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BUDGET AND FISCAL ACTIVITIES, "ORLD WAR I TO THE FRESENT
5 Jamuary 1948 '

COLOHEL cKENZIE: Captain Vorthington and gentlermen: On one or two
occasions in the past there has been some nisundersténding as to these
courses that fore given in the vertical manner, that is, where we have Jec-
tures thet seemingly do nobt £it right into the subject thet we ere discus-
singe In order that there will be noconfusion this morring &s o this
series of three lsctures covering finance, I went to take just a minute to
tell you that our lecture this morning by Ceolonel McCulloch will bhe on the
subject of "Pudget and Fiscal Activities, World Wer [ to the Present;" in
other words, & genoral subject covering activities of a filnancial naturc,
That is to be followed lobter on with a lecture by Brigadier Genersl Eugene
Foster, who will tallk sbout finsncial aids to war supplierse Thircly, vic
¥ill have a lectursc by Mr. Wilfred J. HeNeil, of ir.. Forresici's oftice,
vho will talk about the question of the budget, fiscsl, ond financia
organizntion for the Nepartment of National Defunse, in the

[ ]
to
£
¢

g feel that thesc thres lectures are herdly adesquate to cover the
field of finance; but in consideration of the tine and ths foet thot we
don't want to get into committec wroblems on the subjoct of firasree with
your class, we nre going to hove that thoce three will cover the necessary
background for the vear in order for you to work on your econoslc and i i
custrial mobilization plans townrd the end of the year, 1% is felt also
thot they will be of great hely to you in the poriiculor subject of pur-
chase and procuremcnt plonning on which you ars abeut te engrze nnlf of
the class. ' '

Without eny further remcrks on my part, then, we will have the first
of thesc lectures by Colonel lMeCulloch this morninge

COLONEL ¥eCULLOCH: Centleneri, I went into Colencl icKenzic's oflice
this morning specificnlly %o got Him up hero to give this proliminory
introduction. I returned from ny Christmos leave expecting to find the
subjoct of discussion as an Miistorical Preorntotien of Hudget and Fiscal
Activities from World ¥nr I to the Prescnt," ond found that T wos frnead
with the over-all subject of "Financc," which is shoub as bip ss crentien
its@lfo )

@]

ncf sticking
Firrst ond most
nd thils subject

e
B

Finence officers, of coursc, have & foneril reputaiio
their noses into evervone clse's business, 1 thousht the f
intcllicent thing T conld do would be Lo build & fenes oro
so I conld breok it down and, &t lenst, present o limife
mizght be capable of discussing und valch you gentleman,
the course of fority-five minutcs iwlly understond.

IE

127K
subject which T
am sure, c&n in
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o heve hod a weok's
cone over piblic finrace,
; Said. Public finince

First, on the mettor of "F
course by & Yale zrofussor, whe
There is no noccossity of my repor
1s @ctnally = resvonsibili L, of the

dWext, by wny of definition, "Far Fintneccl." War finance must bo
diverced fron routine vublic finfnce boehusce, in eifect, i1tes Linnnct
crrongerents sre offected during o frenzy period. Nobody Dﬁ*tlcgmurlv
cores ebout financisl control, Lunds or¢ not importante. Tﬂc thing thas
iy importont is winning the wore About all the people engogod in fintnce
ctivities coxn deo is to hope to neaven that thnz sccounting procciurns ~rw
&JLQu“uko

Tais can, of ccursc, produce situstions which moy sveniuclly bocome
unteneble, Ve connot disregord funds entively. Thire is o considercble
body of scholnrs wie feel thot the "boom snd bust" cyceles wnlch on occo-
sion rock tn; vory founditions of ocur cconomy ore criissd entirely by
Trovzy wortime linoncing.  Actuclly, thoy make & rothor vffLCT1Vu dle
for thig theory.

I have sclected ol rondom throe stotistical Cacrt T indicctes
certain budpet deficicncicss. I hove nicked out 1‘ as tue first yornr,
If rou recell, the depression storited in 1928 neomm to run 115 a
deficit in 1932. By 1933 M, Roogevilt hod 4t woll on dts woyre From 1833
until 1946 we contirued to run on deficit financi
CIART I, HUNCYT DERICIT
1938 & 2,L00,008,00
1639 3,900,0C0,000
1540 3,800;,000,000
1911 10,200,000,000
1oh? 39,600,000,000
19!1:3 _ f%,*OO OOO,DOO
1910 52 iju,O(“
1947 4u,j0u,OL,,OOO
1916 }:4200,000,000 ~
How, as to nilitory cxoendituros—-iclotive to thess wimondlturcs the
Hilitory Establiskaent noxm:l]* ot on w'tu 500 million dollors o yeor or

Oﬂptﬂllr lesse (Chort TI) “uf1n~ the wnr our record of cxpondireg &

remarkables  In 1903 we got wp to $L2,2685,000,000;5 in 1940 o ¢h9,2u2,000 00
and in _943 to ;50,327,000,000, ‘
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CHART II. EXPEHDI}JAASM—HLLTTQRY ESTABLISHLERT

1535=1940mmsvera Egew 500,000,000

1543 2,2uﬁ,ooo 000
1oL h9,2u2,oog,ooo
1945 ‘ 50,337 000,000

Chart IIT is the onc of most imvortonce. At the stort of the Civil

Ver wo had a4 90-million dollar notional debb. At the clese of the Civil
Tor it vas 2 billicn, 6 hundred million. From 1865 to 1917 vie held the
debt foirly steady, olthough the economy of the country wos grcatly ine-
croesed, In 1917 it wos 2 billion, 9 hundred million. A% the close of
Jorld Unr I it wes 25 bi 11on dollars. At the stort. of Viorld Y“er 1l it
wWas 43 billion, tnd at the close of Vorld “.ar IT it was 279 billion dollors,

CHART I1I. NATIONAL DEST

1861start of Civil War~-3 90,600,000
1365=-~close of Civil Tﬁr-— 2,678,000,000
1917--start orld Yeor I --  2,975,000,000
1519~-close “erld Tar I~ 25,485,000,000
1540~=start World ¥ar II-- 13,000,000,000
19L6m~clese Torld Var II-- 279,000,000 000

There are many theories on nationzl de oL, relftive to what o nLtlon'
can stende Hr, Knorr in his recent lecture covered the routine rules and
regzlﬂulons of finoneing rnost odequotely. There wos one thing he neglected

“to soy and thot wes, we can afford to support o nationnl debt of ony pro-
nortion provided the country is confident that we con eventually repoy the
oriount owed. ; . o .

There is nere, as in all sciences, &n expression in the science of
economics to cover this theory, It is the so-called "Velocitywof-
Circulationys'" I would like wyou to wisvrlize a virze fall of water one foot
in diameter. ‘¢ concontrol the size of the pize very simply. ‘e can ine
crense or we cun decreacse the diameter. Thaot corresponds reushly to the
amount, of money in. circulstion, we con tale money out of 01rc*lﬁtion, or
we can put money into- circulation, S

On the other hend, there is znoth anﬂ evon more important frctor
reloting to tne £low: of woter tnrough & p pe, rnd thot is the specd of
flome So long =s the public is confident tant their doliar is, worth roughly,
sry, fifty cents todey,. snd they are not too anxlous to get the new auto-
mobile er the now . louse ot pny expense, we are ral“tiVOIV safe,  But, as on
recall from the panic which started in 1929, pu 1ic psychology can cnbnbe




overnight, and the simplest thing egn set off o public panice It is not
ry contention, but the cortonticon of wneovle whe know, that o debt of this
regnitude represents o recl donger. ' B

i was irterested in. rending. o renert of thiz schoel subniited
November 1940, wlrcin the students' conclusions weore tnet, within the next
four or five years, our exnenditures for militory purnoses would probably

approximate 75 billion dollarse Thoir next conclusion weas thot, inasmuch
as the national debt was then 80 billien dollars, we could 1ill afford to
incresse it ond wo must roise the mensy to cover the military cxpenditures
by incressed taxotion, “ho wounld have thought that in 19L% we would
foced with o debt of 279 billion dollars? :

The moin thing I wont to 7“oil’lt out is that, so long 23 we hove sach a
public debt, the situntion rey become criticsl., Tt mizht even result in o
change in our politiccl philescchy, in due course.

S0 far as mr plan of presentation is C“ﬂcﬁrncﬁ, I om going to stick
gtrictly to the organizationol sotup of tho Lior Denortrent os it relsotes

~ T

to securing funds, spending funds, ond acceunting for furnds. I o0 zcing
to toke the liberl: of irntroducing the Cose liothod in thils proscenintion,
I will tske one or twe significant appropriction bills thet were under
considerstion ot the beginning of the war and try to suow why the Indus~
tricl iobilization Plon wis not applied in figuring our financial rc-
quirements for ‘orld var II,

At the end of Lorld var T we were not complotely satisfied with the way
the Army and Kovy had functioncd, so we immediately bogon a serics of cone
gressional hearings on possible improvermcntse This resulted in the Eo-
organizotion Act signed I June 1920. This Reorgonization fict covered the
Crganization of the Armiyy, the Notieonnl Guord, and the feserve Corps. Tt
sct up and prescribed the duties of the Genoral Staff, sowcw*”t‘ alons tho
lines of the -German Army. It prescribed cortoin chanpes in Conrts-sinrtial
procedure, which had beer found to be inadequate, It cstablished a number
of new departments in the Army. Anong those new departnents wos the
Finance Departrent, wiich is of inteorest to you in this discuission, boenuse
the Chief of Finince wnr appointed the Budgetr and Fiserl Officer Fﬁr the
war Depertrient in the following years

Thore wis a sccc-d act passad 10 June 121, the Budgat ond Pccounting
Acte Up te that time neoney had been appropriated withoub regard to re—
cceipts. It wos de c' be ndonted

ed thﬁt come bugsinesslike procedure must
‘l:“
\—U

d
by our Government unl ¢re woing complotely delfunct,

The Pudget and Accounting fet of 10 June 1921, requirced the Fre

sideort
of the United States to submit ot osch opening scesion of Congress, =t the
beginning of c¢ach enlender year, his annual budgets In this weok, 2u the

i
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convening of Ceongress on +ednesday, he will prescnt his Stotc of tho Union
messazes Thot message primerily concerns plans covering anticipoted
budgetary requircments. The actual Budget will come up for presentotion
on the -following doy. Then on Friday there will he a lot of nourning in
thc public press ﬁbout the amount of money required to operotc the Govorn-
rent the next year.

The Budget and Accounting Act of 10 June 1921, alsc cstablished the -
General Accounting Office. That is the Office of the Comptroller Genercl,
This office is a creature of Congress, designed so that Congrc =5 N6Y bnvo
more control over the oxpenditure of public funds,

Tt cotablished the Burcru of the Fudget, first, as a Burcru of the
Ircesury Department, Later the Bureou cof the Budgot qu nnd o port of the
Exceoutive COffice of the President. :

The Act also reguired the zppointment of o department budget officer
in each Federnl department, Section 21hL of this Act rend: "Tre head of
each department and cstablishment shall designate on of ficinl thereof as
budget officer therefor, who, in efch yeor under his direction £nd on or
before a date fixed by him, sholl preparc the dencrtmentol estimates," As
I said, the Chief of Finonce was oppolnted the Zudget and Fisesl Officer
for the “ar Dﬂpartﬂgqt. In the Novy they had a scporote office cstablished
in the Office of the Scerotory of the Navy, filled very obly by Cptain Allen
for a nw-ber of years ‘ : o

I am toking my cxaﬂpT@a from the Army and the Air Porce side bocouse
they cover the Jargest anount of funds, Actu ally, thic Chief of Finance
never did operdte as the Budget and Fiscnl Cfficer for the .or Departnent,
flo maintained the accounts; but therc: wns get up din the departzent, for
the consideraticn of the Army and Air Ceorbs cstimotes, 1 so-called Budget
and Legislative Planning Bronch of the Gcnoral Staff, Its prizory function
wos to go over, very carefully, the requests and justificotions for funds
a3 they were submitlted cnch year. I would 11 e to touch on the nechanics
of the preperotion of these cstimates, This is o mctier of extrens in-
portance te 2ll of us.

First, the Burcau of the Budpet, about ciphteon nenths before the tire
the budgel is due to be presented, calls  on cach Federcl deportmont for
stotonent of its estimates Lor the fiscnl yeoy under considerntion, On ro-
ceipt of this czll in the “ar Dopartment the Pudget and Wisc“l Officer of
the ‘.ar Deparsrment theon goos to the Chief of Staff ond szys,"-e are required.
to proparc estimates for the Fiseol Yeor 195C," let us say.- "hat are the
plans for the Fiscol Yoor 19507" ‘

o)} o \t\ i?‘i—; i ; o )
[l P \\ll__,,_l el




The Chief of S5taff has been comsidering these vlans in anticinaticn of th
requirement. The plans are prepared, written up, and sent to the Budzet
and Fiscal Officer of the Viar Department, who m1qeo~r4ﬂhs then, 1ncluclrg
the directions of the Duresu of the Dudget, with respect, to method cof prepara-
tion of estirmates, and brothmStS them to the field.

Estimates are prepared by the chiefs of the techniceal serviceg, or
they were, following World War I, with a fer exceptions. IHore recently
they have been reguiring the na JOT commands-~-the Army, the nunbered Air
Forces, oand the Air Force comands--independently to prepare‘thgir,own
estimates, This is on the theory that it 1s just as importent for a com-
manding officer to haove 1is funds, to sdninister ther, and to account for
them, in time of peace, 2s it is for him to be able to have his perscomicl
and his svpnlwe“ and placc them stratericelly and use them to the best od-
ventage in time of war, If the commonding offlcer -is to be assigned reshon-
sibility, he necessorily must be assigned the funds; ond, by the same token
he must be given an opportunity to defend his stotement of reguirements
before investigating committees in thc Wer Department,

These requests for funds sre broken down inte no—cu1]od a“ﬁroprlatlon
titless Tor edeplu, in the Army we have funds for "Sigmmal Service of the
Arny," "Quartermester Service, frmy." Thesc eppropriation titles, in turn,
are broken down into sub—appropriaticn titless ns, for oxrmple, "Hegilar
supplieq," "Clething and equivnge," and "Subsistence." These, in turn, are
broken down inte projects; which, in turn, are broken down: into sub~precjects;

~

which, in turn, arc broken down into objective classifications.

It is not necessary to remember Lha t nonenclature. The only thing you
need to remenber is thot these funds ore set up in ecertdn little crte-
gorics, in beskets, you might saye These buskets corresnond rougnly to the
organization charts of the orgonisations for which money is being zporo-
priated, responsibility being assigned in each instance tosame individual
for the proper fccounting of funds suppllb%. :

s1.c “dea I wont to pot acress body ay,
is the fact that requests for appropriated fonde must he completely Justi-
fied, Since T have been 9% this scheol we acve Feard a number of speakers
talle about preliminory pleans on yrocuroﬂent; nroliminary plias on personnel;
preliminary plans on & number of things, Thegse vprelinincry plans are mot-
ters of extreme . ﬁmpo*tﬂnce. The primery burnose in the vrapirotion and
atilization of prelimincry plans, whether they be plans for porcetirme yeors
or robilizaotion plons, is, 1t secms to m;, Tor usc in the preprorotilon of,
adequats UQStlf;Cut;Cnu.

The most inmportaznt thing, and the basi

Requasts for funds, and limilutions, which, as I will explain in a
few minutes, are placed on the amsunt of funds ﬁvz;lub*:, require constant
and automatic consideration of =211 such nlans. I beiieve it hos been
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amply demonstrated in the late wor that; unless those plans - are things in
being; unless they are vital and nlive; unless the pcople whe are working
with them are sware of 211 the detoils; and, unlaess they are sufficiently
imnlemented, the justi ?Lc”tlﬁn is not werth = pros ont“tlon.

JdSthlC\uiOHS arg prepcred in writiug, They also ars.supplemented
by appeirences of witnesses before apprepriate committeess . T have heard
heard Army personnel, includine Air Corps persomncl, soy, "Well, Congress
doegn't understond this thing. Thosc men just don't got ite T fecl I
howve done my Jobe I hiove done everything I cnn, but I can't pub it fcress,
I haven't sold it to the Buresu of the Budgete It cut the project oub‘ It
doesn't revlize the imvortance of this to all of us,"

Well, one woy of looking at it is that the Burenu of the Budget and
Congress have Jusi as much responsibility to insure the nationnl defonse of
the country os we heve, However, on the other hand, it seems to me thot that -
is our primory responsibility ond; if we con't get our plans across, it is
not the frult of the Buresu of the Budget. It iz not the fonlt of the con-
graossionsl committees. It is our own fawlt. If our justificotiens sre
zood cnough, the funds will be Forthcoming

The mere fact thot ony officer of ony service moy be called before
any investigating committec to discuss any vhase of any plon for which he
is respensible is sufficient reasen for oll of ns to keup currently zd-
vised not only on plans in bulnp, cencerning the routine poucstime opero~
tions, but, as T will attompt to point out ldter, £y more ibmpertent, ony
industrial mobilizotien plon thzt might be prepared. ’

The mechanics of the hegringse=-The hesrings ere held in gonertl before
“the Budget Advisory Committec of the War Deportment, which is o committes
set up by the Chlcf of Staff, choirmanned by the Chiof of the Budget Logis-~
lative Planning 3ranch, They are olso held before the uu*‘”l of the Budgoet
and before House commitiees cnd Sonnte commitsess. £As I have olready indi=
cated, in some coses Tleld commonders ore calloed in to justify their re-
gucsts for funds, -

.
hic
1

]

The nearing before the Budget Adviscory Comnittes of the Yor Department
considers us alj" two things: first, the ”Wn“nc1“¢ request ond sccond, the
Justificetions rs they relate to Vor Department planse They hove the plans
ovailable to thoms  They check the roguests by the Ouirtarmaster for c¢ioth~
ing ond eguipope, for exomnle, and ask,"Ts it in sccord with the number of
personncl set up by the Army for the yerr in question?  Arc the Prices
correct? Are the Heguests -duuUQth” Noxt and ecually importont, "Is the
rcguzst authorized by ensbling 1Q?~°1ation?” T think I hod better.cover
this »noint briefly,.

Rt n
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The langusge that is written into an aprropriation bill is Just ag much
= part of the law of the land s any other 1low, On occtsions we hnve had
chairmen of apvrovriations committees who, by thelr viger ond forssight,
have threciened, to toke over the operaiion of the Goverament, peciuse they
centrolled the purse strings. So other wembers of Conpress rcasoned, “Thc
enly wrny we conl protoct ourselves agoinst the Aporopriations Committec

“klnﬁ over the pperatlion of the Govermment 1s to reguire so-called ontbling
legislatien before money can be approprigted.”
. As © result the Approoriations Comnittes can now arpropriste money,
but not until Congress hns first muthorized it by Chnbliﬁﬁ';@QlSl&ulOQ.
They have set up various Armed Forces Comnittecs in the Honse and the Serate
for the consideration of this so-czlled ensbling legislstion. Sometinces,
in time of stress, this arrangemnent is igrorcd; but it is guite importrnt,
it seems to me, to have 2 single office controlling beth the 70“1812t101 ro-
gquested by the depsrtment as well o8 the aporovricntlons requested, in order
to irsure, in eosch czsz, that the language of the two arc coordinated.

The next point is this.--Since the vassace of the Hecorronizotlon fAct
£ this wyeer there hos becn estgbplished o5 2 top priority item the Budget
Office of the Dcﬁmrtﬁﬁnt of Notional Defenscs To wy mind therc is no office
that hns been esbvablisked by the Federal Government in recent yenrs that is
potentially more imvorisnt thon this one,.

Thig office rust ecateblish, it scoms to ne, o definiie icld of »rimory
irterest as 2 first priority. At the pregsnt time, it is‘in bbg olanning
stage onlye HMr, ¥Wilfred Je. MHcleil hos heon apneinted os the Budget O"‘"er,
Depsriment of Noational Defense, I, for onc, om oniecus to hear whnt he has
in mird with respect to plans that will previde the meoyinun of nationel de-

fense for tae Army, Navy, aond Air Force at 7 niriau s of ces
is the proper place to do the jobe AL the pressnt time tde
no hearings ner have Lncy published amy HlMLL Covering subg

t, Thnt office
v hove conducted
eauent hetrings,

The next heoring in the usual routine iz before the Buresu of the
Budgete The Buresu of thc Dudget is breken dow into 2 scrics of budzet
examinzirs, who run over the estimcies in groest detsil, Thoy ma v eoll any
witnesscs they desires at mny vhase of the neoring. They woy nﬁhw ony
recommendstions they wont, subject Lo the approval of the President of the
United Stotes.

]

The most irmortert phase in the considerntion of the reguests for funds
occurs in the Burenu of the Budget. These cxomirers ugualily cover the some
tyoe of reguests vesr ofter year, They know wuch obout the Army plsns, and
it is at this ~ffice thal Justificstions must bo presented in prestest de-
trile Buresu of the Budget rbcoah :ndntions ore avproved by the Presicdent and
fre mublished fas the sannuel Budoet of the Unitad Stotes,
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This action completes the consideration of the budget from the executive
point of view., As I indicated, in the first week in January the President
goes up to Longress and gives hils message on the State of the Union. The
next day the budget requests 2re presented to Congress, :

The hearings are initiasted in the House. Appropriation bills slweoys
originate on the House side, The thecry is thct the Sencte, being the older
ond wiser and serving a six-year term as compared with o two-yeocr term for
the representntives, is in 2 better position to provide 2 check onthe House
of Representatives, which in some ways might be considered o5 a bit irre-
sponsible 1in consldering appropristions from & nstion2l point of view,

The House hesrings follow along the same general line, wi<h one possible
exception. At this point polltlcnl implications enter the piciure, You will
find that lecal considerations, in the minds of many of the people who are
considering the bill, arc just as important as nationnl considerctions.

The House hearings are published in the form of a bock, which I will
show you in just a moment., The bill, when it is passed, is published by
the House, It then goss tc the Senate and through the same Process, except
that the Senate usually will review only the controversial DOlntS in the
bill, - :

Any differences thot exist between the House bill and the Senste bill
are roferred to a2 joint committec, By the time the joint committos makes up
its mind as to what it wants to do and the bill finelly gets through Con-
gress and to the President for signature, it is alrecady ofter the first of
July and we ore operating on o deficit. But thet is the woy tne job 1s done,

Now, you would think that after you hove the money, the control is ‘over,
but this is not true., They turn the funds over to the Trg sury Department,
which issues woar warrants. Time will not permit me go through this process
in detail, There is only point I wrnt to moke, with respcet to hondling of
funds, snd thot is the functlon of the Comptroller os opposed to the function
of the Trecsurer, :

In any type of business organizatioen’ there is usuclly 2 boord of di-
rectorss A stendard boord of directors might be composed of the chairman of
the board; the vice president in charge of scles; the one in charge of pro-
duction, ﬂnd others. One member of the bo wrd will be known os the comptroller.

At = meeting of the bonrd of directors the vice president in cthge of .
soles might have o good iden for scles of the product, but it will cost money.
£t the some.time, the man in charge of production might have ,on-iden whereby,
if you spend o million dollﬂrs, you enn cut the price of the product con-
siderablye The comptroller is the chap who controls the purse strings. He
mist not be subject to 2ny of the other individuals on th:s board with the




possible exception of the choirman, He has to moke his decisien ns to
whether it would be wiser.to spend the money on advertising, on snlcs, or
on production, from fhe point of view of the amount of money avoilrble,

The: seme thing applies in the Army to the so-cdl led Fiscal Officer.

- Now, the Budget mand Fiscal Officer is not the Finnnee Officer. The
finoneinl officer is the Treosurer. The Treassurer just prinds out checks
or makes cosh payments to cover obligrntions. The Fiscrl Officer hos the
records relating to the nmount of money thot is available; the cmount tha
1ﬂs been committed; the mmount that has been obligoted; and, the “mount that
as been cxprndCd.

Some definitions are in crder,

Commitments.--A comnitment is defined ns on agreement oetween two or
more individunls in the same service or business thot 2 cericin amount of
moncy will be gspent for a prescribed purpesc. It moy be visuclized ns an
agrecment bebween the vice president in chnrge of soles in a corporection
and the comptrollor thnt, "¥e will spend 2 hundred thoustnd dellcrs for
this purpose." Nothing hts been spent os yet. The money hos just heen
esrmorked,

Obligntions.--Obligntions 2rc incurred when o controet is sizned,

Then the noney is definitely gonc. .

Expenditures.--The expenditures ore offeceted when the contrrnct is come

- pleted and the treosurcr hos received the request for payment.

There should th compbrollerts function be orgonized in the lilitary
Esteblishment? Prior to World Var I, the functions of the purchasing cnd
contrreting officer «nd the camptrolle and the tretsurcer were 211 con-
trined in the office of the purchasing cnd contrecting officer, which is
ohout o5 wrong ns any orgonization could be., It would scom logicol thaot
in no ecase should the purche ﬂ1ng ond controcting of ficer vlsc have control
of the funds, Common scnse in rfecounting should reguire connivance between
ot least twe people bafore you can spond moncy wrongfully. To put the money
and the power to purchase in the honds of the seme individurl always mokes
it very simple for someonc to po wrong. .

The next type of organization is to sct up your purchasing and con-
trocting officer in one office snd to set up your fiscol officer ns no
second office to mointain your accounts, Then you must sct up your
tressurer independently to pay your accounts, In this type of orgonization
yvou hnve thre: seporate officers. Thot is. the Jogicol woy to do it, except
that there might possibly bc o weste of monpower and technicesl ShLll, cer-
toinly in pencetime.
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Another type of orgonization is to consolidate the functions of the
comptrcller and the treasursr in 2 single office. That, it scems to me,
is probably the most logicel thing to do. It saves manpower, end it permits
the mointenonce of all pertinent records in a single office.

I wos amused the other day when an Air-Corps officer peinted out thot
in nis orgrnization the Finonce Officer wus ploced under the Purchesing
and Controcting Officer. Thot is one way of -doing it; but I would hate to
bc & tressurer and go to the Purchasing and Contrecting officer and tell
kim, "I don't think this bill is proper “rd I don't wont to pay it," if he
were my immedicte superiors

Iem g01ng to take up my COSC NOW,

A good time to stort this cnse is on Armistice Doy, 1939 Armistice
Doy, 1939, was o holiday in the city of Wnshington, although tacre wns o
phoney wer" going on ond had been going on in Burope for some time. Tho
Gormons were effectively stopped ot the Moginot Line, Everybody felt rother
comforteble. The militory sporopriotion for the Fiscol Year 1941 hod been
vp for considerction for olmost o yeor. Armistice Day, 11 Novenmber 1939,
was the last day of the Bureau of the Budget hecring. The Burcau of the
Budget kept opén on that duy and henrd Gener:l lMnrshall testify.

This bill wos presonted when Congress convened in Jenucry of 1940 {nd
the House hcarings were begun 23 February 1940, in the cmount of 800 mil-
lion deollars, I hove gone over to the libriry and procured the House
Heorings. This book contrins 911 peges of discussion ond conversttion con-
cerning requested funds in the cmount of 800 million dollors.,

Now, whot did they t:1k about here in this nice, thick book? They
trlked obeut the pay of flight surgeons., Should it be 50 pcrecnt of their
base pay or should it be o maximum of %760 @ year? They talked sbout the
necessity of constructlng a2 new Army Medienl lle ‘ry in the City of ¥ingh-
ington, D. Cy They trlked cboup odministrntive promotion¥ of descrving de-
partmentel employees, There wis one witness, Mrs, Noble Newport Potts,
President. of the Notional Patriotic Council, who trlked sbout the food that
was given CMIC students. It renlly wes dona very effectively. Evoerything
wns under control. | '

This bill, as I have stated, wos in the smount of 800 millien dollrrs,
Vorious offices hed been considering it for « yesre Finolly, the house
cut it dovm to 785 million. dollars and passed this bill on L April 190,

The Scnate got te work on it,  Hemrings storted on 30 April 1940, The
situstion wos still quite normsl nll over the world, The hecrings were golng
along all right. They got up here to page 376, when on 10 May 19h0 a most
unexpscted thlng hoppened. The Germons 1nvrdsd the Low-Londs.
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That, gentlemen, was the doy the war effort reclly began in the United
States, Senctor Thomas, who wers conducting the herrings, wrs told by
General Mrrshall that immedicte drastic cetion wns nccessorye. The Senate
Approprictions Committee s-id, in effect, "You go brek and prepare your
supplemental estimates and come up ond give them to us." Gencrol darshall
scid, "Fine, Thot I will do." ‘

So he immedintely went to the “hite Housc and £dvised the President of
what he had been directed to do, The President properly soid, "ell, the
Vizr Deportment is not fighting the war alone, The wor is being fought by
the United States Government., The Department of Agriculture, the Depsrtmont
of Cowmorco-~cveryone is involved, in the face of this curr@nt thre“t i

If you recall, Ir, Roosevclt went on the radio on Moy ovanteenth, a
week later, And, in thot one week, we in the Var Department hod prepored
an initinl supplementary estimate in thc nmount of 732 million dollars. We
nearly doubled our original estimate in o week.

Under normal conditlons thot supplemcntory estimcte of 732 million
dollors wouid, it scéms to ne, cfusc considertble consternatién. Hewever,
starting on page 377 of the Scnate Henrings, we find most of the copy re-
lates 4o the formel written submission of the supnlemental estinates Then,
on pege LOL, Genercl HMarshall came up ond node O short str vbenent nnd
gontlemen, that closed the heﬁrlnvs.’ .

This bill, passed by the Senate, was submitted to the House the follow-
ing weck, The herrings ware opened by lr, Snyder, Chairman of the Cormittec,
sayingt "General Harshall, we have before us the Military Establishment
appropriation bill for 19&1, with Scnate nmendments, which is quite 2 bit
different from the mecsure the House passed on April L, Genernl Morshall
snid "Yes" and thot he would like to make a statenent. He oproceeded to
moke his statoment. Thot occurrcd on pege 1, :

On page 4 Mr, Joe Strimes, of Alobama, stopped Genernl Marshall and
soid, "Genercl, may I ask you a few guestions for the record? The -omount
thnt is asked for herc, the inercnsdd nmount over the 19L1 estimdte, is the
amount thot you think is ressonsble, thot nay be spent w1tnLn the “tive
allotted here?"

‘General- marshﬁll snid, "THot is the anount that I thought was tho

zesonfble amount some three w cks ago,'

At the beginning of pacge 5 Mr. Storncs seid:  "Mr, Chrirman, under the
circumstonces, ond with the cbsolutcly cenfidential information which the
gener2l has disclosed to us so clenrly ond fronkly, I cannot sec any necd of
extended henrings before ‘this committees, I know that the goneral's time at
this moment is preclcus, ond I think we ought tc go on to conference immediat
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And that ended the hearings so far as the committee was concerned--
on page 5.

But there were certsin other consideraticns that cannot be neglected,
The initial hearing occurred cn 29 ilay but the additicnal testimony ran
along on 30 May and even extended one additionsl ddy, on 31 May. I en not
qaotlng the folleowing to poke fun at anyone. It is a metter of record and
is indicative of political considerations. At this point, o legislator
asked that the hearing be held open for one additionsl stotement. He was
o member of the House., By this time, mind you, the Germans hod gotten well
dovn into France and the situnticn was renlly ccute. I quote from the.
Hearings: :

"I am sure 1t is unnecessary for me to c¢all the attention of your com-
mittee to the fict that there is an unusunl armount of fifth-column scti-
vities, spies, treitors, and other bronds of dongerous scallawazs now
operating within the borders of Mexicc in the south. Members of this com-
mlttee know thot Communist and Nazi lenders for the past few years and

especially for the past seversl month haeve been meking some inroads in
Mex1co. I have no thought of azlerming this committce snd yet T want to re-
mlnd you, lMr. Chairmon, and CuCh momber of your committee thot in cose of

threstened armed invasion of our own be70vcd Americs, possibly one of our
most vulnernble spots is 2eross the unprotected Rio Grande bprdﬂr," and on
and on. Then he concluded with this perasrohs

"In conclusion let me say that I feel thot time is the cssence in this
whole prepiredness programe. Ye must not dillydally and delay a3 Fronce and
England ond other notions have done, I am-enthusifstically supnorting the
President's billion-dollor progroam which T understind is coming up in ‘
Congress this week nnd hope that this ndditional preparsdness. progrom will
enable the Wor Dopartment to establish severcl additioncl air bosces and I
am going to insist thot at le“ut one of thcse bosces be established in
Oklahoma,"

This bill was followed within the next two weeks by the go-called
Munitions Program of 20 June 1940, If there was any relation between the
information conteined in the industrial mobilization program approved in
1929 and the Jjustificaticns submitted on 0 June 1940, it was fortuitous
only. And, during the remainder of the year there were seven supplementary
appropriation bille submitted; each one covered only one phase of the
program. - There were no coordinated, carefully conaidered estimates pre-
gented covering an over-all, planned effort.

I do have one theory whlch I must toke time to mention, if you vl
pardon mes The Industricl ifobilization Plan, whicl hod becn preparcd so
meticuleously over o 25-jyear poriod, wrs kept thoroughly locked up in a
safes Once e~ch yenar they drogeged it out; .shook the dust off of it; gave .
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verybody a chonce to read it, if they could understand it; and, then they
rolled it up and locked it in the safc =2gnin,

There wns nothing vital, there was nothing QllVL, to it. . I give you
ny word of honor that I have spend an entire morning reading ”n@ re~reading
the some page, and wondering whot in the world I had read. .

I would like te be presumptuous enough to mention one other thing,
rol tlﬂn to cn”blmng legislation, : -

SlnCp the wor we have, 4n the Notlonal Defense Estab}ishmont, sponsored

‘three picces of leglslntlon. I am not considering legislation about tho

rctirement of officers or increcsed puy or things of thet noture, but legis-
lation relating to n“tlonﬂl defense as suche Let us tulk cbout thot for o
momchtio :

First, the dreft.~-There wos o demand after th@ W th“t the bbjs be:
home by Christmas. Thot is all right 1f they had continued tho droft. We
a1l know wiaot happened to that particulsr picce of ]P"lglﬁtLQH.

The second.one r¢loted to compulsory military'trﬁining..-Three'yoars
have passed and nothing has been dones It is a matter of extreme importonce,
it seems to me, if we are to maintain the respectable defonsive posturc that
Prosident Vashington indicoted,long yenrs ogo, 25 necessarys

The third relotes to reorgonization, It was most wnfortunate, regord-
less of sny views we might have on the subject, thot there should have boen
public controversy cbout thot plon. Of -course, in outline form this new
low is somewhat. comp:: reble to thc rcorganizotion act passcd ofter World
Wor I, : .

s

Our batting aveorage in requesting and def nd:ng 11(1%1 tion is not

too good; that brings me to o fow conclusions

It sometimes looks like we were right bock whore we weore twenty-odd
years agoe  Certoinly the voliticnl phase of the sitncotion has not motorially
improved., OCOur cconomic zituntion, as cxemplificd by the public deblt, has
not materiolly improved. Threats from othor powers have nojp matorlullv impro
Therefors, it seems, thet our vest onower is to improve our defense siructure

Wo can- achleve this thing, I believe, by supporting the Reorginization
Bill to the fullest.. I wos extremely intercsted in recding the statement
made by the Sceretary of Defense before the Sencte Special Commlttee to
Invcstlv“tc the Nationel Defense Program. Coples of this have been furnished
211 persommel in the schools I urge that coch persen in the schoel read ond
re-read this item. MNr, Fozrustmjﬁmckus ¢leven peints, oll of extreme impor-
tﬁnce, it scems to mc.. o '
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The last parsgrph is especially intercsting. He soid: "In retro-
speet 1t is the brond Iuvssons thot wé have learned from Weorld vicr IT tha
are significont. The Nationnl S:zeurity Act of 1947 gives vs the bost ma-
chincry that the country has cver had for securing our defensce 1L estob-
lishes the Notiennl Segurity Council for odvising the Presideont on the
coordination of our foreign, domestic and militory policics. It estoblishes
the Notional Security Resources Boord for advising the President on the
preporation of our notionnl resources. 1% properly estoblishes the role
of the Milit~ry Establishment ond provides for the coordination of the Army,
liavy ond Air Force, not only through the Secretory of Defense but nlso through
the Munitions Borrd, the Keseorch and Development Boord, and the Joint Chiefs
of Stoff. Through the cntirsc structure provided bw the Act, the nccessary
.mochanisms can be developed for opplying the lessons of VWorld binr II."

He says the necessary mechanisms can be developed for applying the

lessons of “orld Ver TI. It dis olsc a matber of extreme importince thot
we should provide the mechonism of nationsl defunsc at £ minimun of cost.

Possibly the Budget Officer of the Department of Netioncl Defense is
the logical place for = detniled, centinming considernotion of our plonse.
~Proper consideration will be o painfnl thing. Tt will eut across tradition,
It will cut 2eross personal cmbitions. I de bilieve, though, that we have o
rosponsibility to do this recrganizotion jeb properly, cspecially in face of
this inerdinately high pnblic debt, After oll, our leyzlty to our country
trenscends our loyalty, not only to ourselves, but the loynlty that we owe
to any individual componcnt of any orgonization to vhich we happen to belong,.

It is a rather sobering thought to renlize thot this schoel is the
acme of professionnl training in this mest importont subject., It shounld
gober you to think thnt the Government has sclected you ond me s the people
to prepare the industricl plan on which our entire sconormy moy depend. in the
event of ancther wer. It scems to we, the future of our country misht well
rost on our success or failurce in mescting thosce nssigned responsibilitics,
Thonk you, ’ :
COLONEL McKENZIE: I think I re-d just » fow doys ase thnt the cost of
the Militory Estoblishment, plus the fixed cost of the debt service on
this’ cnormously large fipure thot we sce here, plus vebsrons' bonefits com-
prise about 70 percent of the Federel budget today. %o con t0lk to our
frionds who ore continually impressed with the foet thnt they arce short of
morey . to deo what they think thoy hove to do or should doj but 211 of us src
awere of the fact thot we are still living on o lot of -thoe fot that was left
over after the late wor, ALL of usg wonld like to sce our pay increrfsed.
The civilinns and the militery ore hopeful for some help in that dircciion,

I know that nohedy 1likes to listeu to threots, but ve 2ll lmow there
is going to be a drive for economy. Horily you can't cut the interest rotes
that you nre porying on our cdebt, You have the problem of veterans! benefits
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that you can't renegc on, So it doesn't take very much foresicht to sce
Just where we stand with rcgpect to continued large faounts being appropri-
ated for the Militory Establishnents

Colonel MeCulloch, I hope you will axcuse me i1f I eriticize your speech
this mornihg, but I would like to suggest that you disproved rour stotcment
in your case thot when Congress didn't pive us moncy it wns becouse it
hedn't been foirly presented or hodn't been completcely oprescnted., +ould you
care to moke any stotoment ot this time on haw the militory is going to be
skle to defend its position and get fands in the venr 19L8 with the world
being faced with tnese other factors that stand in the brekground, when in
1910 we hzd to go through the most poinful processes. Do you still Isbor
the point that when we don't get mongy for the Militnry Estoblishment it ds
beenuse it has not becn completely presented by the Jilitory Establishment?

COLONEL McCULLOCH: A proper prosentation of our plan to the public
is the respansibility of the militury, it secus to ac, which is not to be
denied, There have been some solutions proposed by lecturcrs in the linr
Collegcs One s=id he thought thot some method should be provided whercin,
if there wos & differcnce of opinion cxisting between the lnvy Depsrtment,
for exanple, and the Buresu of the Budget 2s to the adequicy of cny cusronri-
ation, thcy would be permitted to go oul and advisc the public.

Well, that probnbly is not the solution. Once the funds are approved
or disnpproved by the Bureon of the Budget, it then becemes the Program
of the President; end witncesses for ony of the Foderol deportacnts are for-
bidden to defend any cmounts other than those which hove been approved by
the Chief Exccutive.

I don't know what the answer is,

The voint I wes trying to make is, that from how on out, wec nrc going
to be in the most severe compotitive situction thot we have cver experienced
in obtaining public funds, We 2rc going, for ex :ple, to compete with tne
Veterens Bureou nnd thoy con slwnys make o prebty geod ensce fe ore going'
to compete with the linrsholl Plan, Either the morcy will go for one thing
or it will go for mnother. There will be only o cortoin cmcunt available,

The point I am trying to make is that we will haove to present the
strongest case possible. I believe, personelly, thot the Budget Officer of
the Deportrient of Notionsd Defense will have to coordinate with the public
relotions personnsl to tho end that those reguests will net be considered
s restricted inforrmation. After =11, we have been nore homstrung by
peacetbime security rostrictions thon snything clse. *hot is the sconse of
having o nobilizetion plnn and writing it vp beautifully and then sticking
it in 2 safe? If the Plon is reslly vitel ond alive, if affects cur cvery-
day 1ife, I don't believe most of the security provisiens are worth the time
to enforce them, Let the public know whot is going on.

16




¢ o
)
et

QUESTION: -Your idea of Jjustificntiorswrs very w.1ll takens 1 have two
things in minde Wwould you core to extend whot you meon by JuSulflc"tlons?
For instance, sometinus we are told to go up md make o spuechs  We don't
onticipete @ lot of these guestions. Do you feel that if we hove to go up
before ¢ congressionn] comnittee, we hove to go te grent length on very
“inor details? That is one question.

The other question is this: *ould you mind commenting on the nttitude
of rmistrust which apparcntly exists between the Buresu of the Budget ond
-

the Wear ond Naovy Departments to such an extent that the Bureoun of the
Pudget has now developed whot some of us call 2 Gestapo?

COLONEL feCULLOCH:  Answering your first question, the solution might

be termed "intellectunl honesty." It scems to me thot the one an who did
more for nstioncl defense in ths 1ote war than any other is Generasl Hrrshall.
He vadc hinscelf constontly available, not conly to comaittees, but to any
member of Congress who wrnted to hear hin, He objectively cimploired every
point in overy progror: that anyone nsked hinm cboud, to the 1limit of his
nbilitye. If he couldn't de it, he admitted thot fret and soid ne would
furnish the informaticn for the record, He probobly spenb rore tire on

that onc thing than on anything clse. , ‘

I believe the answer to your query is o complete and thorough knowledge
of the plans thot are up for considerotion, and alsc, on appreciction of
thic linditations of the plonse

Another thing is thot witnesses come up unpropored to defend on item
in detsil, There is uothib" nore dorming thon to have o witness cppecr and,
when you osk him some specific question relative to some point, he trics to
mzddle through when he doesn't know the onswerse, That ususlly results in
wiping out the request regrordless of how important it is.

How, with respoct to the adorhien of Gustzpe toctics by the Burcau of
the Budget, I bolicve honestly thot the Burcou of the Budgmet is atterpting
to do a thoroughly good job, In the past it has net always becn the policy
of the Gor Department to sond top nen up to defend items sefore the Burcou
of the Budget. In mony cnses, thure hove been stotenents mede that con't
be supperteds In nony  instances, the Burctu of the Budget may have folt
thet justifications were not »roperly supporied,

Probahly if the Burcou of the Budget does cctuclly pet into operations
its representntives will hove to he brought back into lire, I don't agree with
the theory thnt it should send raprescntrtives into our conps to investigate
our conduct of routine busincss ofter funds are appropristed. ~ Thot is the
function of the Comptrollcr Gonorel, I think the present sitiction will
correct itself in the naturcl course of events.
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QUESTIQN: Colonel McKenzie tock up one point about justificotion in
getting money. The peint that I wont to bring up now is this:. I dontt
think any plans or justifientions are worth uch, beerusc tPopsids cnn S“y,
"Yoil get so mach, Now moke vlans for that ™

COLQMEL 1licCULLOCH: Onc of the-things I soid wes thot your nlans rust

be complete and they must be floxible, Thore is nothing nore distressing
than to prepsre justific-tions for funds, bused on proper plans, and when you
have rcoched the amounts you think are adequote, to have the rev1ewing ogency
sy, "eclly you arc goed., I can't knock down ony of your justificrtiong, I
will 2dit thot 211 thesce things should be done in the intercst of national
defense, but I don't hoave thot much moncy to sive you. Now, I have norc
confidence in your ability to distributc the money than I have in ny oome I

ave to cut you dowme I will have to cut you fiftcen percont, and you dis-
tribute the nonoy,"

Your plans ncecssarily have to be so flexible and your prioritics vs-
toblished in such a way that you are in o position te find out what you rust
cut cute It is not the ricst logicol woy to do it, but it is a thinz tuct
will have to be dene incrcasingly in view of this choart dowm herc, the notion
debts OCur plans must be so flexible that we eun do the thing 2l=est ingtantl
fron nn adninistrotive point of view,

QUESTION: Vhy docsatt the Var Departownt work on the basis thot it is
eolng to pet so mueh money ond go'down to the npeneiecs ond say, "This is
your job," instead of buildine from the botton un? The President cones down
ond stys, "You get 5.0 billion dellors,®  The Ucpartnent womnts 15 billion
dollsrs, so you heve to change your plans,

COLONEL HCCULLOCH: The only woy 1 cen answer thot 1s that the Sudret
and Accounting Act of 1921 rcquires it to be done in the proscribed nanner,

COLOWEL WEIS: That fisurs of 279 billion for the nﬂtiqnﬂl dcbt is quite
& striking one., I wos Just wvondering if there ture not o lot of assets which
might help tetlance thaty like TVA: postofficus cround thv country; installe
ticns of the Kilitary Esteblishuaont; renl estote develonnents, ond all these
things, Has there been any attenpt made te avproise those fssets nerninst
thet obligation 4o show whother we are in a red p051t1 on or o black onc? Car

“yow give us cny iden on that?

COLUNEL FeGULLOCH: There 1s no oppraiscl of asscts contoined in the
Treasury Doportoent repert and this is token from the Treasury Department
reports Therc, of course, are asscte, o considerabls nmunber of osscts. %o
have the Pentfgon Ruilding, ‘ :

I do think this: thot one way of lTocking ot that fi"uro is to try to nmou

up your mind what it night be h d there been no wors. e prebably moy hove ]
o different type of asscts, like schonls, playgrounds, hospltals and hou51ne
18
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COLONEL McKENZIE: I think we arc oll thoroughly alive to the problen
of finenece, cven to the foct thet on the fifth dey of Jonuary we will begin
to worry cbout our personal finonces & 1little bite.

I kcep thinking of this national devt, Coloncl Nels, in terms of a man
who might be owning an expensive residence tnat he had all on lozn, which
returns hiin nothing cxcept occupancy, &5 opposed tc the man who might be
spending an equivolent ameunt of roncy for an industrial plent which is nak-
ing o return, This is o debt thet we arc paying o scrvice charge one It
is a debt thet I think we expect to repay without liguidating our assotse
Of course, they must be in being and rany of then would have no valuc other
than in the naintensnce of the Feder:l Establishment.

Colonel McCulloeh, I went to thonk you very mach for your painstalking
offort to tell us about finonce this norninge. Thank you very ruche

(1L January 1918-=150)8 /rarg




