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Thank you for your letter of October 20, 1970 conccming the
Defense Department's response to the President's request of May
25, 1970 for areas and programs where additional savings can be
made.

| was both shocked and dlsappoxnted at the apparcnt unaware-
ness g JRESITE CUTE=miviche eBEen. made

g gy s

'efense since the Nmon'Admm'Is't'ratlon tooT""”?T'cq.*

You indicated in your letter that the Department of Defense
was late in submitting its response, that its suggestions were farre”
of iimited usefuiness, and that no specific suggestions were made
for additional savipgs.

e

There is a very simple reason for the fact that no net additional
savings were proposed. | have been seeking to communicate that
reason to the Congress, to your office, and to other interested
offices in the Executive Branch and to the American people. Ve
have already cut Defense to the bone, a point which, as you well
know, is of increasing concern to the President.

Any adjustments in Defense outlays that 1 could foresee from
the standpoint of security, the health of the economy and, most
importantly, in helping tc obtain the President's muitiple objectives,
would be on the side of net incregges rakher.ghan,furthys decreass
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As to the Fiscal 1972 budget, we are wa|n:nq day whd right
trying to squceze our minimal requirements from current cstinave
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outiays of $77.4 billion into the 574.5 billion fiscal guidance we
were given in NSDM 84,

From the standpoint of the concern you expressed in your
letter, you seem to be saying that the only useful contribution
that Defense could make te the budget problem you face would be
to show a net decrease in outlays for Fiscal Year 1972, A1l the
scrubbing in the world of so-called incffective or low priority
programs will not result in a net decrease without jeopardizing
national security. In a separate letter, however, | will send
you a list of possible decresses combined with & list of possible
increases for whatever use this may be to you.

We make no claim, of course, that we are or that we can
operate at 100 percent efficiency. As you know, however, the v
Blue Ribbon Action Committee has been hard at work, under Dave
Packard's leadership, seeking to translate the year~lang, com=
prehensive, in-depth study of the Defense Cepartment -- a more
comprehensive review of any Department than has becn made in
this Government in more than a decade ~- into increased efficiency.
The study itself took a concentrated year of effort, and anything
more than a superficial attempt to gain increased efficiency
reaiires similar enncentrated attention and time., We are moving
ahead as rapidly as possible on the 113 recommendations made by
the Fitzhugh panel,

To turn to the central issue that is of concern to you, Gesurge,
namely a healthy economy, | would like to recall my many discussions

‘this year and last year, including those with the Hational Security

Council and with your predecessor, Bob Mayo, related to the
impact on the economy of Defense cuts.

Startiang in April 19569, | repeatedly made the pcint in meeting
after meeting that, in my view, a major icsue that would ocecupy
the attention of the American people in the fongresszional elections
would not be (1) the war in Vietnam, (2) the military-industrial
comples, or (3) the size of the Dufense budget, bul that it would
clearly be the uncaployment levels in the state of the cconomy.
Those foreczsts have been borne out but are now past history.

What we now nced to do is to look to the next two years and
seek to avold if we can gencrating additional adverse impacts on
the econony., '

Needless to say, my primary responsibilivy hee beon aqd vill
continue to'be national security. There can he no compromisc wn
that, [ut if we are going to iasurc the President's nultipic
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cbjective, and if we are to heve a strong nationzl sccurii; pes=-
ture, | must share the concern of others in the Executiw: *:arch
for the state of the Amarican cconomy,

As the President and |, among others, have stated peniicly
on numerous occasions, the transition from a war-times economy to
a peace-time econoiny |c a difficult problem and inevitably will
cause dislocations and turbulence. That transition can be virtusl]
conplete by the time the President ends his first term in office.
It will be if we follow proper budget and fiscal policies,

The President faces a major deficit in Fiscal 1972, largely
as a result of fiscal policy and inflationary pressures he
inherited, HNow that we have begun to put order back into the
Federal fiscal house, we must as a matter of priority discriminate
in our selection of programs for cutting or decreasing our Federal
outlays 50 as to strengthen the economy in the next 24 months,

As we face the second half of President Nixon's first ternns,
we have urgent national security needs that argue again selectively
for increased outlays, The Federal Government also has an oblica-
tion to take those actions hecessary to move the economy to full
employment a2t reasonably ctoble prices.

in the past 15 months, since June 1969, the Department of Defence
has been respensible for relcatrug approximately one milllon pecple
from Defense~related roles. In that same period, uncmployment n-
creased by roughly the same amount. Though there may not be a direct
relationship between the large cuts in Defense manpower and Yarge.
increases in unemployment, there can be no question that there s a
co-relation, In the next 12 months, under the budget we submitted
to the Congress for Fiscal Year 1971 ~- a budget that is not yet
fully funded -- we anticipate a similar release of approximately
one million Defense~related people, or a total of same two mitiien
In about two years, It scems clear to me that any actions v Lmk?
with regard to Defense spending should be taken with these facts in
mind,

Apart from our manpover-relzted costs, it is clear
snnnﬂirg in the durable goods area will generate more last
benefits to the health ..ai the economy, to the general wmp
picture, and thus to the strength of our country than i
spending in many other erezs, such as Federal transfer :
Increacd Defonse Lp‘ndinu i nrocurement accounts -- porticutarly
of neod items wlwse purchase was deferrcd in past ycors becaunr
3 in Vietnwn and whicl are necded 1o inplemint suc crsaiy 1 by
Doctrine, boih with Iur,pcc}; io 1% Torces #nd {croes in

fricodly notions we will peoudr o & guicker retorn ol




tax revenues than similar incrcased amounts ¢
ments., This will impact directly on manufany
as you know, is one of the hardest hit areac
picture we face in this autumn of 1870,

Deﬁt for transfer pay-
Uring employment which,
n the unemployment

I have asked Bob Moot and Gardiner Tucker ¢o meet further with
your pecple in continuing attempts Lo COMMUR{cate these basic truths
and to review in very specific terms what hag happened, as predicted,
and what we can do for the future to achieve 51} of tha President's
top priority cbjectives in national sccurity matters —y

in domestic
requt rements,
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