I would guess...”

Senator Mundt: “You can tell us how much per month is being
spent now, though?”

Secretary McNamara x “Not really for Vietnam alone , sir.
It is almost impossible to do it on a yearly basis and it. is really
impossible to do it on a monthly basis . I can tell you how much
we are spending in total for defense per month of course, but split-
ting that into Vietnam and non—Vietnam is honestly almost impossible .”
Military Procurement Authorizations for Fiscal 1968. (See: Kearin~s
Before the Committee on Armed Servicee ...and the Committee on A~~rouri-
atj~ns, U.S. Senate, 1967, p. 265).
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than the last quarter of 1964., seasonally adjusted. By June 1966,

defense obligations were running $22 billion above the rate at the

end of 1964.

~rABLE 5

SELECTED ~~ASURES OF U.S. MILITARY SP~N))I~ 1
(in billions of dollars at annual rates)

Defense obligations Defense expend-
____________________ itures

Ca lendar yea r and quarter (bwiget basis)
Actual Seasonally

adjusted 
—

1964:
1st quarter 52.0 55.2 49.2
2d quarter 61.0 54.8 56.8
3d quarter 55.0 53 .3 43.1
4th quarter :41.8_ .53.3 48.1

Total 55.0 
— 

54.2 49.3

1965:
1st quarter 48.2 51.0 46.8
2d quarter 62.2 55.0 51.6
3rd quarter 60.6 59.0 486
4th quarter 62.1 62.1 

— 
54.1

Total 58.3 56.8 50.3

1966:
1st quarter 60.5 64.6 56.4.
2d quarter 86.4 . 75.9 62.11.
3rd quarter 77.0 75.2 63.4
4th quarter _68~9__ 72.9 — 65.8

Total 73.2 72.0 62.ô

SOURCE: The Center for Strategic Studies, Economic Impact of the
Vietnam War. Georgetown University, Waehington,”D.C.,
June 1967.

The January 1967 budget greatly clarified the pace of the

military buildup resulting from Vietnam • It estimated that Vietnam

spend ing would reach $19.11. billion in fiscal year 1967 and $21.9 billion
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in 1968. The Pentagon estimated tha t it would spend $72.3 billion in

the fiscal year 1968, for all military operations: a figure larger

than any earlier period except the peak of World War II.

The January 1966 budget message of the President made it

clear that the United States would simulta neously wage the domestic

war against poverty and the war in Vietnam. Of necessity, the 1967

defense budget was constructed upon working assumption——made in Octo-

ber 1965——about how big the war will get and how long it will last.

Given all these uncertainties, the budget cannot be expected to co-

incide with reality. In estimating expenditures and appropriations

for fiscal year 1967, the Department of Defense assumed tha t the

United States “combat operations” in Vietnam would not continue beyond

June 30, 1967. In keeping with tha t assumption, the 1967 budget

did not provide funds for orders of aircraft or other military goods

to replace combat losses after tha t date. This assumption was the

cause of the need for supplemental appropriations in fiscal year 1967.

Military expenditures of the Department of Defense were $70.1

billion in fiscal year 1967, which was an increase of $19.3 billion

from fiscal year 1966. Total obligational authority for fiscal 1967

tias $72.5 billion. A $12.2 billion supplemental (fi8cal 1967) defense

money bill for Vietnam was passed in March 1967. The January 1966

budget pro~.cted the cost of Vietnam at $10.2 billion in fiscal year

1967. The current offical estimate is nearly double that__$19.ie

billion. The explanation for the need of a supplemental to the fiscal

1967 budget lies in the long lead time of military procurement. In

many cases , weapons required in fiscal year 1968 would need to be
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ordered during 1967 . This also helps to explain why the military

appropriations requested for 1967 were lower than those for 1966

($58.9 billion versus $61.8 billion).

Total expenditures for the military function of the Department

of Defense were estimated at $72.3 billion in fiscal year 1968 , $5.4.

billion more tha n in 1967 and $17.9 billion more than fiscal 1966 .

New obligation authority of $74.7 billion was proposed for the Depart-

ment compared with $72.0 billion for 1967 including the supplemental

request of $12.3 billion transmitted separately to the Congress.

Although uncertainties still remained as to the duration and intensity

of the conflict in Vietnam, these uncertainties were less pronounced

than previously.

The fiscal year 1969 total budget outlays were estimated

to be $186.1 billion by the President at the time of his presentation

of the budget to the Congress of the United States. National Defense

expenditures were estimated to be $79.8 billion, or 43.7 percent

of the total estimated fiscal 1969 expenditure. This compares to

an estimated $76.5 billion in fiscal year 1968 and $70.1 billion

in fiscal 1967. Table 6 summarizes defense expenditures for 1965—1969.

The expansion of the military servtces in Vietnam throughout

this period is also useful as a further explanation of the escalation

in activity and the resultant increases in defense spending. Table 7

summarizes the U.S. military forces by service component in Vietnam

from 1961 — 1969.

The planning programing—budgeting concept of management used

by the Department of Defense plans the resources in terms of major

~
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TABLE 6

ESTIMATED SPECIAL SUPPORT FOR
S0UTI~~AST ASIA OPERATIONS

(in millions )

Defense — Special Southeast Asia Expenditures
Fiscal Expenditures Economic
Year Excluding SEA Defense Assistance 

— 

Total Increase

1965 $46 ,070 $ 103 $—-— $ 103 $
1966 48,597 5,812 282 6,094 5,991
1967 ‘+7,333 20 ,133 424 20 ,557 14 ,463
1968 50,826 26 ,54.7 292 26,839 5,282
1969 48,978 28,812 380 29,192 2,254
1970 53,074 25,397 336 25,733 (—)3,359

SOURCE : U .S. Bureau of the Budget , The Budget of the U.S. Government
Fiscal Yearij~~ Q, Washington, D.C., 1969.

T~BLE 7
-~~~~~~~~~~~~~~~~~~~~~~~~~~~

U.S. MILITARY FORCES IN V IETNAM BY SERVICE COMPONENT , 1961-1969
(as of December 31)

1961

— 

1962 1963 1964. 1965 1966 1967 1968 1969

Army 10,000 10,100 14,700 116,800 239,4.00 319,500 359,800 361,500

Navy 600 800 1,100 ,8,’+00-23~3O0~~ L~~0%,10O 35,50O

Marine 500 800 900 38,200 69,200 78,000 81,400 79,900

Air Force 3,4.00 4,600 6,600 20,600 52,900 55,900 58,400 60,800

Coast Guard ——— ——— ——— 300 500 500 4.00 500

Total 1M ,5ciO 16,300 23,300 185,300 3~5,300 
1~85,6OO 536,100 538,200

SOURCEg U.S. Department of Comeeroe, Bureau of the Census. $~a.t~t—~~tical Abstract of the tJ.S,~~ September 1969, 90th Edition
Washington, t).C.

- .. . .~~~~~~~



~~~~ . 
- . _

~~~~~~~~~~~~~~~~~~ 

..

~ 

._

22

mission-oriented programs . It is in this manner tha t resources of

the Department of Defense are summarized and reviewed • The funds

required to support these programs during the fiscal period 1965—1969

are summarized in Table 8 in terms of total obligational authority .

Tne total obligational authority is a financial measurement which

includes the new obligational authority enacted by Congress plus

the obligational authority granted in previous years which is no

longer required for its original purpose and can be used to finance

the new needs. This table additionally summarizes authori ty by Com-

ponent and Title. Outlays for defense are presented as a percentage

of Gross National Prod uct.

Background of Increased Defense Expenditures:
Southeast Asia Escalation

The first step in the process of arriving at our level of

military expenditures is the initial determination of our commitments.

Over the years the United States has entered into eight bilateral

and multilateral defense agreements with 43 foreign countries . The

United States is committed by treaty to come to the defense of each

of these countries in the event of an armed attack. Of particular

interest here is September 8, 1954, when the United Sta tes entered

into the Southeast Asia Treaty Organization and agreed that they would

respond to any agression by armed attack in the treaty area. How

did the United Sta tes get into the fighting in Southeast Asia? (President

Eisenhower refused to go beyond aid to the French in 1954. and turned

down French pleas for direct intervention.) Three reasons greatly

contributed to our involvement . First , the U.S . Military Assistance

-

~
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Program initially provided equipinont and advisors in Vietnam. Secondly ,

the conunitment under the SEA Treaty Organization was honored . Third ,

the inability of the South Vietnamese government to keep from being

submerged by the Viet Cong.

The fourteen years of the build up in Vietnam and the start

of the de-escalation contain several importa~at milestones in this

‘4limited war. 40 The United States military advisors took over training

of the South Vietnamese forces from the French on February 12 , 1955.

Subsequently , in May 1960, President Eisenhower doubled the number

of advisors in South Vietnam , bringing the number to 685. This number

increased to 1. ,36k during 1961 . President Kennedy increased the

advisory group to 3,200 by the end of 1961 and to 11 ,320 by the

end of 1962. In November 1963 ‘when Presid ent Johnson began his term

of office , he increased the numbe r of U .S. advisors to 23,300 during

the next year.6 Up to this time , the United States involvement had

been primarily an advisory effort. A major milestone in the build up

occurred in August 1964-. The Tonkin Gulf incident brought a congress-

ional resolution authorizing all measures to prevent further aggression

in Vietna m , inclusive of retaliation against North Vietnam..7 In February

6These figures are taken from a tabulation provided by General
Harold K. Johnson , Chief of Staff of the U.S. Army and published in U.S.
House of Representatives , Committee on Appropriations, Department of
Defense ~ppropriations for 1967, Part 1, 1966 , p. 378.

On August 2 , and again on August ~+, u.s. naval vessels operating
in international waters in the Gulf of Tonkin of f the coast of North
Vietnam were attacked by Communist Nort h Vietnamese torpedo boats . The
U.S. vessels took appropriate retaliatory action and, following the
second attack, air units of the 7th Fleet fired on gunboats and on
certain supporting facilities on the North Vietnamese shore. See ~~~Department of State Bulletin, Vol . LI , August 24- , 1964- , p. 258—270 ,
for a complete discussion of U.S. measures to repel the attack against
U.S. forces in the Gulf of Tonkin.
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of 1965 the United States started regular bombing of North Vietnam

and on March 9 of that year the first U.S. ground units landed in

Vietnam . An increased troop ceiling of 4-00,000 troops was-se t  by

President Johnson in December 1965. By the end of 1965 the United

States was deeply involved in an intensified escalation of the war.

Table 8 on the preceeding page describes tht& increased response in

terms of a percentage increase in material , manpower , and research

and development. When President Johnson announced he would not run

for another term of office on March 31, 1968, he also set a new troop

limit of 54-9,500. The United States reached a ~~~~ troop stre ngth

of 54-3,000 in April 1969. The initial step in de—esca lation occurred

on June 8, 1969 when President Nixon announced 25,000 Americans would

be pulled out of Vietnam before the end of August 1969. Subsequently ,

two more reductions in U .S. troop strength have been announced to

date . The United States has scheduled a total reduction of the armed

forces of 300 ,000 — to be completed by mid— 1970. A chronology of

selected significant events in Southeast Asia is presented in Appendix N
A showing some of the important political and military actions from

1950—1969.

Economic Effects of Escalation

The economic effect of Southeast Asia spending is a very

complex subject. A complete economic study of the spending for South-

east Asia is beyond the scope of thi s study. The economic effec t

of Southeast Asia spending can be compared to that of selected previous

year s and Korea by compari ng the defense expenditures for the purchase

- ~~~~—- ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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of good s and services and express the expenditures as a percentage

of the Gross National Product. This is shown in Table 9.

Although the military buildup started in 1964- , the first real

economic impact was not felt until fi3cal 1966. Prior to this time,

the Bureau of the Budget estimated that the additional costs of Vietnam

were at most $100 million per year compared to a total military budget

of $50 billion. This is where a miscalculation occurred • The Admin-

istration believed tha t despite the indicated increase in defense

spending there would be no inflationary strain on the nation ’s econpmy .

The increases in spending by all sectors of the economy exceeded

the capacity of the economy to produce goods and services at the

then prevailing prices. The result in 1966 was the most rapid inflation

in the history of the United States since the Korean War.

The cause of the miscalculation of the economic impact was

the result of two key factors. First was the underestimate of spending

for Vietnam by assuming termination of Vietnam spending needs by d
mid-1966. Second . was an oversight of~ how a military buildup affects

the economy. The substantial increase in military orders in fiscal

1966 was not reflected in the Government budget immediately because

the budget figures were on a bills paid rather than on an orders

placed basis . However, the private sector which received the military

orders , was stimulated immediately . Consequently, the most rapid

expansion of military orders took place in the fully employed economy

of 1966. It is understandable that this expansion was accompanied

by inflation. This same kind of oversight contributed in the inflation

that occurred during Korea. Table 2 in Chapter I shows the size

and rate of buildup of expenditures for Vietnam. This substantial
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and rapid expansion in Vietnam military spending in combination with

rapid rising Fed eral non-defense spending affected the economy in

many ways . It allocated more of our resources into the government

sector arid away from the private sector. Federal spending amounted

to 20 percent of the Gross National Product at the end of 196k .

This ratio increased to 23 percent by June 1967.

Other effects caused by the sharp rise in Vietnam spending

include aggregate economic problems , structural shifts in the makeup

of the military budget , related greater impacts on industries pro—

ducing war material, a changed geographic distribution of defense

orders , and a worsening of out balance payments .

Ir8flation was the principal aggregate economic effect of the

rapid buildup from mid— 1965 to mid—1966 . Late in 1966 some steps

-were taken to curb the inflation , including the moves of the Federal

Reserve to halt the rise of the money supply and the temporary sus-

pension of the tax credit for new investment. Combined with the
/4

leveling out of the rate of placement of new defense orders after

mid— 1966 , these measures , and possibly other factors , brought about

an abatement of the pressure of demand and a sharp decline in inven-

tory accumulation during the first half of 1967. Unfortuna tely ,

at the first signs that inflationary pressure was abating at the

end of 1966 , the government’s anti—inflation efforts were relaxed .

Prices and wages continued to rise through this period . A

ma jor factor in the inflation of 1966 and 1967 was the sharp rate

of increase in unit labor costs . As indicated in Table 10, this

resulted from the fact that the large increases in hourly compensation

were accompanied by a marked slowdown in the growth of output per

~

—- -
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man-hour. The economy inherited a continuing cost—pus h pressure

that threatened a profits—squeeze in 1968 . Even though taxes were

increased, a substantial budget deficit arose. Other problems include

a persistent balance of payments deficit and a tightening or credit.

TABLE 10

PRECENTAGE C~1ANG E PER YEAR IN COi~0’ENSATION ,
PRODUCTIVITY , AND UNIT LABOR COSTS

1961—1965 1965— 1966 1966—1967

TOTAL PRIVATE:
~verage hourly compensation Li. .4 6.9 6.0
Output per man-hour 3.8 3.1 1.4
Unit labor cost .5 3.7 4.5

MA N UFACTURING :
Average hourly compensation 3.6 14 .9 6. 1
Output per man-hour 14.6 2.2 .9
Unit labor cost — 1.0 2.7 5.1

SOURCE: Council of Economic Advisors , Economic Report of the
President together with tho Annual Report of the Council
of Econo~ic Advisors: 1968 (Washington , D.C.:  Government
Printing Office), 1968.

The changing ind ustrial composition of military procurement

is indicated in Table 11. In contrast to the Cold War mix that em-

phasized sophisticated equipment , the current mix is much more like

that of Korea, with the emphasis on conventional equipment and material,

The traditional ir~dustries , including automotive, mechanical , textile,

and rubber are becoming important suppliers of war material. Especially

affected have been ammunition (up 270 percent in fiscal 1967 over

fiscal 1 966) ,  clothing and textiles (up 240 percent), tanks arid vehicles

(up 80 percent), arid food (up 60 percent).8

8U.S . Department of Defense , Military Prime Contract Awards
and Subcontract Payments, July 1965—June 1966. (Washington, D.C. :
Office of the Secreta ry of Defense , 1966). 
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TABLE 11

C~AtGING GE~~RAPHIC DISTRIBUTION OF DEFENSE CONTRACTS
(Percentage Distribution of Dollar Volume )

Korean War Cold War Vietnam
Census Region (See page 60) FT 1952 FT 1962 FY 1966

Northeast:

New England 8 11 12
Middle Atlantic 12. .12

Subtotal 
~~~~~~~~~~~~~~~ 33 - - — 30 29

Mid West:

East North Central 27 12 15
West North Central 7 8

Subtotal 19 23

Sou th :

South Atlantic 8 10 13
South Central 6 8 12

Subtotal T— — T ~~~~~~~~ 25

Far West:

Mountain 1 5 3
Pacific 18 28 20

Subtotal 19 33 23

TOTAL 100 100 100

SOURCE: Computed from Department of Defense data . Murray L.
Weidenba um , Peace in Vietnam: Possible Economic Impacts
arid the Business Response, September 1967 .

The demands of Vietnam have resulted in many smaller contracts

involving many and varied medium—sized firms as supplier , rather than

the contracts for large weapons systems that only a few of the larger

corporations could supply. Consequently, the small business firms

raised their share of defense contract awards from 19.6 percent in

fiscal 1965 to 21 .14. percent in fiscal 1966. Small business firms 
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received 16.4 percent of the value of military prime contracts awarded

to all United States business firm s during the first quarter of fiscal

1970 compa red with 15.6 percent for the first quarter of fiscal 1969.

The trend in military procurement reached a total of $44.6

billion in fiscal 1967 and established a new high since the Korean

War peak in 1952. The increase in military activity in Southeast

Asia brought about a sharp increase in procurement which reached

$38.2 billion in fIscal 1966 and a high of $134.6 billion in fiscal

1967 . Since then , procurement has fallen slightly to $43.8 billion

in fiscal 1968 and to $42.0 billion in fiscal 1969. The trend in

military procurement for 196 1— 1969 is shown in Chart 1. Chapter III

continues this particular discussion as well as setting forth the

geographic distribution of defense orders.

Another special economic aspect of Vietnam spending is the

adverse impact on our balance of payments. Vietnam—related foreign

exchange costs in fiscal 1967 apparently ran at least $1 billion

higher than in the pre -buildup year of fiscal 1965; and , when the

ind irect effect of such spending is also taken into account—— in the

form of more induced imports resulting from higher domestic incomes——

the total adverse effect is estimated to be in the neighborhood of

$2 billion yearly.9 The de-escalation would lessen this payments

deficit and help move the United States International accounts toward

equilibrium , which would in turn bolster international confidence

in the dollar and discourage speculative purchases of gold with dollars.

9Murray L. Weidenbauin, Peace in Vietnam: Possible Economic
Impacts and the Business Response, Report to the U.S. Chamber of Commerce
Committee on the Economic Impact of Peace in Vietnam , Washington , D.C.,
September 1967 (Washington, D.C.: U.S. Chamber of Commerce, 1967),p. 7.



133

CHART I

MILITARY PR IME CONTRACT AWARDS TO
SMALLI AND OTHER BUSINESS FIR?~

Percent to
Small Business - -

30 
_ _ _ _ _ _  

SMALL BUSINESS PERCENT OF TOTAL 
__________

0 _ I I I I
Billion $
4oj.. NET VALUE OF AWARJ~

All Business Firms 
—

130
- Small Business Firms

20 -

10 — -

— — —
— 

~~~~~~~~~~~~~~~ ~; - — — -
SOURCE: U.S. Department of Defense. Prime Contract Awards an~

Subcontract Payments or~~omrnitments . (Washington , D.C. :
Office of the Secretary of Defense , December 17, 1969).

The primary conclusion to be drawn fro~ the economic effects

of escalation in Vietnam is clear. The production requirements of

the scale of operations at tha t time , although not enormous, was

appreciable . Based on these facts , it is apparent tha t peace adjustment

plans must be made by the Federal Government , states , localities ,



and business itself which are adapted to the rate of decline in defense

spending and to the state of the economy at that time . Nevertheless ,

the economy could be distorted needlessly by de—escalation .

Charles L. Schultze , forme~- Director of the Bureau of the

Budget summarized the economic impact of increased Vietnam spending

during his testimony before the Joint Economic Committee of the Congress

of the United States on April 24 , 1967 .

Although the number of men and the amount of material
devoted to the Vietnam operation is large , the military effort
there has quite obviously caused far less economic disruption
to the American economy than World War II , and substantially
less than the Korean War. Defense purchases of good s and serv-
ices have risen by some $20 billion (at seasonally adjusted annual
rates) since mid— 1965, when the build up in Vietnam started .
While this figure seems large , it represents less than 3 percent
of our gross nationa l product. Defense outlays constituted 9
percent of ON? in fiscal 1962 and 1963 . They fell to 8.3 percent
of GNP in mid—1965 . The additiona l spending for Viet nam has
simply restored this percentage to its 1962—63 level.

In contrast to the present situation, defense purchases
during the Korean period rose from 4.5 percent of ON? in mid—
1950 to 12.5 percent in the first quarter of 1952. In that period
the increase in defense purchases absorbed nearly one half of
the increase in ON? . In the present case , the rise in defense
purchases has taken only one— fifth of tu e  increase in national
output . During the first year and a half of the Korean buildup
we added 2 million men to the Armed Forces , almost exactly equal
to the total increase in the labor force over the same period.
In the comparable Vietnam period , the size of the A rmed Forces
increase was only one—third as large as during Korea , while the
rise in the labor force was 50 percent larger. The point is that
the economic impact of the present conflict has not caused any-
where near the economic reorientation and disruption that the
Korean conflict did——and Korea followed quickly on the World
War II period of shortages in non-defense investment arid consumer
goods, while Vietnam follows a perio d of great prosper ity and
productivity. 10

10U.S. Congress , Joint Economic Committee , Hearings on Economic
Effect of Vietnam Spending, Vol. I., 90th Cong., 1st Sees., (Washington ,

D.C.: Government Printing Office , 1967), p. 31—32 . 
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Summary

American troops have been stationed in Southeast Asia for

many years but the major buildup started in mid— 1965. Table 1 in

Chapter I showed the expansion of the United States military forces .

The budgetory programs presente d in this chapter had a similar expan-

sion pattern . The bulk of the expansion of United States resources

to support the fighting in Southeast Asia occurred during the period

of July 1, 1965 to June 30, 1967 . Table 6 on page 21 shows tha t

the estima ted expenditures for fiscal year 1968 had a much slower

rate of increase. The allocation of the nation ’s resources between

the private sector and the public sector have been altered as a result

of the large and rapid expansion of Southeast Asia spending , but

not on as large a scale as during World War II and Korea when expressed

as a percentage of the Gross National Product.

It may be said that while the Vietnam effort was not so large ti
as to cause any severe hardship in the domestic economy, the conse-

quences of the policy actions and inact ions of the bui ldup period

up to early 1967 were serious • There was an upsurge of inflation

and a concentration of the real impact of the military buildup on

fixed investment , especially housing, and on net exports.

The employment impacts of increased defense spending during

the fiscal years 1961—1969 and a discussion of some of the peculiar-

ities of the defense industry are presented in the next chapter. 
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CHAPTER III

— ANALYSIS OF THE EMPLOYMENT LEVEL

IN THE DEFENSE INDUSTRY

The labor force itself must be understood before the effects

of reduced defense spending can be assessed • This includes a study

of the size, composition and regional distribution of the labor forc e

when considering employment within the United States. Another impor-

tant subject is that of unemployment and the programs aimed at reducing

the cause of unemployment. This chapter will deal with the factors

of composition , size , and distribution of the labor force as well

as employment and unempioymentr—trends. 7rhis discussion of the tota l

labor force deals with one of the most economically active segmen ts

of the economy . The total labor force is composed of those worki ng

in both the public and private sector.

It is important to consider the composition of the labor force

which provides the manpower for the industrial community of the United

States as it is broken down from the national level to the regional

level. Table 12 provides a limited breakd own by genera l work category

for both the male and female worker.11

11The composition of the major occupational groups is as follows:
White—colla r workers—Professiona l, technical, and kindred workers ; Man-
agers , off icials , and proprietors except farmers; Clerical and kindred
workers ; Sales workers . Blue-collar workers-Craftsmen, foremen, and
kindred workers ; Operatives and kindred workers ; Laborers , except fa rm
and mines . Service workers—Private household workers , Service workers ,
except private household . Farm Worker~—Farmers arid farm managers, Farm
laborers and foremen.

36
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TABLE 12

EMP LOYED PERSONS, BY MAJOR OCCUPATIONAL GROUP & SEX: 1960-1969
(in thousands of persons, 14 yrs. old or over)

Major Occupational Group and Sex 1960 1965 1969

Total 
— 

66 ,681 72 ,179 76 ,520

White—colla r workers 28,726 32,104 36,1158
Blue—collar workers 24 ,211 26 ,466 27,340
Service workers 8,349 9,31+2 9, 672
Farm workers 5,395 4,265 3, 050

Male 44,485 1+7,0)4 J+7,907
White—collar workers 16,596 17,964 19,412
Blue—collar workers 20,573 22,314 22,594
Service workers 2,918 3,287 3, 288
Farm workers 4 ,398 3,1166 2,613

Female 22, 196 25,145 28,613
White-collar workers 12,129 14,137 17,047
Blue-collar worker s 3,637 4,153 4,746
Service workers 5,431 6,057 6,31+8
Farm workers - 998 799 1+37

SOURCE: U.S. Department of Commerce, Bureau of the Census . Statist—~
ical Abstr act of the tJnited States — 1962, Washington , D.C.:
September 1969.

The changes within the labor force in 1966 are indicative

of the everchanging complexion of labor tn the United States . The

requirement for qualified civilian workers was such that the labor

forc e had to make a number of remarkable adjustments . This was due

to the relatively small number of adult men of prime worki ng age and

because of the Armed Forces re qu irement . The changes in the labor

force were both extern al and internal. Inside the work forc e, many

of the formerly unemployed found new jobs . Other s , who were already

gainfully employed , worked longer hours . Externally, women entered

the active labor force in greater numbers than in any year since World

War II. They accounted for 1.1 million of the 1.7 million civilian
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labor increase in 1966. 12 The pattern of the economic growth of the

Uru.ted States ie measured by examination of the additional manpower

requirements generated by the various segments of the good-s and service—

producing industries. As the growth of the country continues, the

demand for additiona l manpower has continued to remain concentrated

primarily in the privately owned enterprises.

Emp loyment in the goods—producing sector of the economy—-

manufacturing , mining, and construction continues to lead the other

sectors in employment growth. In 1965, manufacturing added 750,000

new jobs ; in 1966, it added another one million. The overall increase

during the 1961—1968 period was almost 1+ million, bringing goods—

producing tota l employment to more than 23~ million workers in 1968,

as shown in Table 13.

The impact of the Vietnam war on employment expansion in the

iurable—goods industries was greatest in 1965 and 1966, and is especially

apparent in industries oriented heavily toward defense——ord nance ,

communications equipment, electronic components , aircraft and parts,

and shipbuilding and repairing. After growing slowly in the early

sixties , aggregate employment in these industries increased rapidly

from 1965 forward , accounting for almost one ha lf of the tota l job

growth in durable s between 1965 and 1968.13

The industries in the service—producing sector——trade services,

transportation and public utilities, finance , insurance , real esta te,

12
~j ~~~~• Department of Labor , Manpower Report of the President,

(Washington , D.C.: Government Printing Office , 1969) , p. 23.
t3Ibid. p. 31.
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TABLE 13

NONFARM PAYROLL EMPLOYMENT BY INDUSTRY DIVISION, 1961 AND 1968
(Numbers in thousands)

Change, 1961—68

Industry Division 1961 1968 Number Percent

Total 54,042 67,930 13,888 25.7

Goods—producing industries 19,811+ 23,571 3,757 19.0
Mining 672 6n —50
Contract construction 2,816 3,21+5 429 15.2
1.lanufacturing 16,326 19,701+ 3,378 20.7

Durable goods 9,070 11,556 2,1+86 27.11
Nondurable goods 7,256 8,148 892 12.3

Service—producing industries 34,229 44,359 10,1)0 29.6
Transportation and public utilities 3,903 4,338 435 11.1
Trad e 11,337 14 ,067 2,730 24.1
Finance , insurance and real estate 2,731 3,341 610 22.)
Service and miscellaneous 7,6611. 10,461 2,797 36.5
Government 8,591+ 12,152 3,558 1+1 .4

Federal 2,279 2,735 1+56 20.0
State and local 6 ,315 9,Zi.17~~ 3,102 49.1

—

~~~~~~~ N OTE: Detail may not add to totals due to rounding.

SOURCE: U.S. Department of Labor. Manpower Report of the President,
Washington, D.C., January 1969.

• -
~ government——continued to provide the bulk of new employment

opp~rtunities. Indicative of the potential job—beari ng climate in —

this sector is the notable growth which took place in 1966. This

was the largest gain in employment increases for any single year since

World War II. In fact , the jobs added by this sector accounted for

every three out of five jobs added to payrolls in 1966 . Employment

in these industries rose by 10 million during the 1961 — 1968 period,

about twice the increase of the previous eight years .

The increase i~~demand —for labàr was met by persons ‘who were

previously unemployed , by those shifting from the farm to higher
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paying non-farm jobs , or by increased use of overtime . Even with

overtime increases in manufacturing, the average work week of produc-

tion and other nonsupervisory workers on private payrolls declined

from 38.6 to 37.7 hours between 196 1 and 1969. Average overtime hours

in manufacturing also rose over- the period — from 2.4 to 3.6 hours —
with the peak occuring in 1966 at 3.9 hours . Average hourly earnings

rose from $2.14 in 1961 to $3.04 in 1969 .

Unemployment

The ultimate goal of the stated manpower policy of the United

States is to enable every American to realize his full employment

potential and fully utilize this potential in his own and the nation’s

best interest. The desire for the achievement of a high level of

employment was first made a national objective more than two decades

ago by the passage of the Employment Act of 1946 . This important

act stated , with the support of the American people, that the high

socioeconomic costs of unemployment require the intervention of the

Federal Government in order to head off depressions and to speed the

expansion of employment and income.

The unemployment rate continued to slowly increase in the

la te 1950’s and early 196O’~ and it became evident tha t something

store than just limited fiscal and monetary measures were necessary

to prevent recessions and/or to stimulate business recovery. The

information presented in Table 14 indicates the various increases and

decreases in unemployment which have occurred and which created the

requirement for corrective action to reduce the increasing unemployment

rate.

- -~ - a- -~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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TABLE 111.

UNEMPLOYMENT , 1953-1969
(In thousands of persons . 16 years old or over)

Employment Tota l Unemployed
Year Incl. A rmed Forces Number Percent

1953 66,560 1,834 2.9
1954 66 ,993 3,532 5.5
1955 68,072 2 ,852 4.4
1956 69,409 2 ,750 4.1
1957 69,729 2,859 4.3
1958 - 70 ,275 4 ,602 6.8
1959 70,921 3,740 5.5
1960 72, 142 3,852 5.5
1961 73,031 4,714 6.7
1962 73,442 3,911 5.5
1963 74,571 4,070 5.7
1964 75,830 3,786 5.2
1965 77,178 

- 

3,366 4.5
1966 78,893 2,875 3.8
1967 80,793 2 ,975 3.8
1968 82,272 2,817
1969 84,239 2 ,831 3.5

SOURCE: Council of Economic Advisors, Economic Report of the
President together with the Annual Rep~rt of the Council
of Economic Advisors: 1969 Washington, D.C.: February
1970.

The knowledge gained by the government in analyzing the cause

for growing unemployment indicated that in the complicated economy

of the United States, the job market forces and partially controlled

business cycles would not achieve full employment . This being under-

stood , the government started a program which was geared not only to

speed up economic and employment growth, but. also to attack the problem

at its root . This program was aimed at the employment and training

needs of workers who }‘ad outmoded or -inadequate labor skills and the

economy ’s requirement for trained manpower.

~

--- -

~

- . - ~- .-~~~~~~~~~~~~~~~~-~~~~- - -~~~~~~~~. ~~~~~~ -~~~~~~ -~~-~~~ -~~~~~~~~



42

~anpower policies, regardless of their size and —scope, cannot

reach the basic objective of fuller utilization of human resources

without a strong, sustathed expansion of the economy. Th~ present

degree of prosperity as measured in terms of the Gross National Prod-

uct has been outstanding in both length and scope. The GNP has

increased 48 percent in the last 9 years for an average 3.4 percent

a year. During this same period , the unemployment rate was reduced

44 percent, or from less than 7 percent to less than 1+ percent ——
as is shown from 1961. to 1.969 in Table 14.

When the Gross National Product is examined in terms of the

large recent gains in output , the fact that the overall demand has

caught up with the economy’s rising productive capacity is evident.

Chart 1 reveals tha t in the late 1950’ s and early 1960’s, the country

was not cortni~ning or investing the output it was capable of producing.

The “Potential” ON? line reflects the possible output of the

country at the 3.8 percent unemployment level. The “gap” between

the potential GNP line and actual ON? line reflects lost output, or

the difference between the potential and actual use of valuable man-

power resources. The unemployment rate and the potential GNP line

may also be correlated • When the actual ON? line approached and

crossed the potential ON? line in 1961+, the effects of increased

economic activity and a subsequent-reduction in unemployment is

evident .

Even though less than Li. percent of the labor force was without

employment in an average week of 1968 , the individuals who compose

the rank of the unemployed deserve consideration at this point.

Unemployment falls most heavily on blue—collar and service workers .
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CHART 2 
*

GNP , ACTUAL AND POTENTIAL, AND UNEMPLOYMENT RA TE
(In 1958 Prices )

Dollars (ratio scale)

701 . GROSS NATIONA L PRODUCT
IN 1958 PRICES
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60 .
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Per ~~n+ Percent
ON? GAP AS PERCENT OF POTENTIAL (left scale)
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-

SOURCE: Council of Economic Advisors, Economic Report of the
President together with the Annual Report of the Council
of Economic Advisors: 1968, Washington,D.C.: Januar y1969. 

_
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The unemployment rate for nonwhite men continued with the steady

decrease tha t has been in progress since 196 1, although the rate

is still more than twice tha t of white men. Teenage unemployment

rates have remained at an unsatisfactorily high level throughout

the current period of sustained economic growth . Although there

has been improvement in the employment rate , Negro teenagers fail

to share in this improvement. The number that were unemployed rose

by 25 percent , and their unemployment rate remained virtually unchanged

at about 25 percent.~~ Consequently, the gap between the unemployment

rates for Negro and white teenagers widened, since the unemployment

rate for white youth has decreased substantially since 1961 .

The nation has reached a point where the most serious remaining

unemployment problems are as much personal as they are economic.

Presently, the primary need is to develop people ’s ability 80 they

can take advantage of the opportunities which are around them . His..

torically , the problem was that there were not enough jobs to go

around . Today the problem is that where the jobs exist , there is

a shortage of skilled applicants to fill the vacancies . One of the

reasons for the increased requirement for skilled personnel is due *

to the increased use of automatic machinery and to the increasing

array of instruments that have forced many processes to use fewer

semi—skilled laborers.

Joblessness and poverty in the United States are now most

concentrated and intense in the slums of the nation’s cities. The

wide disparity in employment conditions between the urban cores and

14Ibid , pp. 1+3.44.
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the remainder of the metropolitan area emerges more clearly from

recent data tha t contrast the poorest one—fifth of the neighborhoods

in these area. Such data , tabula t.ed from the Current Popu,lation

Surv ey in 196715 , showed that t inhabitants of urban poverty neigh-

borhood s had a much higher incidence of unemployment and weaker labor

force attachment than the residents of other urban neighborhoods,

and when employed , were generally confined to low—skill jobs in which

work tends to be irregular and earnings are generally low.

The poorest , most disadvantaged people , including a rising

proportion of Negroes are caught in slums without hope of escape.

About one half of all urban Negroes were found to live in poverty

neighborhoods, compared with only one—tenth of ali urban whites .

The characteristics of the unemployed are a partial indication of

the whole complex of work problems which contribute to poverty in

in the slums . In 1967, the average unemployment rate in the slums

was about three times the national rate. To compound the problem,

about 7 percent of the men in the 25 to 54 years age group residing

in poverty neighborhood s were not even in the labor force —— that

is, they were neither working nor looking for work . This was more

than three times the proportion of men outside the labor force in

other urban neighborhoods.16

The problems of high unemployment and poverty exist also on

farms and in rural nonfa rin areas . Although not as visible nor as

dramatic in nature , about 11 million rural Americans (or one—fifth

Paul M. Ryscavage and Hazel M. Wiflacy, “Employment
of the Nation’s Urban Poor,” Monthly Labor Review, August 1968,
pp. 15—21,

IbManpower, pp. I+3 41+.
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of the rura l population) lived in poverty in 1966. In fact , these

rural poor outnumbered those in the cities . The farm worker has

suffered due to the technological advancements of mechanization,

which have greatly increased productivity ana displaced millions

of farm-workers over the past 50 years . The requirement for training

and education is dramatically obvious as the transferability of rural

skills to other occupations and industries is limited . The ma jor

• problem facing the labor force of the rural areas is that the manpower

requirements are changing faster than the skills of the unemployed

rural worker can adjust and update . This technological progress in

fa rming , coupled wi th the seasonality of employment and low wages

in the rura l economy , has induced massive rura l—to—urban migration.

In the years between 1950 and 1960 , the population of the agricultural

community dropped by about 1+00 thousand , while the rest of the popu-

lation by areas grew more than 28 million. This marked decline was

accounted for entirely by a dec~ease in the Negro rural population -

of 600 thousand , as the white rural population increased by - about

118 thousand . During this period , an estimated 4.6 million persons

departed the rural areas with the largest losses noted in the South

and the North Central states .

Estimates of rural unemployment do not take into consideration

the vast number of men and women who are not in the labor force be—

cause of lack of employment opportunities . Inf ormation derived from

the 1960 census indicates that rural dwellers do not participate in

the labor force at as high a rate as their counterparts in the cities.

In 1960, there were 2.64 persons for every employed urban dweller;

for the rural farm population , there -were 2.88 persons to each employed
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person , and for the rural nonfarm dweller , there were 3.23 persons

for every employed person.

It should be evident that the impact of an increase in unemployment

would depend upon many factors , such as which sectors of the economy

would be affected the most . These variables would alter the kinds

and numbers of workers affected. Past experience has shown it would

be the goods—producing industries to bear the brunt of any economic

slowdown. These indus ries ac~óiirited for much of the unemployment

during past recessions and are a prime employer of men , especially

blue—collar workers.

A recent study by Paul H. Ryacavage of the Bureau of Labor

Statistics, calculated the impact of higher unemployment on the

occupational groups by regression analysis. He utilized the monthly

seasonally adjusted jobless rates for each occupational group against

the total rate for the period 1959 — 1968. These relationships are

presented in Table 15. The table indicates the unemployment rate for

all blue—collar workers is more responsive to a change in the national

unemployment rates than the rates for white—collar or service workers .

Estimates were also made to determine how an increase in the

United States’ unemployment rate would affect the occupational unem-

ployment levels. The most significant increase was in the total rate

of unemployment levels for blue—collar workers . Approximately 600,000

of the 900 ,000 increase in total unemployment resulting from a one

percent increase in the unemployment rate would occur among blue—collar

workers , with craftsmen and operators specifically accounting for

most of the rise • White collar and service workers would each experience 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ - - - -~~~~~~~~~~~~ --
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a 100,000 rise in the number of unemployed as would workers wi th no

previous work experience .17

TABLE 15

ESTIMATED IMPACT OF HIGHER UNEMPLOThENT
ON OCCUPATIONAL GROUPS 

- Average change in
unemployment rates

F 
—

~~~~~~ (percentage points)

Total 1.0

White—collar workers 0.4
Professional and technical 0.3
Managers , officials, and proprietors 0.3
Clerical 0.5
Sales 0.6

Blue—collar workers 1.7
Craftsmen and foremen 1.3
Operatives 1.7
Nonfarm laborers 2.6

Service workers 0 9
r

Farm workers 0.2

SOURCE : Ryscavage , Paul H., “Impact of Higher Unemployment on Major
Labor Force Groups ,” Monthly Labor Review, Volume 93,
Number 3, March 1970.

It is now apparent that the present levels of unemployment

themselves are not as distressing as the circumstances surrounding

the unemployed . Consequently , the program of occupational training

under the Manpower Development and Training Act (MDTA ) of 1962 has

relied heavily from the start on classroom instruction in the nation’s

17Paul M. Ryscavage , “Impact of Higher Unemployment on Major
Labor Force Groups ,” Monthly Labor Reyt,~~~ Volume 93, Number 3, March
1970 , pp. 24—25.

_ _ _ _ _  _ _ __ _ __ _ __ _ _
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vocational schools. Prior to the MDTA , the passage of the Area

Redevelopment Act in 1961 provided for Federal Aid for training

workers in areas of long—standing unemployment, but the scope of

this Act was very narrow and did not provide the broad coverage that~
MDTA does. Since the start of MDTA , over one million unemployed

ind ividuals have been enrolled in NDTA projects . The basic guide-

line for this program is to train the unemployed for these occupations

which have known vacancies . The program has proved that even the most

disadvantaged , with proper training, can qualify for employment .

Authority to add work experience to the arsenal of major

manpower programs was provided by the Economic Opportunity Act of

1964 (EOA). This Act authorizes assistance for work experience and

training programs for young persons who have been handicapped by

economic , cultural , and educational adversities , and for needy adults,

particularly unemployed parents of dependent children. The Office

of Economic Opportunity , established under the Act , is responsible

for the coordination and the review of all programs delegated to other

agencies. This agency has been the executive arm of the President

for integrating the attack on poverty . Some of the programs admin-

istered by CEO are ; community action programs (including Operation

Upward Bound and Head Start). Volunteers in Service to America (VISTA),

Neighborhood Health Centers , Legal Services , Migrant Workers

and Rura l Area Programs. These programs are aimed at reducing poverty

in areas of chronic unemployment. There are other programs which

are specifically oriented to prepare people for work through the pro—

vision of training and work experience for both youth and adults .

These are particularly oriented toward those who are unemployed or

from low—income families. 

— - — —.~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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The h uma n Resources Development Program which was started -

in 1966 , combthes city , state , and Federal agencies with business

and minority groups to conduct a two-phased attack on unemployment .

The first phase is to work with potential employers to increase em-

ployment opportunities for the disadvantaged and the second phase

is to help the disadvantaged prepa re and qualify for the jobs .

The Model Cities Program is conducted by the Department of

Housing and Urban Development. It offers financial help for commu—

nities desiring to start programs designed to prov ide training in

order to reduce unemployment and dependence on welfare.

The Neighborhood Youth Corps program provides Federal funds

and technical assistance to establish work—training programs for youth

at the local level. The disadvantaged youth — aged fourteen through

twenty—one years of age - receive counseling and other services which

help them find a job and/or to encourage them to continue in school.

The Job Corps is also a training program for youth and differs

from the preceeding progra m in tha t it is for individuals who have

dropped out of high school and have been out for three or more months ,

have record8 of low educational achievement , and are in need of full—

time employment . This residential progra m for both young men and

women is administered by the Office of P.~’onomic Opportunity .

The Public Employment Service began in late 1967 to provide

services to returning veterans and disadvantaged servicemen. Upon

discharge , a representative of the local Federal—State Employment

Service contacts the veteran to offer assistance tailored to his

individual needs. This assistance may take the form of job counseling

and guidance , referral to training or employment on a priority basis ,
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or information about the amend ed CI Bill of Rights and the financial

assistance it offers to veterans in obtaining ed ucation and training.

To further improve services to veterans, the President, in

late 1967, ordered the establishment of special Veterans Assistance

Centers in major cities . The Veterans Administration operates these

centers in 21 cities and places special emphasis on helping the 25

percent of the veterans who have less than a high school ed ucation.

The U.S. Civil Service Commission also has a three—part

program of assistance to veterans of the Vietnam era . This consists

of increased counseling on Federal job opportunities , expedited pro-

cessing of applications from veterans , and a new type of transitional

appointment that provides access to civil service jobs to veterans

who have no more than a high school education and who agree to take

one to two additional years of schooling .

Another program to prepare servicemen for civilian employment

in advance of discharge is in the form of a program entitled “Project

Transition .” The transition program is opened to men in their last

six months of service at about 250 military installations. Providing

counseling , training , education , and placement services to those who

face the most severe problems——the combat disabled , those with no

civilian work experience , and these , including many combat veterans ,

who did not acquire civilian—related skills or had no opportunity

to achieve high school graduation equivalency diplomas while in the

service .

There are many programs supported by the Federal Government

that are aimed at reducing poverty and preventing unemployment. The

value of such Federal programs depends not only upon the attitude
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of the participants , but also upon the willingness and ability of

the administrator to communicate with those people ‘whom he is trying -

to help.

Business has started to take a more active part in trying

to solve some of the socioeconomic problems of the country. The

businessmen of today are beginning to realize that the problems that

cause unemployment and unemployment itself are not the sole responsi-

bilities of the Government. Throughout the country, various businesses

are starting to take a big interest in training programs conducted

under the sponsorship of the Office of Economic Opportunity.

These businesses in turn are setting up projects of their

own aimed at bringing the disadvantaged unemployed into the labor

force . In the Watts area of Los Angeles, the Watts Manufacturing

Company, a subsidiary of Aerojet-General has turned what was once

thought of as a risky training program for unemployables into a

paying proposition. An initial corporate investment of 1.3 million

dollars was used to set up the plant . Then the management staff

set out to hire the 4~O people required to operate the plant that

was to build prefabricated crates and to make tents . Most of those

hired had no work experience and over half of them had police records.

Sympathetic instruction helped the employees to gradually learn their

jobs , and soon they were taking pride in their accomplishments. La ter

the company introduced an incentive system which enabled ambitious

people to earn up to twenty-five dollara per day. The productivity

of this unique plant has greatly improved from an output of one tent

per employee per day to twenty-two per person each day .16 

—~—~ ---~-————- - ‘ - - -—— -~~ —-‘—.- 
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There are such programs t.~ .cing place throughout the industrial

community. Lockheed Aircraft Co;. )oration has training projects at

their Marietta , Georgia plant arA also at their Sunnyvale , California

plant . The Avco Corporation iz; -~arting a training project at their

Roxbury plant near Boston with a $1.1 million dollar training grant

from the Government, plus a direct investment of 2.3 million dollars.

The above examples reflect the will ingness of business to

start assuming some of the responsibility of training the disadvant-

aged and uriemployablea . Indicative of the type of support that these

projects receive is the fact tha t the National Alliance of Business-

men has pledged to the Government to find 100 thousand jobs for the

unemployed by July 1969 and 500 thousand jobs by July 1971.

Based on calculations made in 1966 , the total labor force

of the United States is increasing a t a  rate of about 1.~4 million

people per year. In order to maintain the present unemployment rate

of 3.8 percent, the ON? will have to continue to increase at a rate

of £1.5 percent per year , ‘which is less than our present rate of growth.

The problem then is for the country to continue to fight

poverty and to upgrade workers’ skills while matching these skills

to the available jobs . The focal point of the various training

projects must continua to be that of reducing the unemployment rate

among minority groups , youth, slum dwellers, and other disadvantaged

workers , whose problems cannot be solved ju st by the economic growth

of the country itself.

1
~~ ilbert Burck , “A New Business for Bueiness,~ Fortune,Janua ry 1968, pp. 158—161 , 198—202 .

_ _ _ _ _
_ _- 
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An Analysis of the Employment Level i~~the Defense rndustry

The preceeding discussion of defense spending and employment

is c].osely associated with the defense industry. Due to their homo—

genity, a discussion of the defense industry and its relationship

with defense spending and defense generated employment in included

in this study.

The defense industry is particularly hard to define due to

its complexity and inter—re lationships. The defense related companies

range in size from the smallest of businesses employing only a few

individuals to very large corporations employing thousands of people .

Additionally, a complex weapon system under contract may have hundreds

of sub—contractors and suppliers working f or the prime contractor.

The defense industry may provide products and services for the Depart—

ment of Def ense , the Atomic Energy Commission, the National Aeronautics H
and Space Administration, and the Military Assistance Program. This

study will deal within the limits of the defense industry dealings

with the Department of Defense.

The defense industry is a specialized industry and a great

portion of the defense work is concentrated in a relatively small

number of companies and institutions. In fiscal year 1969, over two

thirds of the value of the military prime contracts awarded went to

100 companies and their subsidiaries. These 100 companies accounted

for $25.2 billion, or 3.8 percent less than in fiscal year 1968, while

total awards to all United States companies were down by 5 percent

to $36.9 billion. The top 100 companies received 68.2 percent of

the fiscal 1969 total compared with 67.14. percent in the previous year.

- - -
~~ 
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Contributing to the higher percentage of contract value awarded the

top 100 companies was not only corporate restructuring, but also

increases in the procurement of ammunition and of missile and space

systems, highly concentrated industries, while concurrent decreases

were being experienced in the procurement of clothing, textiles, and

other commercial type items.

Table 16 shows that the first five companies received 18.9

percent of the contract awards received by all United States companies

in fiscal 1969. This was lower by 1.7 percentage points than was

recorded in fiscal 1968; however, the percentage for the next 20

companies totaled 25.9 percent , almost one percent more than in fiscal

1968. To be among the top 100 companies in fiscal 1969 required

TABLE 16

Prime Contract Awards as a Percent of U.S. Totals

Companies FY 1966 FY 1967 FY 1968 FY 1969

1st 14.6% 5.14% 5.8% 5.5%
2nd 3.5 4.7 4.8
3rd 3.14 4.6 3.8 3.14.
4th 3.4 3.3 3.14 2.9
5th 2.7 2.8 2.8 2.7

1 — 5 17.6% 20.8% 20.6% 18.9%

6 — 10 9.0 8.8 9.3 10.1
11 — 25 16.14 14.9 1 . 15.8
1 - 25 143.0% 44.5% 45. % 144.8%

26 — 50 12.1 11.6 11.5 12.1
51 - 75 5.4 6.1 6.6 

- 7.3
76 — 100 3.3 3.3 3.7 ~~~~~~~~~~

— ---
~~ 14.0

1 - 100 63.8% 65.5% 67.14% 68.2%

SOURCE: Office of the Secretary of Defense, Directorate of Infor-
mation Services. October 27, 1969.

- - - 
-
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$48 million in awards, as compared to $50 million in fiscal 1968.

Fifty—nine of the 100 companies were engaged directly in aircraft,

ammunition, electronics, and fourteen were categorized as service

companies. Table 17 offers a comparison of the Procurement Categories

of the top 100 companies . -

TABIE 17 -

PROC UREMENT CATEGORY OF TOP 100 COMPANIES
IN FISCAL 1968 AND 1969

Procurement Category FY 1968 FY 1969 Change

Aircraft 22 21 — 1
Missiles 

- 
i2 11

Ships 2 2 —

Tank-Automotive 7 5 —2
Weapons 2 1 — 1
Ammunition 22 24 +2
Electronics 14 1L1. —

Services 12 14 +2
Construction 1 1 —

Petroleum 6 7 +1

• SOURCE: Office of the Secretary—of Defense, Directorate of Infor-
mation Servióii~~Thctober 27, 1969.

Four of the five companies receiving awards of more than $1

billion in fiscal 1968 reached that level again in fiscal 1969; however,

the total volume of awards to these four companies was $726 million

below the fiscal 1968 volume . The four companies are ; Lockheed Air-

craft Corporation , General Electric Company, Genèi~ l Dynamics Corp-

oration , and the McDonnell Douglas Corporation . The prime contract

work of McDonnell Douglas, General Dynamics, and Lockheed Aircraft

Corporation was for aircraft and aircraft parts, while General Electric

concentrated their contracts for supplies of aircraft engines and

— -~~~ —— —  — - — ------- - --—— - - —-— --— ———‘—------ - -~~~~~ _ .—-— ~—---————-•--— -a—*- -~--—~~ ~~~~~~~~~~~~~~~~~~~~~~~~ 4



-- •~~~ • ---— —~~~~
- ---~ — -- ~~- --— —- - --_- -—--- - - - —

~~~ —-~~
--“

~~~~~~~
——- —--— --—

57
engine parts. The 100 largest defense indus try—oriented~~ ó añ[és~~

and their contract awards are listed in Appendix B.

A large share of the defense production is performed in

specialized facilities which were specifically designed for that

purpose . These facilities were often built at the initiative of

the military establishment and, in many cases , the ownership of the

factories and equipment has been retained by the military. The C-5A

jet transport, for example, that made its maiden flight on June 30,

1968, was fabricated in Air Force Plant Six operated by the Lockheed-

Georgia Company at Dobbins Air Force Base, Georgia. Plant facilities

are not the only items that make the defense industry specialized

in nature. The defense industry must have a highly trained engineer-’

ing staff, and effective quality control programs, and, at times,

special financing by the government for high—cost items, and special

management programs that are required by the military buyers.

Businesses in each of the fifty states won Defense Department

prime contracts in fiscal 1969, but the geographical distribution was

far from even. The top ten states, as shown in Table 18, accounted

for 60.3 percent of the total dollar value.

In less populated states , such as Alaska, military procurement

has a large economic impact even though the absolute value of contracts

received 18 comparatively slight.~~At the other end of the scale,

larger states , such as New York or Illinois, despite larger dollar

awards , the economic impact is not as great when compared on a per

capita basis.

The money spent by the Department of Defense has long been

recognized as having a different employment effect in each of the

L •~~~~~~~~~~- ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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respective states. This employment effect upon the various states

has been measured only since 1961. The Department of Defense, in

conjunction with the National Aeronautics and Space Administration,

developed the Economic Information System (EIS) which measures employ-

ment in 1453 major defense contractor plants . The data gathered by

DOD and NASA is collected for those prime contracts which exceed $10,000.

The companies participating in this system were asked to report at

six month intervals employment data on defense prime contracts and

subcontracts. For smaller contractors throughout the United States ,

the defense generated employment is estimated on the prime contract

award data by applying factors developed by the U.S. Bureau of Census.

Statistics which reflect military and civilian employment at defense

installations are derived from various Department of Defense publications.

• 
- TABLE 18

THE TOP TEN STATES WITH DEFENSE CONTRACTS
Fiscal Year 1969 (amounts in thousands)

STATE CONTRACTS PERCENT

California $6,824,493 19.14%
Texa s 3,525,155 10.0
Conneticut 1,715, 115 14.9
Pennsylvania 1,700 ,396 4.8
Massachusetts 1,549,834 4.14.
Ohio 1,533 ,016 4.14.
New Jersey 1,270,1460 3.6
Missouri 1,095,418 3.1
Indiana 1,058,557 3.0
Florida 964,541 2.7

SOURCE: Office of the Secretary of Defense, Deputy Comptroller
for Information Services . October 27, 1969 .
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The results of the surveys by state, for the seven reporting

periods, June 1965 through June 1968 , have been summarized and are

presented in Appendix C. Employment data obtained from the EIS surveys

reflect total employment at defense contractor plants and employment

of civilians at government instal].ations.19 The data clearly points

out tha t the re is a tendency for states with a large workforce, such

as California, to have a large number of defense generated jobs.

The impact upon these states relative to the amount of defense

employment is computed by dividing the defense generated employment

of each state by the work force available for the chosen time period.20

The resulting ~ratio referred to here as the defense dependency ratio, :1
indicates that the defense impact is much greater in some states than

it is in others. Table 19 presents the regional distribution of state

defense ratios for June 1968. Utilizing the table , one can see that

the New England , South Atlantic , and pacific regions of the United

States are much more heavily affected by defense activity than are

the central areas of the country.

The effect of government spending upon a particular area or

state can be measured in numerous ways . Defense dependency ratios

calculated from the Standard Metropolitan Statistical Areas ~(S?’~ As)

and other areas (counties ) within each state revealed that some of

the ratios were as high as 11.5 percent. The smaller, more highly

19
Employment at plants included EIS surveyed employment, imputed

non-surveyed employment and construction employment . Defense Industry
Bulletin, Economic Impact of Defense Programs. Buehler, Vernon M.
March 1967, p. 2.

p. 3. 
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TABLE 19

DEFENSE DEPENDENCY RATIO
JUNE 1968

Area - - Average Ratio

North East
New England 4.7
Middle Atlantic 2.8

North Central
East North 2.0
West North 2.1

South
South-Atlantic 4.5

East South Central 3 .11.
West South Central 3.6

West
Mountain 2.7
Pacific 5.1

National Average 3.6

Regional Area Composition: New England: Maine, New Hampshire, Vermont,
Massachusetts , Rhode Island , Conneticut . Middle Atlantic: New York ,
New Jersey, Pennsylvania. East North Central: Ohio, Indiana, Minnesota,
Iowa, Missouri, North Dakota, South Dakota , Nebraska, Kansas. S~outh
A tlantic: Delaware, Maryland , Washington, D.C., Virginia, West Virginia,
North Carolina, South Carolina, Georgia, Florida. East South Central:
Arkansas , Louisiana, Oklahoma, Texas. Mountain: Montana, Idaho,
Wyoming, Colorado, New Mexico , Arizona, Utah, Nevada. Pacific: Wash-
ington, Oregon, Alaska, California, Hawaii.

SOURCE: Office of the Assistant Secretary of Defense, Defense—
Generated Employment, June 1968 . Unpublished paper of
Economic & Resource Analysis, Systems Analysis.

dependent areas are typically ones with military installations or

ammunition plants, although there are some exceptions. By contrast ,

the area8 with the lowest dependency rates tend to be associated with

the larger areas. Table 20 demonstrates that most of the areas with

high dependency ratios are relattvely small in terms of work force .

_ _  _ _ _ _ _ _  _ _ _
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TABLE 20

AREA DISTRIBUTION BY DEPENDENCY CLASS AND
LABOR FORCE SIZE

June 1967

No. of Are~s With Indicated fleoerzdency and Labor Force Size
Labor Force Size Orpup (in thou~and~~

Defense 25 50 100 500
Dependency No. of Under to to to to Over
Classes Area 25 50 100 250 1000 1000

15 ¶~ & over 514. 33 13 5 3 0 0
12 to 14.9~ 18 7 5 1 2 0 0
9 t o 11.9~ 30 12 6 2 14 0 0
6to 8.9~ 53 22 9 8 9 2 1
3 to 5.9~ 72 19 14 lie. ic 14 4
IJnder 3’~ 11 29 ~~ 8 ~~

Total 362 1014. 76 69 ~ 14 9

SOURCE: Buehler, Vernon M., “Economic Information Systc ~.eports,”
Approved by Bureau of the Budget. Defense Indiatry Bulletin,
June 1968.

The level of dependency on defense spending can , in part,

be associated with the states’ industrial and high—income qualities.

However , every region of the country has shared in the expansion of

nonfarm employment since 1961, but the most substantial gains have

been in the more highly industrialized areas • This is expected in

view of the importance of manufacturing as a source of employment

growth in the 1961 — 1968 period. (See Chart 3.)

The highest growth rates were in the South Atlantic, East and

West South Central , and Pacific regions. During the 1961 — 1968 time

period , employment in each of these regions expanded at an annual

rate of about ii. percent . This was about double the pace in the New

England and Middle Atlantic regions , and almost a third higher than

_ _ _ _  --- - -~~~~~~~-- -
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the growth rates in the East and West North Central states and in

the Mountain regions. The ranking of regions, according to their

average annual rates of employment growth from 1961 — 1958 are shown

in Table 21.

CHART 3
Annual average rate of employment changes in goods- and
service—producing industries and government, 1961—1968.

~~~ Goods-Producing ~~~Service—Producing ~~~Government ——— Average
All regions

Percent

6 
New England Middle Atlantic E. North Central

_ _ _ _  _ _ _ _  

~~~~~~~~~~~~~~~~~~~~~~~~~

6 W. North Central South Atlantic E. South Central

~~~~~~~~~~iI~~~~~~~~~ 
__ IELEI

6 West South Central Mountain Pacific

~~~~~~il 1~~~~~~~~~~~~~~~ 
_ _ _

_ _ _ _ _ _ _
SOURCE: U.S. Department of Labor. Manpower Report of the~Preaident.Washington, D.C., January 1969. 

- - -~~~~~~~~~ - —- -~~~~~ - - ~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~---~~~--- -~~~~~
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TABLE 21

REGIONA L AVERAGE ANNUAL RA TES OF EMPLOYMENT GROiPJTII
1961 — 1968

Region Employment Growth Rate

South Atlantic 4.1
West South Central 14.1
Pacific 3.9
East South Central 3.8
Mountain 3.2
East North Central 3.1
West North Central 3.1
New England - 2.3
Middle Atlantic 2.0

National Average 3.3

SOURCE: U.S. Department of labor. Manpower Report of the President.
Washington, D.C., January 1~69. —

Due to the fact that some regions have so many more workers

than others, the relative rates of increase in employment are no

adequate indication of the changes in numbers of jobs. Notably, three

regions , East North Central , South Atlantic , and Pacific had some H

147 percent of the nation’s employment in 1961 and accounted for 51

percent of the employment gain over the seven-year period. Fraction—

ally below the national rate was the East North Central region’s rate

of employment gain for the time period in question. Yet the number

of jobs added there was higher than any other region. Following the

trend of the rest of the nation, three—fifths of the major job gains

were in trade, services, and government. However, manufacturing ,

especially the metal—productng~and metal—using industries, which are

concentrated to some extent in the East North Central states , was
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also a significant source of new jobs. The employment gains in these

states were most rapid in 1965 and 1966 ; they have slakened since

that time.

All eight states in the South Atlantic region shared the

second largest increase with an employment growth of 2.3 million.

Employment gains in this region were stronger and steadier than in

the East North Central states throughout the 1961 - 1968 period,

owing partly to industry differences between the two regions .

Like the South Atlantic region, the Pacific region registered

a strong and steady employment rise • Three out of every four of the

2 million new jobs created in the region since 1961 have been in Cali-

fornia, with trade, services, and government accounting for some 70

percent of the state’s employment rise.

Uigher defense expenditures have led to employment increase

in all regions, but the impact has been heavier in some sections of

the country than in others. This is shown in Chart 4. This differ-

ence is difficult to gage exactly since data is not available on overall

defense expenditures within each sta te. However , the location of

the prime contract awards implies to some degree the differential

impact that defense outlays may have in different regions.

In fiscal 1968, defense prime contract awards tota led $37
billion. This amount ia $12 billion higher than ire 1962. The Pacific

region received the largest amount , some 20 percent of the national

total. California received the greatest single share within the region,

amounting to about 90 percent of the total regional amount. A variety

of defense—oriented industries, including ordnance, aircraft , and —

electronics are located in the state . The Middle Atlantic states 

-
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CHART 14.

SHA RP RISE IN DEFENSE EX?ENDITURES h AS ACCOMPANIED
I~ECZNT BUILDUP IN MILITARY AND CIVILIAN

DEFENSE PERSONNEL

Billions of Dolla rs Millions
100 .

::~~~~~ 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

— . Personnel)

40 Total Federal 44.
defense expendi tures

(Civilians in privat

20 2 
defense production)

(Civilian employees
0 0 on military functio ~~~~~~~

i~~6~~Th5 
i~~ ~~~6r6~~ 8 ~T 6 2  63 64 65. 66 ~..7 ~~

SOURCE: U.S . Department of Labor. Data on Federal defense expend-
itures from the U.S. Department of Commerce, 1969.

received the second largest amount of contract awards, about 17 per-

cent of the total. The East and West South Central States together

were third, with slightly less than 17 percent of the overall awards

in 1968. Six regions increased their share, while the remaining three

showed smaller proportions of prime contract awards. (See Table 22.)

The region with the largest reduction in its share of prime

contract awards was the Pacific region. Its proportionate share of

defense contract awards dropped fronL28- - percent in 1962 to 20 percent

in 1968. Underlying this shift were changes in the composition of
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TABLE 22

MILITARY PRIME CONTRACT ; - . TARDS , FISCAL YEARS 1962 AND 1968,
AND TOTAL NONF A RM PAYRCL E~4PL0r-fl~NT , BY REGION , MAY 1968

(perce; - distribution)

M~litary Prime Nonf arm
Region Contract Awards Payroll

FY 1962 FT 1968 Employment

New England 
— 

10.9 11.9 6.5
Middle Atlantic 18.7 17.0 20.3
East North Central 12.6 13.1 21.0
West North Central 6.7 7.4 7.7
South A tlantic 10.4 12.0 14.3
East South Central 1.9 3.8 5.3
West South Central 5.8 12.9 8.5
Mountain 14.7 

~~_
_— 2.3 3.6

Pacific _— - 28.2 19.6 12.8

Total 100.0 100.0 100.0

SOURCE: U.S. Department of Labor. Manpower Report of the President.
Washington, D.C., January 1969.

defense purchases brought about by the Vietnam war and increased

procurement of items (notably ordnance) produ~ed~~~~ma~ii~~in other

regions .

The effect of defense expenditures on employment in the

ind ividual states is also significant. There are only nine states

where 5 percent or more of the workers are employed in defense work .

These states and their percentages are shown in Table 23. -

A sharp cutback in defense expenditures could have serious

employment consequences in these states and, above all, in the

localities where defense employment is concentrated , unless counter-

vailing measures are carefully planned and undertaken.

Federal spending not only accounts for a great number of jobs

for those who work directly for the Government, but it also creates

- _ _ _ _  - 
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TABLE 23 
-

DEFENSE-GENERATED EMPLOYr~NTa FOR ALL STATES W~-[ERE
SUCH EMPLOYMENT REPRESENTI. D 5 PERCENT OR MORE
OF TOTAL WORK FORCE, JUNE 1965 AND JUNE 1967.

Number As Percent of Total
State (thousands) Work Force

June June June June
1965 1967 1965 1967

Alaska 8.8 9.4 9.8 9.8
California 3514.4 499.1 4.1 6.5
Connecticut 68.0 96.3 5.7 7.5 —

Hawaii 20.8 25.3 7.9 8.8
Maryland 70.7 94.1 5.6 6.9
New Hampshire 11.9 18.1 14.5 6.4
Rhod e Island 1).J+ 20.1 3.7 5.3

Utah 28.7 40.2 7.6 9.9
Virginia 112.6 _ .~- 143.1 7.1 8.4

U.S. Average 2.7 3.6

aDerense_generated employment includes tha t. of the 453 plants
measured by the Defense Department’s Economic Information Survey ,
tha t imputed to al]. other defense prime contractors not individually
surveyed , and civilians employed at military installations. Subcontract
employment is includ ed only for the 453 surveyed plants; employment
on all other subcontract work , that generated by lower tier suppliers
and other indirect or multiplier—effect employment are exclud ed .
See “Regiona l Effect of Defense Effort on Employment ,” Monthly Labor
Review, July 196P.

SOURCE: U.S. Department of Defense , Economic Information System,
1968. -

many jobs throughout the entire civilian sector that would not-otherwise

— 
exist. The following passage extracted from the Defense Industry

Bulletin illustrates not only the geographical dispersion of those

who contract with the government, but al8o the great diversity of

the products produced in the defense industry by prime and subcontrac-

tors . Lockheed -Georgia was singled out as are excellent example of 

--— _ _ _-— -
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the spreading prosperity in the United States. The effect of the

C-141 Starlifter contract is as follows:

After receiving the prime contract on the airframe, of the
C—141 from the Air Force Systems Command ’s Aeronautical
Systems Division , Lockheed ’s plant in Georgia sublet the
wing to Avco Corporation in Nashville , Tenn ., in competi-
tive bidding. The wing includes a fuel pump. The Tennessee
subcontractor in Avoo obtained the fuel pump from Pesco in
B3dford , Ohio. To build the fuel pump, Pesco needed, among
other things , a switch from the Micro Devices Company of
Dayton , Ohio , and the Connore plug from a concern in Los Angeles ,
California . . . At this point, the defense dollar really
begins to flow into communities over the United States. Micro
of Ohio gathers components for the switch from the following
areas: wire, from Cincinnati, Ohio; springs, Cincinnati;
ceramics, Paramoit, Calif., and Sun Prairie, Wis.; epoxy,
Canton, Mass.; and silver from New York City. The Los Angeles
firm providing the cannon plug for Pesco’s fuc]. pump follows
a similar pattern in obtaining components2from companies
spread out over the nation . —

Major subcontractors and subsystems on the 0—1.41 are shared

by 33 companies throughout the ~Jnited States. whatever the total

number of employees of a subcontractor and vendors who draw their

paycheck as a result of the C—141 contract, it can be multiplied by

at least, five to give a better estimate of the number of people whose

livelihood is affected by such a defense program. This phenomena

shows the relationship between the grocers, clothiers , furniture

dealers, appliance dealers, etc., who feed, clothe, house, and gem—

erally care for the needs of those who are working specifically on

a defense contract. Obviously, defense work is performed by companies

in almost every industry; some industries and firms, however, are

much more heavily coniitted than others.

The number of workers on nonfarne payrolls expanded, virtually

without interruption, in all major industries between 1.961 and 1968.

21Editor, Defense Industries Bul)~eti.n, Feb . 7, 1966 , p. 19.
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By 1968, nonfarm payroll employment averaged almost 68 million , 14
million more than the average I or • )61 and the highest level in the
nation ’s history.

Employment in the goods-i duc ing sector of the economy,
manufacturing , mining , and construction , increased during the 1961 —

1968 period by almost 4 million , to more than 23} million workers in
1968. A revival of employment growth in manufacturing , which accounts
for over four—fifths of total employment in the goods—producing indus-
tries was primarily responsible for this dramatic recovery.

Manufacturing employment jumped by almost 3.5 million workers
between 196 1 and 1968 , after a decade of negligible gorwth.~ By the
close of 1968, employment in manufacturing was at an alitime high
of nearly 20 million. This increase during the past 8 years repre—

— 
sented the longest sustained rise in manufacturing employment during
the postwar period . It continued despite the wide—spread introduction
of technological innovations and substantial increases in productivity.

Most of the gain in manufacturing employment between 1961
and 1968 occurred in the durable goods industries, spurred by strong
consumer demand for automobiles, television sets, and other hard goods,
and from about 1965 forward, by the Vietnam war . Employment in these
industries rose by 2.5 miflion during the period , to a record 11.6
million ire 1968. By way of contrast, from the end of World War II
to 1960, employment in the had goods industries had increased in
short and interrupted spurts, by only 1 million altogether. The im-
pact of the Vietnam war on employment expansion in the durable..good a
tnduet~j es was greatest in 1965 and 1966 .

- -
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The discussion of the rising d emand for workers to fill jobs

in defense related activities would not be complete without a brief

look at the skills of the defense related worker. The labor force

in defense associated industries is generally more skilled than the

civilian labor force. Notably, 20.1 percent of the 4.7 million defense

workers in fiscal 1968 were in skilled categories while 13.2 percent

were in the same categories in the general labor force. Semiskilled

workers made up 26 .4 percent and professionals 14.4 percent of defense

workers .

The defense associated workers made up 6.1 percent of the

United States total employment - in fiscal 1968. Three occupational

groups had more than one—fourth of their number in defense associated

work. These were aeronautical engineers, aircraft mechanics, and

physicists (not inc luding physicists professors).

Engineers mad e up 20 percent of the workers engaged in defense

work. This reflects the growth of 26 ,000 from the previous year.

Aeronautical engineers accounted for 59 percent of all engineers.

Electrical engineers were second with 22 percent, closely followed

by the mechanical and metallurgical engineers, each with 19 percent .

It is estimated that approximately 79,OO0 defense engineers ,

including almost 90 percent of the aeronautical engineers, were em—

ployed in the aircraft industry. The Department of Defense was the

second largest employer with 53,000 engineers . The electronical na—

chinery industry absorbed 40 percent of all electrical engineers engaged

in defense prod uction. The blue—collar workers , such as metalworking

assemblers , were concentrated in the electrical machinery and aircraft

industry .22
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The impact of defense spend ing by the Government is most

evident in five major defense manufacturing industries——aircraft and

parts , communication equipment , electronic components , ordnance and

shipbuilding and repairing . After growing slowl~,’ in the early sixties,

aggregate employment in these industries increased rapidly from 1965 -

onward , accounting for almost 50 percent of the total job growth in

these industries between 1.965 and 1968 , and two of them -— ordnance
arid aircraft, are about 80 percent defense oriented. Table 24 shows

for fiscal 1965 and 1968 the proportion of each of the five major

industries devoted to defense contracting as compared to the total

employed in that industry.

Richard P. Oliver of the Division of Economi c Growth , Bureau

of Labor Statistics, estimated that in 1968, almost 3.6 million jobs

in private industry could be attributed to military expenditures.23

Military strength increased by 700 thousand during this same period.

Department of Defense civilian employment in the United States for

military functions increased by almost 200 thousand. The total em-

ployment generated by these expenditures was nearly 2.4 million.

A. Rutzick , ‘Skills and Location of Defense—Related
Workers,” Monthly Labor Review, Volume 93, Number 2, February 1970 ,
pp. 11—12.

~~Employment attributed to military expenditures includes
both the direct employment necessary to produce the final goods and
..rvtces purchased and the indirect employment required in all levels
of supporting industries which provide materials, components, trans—
• wsrt.a tioi~s, and distribution services ultimately embodied in the

.-~ 1 p ..r-iase. The multiplier effects induce further consumption
,w.st ret purchases. -

ft~”r~ rd P. 0livt~~, ~Increase in Defense—Related Employment
• i.. n*s 3ui1.up,” loathly L~a~~r Review, Volume 93, Number 2,

~~~,, r ’c , pp . ,..:r .

-
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Table 25 shows tha t approximately 8 miflion civilian jobs were in

defense-related activities in 1968 , including 1.4 million attributable

to Vietnam. The 8 million included 3.6 million civilians in defense

production and 1.2 million employees of installations and other miii—

ta ry establishments. Each billion dollars of defense purchases (in

current dollars) from the private sector is estimated to have created

about 80,000 jobs in 1965 and 74,000 jobs in 1968.

TABLE 25

TOTAL E>~ LOY~~NT ~~‘FECTS GENERATED BY MILITARY EXPENDITURES
(Includes military personnel and government employment)

DOD—Generated Employment
• (in thousands)

196 5 1967 1968 
— 

1969

Total 5,759 7,529 8,190 7,915

Public employment 3,657 4,447 4,616 4,515
Federal, military 2,716 3,343 3,483 3,370
Federal, civilian 928 1,085 1,113 1,125
State and local 13 19 20 20

Private employment 2,102 3,082 3,574 3,400

SOURCE: Oliver , Richard P., “Increases in Defense—Related Employ—
merit During Vietnam Buildup,” Monthly Labor Review,
Volume 93, Number 2 , Februa ry 1970.

The greatest amount of defense spending closely follows the

distribution of population among the states. It is not surprising

that most procurement expenditures for defense goods are made in

those states and regions which have the industrial structure for

providing the goods.

The distribution of total defense employment in the private

sector is widely spread. Only five industries had more than five

---
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percent of the toal defense-generated employment during the buildup

period . These were aircraft, ordnance, communications equipment,

transportation, and wholesale trade. A substantial part of the tota l

defense generated employment in 1968 was attributable to the Vietnam

buildup. The major increase of 42 percent occurred in the ordnance

industry. The transportation industry accounted for almost 12 percent

increase of the Vietnam generated employment, due largely to increased

purchases of air and ship transportation services.24

Once the size and dependency of the Vietnam generated employment

is ietormined , it is important to examine Its distribution. - —Again

the major defense industries of ordnance, aircraft, electronics,

transportation, and trade received most of the employment increases

attributed to the buildup. The distribution of the 1968 Vietnam

generated employment followed the pattern of total defense employment

set in the 1965 — 1968 time frame. Table 26 indicates the shift

in employment resulting from the Vietna m buildup was greater in

ordnance and transportation , while lower in electronics and ship—

building . The aircraf t proportion remained relatively constant.

Consequently , the industries most likely to be affected by a reduction

in defer~se spe nding for Vietna m would be airc raft , ordnance, and

transpor tation. These three account for almost 40 percent of the

increase in defense employment assumed to be the result of Vietnam.

The effect of Government spending for the defense needs of

the United Sta tes exerts a strong inf luence on the economic and social

well—being of many Americans . The Department of Defense has recognized

p. 6.

_ _ _ _ _ _ _ _ _ _ _ _
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tnat information concerning defense obligations and expenditures

is vitally necessary in order for the Department of Defense to be

able to assess the actual and potential effect of defense . spending .

The Department of Defense has developed the capability to evaluate,

in terms of employment , the direct impact of defense purchases.

• TABlE 26

DISTRIBUTION OF VIETNAM GENERATED EMPLOYMENT SHIF1~SIN EMPHASIS FOR MAJOR DEFENSE INDUSTRIES

Percent Distribution of
Industry —— DCD-Generated Employment

1965 Vietnam Buildup ~ Change

Ordnance 6.5 9.6 +3.1

Commanications equipment. 9.3 5.2 —4.1

Electronic components 3.9 2.9 .4.0

Aircraft 15.8 16.4 +0.6

Other transportation
equipment (Shipbuilding ) 3.1 1.4 — 1.7

Transportation ~.6 11.6 +6.0

SOURCE: 0l~ver , Richa rd P., “Increases in Defense—Re lated Employ-
ment During Vietnam Build up ,~ Monthly Labor Review,
Volume 93, Number 2 , February 1970.

Summary

The defense industry i~ a very specialized industry and ii

concentrated in only a few regions of the country. Table 27 summarizes

where the military contracts go for the top 15 contractors in fiscal

1969. Although this concentration exists for prime contract awards,

the subcontract1n~r and suppliers for the prime contractors tend to

L ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~
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spread the industry throughout the country . Defense work is performed

by companies in almost every industry with some industries and firms

more actively engaged than others . A significant amount of jobs in

private industry are attributable to defense expenditures,’ The defense
generated employment resulting frori the Vietnam buildup may be traced ,
and thus indicate which industries were greatly aff ected by the buildup.
Conversely, these are the same industries which are most likely to
be affected by a reduction in defense spending for Southeast Asia.
Current estimates indicate ‘+0 percent of the new jobs created by the

buildup were in the ordnance, aircraft , and transportation industries
and thus are assumed to be the ones most likely to be affected by
a reduct ion in Southeast Asia defense spending. The same analo~~r

lead s one to the fact that in fiscal 1968 , 20 percent of the United
States engineers and 10 percent of the skilled and semiskilled workers 4

were in defense attr ibutedTJ~bs , thus they are assumed to be in a
catagory of individua1~ most likely affected by a reduction in defense

spending.

A reduction in defense expenditures would also have an effect
on the number of t.hoae job s available to the individ ual worker.
A one percentage point rise in unemployment w o u l d h e~~he greatest
effect on joble ss rates of men and blue—collar workers .
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THE IMPACT OF A REDUCTION ~ND DE-ESCALATION

IN DEFENSE PROGRAMS

The continuation of negotiations in Paris for settlement

of hostilities in Vietnam has raised considerable speculation as to

what possible peace dividends will do to the economy of the United

States and how the de—escalation will be accomplished. The nature ,

timing, and dimensions of dc—escalation of the war in Vietnam and,

hence a cutback in the United States defense spending, are easily

speculated on,’but are very hard to predict with any degree of certainty.

A de—escalation could follow any one of several different

courses; ranging from sndden one—shot cessation to phased withdrawal,

or a decline at the same rate as the buildup of forces occurred, etc.

Before discussing the de—escalation , one should fully consider the

two previous mod ern examples as models -- World War II and the Korea n

conflict. The two conflicts and their subsequent de—escalation poli—

cies provide the leaders of our economic community with valuable

examples which may be of use in current times . The lessons learned

from these two models will hopefully prevent a major waste of

valuable resources as a result of de—escalation.

The demobilization of American armed forces after World War

II was extremely rapid and caused widespread apprehension as to the

economic dislocations tha t might be created by the conversion of

78
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industry from a wartime to a peacetime footing. Between June 19i+5

and June 19Z6, over nine mill ion men were released from the armed

forces —— this number is about three times the present total of mili-
tary personnel. Despite the major shift of resources, no sizable

unemployment problem developed , due largely to the substantial “pent—

up ” demand of consumers for durable goods and housing and the policy

of helping our Allies rebuild their shattered economies . During

this same time periods, national defense purchases of goods and

services were reduced by 75 percent. This reduction was equivalent

to more than 25 percent of the 19’+5 Gross National Product of $211 .9

billion.25

Despite the size and pace of the post—World War II demobilt —

zation, unemployment in the immediate postwar years remained below

‘+ percent of the civilian labor force. One major reason for this

is that while defense spending fell, business investment more than j
doubled and coneumer outlays and non-defense government programs

rose to fill much of the gap left by the sudden and substantial

decrease of this defense spending.

The process of economic adjustment was aided by effective 
—

governmental policy. Taxes were substantially reduced , veterans ’

cash benefits and payments for training and education programs were

greatly increased . Quick settlements were made with defense con-

tractors in order that they could devote their efforts to civilian

• work with a minimum of delay. The net result was that despite the

Cong~ress, Joint Economic Committee, i~earings on Economj~
Effect of Vietnam Spendij~g, Vol. I ., 90th Cong., 1st Sess., (Washing~ton, D.C.: Government Printing Office, 1967), pp. 218—219.
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massive decline in defense spending , the overall income of individuals

in the United States hardly fell at all.

The Korean mobilization posed problems of identifying timing

of the economic impact and provides a direct parallel to the current

Vietnam experience. Fiscal policy during 1951 seemed to restrain

the economy during the period of initial military buildup. Expendi-

tures rose by 11 percent arid the overall budget showed a surplus of

$3.5 billion. Discrepancies are evident upon examination of the

data used to measure the earlier stages of government spending , so

that one must not take the figures literally.

The amount of appropriations granted by the Congress in fiscal

1951 was 68 percent above the 1950 total. The aggregate amount of

— contracts let and other obligations entered into by the Federa l agen—

des in 1951 rose 92 percent above the level of the previous year.26

The interplay during tha t time period by the opposite ends of the

Federal spending process was clearly brought out in the following

comment of the period by the Joint Committee on the President’s

conomic report:

The ineffectiveness of governmental cash surplus , normally
— a deflatiànary force , was in the large part , attributable H

to anticipatory forces on the inflationary side arising
from the current or expected placement of orders f or future
deliveries i7

26M.L. Weidenbaum , “1~he Economic Impact of the Government
Spending Process,” U.S. Senate Committees on Armed Serv ices and
Appropriations, “Supplemental Military Procurement and Construction
Authorizations, Fiscal Year 1967,” January 1967 , pp. 35—36 .

Congress , Joint Committee on the Economic Report,
“National Defense and the Economic Outlook for the Fiscal Year 1953 , ”
p. k9 . - .~~ • • 

-
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Fiscal 1952 w~~ the period of the actua~~major increase in

Federal defer~se expend~t~res and w a s a t~~e of comparative stability

in the American economy. Several generalizations may be inferred

from an examination of the Korean r - oilization program . First, the

acceleration in economic activity occurred at approximately the same

time as the announcement and authorizations of the program and while

the most rapid increase in defense orders was taking~place-i---—S-ecorid ly,

the rise and acceleration ceased when the rise in appropriations and

• obligations ended and began declining . Thirdly, the major rise in

government expenditures occurred after the most rapid expansion in

economic activity and continued until after the decline in appro-

priations and obligations ended and began declining . Furthermore ,

the major rise in government expenditures occurred after the most

rapid expansion in economic activity and continued until after the

decline in appropriations and contract awards. In the Korean case,

the initial inflationary pressures were partly attributable to the

overstocking in the civilian sector of the population in the fear

of renewed wartime shortages. When defense spending rose, a substantial

correction of civilian inventories occurred .

Certain important differences must be acknowledged when

comparing the Vietnam buildup with the Korean experience in the

hope of discerning parallels. The first such difference relates

to the relatively smaller scale of the buildup in Vietnam. The

recent expansion of the armed forces from 2,700,000 to 3,1+87,000

seems modest indeed when compared with the spurt from 1 ,500,000 in

1950 to over 3,500,000 in 1952. The defense budget also doubled

during the initial year of the Korean war while the increase during
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the initial build up in Vietnam was about 16 percent. This reflects

the fact that the United States entered Vietnam with a very large

existing defense establishment.

The second difference relatec. to the fact that , unlike Korea

or World War II , the present military buildup was superimposed on

an economy that was rapidly approaching full employment. Utilizing

June 1950 and July 1965 as respective beginning points, a comparison

shows that unemployment was higher during the earlier period.

When viewed together, these two conflicting tenden iies

illustrate the fact that even though the current defense program

utilizes a smaller fraction of the nation’s resources, it represents

to a considerable extent a displacement of civilian dema nd rather

than a total addition of good s and services to actual production.

I~ence , in the absence of direct controls over materials, wages, arid

prices , it is not surprising that inflationary pressures should have -

accompanied the rapid shift of resources from civilian to military

use.

The Korean experience showed that the strongest inflationary

pressures occurred during the first year of the buildup while the

economy was adjusting initially to the new level of military demand.

The actual peak in defense spending a few years later occurred shortly

before the onset of a recession. If there is any lesson to be gained

from the Korean experience, it is tha t the nation particularly needs

- 
to understand the timing of the impact of the different stages of

a defense buildup and subsequent cutback. If this is not done , the

United States can quite possibly find itself fighting yesterday’s

inflation with a tax incroase that will compound tomorrow’s expected

recessionary problems.
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The experience gained by the Federal Government as a result

of the 195) — 1951+ recession should hopefully prevent a similar

situation from occurring. The recession following the Korean con-

flict was indicative of the economic impact of a rapid cutback in

defense spending without timely monetary and fiscal offset policies.

Current planners of de-escalation see a situation in which, even

with reduced arms outlays following peace, the defense bud get would

still exceed $50 billion. This relatively large expenditure should

insure against a drastic upheaval among defense producers arid make

a contribution to smoothing the transition from war to peace.

When peace comes, arms production will keep rolling for some

time in order to rebuild depleted weapons inventories, ammunition

war reserves, and to maintain an industrial base. & push for a corn—

plete antiballistic—missile system as compared with today’s light

antimissile network may be imminent. The expenditures for research

and development, although large as compared to previous years, have

been sacrificed for other programs by the Depar tment of Defense during

the Vietnam buildup. Consequently, when hostilities cease , the re-

search and development programs previously held up due to a shortage

of funds can be expected to proceed. This increase in spending,

as well as spending in the space program, will be of help to offset

the impact of defense cutback on skilled workers such as engineers,

scientists, and technicians .

The relative size and speed of a likely post—Vietnam cutback

would be about the same as the Korean cutback. This would be about

3 percent of the Gross Nationa l Product in a year and a half. Most

estimates of the reduction in defense spending in the first year



of dc—escalation are $13 to $16 billion, or about $3.5 billion per

quarter. In a year and a half, the cutback would amount to $20

billion, or about 2.5 percent of the 1969 Gross National Product

of $932 billion.

~lthough an estimated cutback in defense orders of $20 billion

would have an immediate impact of only 2.5 percent of the GNP on

the total economy, a small number of industries would be directly

and significantly affected. The reductions in military procurement

planned promise hard times for many companies in the fields of aero-

space, munitions, tanks and other vehicles, electronics, communica-

tions , and shipbuilding. The reduction in military purchases of

aircraft , ordnance, missiles, and weapons would make up 60 percent

of the total reduction in orders for the defense industry. Table 20

shows the distribution of a $20 billion cutback in defense orders

on industry. Eighty percent of the reductions in defense purchases

from industry would be in one major sector of the private economy.

This is the sector of the manufacture of durable goods and the in-

dustries supplying the inputs to it, such as the aluminum, copper,

special metals, and steel industries.28

Generally, the states of the Far West and the South, as shown

in Chapter III, are mo~cde~~ndent on defense for jobs. These areas

and labor markets are much more dependent than others for their em—

ployment and income from defense procurement. Even with fiscal and

monetary policies which promote stable growth in aggregate demand ,

Chamber of Commerce , Report of the Ad ~{oc Committee
on the Economic Impact of Peace After Vietnam , After  Vietnam. (Wash-
ington, D.C: 1968) p. 21.
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it is certain that some comm unities and areas will have to face

problems in the indust~~il transition to peace.

TABlE 28

ESTIMATED DISTRIBUTION OF A $20 BILLION
CUTBACK IN DEFENSE ORDERS BY INDUSTRY

Industry -~ Percent o tal

Aircraft 32
Missiles, ordnance , and weapons 28
Communications and electronic equipment 10
Petroleum and chemical 5
Shipbuilding
Construction
Food 3
Instruments 3
Vehicles 2
All other 8

Tota l 100

SOURCE: Lecht, Leonard A., “National Priorities, Manpower Needs,
and the Impact of Defense Purchases for Vietnam,” U.S.
Chamber of Commerce. Washington, D.C.: September 1967.

The smaller labor markets in particular have the high ratios

of defense employment. In the 362 areas reviewed in a June 1967

survey conducted by the Economic Impact Division of the Department

of Defense , 93 had ratios over 9 percent ; and of these 93 labor

markets, all but nine were in areas with a total labor force of

less tha n 100,000 workers. Most of the defense generated employ-

ment in the 362 areas occurred in labor markets where defense

employment accounted for under 6 percent of the work force of

that area .29

29Off ice of the Assistant Secretary of Defense , Systems Anal-
ysts, “Defense-Generated Employmen June 1, 1968,” Unpublished

A
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The hij~h defense d ependency in the smaller labor markets

is due to civilian employment in defense installations rather than

employment by defense contractors. Most of the metropolitan area

in New England, for example , would be only slightly affected by a

20 percent reduction in defense spending; however, for most of the

involved smaller metropolitan areas or isola ted rura l communities

there might be serious problems.

Cer tain procurement categories may be cited to show where

cuts in spend ing on military and space hardware can have the deepest

impact. Eleven states handle 90 percent of contracts award ed for

aircraft. Prime plants are located in Texas, Connecticut, Califor-

nia , Ohio , Georgia , and Missouri. Red uctions are on the way: to

cite an example——the F—ill fighter—bomber made near Fort Worth,

Texas , and the C—5A cargo plane, made in Marietta, Georgia. There

are, however, sharp increases for the F—l~A fighter, made in Long

Island , New York , and for the F—15 fighter , made in St. Louis ,

Missouri. Certain spending on missiles will be higher. This could

offset some losses in aerospace activity in California, as well as

Massachusetts, Washington, and Colorado. New York gets more money

in prime—contract awards for ships than any other state . Virginia

and Mississippi have a considerable amount of shipbuilding. A plan

by President Nixon to build more merchant ships could assist in

offsetting these probable reductions in naval construction.3°

update of the data contained in Roger F. Riefler and Paul B. Downing ’s
article , “Regional Effect of Defense Effort on Employment,” Monthly
Labor Review, July 1968. (Washington, D.C.) 1969.30u.s. Department of Defense , Directorate for Statistical
Services , Milita ry Prime Contract Awards by Region and State—Fiscal
Years j967, i968~~19.~~~ Washington, D.C., October 27, 1969, pp. 9—60.
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Michigan stands to be the major loser as a result of plans

for reduced buying of tanks and other vehicles. Vermont , Ohio , and

Ind iana could suffer losses also. The substantial reduction in

spending for ammunition will have a widespread effect, especially

in small towns and cities in the South and Midwest. The states

most likely to be affected are Pennsylvania, Texas, California,

Minnesota, Illinois, and Tennessee. The electronics industry

anticipates substantial reductions in orders of electronic and

communications gear. This material makes up a significant portion

of defense business in Maryland, New Jersey, Massachusetts , New

York, and California.

The changes in employment considered as a result of de—

escalation are assumed to take place in an economic environment

characterized by a high employment level. This includes a 4 percent

or less unemployment rate and a reasonably rapid, but controlled ,

inflationary growth in the Gross National Product. This is a growth

rate of slightly more than six percent a year made up of an increase

in output averaging between four and four and one—half percent, and

price increases at an annua l rate of two percent.31

The distribution of the estimated 1.k million employment

cutback within the private sector made by Mr. Lecht in his study

is shown by major occupational groups in Table 29. The basis used

31The basis for this rate of growth is that the GNP is
expected to rise in current dollars from approximately $780 billion
in 1967 to approximately $880 billion in 1969. Consistant with
these anticipations, output per employee is projected to increase
by 2.5 percent a year and manufacturing plants are expected to be
used at 90 percent capacity. Leonard A. Lecht, National Priorities,
“anpower Needs, and the Impact of Diminished Defense Purchases for
t!i.etnam. Report to the U.S. Chamber of Commerce, Washington, D.C.,
September 1967, p. 8.
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TABLE 29

ESTIMATED OCCUPA TIONAL IMPACT , IN PRIVATE INDUSTRY
• OF SRIFTS EN NATIO~AL PRIORITIES ACCOMPA NYING

ENDING OF WAR IN VIETNAN
(in 000 of workers)

Persons Released New Jobs
from Employment Created Net Change
by Cutback in by Offset in

• Occupational Group Defense Orders 
- 

Programs 
- 

Employment

A . White Collar Workers 587 699 112

Professional and
technical workers 232 177 —55

Managers ,
officials and
proprietors 97 184 87

Clerical workers 200 234 314

Sales workers 58 104 46

B. Blue Collar Workers 691 727 36

Craftsmen arid fore—
men 252 324 72

Operatives 387 291 —96

Laborers 52 112 60

C. Service Workers 50 ___- —~~~ 1.79 129

Private household
workers ——— 45 1+5

Other service workers 50 134 81+

D. Farm Occupations 
— 

30 
— 

82 52

E. Total 1,359 1,685 326

SOURCEs Lecht, leonard A. “National Priorities,J1anpower—Needs,
and the Impact of Diminished Defense Purchases f or Vietnam,”
U.S. Chamber of Commerce. Washington, D.C., September 1 967.

-



89
by Mr. Lecht is tha t a one billion dollar cutback in spending reduces

employment by 72, 000 jobs and one billion dollars spent in offset

programs creates 88,000 jobs .

The overall estimates of unemployment caused by defense

cutbacks obscure the fact tha t the job skills of the person released

from the defense industry would often be different from the skills

required in new job openings . The defense industries employ many

• more engineers , technicians , and semi—skilled operatives than are

required to produce equivalent value in the consumer good s and

services and construction industries. The largest decrease in

employment would be among operatives who would account for almost

30 percent of the employees released from defense industries • Non—

white would account for 8 percent of the employees released and

women would make up about 25 percent of those released •32 j~j~

addition to civilian adjustments , returning veterans will contribute

to manpower problems during this adjustment period. The size of

the military establishment increased from 2.7 to 3.5 million during

the Vietnam buildup. A gradual reduction in the size of the Armed

L’orces can be expected to occur after the end of hostilities.

• However, many servicemen may choose to continue their education

under the GI bill , while others will exercise re—employment rights .

The combined effect of separations from the Armed Services

and shifta ira defense production could result in severe local un-

employment problems . The serious dislocations in ind ivid ual areas

resulting from cutbacks in aircraft and aerospace defense programs

32After Vie tna m, p. 2 14.
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in 1963 and 1961+ are clues to the kind of local problems tha t may

occur.3~ During that period , however , defe nse cutbacks were few
in number and geographically isolated . The adverse effect of the
communities and individuals involved was cushioned to some extent

because they occurred in a period of unusually rapid economic growth.

The workers involved were generally of high skill and educational

levels, and alternative job opportunities were available in their

own job markets or in other areas. A caution is noted concerning

the impact of defense layoffs after Vietnam, as they may be more

widely dispersed and different in nature.

Oftset Proc~ram~

When dc—escalation does occur, the major problem will be
to maintain a prosperous economy. This is essentially a matter of

seeing that the aggregate dema nd for current output in the economy

is not reduced with the decline in the defense budget. Total d emand
would be reduced by significantly more than the reduction in defense
spending, without some form of compensating factor. It is important

to choose an initial policy which is sufficiently responsive so as

to prevent serious unemployment and excess industrial capacity from

developing. These offset programs on the Federal, state, and local

levels will, riced to be considered , and an overall economic policy
established.

33~ complete analysis of the Boeing , Mart in, and Republiclayoffs was conducted by the University of Colorad o for the U.S.Arms Control and Disarmament Agency, Report ACDA/E_ 113 , Washington ,
• D.C., December 1968 . 
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The following governmental offset programs to be considered

are tax reductions, monetary and financial policy adjustments,

rapid expansions in government programs, long—run expansions in

government programs , federal aid to state and local governments,

and aid to veterans, defense workers, areas, and companies.

There are many ways of reducing tax rates arid thereby

placing additional power into the national economy. Probably

the most neutral way would be an across the board tax reduction.

Its greatest advantage would be its re].ative simplicity and neutral-

ity and would tend to shorten substantially the lead times involved

in preparing detailed Executive Branch recommendations and in

obtainin~ Congressional approval. In as much as a moderate surplus

in the Federal budget, at a high employment level, is desirable,

the initial tax reduction made possible by a cessation or diminuation

of hostilities in Vietnam could be simply made by terminating

promptly the temporary tax increases enacted or extended to finance

the war.

Tax reductions in lower income brackets could have an im-

portant income redistribution effect. The reductions would also

emphasize consumption at the expense of investment , as the lower

income groups tend to spend an above-average amount of their income

for current consumption items and save less . Major attention could

• be given to increasing the tax incentives to business investment.

This action would be more than a short term policy to offset the

deflationary impact of the military cutback. It would serve to

red uce or slow down the growth of the public sector , favor invest-

ment and a more rapid long—term rate of economic growth at the
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expense of current consumption and a quick increase in consumer

living standards.

The institution of a negative income tax or other similar

• form of generalized income maintenance or guaranteed annua l income

scheme via the tax system would constitute more than a post—war

adjustment device ; it would be a fundamental change in the role

of the Federal Government in relation to ind ividual citizens .31
~

Prompt action must be taken to offset the economic impacts

of large and abrupt shifts in military demand. One method is an

appropriate mix of moneta ry and fiscal policies, such as changes

in discount rates, reserve requirements, and open market transactions

or increases in Federal lending and loan guarantee operations . Care

should be taken so that each policy, separately, does not overcom-

pensate, nor is the nation involved in a policy of lagging that

marked the United States policy in 1966 when monetary policy was

forced to bear the full brunt of governmental financial restraining

actions.

There are many types of government expenditure programs

which could undergo rapid expansion. Such programs could be expanded

if required by economic conditions . Liberalized unemployment com-

pensation , public assistance and similar income maintenance type

of transfer payments might be among the actions to be quickly

implemented. A wide array of government programs , already under

way, for which expend itures could be rapidly increased would compete

3~Murray L. ~èidenba um , Pemee in Vietnam: Possible Economic
Tmnacts and the Ru~ tness Response, Report to the Chamber of Commerce
of the Un ited States, Washington , D.C.,  Soptember 1967 , pp. 14—15.
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for additional funding. As an example, the backlog of authori zed

civil public works is substantial. It was estimated that as of

June i96~, planning would be complete on projects totaling, $3.1

billion, for which construction contracts should be promptly awarded.

Planning is not complete for another $5.9 billion which would cover

projects of the Corps of Engineers, Tennessee Valley Authority,

General Services Administrations, and Departments of Agriculture,

Interior, and Transportatiou.35

Government programs, space exploration and anti—ICBM, which

use resources similar to those released by the military cutback

could also be increased rapidly.

Long-run projects would be of value in connection with

offsetting deflationary effects of de—escalation only if defense

cutbacks were to occur slowly and if an emphasis of short—run

expenditure increases were not desired . The three major types

of long-run programs are as follows: those primarily in the nature

of investment in human resources, such as education, training,

and health activities; those designed primarily to improve the

physical environment, such as air and water polution control and

housing and urban development projects; and those which apply the

advanced technology and systems analysis capabilities of military

contractors , such as oceanographic research and development .~
6

These three groups are riot entirely mutually exclusive,

because the systems approach , developed in defense and space

35After Vic~tnam, pp. Z44..L45~
p. 45.
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programs , may well have important applications in education or urban

development programs. The improvements in the physical environment

through the study of air and water pollution nay help in increasing

human productivity .

,~n alternative to expanding long—range Federal programs is

to reallocate public resources to states and localities if the do—

escalation proceeds slowly. Federal revenues could grow faster

than existing federal expenditure programs because of Federal reli-

ance on a generally progressive tax rate structure and because of

the dominance of military programs in the present Federal budget.

Federal aid to state and local governments could include

direct Federal programs in the fifty states; Federal grants—in-aid

to states and localities for specific purposes; block grants for

states to use at their discretion; a sharing of Federal tax revenues

with the states; more liberal credits for state and local taxes on

Federal income tax returns; and reductions in Federal taxes to make

easier possible increases in state and local taxes are some of the

ways to reallocate these public resources to the states.

The implications of each of the preceeding approaches can

be traced. The direct Federal programs maintain Federal standards,

preserve Federal controI, and may by—pass states or localities.

Federa l grants~in—aid have similar effects, but may provide more

state and local participation in programs. Block grants, without

specific Federal restrictions as to purpose, allow states and local-

ities more discretion and initiative and they may be equalizing or

re-distributional, depending on allocation formula s set.._by—Congrees.

Revenue sharing returns revenues to states of origin. Tax credits
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spur states to pass income taxes but leave the initiative in the

states’ hands, while Federal tax cuts simply open up, as one of

the possibilities, the opportunity of increases in state and local

taxes.37 Table 30 shows the choices among the alternative aid

approaches does influence strongly the amount of funds going to

particular states.

TABLE 30

STATE S~-iARES OF ALTERNATIVE FEDERAL AID APPROACHES

— 

_ Existing-—---
Tax Tax Program Block

State Grouping Sharing Credits Grants Grants

17 states with
highest per
capita incomes a 66 61 1+6 39

17 middle income
states 20 23 25 20

17 states with lowest
per capita incomes 11+ 16 29 ~1-1

Total 100 100 100 100

alncludes the District of Columbia

SOURCE: M.L. Weidenbaum , “Federal Aid to State and Local Govern-
ments: The Policy Alternatives”~~ in Revenue Shariflg an~Its Alternatives, U.S. Congress Joint Economic Committee,
Washington, D~~~, April 1967, Vol II , pp. 651.655.

The last offset program to be considered is aid to veterans

and to workers, companies, and communities involved in defense work.

37For a fuller discussion, see M.L. We~denbaum, Prospects for
Reallocattn~ Public Resources: A Study in Federal—~tate Fiscal Relations,American Enterprise Institute for Public Policy Research, 1967.

-~~ ~--~~~~---~~~~~~ --  ,
— -~-~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ - ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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Generous assistance would be given to disabled war veterans and to

tr ~e dependents of those who lost their lives in the conflict. A

Vietnam “G. I. Bill” already provides assistance for a rapid and

successful transition to civilian life for many returning service-

men, but many veterans with limited skills and from low—income

groups may not be in a position to take advantage of these benefits.

Facilitating Industrial and Regional A&justments

Industrial and regional adjustments are mainly the respon-

sibility of business and local initiate. Given an appropriated

framework of governmental policies to avoid either inflationary

or deflationary distortions, it is in the public interest for busi-

nesses and localities to take the initiative. The resulting shifts

in the use of manpower and resources, if their disruptive influence

is cushioned by a climate of stable growth nationally, can be quickly

responsive to post-Vietnam demands and developments.

Business leadership can promote successful reconversion by

improving their local capacity for getting the unemployed into a

position requiring his skills or by training the unemployed for

unfilled job vacancies. Multi—skill training in the community and

the upgrading of skills in their own plants can be undertaken by

businesses in their locations. Community leaders, through adult

and vocational education programs, can take the initiative in

establishing pools of trained workers to be used by local businesses.

An outstanding example of what can be accomplished along

this line is the adult and vocational education program of the Denver,

Colorado, public school system, which has a staff of 1+25 instructors
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teaching 300 subjects. The program is “Opportunity School” and has

attracted industry to Denver because the necessary workers have been

trained at the school. Through the work of 88 advisory committees

consisting of 800 businessmen and educators who work with the faculty

and plan each year’s course, the curriculum is constantly revised

to insure trained workers f  or available jobs. Students attend classes

at Opportunity School half-days and work the other half-day.

An excellent example of business and the Government helping

in the training of men still in the services started in 1967. The

Department of Defense inaugurated an experimental program called

Project Transition. Project Transition is a program to teach mar-

ketable skills to enlisted men before they leave the service .

The first pilot program at Fort Knox, Kentucky enjoined Humble

Oil Company to participate by helping to train “dealers” or service-

station operators. Humble was easily convinced, since the company

could possibly save about $1,000 per man by giving him instructions

while he was still in uniform instead of waiting until he became

a civilian. Of the 19 men initially enrolled in the program, 14

completed it. Each man spent half a day with Humble instructors

and the other half attending to military duties • This initial effort

was so successful that four more pilot programs were started to cover

all branches of the services • Further success has prompted the ex—

pansion of Project Transition to include 238 posts, camps, or stations,

with 30 cooperating companies.

Project Transition follows up with placement as well, through

private firms who participate in the training programs, and state

employment agoncies. Municipal police departments are now recruiting 

— - - - -- 
-
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also. A specialized program for Negroes is also available, set up

by the Commerce Department. Its ai;. i~ to establish Negroes in busi-

nesses of their own. If a Negro vet~:’r~n can show he has the skills

and inclination to become an entrL • eneur, this agency can arrange

necessary loans and provide technical assistance.

The Department of Defense also established at Dayton, Ohio,

a computer facil ty for the registration and referral of displaced

Department of Defense employees to new jobs. The data fed into the

computer indicate the types of positions for which the workers are

qualified , the locations at which they are willing to work, and

other pertinent information.

The value of Federal—state employment services is directly

related to the number of job referral requests made by business

firms. So far, business firms have not relied heavily on the ser-

vices and tend to rely on private employment agencies, help wanted

ads, and company recruiting offices to provide satisfactory job

cand idates.

It should be realized tha t the timing factor differs from

one government policy mix to another and is of strategic importance

in designing an economic policy mix appropriate to de-escalation.

The spending response by both business and consumers to tax and

monetary policy changes rapidly and predictably in a prosperous

economy . The response of a depressed economy to such economic stim-

uli is not as pronounced . Federal spending for personal service

and transfer payments to individuals has a Laster economic effect

than spending for procurement and construction outlays or matching

grant—in—aid programs which require approval by state and city

~~~~ 
-. • —

~
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governments. The expansion of productive programs, both public and

pr ivate, in the fields of health, education, and manpower training

meet many barriers which slow their progress.

Whe n de—escalation occurs, the tax reductions and greater

public expenditures in the offset programs would primarily affect

the industries providing goods for consumers and materials for

construction. Most of the growth in disposable personal income

resulting from lower tax rates and larger social welfare benefit

payments would become translated into greater expenditures for

consumer good s and services , while a considerably smaller part

would be used for additions and alterations to existing homes or

for purchasing new ones. The public outlays for urban facilities

would largely represent grants from the Federal to the state and

local governments for the construction of schools, hospitals, sewer

systems, facilities to store and purify water, or for industrial

parks . The remainder would be utilized to increase corporate divi-

dends or added to capital surplus. The distribution of the expendi-

tures by type of spending is described in Table 31.38

Private industry offset programs alone are expected to create

300,000 more job openings than jobs lost due to cutbacks in defense

orders. However, the overall impact would be to increase unemploy-

ment by about 375,000 with the excess of job seekers over job openings

being primarily attributable to growth in the civilian labor f rce

38
~eonard A. lecht, National Priorities~~ tanpower Need,~~ andthe tm~aot of Diminished flefense Purchases for Vietr~i. Report to

the United States Chamber of Commerce, Washington, D.C., September
1967 (Washington , D.C.: Office of the Ad Hoc Committee on the Economic
Impact of I’oaco After Vietnam , 1967), pp. 11—12.
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brought about by reduced military and other governmental manpower

requirements.39

TABLE 31

DISTRIBUTION OF EXP ENDI TURES RESULTING FROM
G OVERNME NT POLICIES TO OFF SET $20 BILLION

DECLINE IN DEFENSE ORDERS

—

~~~~~~~ Amount
(in billion of Percent of

Type of Spending 1968-1969 dollars) Total

From Tax Cuts: $ 9.0 48

Consumer expenditures 6.0 32
Residential construction 1.0 5
Private plant and equipment 2.0 11

From Greater Public Outlays: 9.9 52

Consumer expenditures 4.9 26
Public construction 5.0 

- 
26

Total 18.9 100

SOURCE: Lecht, Leonard A . ,  “National Priorities, Manpower Needs,
and the Impact of Def ense Purchas es f o r  Vietnam,” U.S.
Chamber of Commerce, Washington, D.C., September 1967.

The civilian labor force in 1968 — 1969 is expected to exceed

80 million. An increase of about 375,000 job seekers without jobs

would represent an increase in unemployment amounting to Less tha n

one—half of one percent . The reduction in defense orders and employ-

ment would , however, be concentrated in a small number of industries,

such as aircraft and ord nance , and in certain states more than others ,

California for example . Much of the economic dislocation accompanying

the cutback would grow out of the uneven diffuaion of its effects.

)9lbtd , p. 3.

I
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A total of 600,000 persons are projected to be added to

the civilian labor force because of veterans being released from

the armed forces or because of many young persons who are ~either

just out of school or still in school but trying to obtain employ-

ment ra ther than preparing for military service . Over 100,000

additional job seekers would be in the labor market attempting

to find new positions because of jobs lost due to the reduction

in Department of Defense civilian employment. The major elements

entering into the estimate of the employment impact associated with

the Vietna m de—escalation are presented in Table 32.

The distribut~~p QLemployme~t impact within the private

sector by major occupational groups was presented in Table 29 ear-

lier in this chapter . Comparable information for detailed occupations

is listed in Appendix D and by industry in Appendix E.

The industries affected by the cutback are estimated to

reduce employment by 72,000 for each billion dollar reduction in

prod uction (in 1968 - 1969 dollars) as was pointed out earlier.

Approximately 88,000 workers per billion dollar increase in prod uc-

tion will be added by the industries which would increase their out-

put because of the offset programs. The private sector of the economy

Is expected to account for some 95 percent of the new jobs created

because of the shifts in priorities considered in connection with

the offset programs. Private industry will also account for nearly

66 percent of the persons seeking new employment opportunities.

Since the defense industries employ many more engineers ,

technicians , and semi—skilled operatives than are required to pro-

duce an output of an equivalent value in the industries serving

~L*iP ~~~~ ~~~~~ ~r~i •~ u i ~-t ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~ 
— -
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customers or construction, the job skills of the persons released

from def ens e industry would of ten  be dif f e r e n t  f rom the skill required

in the new job openings . The largest decrease in employment , almost

30 percent of the employees released from the defense industries,

is listed as operatives. Less than 20 percent of the new jobs created

are expected to represent openings for operatives. Other tha n en-

gineers and technicians , modest increases can be expected in most

occupations for professional technical workers . The greatest in—

crease is listed for less sk illed service workers , such as private

household workers , hospital attendants, or waiters and counter

workers. Expansion in employment in the managers and proprietors

group would be most likely to occur in service industries, in retail

and wholesale trade, in finance , insurance , and in real estate and

construction.

In as much as nonwhites and women are more heavily represented

in the occupations likely to grow because of the offset programs,

they would experience a more tha n proportionate increase in employ-

ment opportunities. An estimated 8 percent of the employees released

from the defense industries would be nonwhite, but they would make

up 11 percent of the new job openings created by the government’s

policies. Unless large scale programs f or retraining , upgrad ing ,

and placing of nonwhite workers are started, most of the projected

employment gain would be in semi—skilled occupations such as construction,

private household workers, or in service occupations. The workers

growth in the nonwhite civilian labor force, as large numbers of

veterans, white and nonwh ite, are released from the armed forces,

may offset the potential employment gains for nonwhites. 
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Although women make up less than 25 percent of the workers

involved in the reduction in employment in the defense industry ,

they would comparise 30 percent of the employment in the ~)ob openings

generated by the new prograrns.~
0

A number of openings for workers in the building trade crafts,

such as bricksasons, carpenters, excavating, grading, and road machi-

nery operators, painters, plumbers, and pipefitters would be created

by the offset programs which lead to increases in public and private

construction. Based on the growth in manpower needs in the skilled

crafts  ,~ they might also offer an opportunity to examine existing

apprenticeship, high school vocational education , and other training

programs, in light of  the change s in technology af f ecting individua l

occupations with a view to taking advantage of these changes , and

of the development of new teaching techniques , to shorten the average

period of training in a number of these fields.

A method for many veterans and other persons to avoid unem— r
ployment while increasing their future productivity and earning

capacity is by furthe r training and education. Based on post—Korean

expe rience, it is estimated that an average of 20 percent of the

veterans released from active military service would be engaged in

full—time education and training in the year and a half period after

the end of the war in Vietnam. If this proportion ‘were to double

to ‘~‘0 percent, the unemployment associated with the tran8ition could

be reduced by an anticipated 100,000, or from 375,000 to 275,000.

Measures to encourage education and training include an expanded

GI bill , and greater support for the manpower programs introd uced

— 

~~Ibid, p. 18.
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since the early 1960’s, such as the training conducted under the

direction of the Manpower Development and Training Act. This includes

the on—tne.-job training offered in cooperation with industry. Part—

tine refresher courses, perhaps sponsored by university centers for

continuation of the education of engineers and technicians released

from defonse employment, could make it possible for many of these

highly skilled employees to enter expanding fields of non—defense

employment. This type of development will be partially in construction

and in the consumer goods industries, and partially in new f ields

of endeavor such as the growing national effort to farm and mine

the oceans.

Summary

The present rate of de f ense spending in support of the Vietnam

war is estimated to be about $25 billion per year or about 3 percent

of the Gross National Product. When hostilities cease in Vietnam,

there is no reason why the United States should suffer a recession

similar to that experienced after the Korean conflict. To avoid

any depressing effects upon the economy, prior planning is required

to shape fiscal and monetary policies which are necessary to offset

any effects of reduced defense spending.

Presently, plan8 are being formulated which encompass such

a1ternativ~s as tax reductions, ad ju stments in monetary a n d f ..

cial policies , and programs to enlarge aid to state and local govern—

merits. These short—run plans are intended for use to offset any

immediate adverse economic effects which can materialize should

de—esca lation causo slow to moderate cutbacks in defense spending.

-~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~. . - 
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These programs are intended primarily as investments in human resources

via education, training, and health activities . Long range programs

are aimed at improving the physical environment by urban r~newal and

by additional outlays for oceanographic research and development.

The prime consideration should be the precluding of the waste

of the vast resources involved. Regardless of whether the resource

involved is men, money, or material , the necessary steps must be

taken to prevent its waste when a decrease in spending occurs .

The biggest countermeasures to unemployment are those prepared

by the Federal Government . When reduced spending does occur , the

most important part of any offset program will not be the plans them-

selves , but the timeliness of the implementation. 
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CHJ~PTER V

SUMMARY

Defense spending furnishes employment for millions of people

and is a major source of prosperity for whole industries ,—regions ,

and occupations. Direct Department of Defense spending accounted

for approximately Li~3 percent of the Federal Budget in fiscal year

1969. The direct Department of Defense spending , plus the indirect

support given to the Department of Defense activities by other gov-

ernment agencies accounted for approximately 80—85 percent of the

budget, leaving only 15—20 percent of the budget tha t was not related

to Department of Defense activities.

The major buildup of American troops in Southeast Asia

started in the middle of 1965 and was accompanied by a resulting

rapid increase in defense spending. The total military personnel

deployed to Southeast Asia was about 100,000 by June 30, 1965.

This number increased to a peak of 5113, 000 personnel by April 30,

1969 . The defense spending attributed to operations in Southeast

Asia in fiscal year 1965 was $10) million, while in f iscal year

1969 the special Southeast Asia expenditures were estimated to be

over $29 billion.

The number of persons employed and the Gross National H

Product have demonstrated steady increases in the past seven years.

During this period , the unadjusted Gross Nationa l Product has

increased Li.i percent, f or an ave rage increas e of 5.2 percent a

107 
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year. Tne unemployment rate was reduced 44 percent — or from slightly

under 7 percent to less than 4 percent . The unemployment rate of

3.5 percent in 1969 compared ‘with an unemployment rate of 4.5 per-

cent in 1965 and is the lowest rate since 1953. The low unemployment

rate in 1969 is largely the result of an increase in armed forces

strength arid defense spending for Southeast Asia.

The defense industry is a specialized industry with its

majority of effort concentrated in only a few regions of the country.

Six states rece ived over 51 percent of all military procurement

actions . These states were Caliiornia , Texas , New York , Missouri ,

Connecticut , arid Pennsylvania. The impact of spending by the

Government for defense purposes is most evident in f ive ma jor

defense ind ustries——aircraft , electronics, and ordnance , as well

as in transportation and trade. The total employment for these

five major defense industries account for about 11 percent of those

jobs held in all of the manufacturing ind ustries • These industries r
are estimated to have at least one ha lf of its workers engaged in

defense and related prod uction . Two industries, ord nance and air-

craft , are about 80 percent defense oriented . Defense work is

performed by companies in almost every industry with some industries

and firms more actively engaged than others . A reduction in defense

expenditures would reduce the number of jobs available to the industrial

4orker.

Planning is required to shape the fiscal and monetary policies

necessary to offset the effects of reduced defense spending and avoid

any depressing effects upon the economy. Plans are being formulated

which encompass such alternatives as tax reductions , adjustments

— -— --  . ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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in monetary and financial policies, and programs to enlarge aid to

state and local governments. These short—run plans are intended

for use to offset any imzi~ediate adverse economic effects. Long—run

projects are being designed to offset any effects which can come

about should de—escalation cause slow to moderate reductions in

defense spending. These are programs intended as investments in

human resources via education, training, arid health activities.

Other long-run programs include urban renewal. and research and

development projects. The information presented in the previous

chapters is used as the basis to answer the research questions.

~‘That effect will a decrease in defense spending for Southeast

Asia have on employment? The de—escalation in Southeast Asia may

occur suddenly or gradually and either may occur under varying con-

ditions of economic activity. The data presented in Chapter IV

indicated a $20 billion reduction in defense spending extending

over an 18 month period would cause approximately 1.359 million

people to lose their jobs in private industry. Offset programs,

such as tax reductions, increases in public spend ing f o r  soc ial

welfare , arid development of the urban areas, would offset this

impact by creating approxima tely 1.685 million jobs . This would

be 326,000 jobs in excess of those released from the industrial

labor force as a result of de—escalation. The rationale for this

estimate is that for each billion dollars spent in the offset

programs, there is a gain of 88,000 jobs.

The personnel affected in the public 8ector (discharged

military and released Department of Defense civilian employees )

would amount to 650 ,000 when de—escalation occurs . Manpower 
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reductions totaling 300 ,000 men in uniform and 76 ,700 civilians

working for the Defense Department were ordered through mid—1970.

The number of unemployed would be reduced by approximately- 100,000

as a result of former military personnel enrolled in full—time edu-

cation and training programs . An additional 50,000 jobs would be

created by social and urban development offset programs. The resulting

unemployment estimate of 500,000 would be increased to 700,000 as

a result of additional persons entering the labor force as a result

of reduced draft calls and lower enlistment rates.

The overall unemployment - effect of a $20 billion reduction

would be the difference between the 326,000 job vacancies and the

unemployment estimate of 700,000 — which is 374,000 unemployed

persons. If such an increase in unemployment (374,000) was to

occur , an increase in job seekers would represent a total increase

in unemployment of less than one half of one percent of the labor

force. Chart 5 summarizes the changes in defense spending, unemploy-

ment rates, Southeast Asia troop buildup, and Gross National Product.

What measures should be taken to offset any decrease i-n

employment brought about by an end to hostilities in Southeast Asia?

When de—escalation does occur, the main problem will be to maintain

a prosperous economy. Most important of all is the initial selection

of an overall policy which contains programs that can be promptly

implemented to prevent serious unemployment and excess plant capacity-

from developing.

The economic situation facing the United States today makes

it impossible to consider the transition along the lines of either

World War II or Korea. The balance of payments problem makes it

L  .., --- ~~~-— .--- 
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imperative tha t effective dema nd pressures on prices be kept to a

minimum . The crisis in the cities makes it ju st as imperative that

unemployment not be allowed to get any higher than it is at present ,

and preferably tha t it be reduced . These two restraints, imposed

by the balance of payments and the crisis in the cities, work against

each other. The first means tha t the macro, aggregate demand route

is closed. The second means that we must achieve the results of

increased aggregate demand (lower unemployment rates), but through

non-aggregate dema nd means —— which can only mean micro market
adjustments.

However desirable a very low unemployment rate would be for

the de—escalation, the balance of payments problem rules it out.

The economy will not be permitted to become so active that a further

deterioration of the United States’ competitive position results.

Furthermore, there is not likely to be much slack in the economy

at the time of the de—escalation. Simultaneously the problem of

the cities tends to push us in the opposite direction. Rapid re-

employment of veterans and former defense workers is essential.

Their personal economic loss must be minimized. They should be given

the maximum opportunity to rebuild a satisfying and realistic career.

lacking a good transition in employment, the other city problems

of housing, transport , health, education, etc., will be aggravated.

Unf or tunately , the most reliable method of insuring adequate job

opportunities —— substantial increases in effective demand —— is not
available. The balance of payments rules it out. At the same time,

aggregate demand must not be allowed to fall. The economy must not

be underheated any more than it should be overheated.

- -- .-
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An end to the Vietnam com’lict can provide considerable

immediate ease in the balance of -yments. There will, however,
be many important claimants denia: •ing their share of the 0extra”

foreign purchasing power. Thos - - nclude additional foreign aid and

some slack for import expansion to support a moderate heating up of

the domestic economy. One can estimate the tax reductions required

to bring about a moderate heating of the economy. First, a tax

reduction sufficient to offset any reduction in war spending .

Secondly, an additional tax reduction of between five and ten billion

dollars, which with a multiplier of two, will provide sufficient

expansion to reduce unemployment by about one half of one percent.

• These two reductions should lower the unemployment rate to about

3 percent. With such a moderate heating up of the economy, a most

successful transition would be possible, especially if accompanied

by the proper micro labor market reforms. -

A successful transition requires that the moderate heating

up of the economy be well ti-med. —--Bo-uyancy in demand is required,

otherwise the transition could become extremely costly and get out

of hand. The fiscal tools presently in the hands of the President

provide a good beginning , but are probably insufficient. The tem-

porary tax increase can be reversed, releasing some $10 billion of

aggregate demand. In addition, many federal programs in highways,

housing, health, education, etc., can be accelerated without additional
Congressional action. If these are insufficient to provide the

boost in aggregate demand that appears to be required, then additional

tax legislation should be readied. 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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It would be necessary to derive rough estimate8 of wna t the

aggregate demand would be by geographical distribution. A matching

with the labor supply, by area, would highlight any gross. imbalances.

Two sources would be required to provide information of the supply

of unemployed labor. These sources refer to those who are going

to be discharged from the armed services and from a geographical

overlay of reductions in defense plants. When compared , likely

trouble spots identified , plans could be made to accelerate model

city programs, health and education programs, or highway construction.

These short—run programs should also help longer—run adjustments and

not create now special problems in the future.

It is in the information channels linking supply and demand

where major advances are possible and where considerable improvement

in the labor market could be accomplished at relatively low cost.

The mechanical task involved in creating a new information network

for the labor market are not complex and should not take a long time

to implement. A pilot program could use a small occupational break—

out, with several salary levels, to take a complete inventory of

all the jobs in the labor market surveyed. Computer technology can

now handle such a matching and information problem . Once a solution

is derived for one labor market, it can easily be generalized through-

out the nation. If instituted in the Vietnam era of transition,

it probably could do more to make the transition smoother than any

other reform or offset program could . Most other reforms to make

the labor markets work better depend upon improved information channels,

hence an improved information network would permit far reaching

advantages.
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Those veterans interested in going to a university or to

a technical school should have available to them the kind of job

information that would permit them to make a rational choice of

career perspective, given their interests and aptitudes. Once again,

accurate and reliable information about future job prospects becomes

crucial.

The employees released will probably be quite comparable

to those released in previous defense reductions. The importance

of maintaining aggregate demand would hold true, as would the impor-

tance of an information reform program. The major difference would

be that the high quality labor force involved would require major

career perspective adjustments in non-defense industries. Excellent

information channels would be essential to utilize properly these

specialized work forces. Without a great improvement in information

of the labor market, most of these highly trained people will drift

into numerous positions that are unrelated to their skills and back—
j

ground. Considerable economic sacrifice, both for the people involved

and the economy, would accompany this kind of transition.

It is evident that old terms of reference with regard to

labor transitions must be shed. New variables must be studied and

these suggest restructuring of the labor market to permit the economy

to take great strides toward increased efficiency. Improved operation

of the labor market could easily reduce the unemployment rate to the

desired level. The increase in efficiency and productivity would

become a strong force against inflation. Such changes strike at the

very core of the working of the labor market and have far—reaching

implications.
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A summary of Federal offset programs considered to be most

effective at reducing the unemployment impact of reduced spending

are listed: an across—the—board income tax reduction which would

become translated into greater expenditures for consumer goods and

services, a change in monetary and financial policies which would

be quickly adopted to shifts in the economic environment, rapid

expa nsions in government programs which can be used as an avenun

for increasod Federal spending, an increase in investments in human

resources via education, training, and health activities, and an

expanded information programs, and finally, long—range programs of

urban renewal.

There are other programs similar to the Federal offset

programs that can be implemented at the state and local level.

Business has also recognized the need for offset programs to reduce

impacts within the private sectors of the economy, and it is pro—
• ceeding to train personnel for other than defense related trades.

The succoss of any program depends upon the initial planning

as well as the support the plans receive when the need for them

arises. Without initial adequate support, or with untimely imple-

mentation due to lagging, the effectiveness of any plan would be

seriously impaired. A recommendation to assist in this area is the

establishment of an inter-departmental committee to coordinate economic

ad justment planning for demobilization, identify areas likely to

• experience high unemployment , and arrange for the cooperation of

Federal, state, and local agencies in a joint action program.

It has been noted that officials from both the private and

public sector, as well as scholars, are vitally interested in the

_ _ _ _ _ _ _
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impacts of reduced defense spending for Southeast Asia. In light

of this interest, the transition from a defense oriented economy

to a peacetime oriented economy should be smoother than any of those

in the past. It is also very apparent that when reduced defense

spending does occur, the most important part of any offset programs

will not only be the plans, but the timeliness of their implementation.

This topic was examined primarily at the Federal Government .

level, therefore a need still exists to examine and set forth the

offset programs that night be state implemented. Fertile areas for

additiona l study may be found in changes to the unemployment compen-

sation struáture , capital spending , educational and recreational

action , and air and water pollution laws at the state level.
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APPE~IDIX A

C~U~ON0LOGY OF SOUT1-~AST ASIA ESCALATION

1950

23 December——Unite d States signs Mutual Defense Assistance Agreement
with France, Vietnam , Cambodia, and Laos for indirect U.S. military
aid to Vietnam, Cambodia, and Laos.

1955
12 February—-The U.S. Military Assistance Advisory Group (MAAG) takes
over the training of the South Vietnamese Army, following the relin-
quishing of command authority by the French.

• 1957

5—19 May——President Diem visits the United States. He addresses
on May 9 a joint session of Congress. In a joint communique (issued
May 11), President Eisenhower and President Diem declare that both
countries will work toward a “peaceful unification” of Vietnam.
The United States will continue helping South Vietnam to stand firm
against Communism.

1960

May——President Eisenhower doubled the number of advisers in South
Vietnam, increasing the numbe r to 685.

June—October——Communist guerrilla activities in South Vietnam increase.

26 October—-President Eisenhower assures President Ngo Dinh Diem,
in a letter of good wishes on South Vietnam’s fifth anniversary,
that “for so long as our strength can be useful, the United States
will continue to assist Vietnam in the difficult yet hopeful struggle
ahead.”

1961

5 May——President Kennedy declares at a press conference that consid-
eration is being given to the use of U.S. forces, if necessary, to
help South Vietnam resist Communist pressures • Ho declares that
this will be one of the subjects discussed during the forthcoming
visit of Vice President Johnson in South Vietnam.
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11 October——President Kennedy announces (at his news conference )
that he is sending Gene ral Maxwell U . Taylor , his military adviser ,
to South V~etnan to investigate the military situation and to report
on it to him personally.

16 Movember——Following closely the recommer.dations in General Taylor’s
report, President Kennedy (with the approval of the National Security
Council) decides to bolster South Vietnam ’s military strength, but
not to commit U.S. combat forces at this time.

1962

7 February-—Two U.S. Army air support companies totaling 300 men
arrive in Saigon, increasing (according to the New York Times) the
total of U.S. military personnel in South Bietnam to 14,000.

8 February——United States reorganizes its South Vietnam military
command , establishes new “U.S. Military Assistance Command, Vietnam”
(MACV ) under four star General Paul D. Harkins.

1963

26 August--~J.S. Ambassador Henry Cabot Lodge presents his credentials
to President Diem.

I Nov c~~~r——I~ilitary coup (organized by the key generals of the armed
forces) agaLr~it the Diem regime. Rebels lay siege to the presidential
palace in Itigon which is captured by the following morning. Presi-
dent Diem and his brother, ~ ;o Dihn Ithu escape from the palace, but
a few hours later are taken by the rebels, and while being transported
tn an armored carrier to rebel headquarters they are assassinated.
A proclamation broadcast by the leaders of the coup (a council of
generals, headed by Major General Duong Van Minh) declares that they
have “no political ambitions” and that the fight against the Communists
must be carried on to a successful conclusions.

22 November—-President John F. Kennedy is assassinated in Dallas,
Texas. His successor, Lyndon B. Johnson, affirms on November 21~.
the U.S. intention to continue its military and economic support
of South Bietnam’s struggle against the Communist Vietcong.

196’+

• 30 January——Military coup, organized by Major General Nguyen Khanh,
ousts government of Major General Duoing Van Mirth from power in South
Vietnam.

12—13 May— —Secretary McNamara in Saigon on fifth fact—finding mission
(with General Taylor).

20 June--Genoral William C. Westmorelarxi takes over as COMTJSMACV,
Vice General Paul D. Harkins ends two and one-half years of duty
in Vietnam.

• • - • • - • •~ --- -•••~~~~~~~~~~~~~~~~~ 
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1 July—-Region 10 established by GSA (Genera l Supply Agency) in
Seattle, Washington, to support increased requirements in SEA.

~egion 10 took support for Korea on 1 July, Japan on 1 September,
and 5th Air Force in October.

26 July——The President ordered intensification of the war in South
Vietnam. Between 5,000 and 6,000 more military personnel sent to
Vietnam.

2 August--North Vietnamese PT boats attacked the destroyer USS MADDOX
in the Gulf of Tonkth.

~ August——Persident Johnson orders U.S. “air action” against “gun-
boats and certain supporting facilities in North Vietnam.”

5 August—-President Johnson’s message to Congress: Joint resolution
is introduced to “promote the maintenance of interriation peace
and security in Southeast Asia.”

7 August——U. S. Congress approves Southeast Asia resolution (Senate
vote, 88—2; House vote, ki6-o) . General Kharih declares state of
emergency in Vietnam.

11 August-—President Johnson signs Southeast Asia resolution into
law (Public Law 88-J-~08).

1 November—-In an unprecedented attack on U.S. forces in South Vietnam ,
VC (Viet Cong) mortars bombard U.S. aircraft and the barracks area
at Bien Hoa Air Base, killing k Americans and wounding 72 others.
Five USIS B—57 Canberra jet bombers were destroyed in the attack
and 15 others were damaged . Four_A- 1H Skyraiders of the VNAF were
also destroyed or damaged. - 

-

3 November——President Johnson ordered a new bomber squadron to Vietnam,
replacing the 20 destroyed or damaged B—57s in the Bien Hoa mortar
attack of 1 November.

1965
8 January——South Korea sends 2,000 military advisers to South Vietnam.

28 February——Continous air strikes were initiated by the U.S. against
North Vietnam in an effort to stop infiltration and force a negotiated
settlement.

9 March—-First U.S. ground unit8 landed in Vietnam.

2 April—-United States announces intention of sending several thousand
more troops to South Vietnam.

4 May——President Johnson requests $700 million supplemental appro-
priation for Department of Defense for Vietnam effort.
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5 ay oi ~ of 
‘
~o~resentativcs approves Presiaent’s request for

additionQi $700 rn.l.~.ion in defense funds by vote of ~08 to 7

6 May--Senate passes $700 million supplemental appropriation bill •

by vote of 88 to 3.

6 May-—Two U.S. Marine battalions sent to Vietnam; first combat units
to be deployed to South Vietnam .

13 ‘say——U.S. halted bombing raids against North Vietnam in bid for
peace .

19 May——United States resumes air attacks on North Vietnamese targets.

2 June—-An advance echelon of 111 Australian officers and soldiers
of the 1st Infantry Battalion of the Royal Australian Regiment arrives
at Ton Son Nhut.  The Australian troop—carrier IiMAS SYDNEY arrives
with ~OO troops and equipment of the 1st Battalion on 8 June.

7 June--U.S . military authorities disclose tha t the number of American
military personnel in South Vietnam has passed the 50,000 mark.
(Army , 21,500; Marine Corps, 16,500; Air Force, 9,500; and Navy,
3,500).

16 June—-Secre tary MeNarnara announces new troop movements to Vietnam
which will bring the total there to over 70,000.

28 June--American troops participate in their first major attack
of the Vietnamese war.

8 July—-General Maxwell U. Taylor resigns as U.S. Ambassador to RVN;
Mr. Henry Cabot Lodge named as successor and arrives in Saigon to
assum e duties as U.S. Ambassador on 20 August.

18 August——The Senate approves a $1.7 billion supplementary appropri-
ation for military operations in Vietnam.

19 August-—The Defense Department reports that 561 Americans had
been killed , ),O21~. wounded, and 44 missing in Vietnam between Jan-
uary 1, 1961 and August 16, 1965. ~~~~~

— -

8 October——Arrival of elements of the U.S. 1st Infantry Division
brings U.S. military strength in RYN to 1L~.O,00O.

9 October——President signed $6.8 billion DOD appropriations, incloding
$1.7 billion for Vietnam buildup.

23 October——U.S. military authorities in Saigon reported that U.S.
forces in South Vietnam have reached a total of 148,300 men; 89,000
Army, 8,000 Navy, 37,000 Marine Corps, 14,000 Air Force, and 300
Coast Guard .

-— 
.--
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11 November——Defense Secretary Mcllamara announces that the adminis-
tration “believes it will be necessary to ado further to the strength
of U.S. combat forces in Vietnam . ”

1 December——President Johnson said U.S. would send 400,000 men to
Vietnam.

1966

S January-—Senate majority leader, Mike Mansfield and four other
Senators file a report with the Sena te Foreign Relations Committee
based on their trip to South Vietnam and other countries. The report
expresses the view that “a rapid solution to the conflict in Vietnarn
is not in immediate prospect.” The report states that düpit the
U.S. expa nded military effort , the Vietcong offensive had only been
“blunted ,” not “driven back.”

15 January--South Vietnam Premier Ky pledges a popular referendum
in October on a new constitution for South Vietnam to pave the way
for “real democratic elections in 1967” for a civilian government
to replace the current military regime. One of the government’s
principal tasks in 1966, he declares, will be a rural construction
program.

19 January--The President sends Congress a request for an additional
$12.76 billion in supplemental funds primarily for Vietnam expenses.
New authorization will be needed for $4.8 billion of this amount.

20 January——Defense Secretary McNamara reports tha t the United States
lost 351 planes and helicopters in Vietnam in 1965.

5 February——Aircraft losses in Vietnam during 1964 and 1965 totaled
313 fixed wing planes and 100 helicopters.

2 May——Secretary McNamara predicts an increase in U.S. troop strength
in order to offset rising North Vietnamese infiltration.

12 June——Bulk of 1st Australian Task Force arrives in SVN.

7 August-—U.S. Congress approved a SEA resolution (H.R. Res. 1145),
giving the President power to “take all necessary measures to repel
any armed attack against the forces of the U.S. and to prevent further
aggression.”

17 September—-Size of U.S. commitment approaching 400,000. (Includes
25,000 in Thailand and 50 ,000 in 7th Fleet.)

5 November--Secretary McMamara states that the number of U.S. troops
in Vietnam will continue to grow in 1967 but at a lower rate than
the increase in 1966.

14—15 December——U.S. officials admit that American aircraft have
bombed military targets ~~ Hanoi but deny Soviet charges.
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31 December—-U.S. troop strength in South Vietnam reaches 389 ,000 .
U.S.  bat tle deatn s in Vietnam reached 6,644, while total wounded
reached 37,738.

1967

5 January——~orth Vietnam ’s c:~tef r~tp lomatic representative in Western
Europe states that if the ~nited States wi ll “definitively and uncon—
di tionally ” stop the boribin,-~ ‘if his country, Hanoi will “examineand stud y ” proposals for negotiations .

2) j anuary-— In his annua l posture statement before the Senate Armed
Services Committee and Defense Appropriations Subcommittee , Secretary
McNamara lists enemy strength in South Vietnam at 275,000 men including
45,000 North Vietnamese regulars.

25 January——The President presents his budget for fiscal year 1968
to Congress. For Vietnam, it estimates expenditures at $21.9 billion .
Total defense spending for fiscal 1968 is estimated at $73.1 billion.

23—24 February——25,000 Allied troops begin Operation Junction City
in a wide area near the South Vietnam-Cambodia border. U.S. artillery
in South Vietnam shells North Vietnam for the first time .

— 1 Ma rch —— The Senate , by a vote of 75 to 19, passes a resolution tied
to a $4.5 billion military spending bLil (for fiscal 1967) pledging
support to Presid ent Johnson .

15 March—President Johnson announces tha t Ellsworth Bunker will replace
Henry Cabot Lodge as U.S. ambassador to South Vietnam.

16—20 March—-The House and Senate pass a $12.2 billion supplemental
(fiscal 1967) defense money bill for Vietnam. Senate vote, 77—3;
House vote, 385—11.

27 March——South Vietnam ’s Government approves the new constitution
voted by the Constituent Assembly on March 18. The constitution
was promulgated on April 1.

14 May--South Vietnam ’s Chief of State Thieu states his belief that
50,000 American or allied troops will be needed 10 to 20 years after
the end of the Vietnam war to guard against future aggression. He
also states that he expects heavy fighting to continue for 2 to 3
years followed by 3 or 4 years of cleanup operations.
22 June——Accord ing to Department of Defense figures4, total U.S. troop
strnngth in South Vietnam is 463,000 as of June 17. U.S. combat
deaths stand at 11,099 and number of wounded totals 67,083.

12 July-—Secretary MeNamara tells reporters at the White House that
more American troops will be needed in Vietnam beyond the present
approved ceiling of 480,000. 
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1) Jul:,——Followin~ 
a meeting with his chief nilitary advisers including

Ge neral ‘.!estrnoreland , President Johnson tells newsmen that: “se
have reached a meeting of the minds. The troops that General Westmore—
land need s and requests—as we feel it necessary—will be supplied .

19 July—-Speaking at a press conference , Secretary Rusk states on
the bombing of North Vietnam that “we ;~re not prepared to stop half
the war while the other ha]! goes on unrestricted , unimpeded , and with
maxi mum violence .”

3 August——Pre sident Johnson announces that he has authorized the
raising of the maximum limit of U.S. personnel in South Vietnam to
525,000 .

3~ tu gus t——h rmy Chief of Staff Johnson reportedly tells a group of
Army chaplains tha t the United States could begin a phased withdrawal
of its trooos from Vietnam within 18 months if the present rate of
m ilitary progress continued .

21 September——About 1 ,200 Thai troops land in Vietna m as the first
of 2,500 troops expected to participate in the Vietnam war.

17 October——Australia announces that it will increase the size of
its Vietnam force from 6 ,300 to 8,000 . New Zealand announces that
it will send an add~ tiona l 170 infantrymen to join the 370 already
there .

29 October——Thailand ’s Interior Minister tells newsmen that his country
will $3r.ri 12, 000 additional troops to Vietnam as soon as the United
Sta .es provides arms and equipment .

14 November——Tha iland ’s Cabinet gives fina l approval to the dispatch
of  a full divtsion— 1O ,000 to 12 ,000 men—to Vietnam.

16 November--General Westmoreland reportedly tells the House Armed
Services Committee that the United States should be able to begin
phasing out its operations in Vietnam in 1969 .

17 Novenber——President Johnson tells a news conference that the United
States has no plans to increase its Vietnam troop strength beyond
the authorized limit of 525,000.

1968

1 February——Secretary McNamara presents his final posture statement
to Congress. lie declares that the ultimate success in South Vietnam
depend s on the ability of the Saigon government to reestablish its
authority over its territory so that peaceful reconstruction can
be undertaken.
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13 February——Tne Pentagon announces that the United States will air-
lift 10,500 additiona l troops to Vietnam in compliance with General
Westmore ].and ‘s request.

4 ~arch——According to Defense Department figures total U.S. troop
strength in South Vietnam as of February 24, 1968 , was 495,000 .
U.S. combat deaths stood at 18,799 (Jan. 1, 1961 — Feb. 24, 1968)
and wounded totaled 115, 114.

22 March——President Johnson announces that he will nominate General
William Westmoroland to replace retiring A rmy Chief of Staff , General
Harold K. Johnson , in July 1968.

31 March-—President Johnson announces that he has ordered U.S. air-
craft and naval vessels “to make no attacks on North Vietnam except
in the area north of the demilitarized zone where the continuing
enemy buildup directly threatens allied forward positions and where
the movements of their troops and supplies are clearly related to
that threat.”

10 April——President Johnson announces the appointment of General
Creighton Abrams to replace General Westmoreland as U.S. commander
in Vietnam.

25 April-—United States and North Vietnamese diplomats meet in Vietiane ,
Laos, over the problem of a site for preliminary peace talks.

3 May——President Johnson announces that the United States has accepted
a North Vietnamese offer to meet in Paris for preliminary peace talks
on May 10 or soon afterwards.

13 May——The first formal negotiating session meets at Paris.

19 June——President Thieu signs South Vietnam’s first general mobil—
ization law . ~e states that the South Vietnamese Government “intends
to take over more responsibility” for the war and tha t it will draft
200,000 men by the end of 1968 under the law.

21 September—-Congressman Melvin Laird states that current plans
of the Johnson administration call for reducing American troops in

- Vietnam by about 90,000 men by June 30, 1969. White House Press
Secretary George Christian says that “I have no idea what he’s talking
about,” and Assistant Secretary of Defense Phil Goulding states that
he knows of “no plans” to lower the troop ceiling of 549,000 men and
of “no preliminary planning toward this end .”

25 October——Secretary of Defense Clifford states that President Johnson
has ordered no slackening of the U.S. military effort in Vietnam.

31 October——President Johnson announces tha t the United States will
cease “all air, naval, and artillery bombardment of North Vietnam ”
as of 8 a.m. (Washington time), November 1.
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8 ~overib er——Pres ident Thieu proposes tha t the new phase of the Paris
talks consists of two delegations : an A llied delegation headed by
South Vietnam and includ i r.~ the United States, and a Communist delegation
headed by North Vietnam includir~ members of the NLF. North Vietnam’s
Xuan Thuy rejects the idea, saying that Hanoi could not a.ccept the
idea of a single Communist delegation.

1969

5 February—-President Nixon states at a news conference tha t the
subject of U.S. troop withdrawals from South Vietnam was “high on
the list of priorities, and that just as soon as either the training
program for South Vietnamese forces and their capabilities, the progress
of the Paris peace talks, or other developments make it feasible to
do so, troops will be brought back.”

6 March——According to Department of Defense figures, U.S. troop strength
in South Vietnam totaled 541,500 a~ of March 1, 1969. U.S. combat
deaths stood at 32,376 (Janua ry 1,1961 to March 1, 1969). U.S. wounded
tota’.ed 104,686 (hospital care required) and 99,802 (hospital care
not required).

April--U.S. troops reached peak strength of 543,400.

8 June-—President Nixon announced 25,000 Americans would be pulled
out of Vietnam before the end of August.

SOURCE: U.S. Congress. Senate. Foreign Relations Committee,
Background Information Relating to SoutheastJ~sia andVietnam . 91st Cong., 1st Sess., Washington, D.C.:
Government Printing Office, 1969.
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APPENDIX B

TOP 100 COMPA N IES LIsrFD ACCORDING TO
NET VALUE OF MILITARY PRIMI~ CONTRACT AWARDS

Fiscal Year 1969

Millions Percent Cumulative
Rank Companies of Of U.S. Percent of

Dollars Total U.S. Total

U.S. TOTAL W $36 ,888.6 100.00 100.00

TOTAL , TOP 100 COMPANIES 25,175.2 68.25 68.25

1. Lockheed Aircraft Corp. 2,040.2 5.53 5.53
2. General Electric Co. 1,620.8 4.39 9.92
3. General Dynamics Corp. 1,243.1 3.37 13.29
4. McDonnel Douglas Corp. 1,069.7 2.90 16.19
5. United Aircraft Corp. 997.4 2.70 18.89
6. American Telephone

& Telegraph Cc. 914.6 2.48 21.37
7. Ling Temco Vought Inc. 914.1 2.48 23.85

• 8. North American Rockwell Corp. 674.2 1.83 25.68
9. Boeing Co. 653.6 1.77 27 .45
10. General Motors Corp.. 584.4 1.58 29.03
11. Raytheon Co. 546.8 1.48 30.51
12. Sperry Rand Corp. 467.9 1.27 31.78
13. Avco Corp. 456.1 1.24 33.02
14. Hughes Aircraft Co. 439.0 1.19 34.21
15. Westinghouse Electric Co. 429.6 1.16 35.37
16. Textron Inc. 428.3 1.16 36.53
17. Grumman Aircraft Engineering Corp. 417.1 1.13 37.66
18. Honeywell Inc. 405.6 1.10 38.76
19. Ford Motor Co. 396.3 1.07 39.83
20. Olin Mathieson Chemical Corp. 354.4 0.96 40.79
21. Litton Industries, Inc. — 

- - 

317.1 0.86 41.65
22. Teledyne Inc. — 

- 

308.5 0.84 42.49
23. R C A Corp. 299.0 0.81 43.30
24. Standard Oil Co. (New Jersey) 291.1 0.79 44.09
25. Martin Marietta Corp. 264.3 0.72 44.81
26. General Tire & Rubber Co. 263.5 0.71 45.52
27. Intl Business Machines Corp. 256~6 0.70 46.22
28. Raymond Morrison Knudsen (JV ) 254.0 0.69 46.91
29. International Telephone -

& Telegraph Co. 238.3 0.65 47 .56
30. Tenneco Inc. 236.7 0.64 48.20
31. Dupont (E.I.) DeNemours & Co. 212.0 0.57 48.77
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APPENDIX B-CONTINUED

Millions Percent Cum ulative
Rank Companies of Of U .S. Percent of

— 
Dollars Total U.S . Total

32. F ~~ C Corp . $ 195 .6 0.53 49.30
33. Norris Industries 187.6 0.51 49.81
34. Bendix Corp. 184.4 0.50 50.31
35. Kereules Inc. 179.6 0.49 50.80
36. Northrop Corp . 178.9 0.48 51.28
37. Uniroyal Inc . 174.1 0.47 51.75
38. T R ~ Inc . 170.4 0.46 52.21
39. Pan American World Wirways Inc . 167.4 0.45 52.66
40. Asiatic Petroleum Corp . 155.6 0.42 53.08
41. Mobil Oil Corp. 151.5 0.41 53.49
42. Standard Oil Co. of California 148.8 0.40 53.89
43. Fairchild Hiller Corp. 148.6 0.40 54.29
44. Collins Radio Co. 145.8 0.40 54.69
45. Kaiser Industries Corp. 142.4 0.39 55.08
46. General Telephone and Electn Corp. 140.5 0.38 55.46
47. Day & Zimmerman Inc. 137.8 0.37 55.83
48. Texas Instruments Inc. 132.5 0.36 56.19
49. Federal Cartridge Corp. 131.9 0.36 56.55
50. Magnavox Co. 130.3 0.35 56.90
51. Thiokol Chemical Corp. 126.1 0.35 57.25
52. Texaco Inc. 124.0 0.34 57.59
53. Chrysler Corp. 121.9 0.33 57.92
54. Pacific Architects & Engineers Inc. 121.0 0.33 58.25
55. Sanders Associates Inc. 118.5 0.32 58.57
56. United States Steel Corp . 117 .8 0.32 58.89
57. Goodyear Tire & Rubber Co. 116.5 0.32 59.21
58. Singer Co. 116.2 0.32 59 .53
59. Chamberlain Mfg Corp. 115.9 0.31 59.84
60. Lear Stegler 115.8 0.31 60.15
61. American Machine & Foundry Co. 115.3 0.31 60.46
62. Colt Industries, Inc. 114.4 0.31 60.77
63. Eastman Kodak Co. 109.8 0.30 61.07
64. City Investing Co. 109.2 0.30 61.37
65. Whittaker Corp. 107.? 0.29 61.66
66. American Mfg Co. of Texas 106.? 0.29 61.95
67. Massachusetts Institutechnolo~ r 100.5 0.27 62.22
68. Gulf 01]. Corp. 95.9 0.26 62.48
69. National presto Industries Inc. 94.9 0.26 62.74
70. Kidde ‘~-l~lter & Co. Inc. 91.9 0.25 62.99
71. Signal Companies Inc. (The) 91.3 0.25 63.24
72. Curtiss Wright Corp . 91.2 0.25 63 .49
73. iarvey A1~ini num Inc. 90.5 0.25 63.74
74. Sta tes Varine Lines Inc . 87.1 0.24 63.98
75. ReynoLi s (R ~J) tr~1ustries Inc . 85.0 0.23 64.21
76. Aerospace Corp . 76.2 0.21 64.42
77. Motorola Inc. 73.2 0.20 64.62
78. Automation Industries, Inc. 73.1 0.20 64.82
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APPENDIX B—CONTINUED

Millions Percent Cumulative
Rank Companies of Of U.S. Percent of

Dollars Total U.S. Total

79. Talley industr ies , Inc . $ 72.5 0.20 65.02
80. Harr is—totertype Corp. 71.6 0.19 65.21
81. Fir~ctono Tire & Rubber Co. 66.7 0.18 65.39

• 82. Seatrain Lines Inc. 64.6 0.18 65.57
83. Alwiinum Company of America 64.4 0.17 65.74
84. Hug hes Tool Co. 63.7 0.17 65.91
85. National Gypsum Co. 63.2 0.17 66.08
86. trazeltine Corportation 

- 
60.5 0.16 

- - 
66.24

87. Western Union Telegraph Co. 57 .7 0.16 66.40
88. Control Data Corp . 56.9 0.15 66 .55
89. White Motor Corp. 56.3 0.15 66.70
90. Continental Air Lines Inc. 55.2 0.15 66.85
91. World Airways Inc . 54.9 0.15 67.00
92. Atlantic Richfield Co. 54.3 0.15 67.1.5
93. Tumpane Co. Inc. 54.0 0.15 67.30
94. Cessna ;~ircraft Co. 53.4 0.14 67.44
95. Smita investment Co. 51.7 0.14 67.58
96. Sverdrup & Parcel & Assocs Inc. 50.2 0.14 67.72
97. Dynalectron Corp. 50.0 0.14 67.86
98. Letourneau R G inc. 49.9 0.14 68.00
99. Flying Tiger Line Inc. 48.3 0.13 68.13

100. Southern Airways Inc . 48.3~~’ 0.13 68.26~/

~J Net value of new procurement actions minus cancellations, termina-
tions and other credit transactions. The data include debit and
credit procurement actions of $10,000 or more, under military supply,
service and construction contracts for work in the U.S. plus awards
to listed companies and other U.S. companies for work overseas.

Procurement actions include definitive contracts, the obligated
portions of letter contracts, purchase orders , 5ob orders, task
orders , delivery orders , an&~any-other orders against existing
contracts. The da~~~dô~not include that part of indefinite quantity
contracts tha t have not been translated into specific orders on
business firms, nor do they include purchase commitments or pending
cancellations that have not yet become mutually binding agreements
between the government and the company .

~J Does not agree with percentage shown in table due to rounding.

21 Totals may not agree due to rounding.
SOURCE: Office of the Secretary of Defense, Directorate• !or - Inforn*a—

tion Services , October 27, 1969.
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AP°ENDIX C

D~~ENS.~ GE~tERATED EtIPL0Y1~~NTJUNE 1965-JUNE 1968
(in Thousa nds)

— DOD Measured ~mploynent Employment as Percent
- - — Thf W6rk~Force 

—
State June-65 June—68 June —65 June—63

Alaba ma 47.5 59.1 3.7 4.5
8.8 10.2 9.8 10.)

~rizona 14.9 26.1 2.8 4.4
Arkansas 5.6 11.5 0.8 1.6
California 354.4 491.5 4.9 6.2
Colorado 24.1 30.8 3.2 3.7
Connecticut 63.0 116.3 5.7 8.8
Delaware 2.0 2.8 0.9 1.2

33. 2 43.1 8.6 10.2
Florida 68.5 94.9 3.1 3.9
Georgia 58.4 77.2 3.6 4.3
Hawaii 20.8 27.7 7.9 9.4
Idaho 0.6 1.2 0.2 0.4
Illinois 48.7 83.3 1.0 1.7
Ind iana 35.3 72.3 1.8 3.5

— Iowa 7.9 13.8 0.7 1.1
Kansas 19.’4 22.8 2.3 2.6
Kentucky 13.3 19.6 1.2 1.7
Louisiana 10.6 17.9 0.8 1.3Mai ne 5.6 8.4 1.5 2.1
Maryland 70.7 87.5 5.6 6.2
Massachusetts 75.9 115.8 3.1 4.6
Michigan 30.3 39.3 1.0 1.1
Minnesota 17.3 34.6 1.1 2.1

- 
Mississippi 23.3 38.1 3.0 14.7
Missouri 53.6 80.3 2.8 4.0
Montana 1.5 5.0 0.6 1.9
Nebraska 5.1 9.9 0.8 1.5
Nevada 3.0 3.3 1.6 1.6
Now Hampshire 11.9 

• 
18.0 4.5 6.2

New Jersey 66.9 88.8 2.14 3.1
New Mexico 15.3 16.4 4.3 4.5
New York 132.2 168.4 1.7 2.1
North Carolina 26.0 44.3 1.3 2.1
North Dakota 2.7 5.6 1.0 2.2
Ohio 81.7 108.7 2.0 2.5
Oklahoma 31.0 43.6 3.3 4.3

- - 
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APPENDiX C—CONTINUED

DOD treasured Employment ~mployment as Percent
of Work Force

State June—6 5 Jun e— 63 June— 6 5 June— 68

Oregon 5.5 8.7 0.7 1.0
?ennsy vania 103.~.’ 157.0 2.3 3.2
Rhod e I~jland 13.4 17.1 3.7 4.4
South Carolina 19.2 28.0 1.9 2.8
South jakota 2.1 2.7 0.8 1.0
rennessee 25.0 45.8 1.6 2.8
Te xas 118.1 200.8 3.0 4.6
Utah 23.7 36.2 7.6 8.9
Vermont 2.0 3.9 1.2 2.2
Virginia 112.6 149.7 7.1 8.7
Washington 45.7 54.5 4.0 4.0
West Virginia 4.9 8.6 0.8 1.4
Wisconsin 11.4 26.14. 0.7 1.4
Wyoming 0.7 0.7 0.5 0.5

2055.6 2932.7 2.7 3.6

SOURCE: U.S. Department of 1)efense, Office of Assistant Secretary
of Defense (Economics). “Defense Generated Employment,
June 1963.” Unnublished report. Washington, D.C. 1968.



APPENDIX D

ESTIMATED E ’LO~~EUT I~7~CT OF REDUCED DEFENSE PURCHASES
FROM INDUSTRY FOR VIETNAM AND OFFSET PR~~RAMS

(In Thousands)

Net Change
Persons New in

Occuoation Released21 Employment~
1 Employment

Total
I. Professional, technical

and kindred workers 232 177 -55
Accountar.ts and
auditors 14 11 — 3

Airplane pilots and
navigators 2 * — I

Architects * 3 3
College Presidents,
Professors and
Instructors 1 - 2 1

Dentists * 2 2

Designers and
Draftsmen 17 10 — 7

Engineers 112 34 —78

Lawyers and judges 2 4. 2

Librarians * 1 *

Natural scientists lii. 4 — 10

Nurses, professional 2 12 10

Personnel and labor
relations workers 5 14. — 1

Pharmacists ——— 2 2

Physicians and
surge ons 1 5 4
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APPENDIX D-C CNTINU~1D

Net Change
Persons New in

Occu ation Released~
/ Employnent~~ Enployment

Total
Social, welfare and
recreation workers * 7 7

Teachers, elementary 1 1

Tcach~rs, secondary * 2 2

Technicians, electri-
cal and electronic 21 4. —17

Technicians , medical
and dental 1 3 2

Technicians, other 20 10 —10

Other professional and
technical workers 19 ~6 37

II. Managers , officials and
proprietors, except
farm 97 184. 87

Salaried managers 83 108 25

Self-employed 14 76 62

III. Clerical and kindred
workers 200 2)14. 314.

Bookkeepers 14. 26 1-2

Cashiers 1 1 2 — ~~~ 11

Office machine operators 11 10 — 1

Secretaries, stenographers
and typists 54 61 7

Shipping and receiving
clerks 18 8 —10

Stock clerks and
storekeepers 9 - 5

Telephone operators 2 7 5
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:.P?~ 1:~ :x D—C CA. ‘INUED

Net Change
Persons ~:~~~4

Occupation Released~~’ Enploymcnt~~
1 Emp loyment

Total

Other clerical workers 86 101 15

IV. Sales workers 58 104 46

Insurance arid real
estate agents and
brokers 4. 14 10

Salesme n and sales
clerks, retail -

trade 1 61 60

Sa lesmen and sales
clerks , other 53 29 —214

V. Craftsmen, foremen, and
kind red workers 252 324 72

Bricknasons, stonemasons— ~~~~~ -

and tilosetters 3 114. 11

Cabinetmakers and
pattern makers 4. 2 — 2

Carpenters 7 47 40

Cranemen, derrickmen
and hoistmen 8 6 — 2

Electricians 1i~~~~~____ _i6-----— -——— 5
Excavating, grading,
and road machinery
operators 2 14 12

Foremen 49 35 — 114

Linemen and service-
men, telegraph,
telephone and
power 4 10 6

Locomotive engineers 1 1

Machinists and job
setters 42 10 —32 

S- -.- 
-- 
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A P?E:;DIx D— Cc :;r INUEJ

Net Chango
Persons New in

Occupation Released ,jj Employnont~~ ~ iployment
- - -

Mecnanics and repair-
men, automobile 8 18 10

Mechanics and repair-
men, other 41 39 — 2

Painters, construction
and maintenance 5 27 22

Plumbers and pipe—
fitters 6 20 14

Printing craftsmen 5 6 1

Stationary engineers 9 5 - 4

Tinsmi ths , copper—
smiths, and sheet
metal workers 10 4. — 6

Toolmakers , diemakers
and setters 18 4 —114.

Otner 19 146 27

VI. Operatives and kindred
workers 387 291. -96

Assemblers 51 12 —39
Attendants, auto serv—’

ice and parking 1 9 8

Brakemen and switchmen,
railroad 3 2 — 1

Bus drivers 1 3 2

Delivorymen and
routemen 8 14 6

Checkers and inspectors, - - - -

manufacturing 36 10 —26
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:~??~N~)IX D—CONTINUED

Net Change
Persons New in

Occupation ~~~~~~~~~~ Eruployment~~’ Employment
Total

Filers, grinders and
polishers , metal 17 3 — 14

Laundry and dry
cleaning operatives 3 9 6

Mine operatives arid
• laborers 5 7 2

Painters, except
construction and
mathtenance -- - - - 

7 3 — 4’

Sewers and stitchers,
manufacturing 12 15 3

Taxicab drivers and
chauffeurs 1 2 1

Truck and tractor
drivers 44 50 6

Welders and flame
cutters 17 11 — 6

Other operatives and
kindred workers 181 14.1 —40

VII. Private household
workers -—— 4.5 45

VIII. Service workers, except
private household 50 1)4’ 84

Attendants, hospital and
other institutions 3. 10 9

Barbers , hairdressers ,
and cosmetologists 3. 13 12

Charwomen, janitors
and porters 19 24 5

Cooks 2 12 10

~
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APPENDIX D—C CNTI~~Ji~D

Hot Change
?ersons in

— 

Occupation Released ] ~nolGy~ic:~ti]  Employment

To tal
Firemen , f ire

protection ——— * *

• Guards, watchmen and
doorkeepers 18 5 —1)

Policemen, sheriffs
and marshalls 1 * *

Practical nurses 1 6 5

Waiters, bartenders, and
counter workers 4 27 23

Other service workers,
except private household 3 35 32

IX. Farm workers 30 82 52

Farmers and farm
managers 1~ 40 25

Farm laborers and
foremen 15 42 27

X. Laborers , except
farm and mine 52 112 60

XI. Total 1,359 1,685 326

Note: detail w~~y not add to totals due to rounding.

* Less than 500 employees.

a/ Persons released from employment by a $20 billion cutback in defense
purchases. Refers to purchases of goods and services from private
sector of the economy . It does not include compensation of public
employees.

~f New employment created by $10 billion in tax cuts and $10 billion
greater public spending for urban development and social welfare .

SOURCE: Lecht, Leonard A. National Prinr~ti,~~~ Manpower Ne~~~~and the Impact of ~iminished Defenr~o Purchases for Vietnam,U.S. Chamber of Commerce, Washington, D.C. September 19~7.
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E~TI~.T:~) ?LOY~~~T I~PACT OF ~~DUC~ J DEF~~3I PURCHASES
FitOM I~~ U3TRy FOR VIETNAM AND OFFSET ?RO~RA NS,

BY IN DU SThYa
- ( thousand s of employees )

Ncw enployment created
Persons re leased by $10 billion in tax
from eaploy~ent cuts arid $iO billion
by a $20 billion greater public spending Net change
cutback in do— for urban development in

• fense purchasosC and social welfare employment

Agricultureb 33 89 56
• Mining 14 16 2

Construction 59 382 323
Manufacturing 878 372 —506
Durables 773 215 -558
Nondurables 105 158 53

Transportation 67 57 — 10
Public
Utilities 6 15 9

Communications 7 16 9
Trade 205 307 102
Finance,

Insurance arid
real estate 20 77 — --- - 57

Services 70 352 282
Priva te
households —-- Lf7
Other
services 70 305 235

• TOTALS 1 ,359 1,685 326

Note: Detail may not add to totals due to rounding.

To be consistent with occupational data, these estimates are
based on household rather than establishment data.

blncludes forestry and fishery industries.

CRefers to purchases of goods and services from private sector
of the economy. It does not include compensation of public employees.

SOURCE: Lecht, Leonard A. National Priorities, Manpower Needs, and
the Imoact of Di~~intsher1 T)efense rchzt~~s for Vietnam , U.S.
Chamber of Commerce, Washington, D.C. September T~~7
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