THE ECONOMIC COST OF THE DRAFT*

By WarLter Y. O1
University of Washington

The draft represents one means of supplying the armed forces with
qualified personnel. Under the current draft, accessions to military ser-
vice are of three types: (1) true volunteers who freely choose military
service over alternative civilian job opportunities, (2) reluctant volun-
teers who enlist in preference to being drafted, and (3) draftees who
are involuntarily inducted. The last two groups are coerced to serve by
the military service obligation that is imposed by the current draft
law.

In times of war when nearly everyone must serve to assure the de-
fense of the nation, alternatives to a draft are judged to be too costly
or infeasible. Peacetime demands for military personnel are, however,
considerably smaller, with the consequence that a draft becomes selec-
tive. Debates over the equity of the selection process (which under the
current draft translates into deferment policies) are symptomatic of a
search for an alternative to current military manpower procurement
policies. To say that a particular alternative such as an all-volunteer
force® is preferable to the current system implies that the cost of the
alternative is, in some sense, lower than the cost of the current draft.
If the draft were abolished, military pay and other recruitment incen-
tives must be improved to attract sufficient recruits to meet prescribed
military manpower objectives. In his statement before the House
Armed Services subcommittee, the Hon. T. D. Morris (Assistant Secre-
tary of Defense) indicated that an all-volunteer force of 2.65 million
men would increase the annual military payroll budget by $4 to $17

* A considerable part of the research for this paper was done when I served as a con-
sultant for the Office of the Assistant Secretary of Defense from June, 1964, to July, 1965.
I am deeply indebted to the assistance and information which was provided by various
members of the OASD staff. I would like to express my special thanks to Mr. William A.
Gorham, Dr. Harold Wool, and Prof. Stuart H. Altman, who provided counsel, encourage-
ment, and assistance in my year of service on the manpower study. The statistical and
clerical assistance supplied by Mr. W. M. Mahoney and Mrs, R. Catton is gratefully
acknowledged. They are absolved of responsibility for any errors of fact or interpretation
which may still remain in this paper. A fuller discussion of the material in Section I, as
well as the supporting data, are contained in a paper which I am presenting at the Uni-
versity of Chicago. See “The Costs and Implications of an All-Volunteer Force.”

*The current draft law (the Universal Military Training and Service Act of 1951 as
amended and extended) expires on June 30, 1967. The proposed alternatives to an exten-
sion of the present law include (1) lottery at a younger age of induction, thereby shorten-
ing the period of draft liability, (2) universal military service, (3) equivalent national

service wherein some youths could serve in the Peace Corps, VISTA, or other government
sponsored programs, and (4) establishment of a voluntary professional army.
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40 AMERICAN ECONOMIC ASSOCIATION

billions.? The military payroll of the Department of Defense (hereafter
abbreviated DOD) is not the economic cost of labor resources allocated
to the uniformed services. The draft has surely affected both the level
and structure of military pay. Moreover, many of the men who serve
are conscripted or are recruited under the threat of a draft liability. In
addition to the costs borne by those who do serve, it is argued that the
uncertainty of being drafted creates other real and psychic costs for
those who avoid military service by obtaining deferments.

The cost of acquiring and retaining military personnel can be mea-
sured in several ways of which the budgetary cost is one. The financial
cost to the economy is defined in this paper as the value of civilian out-
puts that could have been produced by the labor resources which were
allocated to the armed forces. This concept which completely ignores
occupational preferences provides a measure of technical efficiency in
terms of civilian outputs that were foregone to achieve given levels of
military preparedness. The full economic cost of the draft must, how-
ever, acknowledge occupational preferences for military versus civilian
employments. If an individual has an aversion to service life, he could,
in principle, be compensated by enough to induce him to volunteer.
Presently, individuals who would require such compensation are forced
to serve by the draft law. In this paper, I propose to compare these
costs for two hypothetical forces with the same active duty strength of
2.65 million men: one a purely voluntary force and the other a mixed
force composed of conscripts, true and reluctant volunteers.

I. Force Strengths and Military Manpower Requirements

The labor resources demanded by the armed forces can be measured
by force strengths. The force strength is simply a stock demand for
military personnel unadjusted for the quality of servicemen or the
proportion in an effective status.® The total defense establishment can
conveniently be divided into three forces: (1) officers on active duty,
(2) enlisted men on active duty, and (3) paid drill reserves. The last
component engages in active duty for training only and is rarely used
to bolster active duty strengths.*

In the six years prior to the Vietnam build-up, the average strength

*House of Representatives, 89th Cong., Second Sess., “Review of the Administration
and Operation of the Selective Service System,” Hearings before the Committee on Armed
Services (June 22, 23, 24, 28, 29, and 30, 1966) (hereafter abbreviated as House Hear-
ings), pp. 9923-59; see especially pp. 9936-40.

*The effective strength is defined as the number of men who are not in a “training
status.” Men who are being trained or who are engaged in training others are deducted
from total force strength to arrive at the effective strength. A lower personnel turnover
would therefore lead to a larger proportion in an “effective” status.

4In the last decade, reservists were recalled to active duty in significant numbers only
once. During the Berlin crisis of FY 1962, some 111 thousand Army and National Guard
reservists were activated to raise Army force strengths from 858.6 to 1,066.4 thousand,
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MILITARY MANPOWER PROCUREMENT 41

in all active and reserve components was just under 3.7 million men of
which 2.6 million were on active duty (see Table 1). The fluctuations
in active duty strengths are largely due to international tensions. Since
a discussion of the factors which determine force strength objectives is
beyond the scope of this paper, the peacetime strength objectives are
taken to be exogenous.

A more meaningful demand concept is provided by the gross flow
demand for accessions from civilian life. It is the number of required
accessions 4: that must be recruited or conscripted to replace losses
during the year L: and to achieve changes in stock demands (S: —
St-1).

Ag = L; ‘l‘ (St - St—-l) :

If force strength S: is held constant, required accessions must equal
losses which arise because of voluntary separations upon completion
of obligated tours of duty, retirements, deaths, and discharges for
medical and unsuitability reasons.

The military manpower procurement channels which have evolved
under a draft have strongly influenced the characteristics of servicemen.
Of the 645 thousand annual accessions to military service in FY
1960-65, 539 thousand (83.6 percent) entered through a variety of vol-
untary programs. An individual can discharge his service obligation by
entering active duty forces as an enlisted man or officer. He can ac-
complish the former as a voluntary enlistment or as an involuntary
draftee, usually to the Army.* Except for the doctors and dentists
draft, all officer procurement programs are voluntary. Finally, the
draft liability can be satisfied by entering a reserve or National Guard
unit which requires active duty only for training. The historical trends
in accessions and projected accessions in FY 1970-75 under a continued
draft are shown in the lower panel of Table 1. In order to extrapolate
the characteristics of men who are likely to enter military service in the
future, it is convenient to study the service experience of age classes
(cohorts) born in specific years.

The disposition of military service obligations by men born in 1938
was estimated from a sample of Selective Service registrants.® By July,
1964, 51.6 percent of this age class had some active or reserve military
service with the highest participation rate of 59.5 percent for men with
some college education. Given current physical, moral, and mental

*A few delinquents (mainly reservists who fail to attend drill meetings) are drafted
into the other three services. The Navy drafted some men in FY 1956, and the Marines
in FY 1966. Some voluntary enlistments serve in two-year active duty reserve programs
offered by the Navy and Marine Corps. The Army offered a two-year reserve enlistment
in 1956, but the program was dropped in 1958.

® Confer House Hearings, p. 10011.
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MILITARY MANPOWER PROCUREMENT 43

qualification standards for military service, roughly 30.4 percent of
these men would have been rejected.” From independent data, I esti-
mated that 59.2 percent of qualified males entered active duty forces
while another 14.4 percent served in reserve and Guard units. The in-
cidence of active military service also varied across education groups
from a high of 76.8 percent of qualified high school graduates to 32.3
percent of qualified college graduates.

The projected flows of accessions in FY 1970-75 under a continued
draft were developed in the DOD study and appear in the last column
of Table 1.* These projected flows were juxtaposed to a typical age
class born in 1946-48 which is estimated to contain 1,880 thousand
males. The estimated participation rate in active military service falls
from 41.5 percent of men born in 1938 to 27.0 percent for the age class
of 1947. Only 38.5 percent of qualified males will be needed to staff
active duty forcesin FY 1970-73.

Before turning to the characteristics of accessions to a voluntary
force, it is desirable to assemble data on the structure of the entire
mixed force. Higher qualification standards and secular gains in the
educational attainment of the entire population have contributed to an
upward trend in the average education of members of the armed
forces. The percentage of enlisted men with high school degrees
climbed from 55.2 to 72.8 percent between 1956 and 1963. Over the
same period, the percentage of officers with college degrees rose from
55.5 to 69.4 percent. From the 1960 Population Census, it was possible
to obtain the age and educational distribution of members of the
armed forces stationed in the United States. If these data are ex-
panded to the assumed force strength of 2.65 million men, I obtain the
distribution shown in Table 2.° In relation to the male civilian labor
force, the armed services have smaller fracticns in the lowest educa-
tional level due to the mental qualification standards. The proportion

" Approximately 16 percent of an age class is found to be physically unfit, while an
additional 2.5 percent are rejected for moral reasons, mainly habitual criminals. These
standards have remained quite stable over the last twenty years., Mental qualification
standards have, however, been raised as supplies of enlistment applicants grew in relation
to requirements. Currently, mental standards have been lowered to a percentile score of
16 on the Armed Forces Qualification Test. The overall rejection rate for all reasons was
40.8 percent for men with 0-11 years of education and 19.1 percent for college graduates.

8 These projections assume an unemployment rate of 5.5 percent, the average unemploy-
ment rate between 1057 and 1964. For details of the DOD projections, see House Hear-
ings, p. 9954. If the unemployment rate is as low as 4.0 percent, voluntary enlistments
can be expected to fall with an accompanying rise in inductions.

® The total DOD force strength as of June 30, 1960, was 2,447 thousand males, but the
Census enumerated only 1,715 thousand. The distribution shown in Table 2 thus invokes
two assumptions. First, it is assumed that the same age-education distribution applies to
men stationed in the U.S. and overseas. Second, if the draft is extended, future accessions
and reenlistments will generate the distribution which was observed in 1960. I believe

that these two assumptions impart a downward bias to the educational attainment of
mixed forces in FY 1970-75.
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TABLE 2

Di1sTRIBUTION OF ARMED FORCES BY AGE AND EDUCATION
(For Force Strength of 2,650; Figures in Thousands)

Years of School Completed

Age
0-8 9-11 12 13-15 164 Total

Total DOD
17 or less...... 11.3 55.2 6.7 4 — 73.7
18-19....... 21.7 141.3 218.6 14.3 .2 396.2
20-21....... 18.4 111.3 235.1 48.3 2.7 415.8
22-24....... 30.8 97.9 238.3 81.1 79.6 527.7
25-29....... 34.7 89.3 181.0 47.4 63.1 415.5
30-34....... 38.2 67.8 124.3 34.7 28.5 293.5
35-44....... 44.2 67.2 178.2 81.2 59.9 430.8
45-54....... 12.3 12.0 21.2 14.9 21.3 81.8
55 and over 2.8 3.2 4.3 1.6 3.2 15.1
Total ...... 214.5 645.2 1,207.8 323.9 258.5 2,650.0

Source: Derived from U.S. Census of Population, 1960; Subject Report: “Educational
Attainment,” Code No. DC(2) 5B, Table 4, p. 54.

of college graduates is also somewhat lower than in the civilian sector
for the age groups above 30. Finally, since military pay is primarily a
function of years of service, the age structure (in terms of years of
service) of the force as of June 30, 1965, is presented in Table 3. Under
a continued draft, it is probable that the retention profiles of enlisted
and officer personnel will not alter so that the mixed force of FY 1970-75
can be expected to exhibit a similar age structure.

The task of estimating the cost and composition of an all-volunteer
force was approached in two steps. It was first assumed that the draft
would be abolished with no accompanying changes in pay or other re-
cruitment incentives. An implication of this exercise is that supplies of

TABLE 3

ActivE DuTy ForcE STRENGTH BY YEARS OF SERVICE
(As of June 30, 1965, in Thousands)

Years of Service

Total Officers Enlisted
0........... 427.7 28.4 399.3
1........... 488.4 34.1 454.3
2. .. 301.6 25.0 276.5
3. 226.3 20.1 206.2
4........... 99.8 12.9 86.8
59.......... 321.6 54.0 267.7
10-14......... 338.6 51.1 287.4
15-19......... 291.0 58.4 232.6
20-24......... 131.4 45.4 86.0
25 and over . ..... 17.7 9.4 8.1
Total......... 2,643.8 338.8 2,304.9
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MILITARY MANPOWER PROCUREMENT 45

volunteers fall short of requirements for the strength objective of 2.65
million men. In the second step, military pay was advanced to attract
enough volunteers to meet the strength objective.

If the draft is eliminated, the services would obviously lose the draf-
tees who had accounted for 21 percent of accessions to enlisted ranks
in FY 1960-65. In addition, the reluctant volunteers who had enlisted
because of the draft liability are likely to remain in civilian life. To
determine the probable number of reluctant volunteers, the Depart-
ment of Defense made a survey in the fall of 1964 of servicemen and
civilians in the military ages of 16-34. First-term regular enlisted men
(who had all voluntarily entered service between 1960 and 1964) were
divided into true and reluctant volunteers on the basis of their re-
sponses to the question: “If there had been no draft, and if you had no
military obligation, do you think you would have volunteered for ac-
tive military service?’” Those who replied “no definitely’’ or “no prob-
ably” were classified as reluctant. The percentage of true volunteers in
subgroups identified by age and education at time of enlistment are
shown in the first column of Table 4. The proportion of true volunteers
is highest in the youngest and least educated group and declines with
age and educational attainment. The fourth column gives the estimated
annual flows of voluntary enlistments in FY 1970-75 if the draft is
continued, the mixed force case. Multiplying by the proportions of
true volunteers, I obtain the estimated flows of enlistments if the draft
were abolished with no pay changes.’® The same question on draft-mo-
tivation was asked of officers on their first obligated tours and revealed
that 41.3 percent of officer accessions were reluctant volunteers. In
the absence of a draft, it is probable that officer procurement programs
will be revised placing more reliance on noncollege graduate sources.
Space precludes a fuller discussion of the supplies of officer personnel.

Depletions in supplies of initial accessions due to the loss of draftees
and reluctant volunteers are offset to some degree by improvements in
retention. Air Force studies show that first-term reenlistment rates are
substantially higher for airmen whose primary reason for entry was
unrelated to the draft.'* If the reenlistment rate of reluctant volun-
teers is assumed to be the same as that of draftees, one can deduce
probable reenlistment rates in an all-volunteer force.’* Higher reenlist-

™ These estimates contain a downward bias. It is likely that by FY 1970-75, the other
services will enjoy excess supplies of enlistment applicants, some of whom will replace
the reluctant volunteers. However, the shortfall in regular Army enlistments will persist.

 Survey questionnaires try to determine the single most important reason for original
entry. Two of several possible choices include “choice of service” and ‘“volunteered in

preference to being drafted.” Follow-up studies of respondents reveal that airmen selecting
these responses had substantially lower reenlistment rates.

* Qver the period 1957-64, the weighted average for first-term reenlistment rates of
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ment rates imply lower personnel turnover which, in turn, leads to
smaller required accessions to sustain a given force strength. If the

TABLE 4

ErrECT OF TEE DRAFT ON VOLUNTARY ENLISTMENTS—SURVEY RESPONSES
(Classified by Age and Education)

Number of DOD Voluntary Enlistments in

Age at Entry Pex;centage Samplet FY 1970-75
and of True N
Education Volunteers* With No Draft

Number | Percent
Draft} Number§| Percent

17-19 years of age

Less than high school. 79.3 167.8 27.7 122.2 96.2 36.6
High school graduate. 63.7 247.1 40.8 188.0 119.7 45.5
Some college......... 55.9 44.0 7.3 18.3 10.2 3.9
Total ............... 68.7 458.9 75.8 328.5 226.1 86.0
20 and over
Less than high school. 60.2 20.2 3.3 14.3 8.6 3.3
High school graduate. 42.3 61.7 10.2 42.8 18.1 6.9
Some college......... 32.7 64.4 10.6 31.1 10.2 3.9
Total............... 40.5 146.4 24.2 88.2 36.9 14.0
All ages
Less than high school. 77.4 31.1 31.1 136.5 104.8 39.8
High school graduate . 59.5 51.0 51.0 230.8 137.8 52.4
Some college......... 42.1 17.9 17.9 49.4 20.4 7.8
Total ............... 61.9 100.0 100.0 416.7 263.0 100.0

* Based on responses of regular enlisted men in their first term of service to the question,
“If there had been no draft and if you had no military obligation, do you think you would
have volunteered for active military service?’’ Entries denote the percentage who responded,
“Yes, definitely,”” or, “Yes, probably.”

T Figures may differ from force strength statistics due to elimination of nonrespondents
and sampling variability.

1 Estimates of voluntary enlistments in FY 1970-75 if the draft is continued.

§ Obtained by multiplying columns 1 and 4. Assumes that the draft is eliminated but
pay and recruitment incentives are unchanged.

transitional problems of moving to a voluntary force are ignored, I ob-
tain the following estimates of gross flow demands (required acces-
sions) to maintain a force of 2.65 million men:

draftees was R4 ==7.67 percent as compared to R = 22.06 percent for regular Army en-
listees. The observed rate for all enlistees, R, can be regarded as a weighted average of
the rate for true volunteers R, and of reluctant volunteers Rs which is assumed to be
equal to that of draftees.

R=FkRos+ (1 —E)Rs

where % is the proportion of true volunteers. In the case of the regular Army where
k = .568 (the proportion of true volunteers), the first-term reenlistment rate is estimated
to rise from R — 22.1 percent to R, = 33.0 percent. Similar improvements in retention
can also be expected of the other services as well as for officers.
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Gross FrLow DEMANDS FOR A FORCE STRENGTH OF 2.65 MiLLIoON MEN

Voluntary Force | Mixed Force .
Component (no draft) (with draft) | R2to
Total required accessions to enlisted ranks. . 333.5 472.0 107
Otherservices.............covievnn.... 188.9 257.7 .733
Army—total.............. ... ... ..., 144.6 214.3 .675
Volunteers®............... ..ot 144.6 159.0 .909
Inductions. ..........oovvivininaan., 0 55.3 —
Required accession of officers ............. 28.4 35.7 .796
Total gross flow demands................. 361.9 507.7 .713

* Assumes a 5.5 percent unemployment rate.

Voluntary supplies in the absence of a draft fall short of requirements
for the strength objective with the deficit being largest in the Army.

The manpower deficits can be eliminated by raising military pay to
attract more volunteers. The responsiveness of enlistments to pay
changes was estimated from cross-sectional data.*® Of several function-
al forms which were fitted to the data, the most consistent fit was pro-
vided by a complement supply equation.**

(1) 1 — E=ql8

where E is the enlistment rate and ¥ denotes relative pay, the ratio of
first-term military pay M to alternative civilian pay C. This supply
equation implies that a 1 percent rise in relative pay leads to a 8 per-
cent decline in the remainder (complement) of the population not in
military service. The elasticity of supply ¢ is,

-s(59

An upper bound to the necessary pay increase is obtained by re-
stricting the analysis to Army enlisted personnel. For a total strength
of 2.65 million, the Army enlisted strength is 857 thousand. Under a
continued draft, 159 thousand recruits are projected to volunteer while

¥ True voluntary enlistment rates in relation to the civilian male labor force 17-20
years of age (adjusted for mental qualification) were estimated for the nine Census regions
from the 1964 DOD survey. Two enlistment rates were developed corresponding to (1)
total DOD enlistments in Mental Groups I to III and (2) Army enlistments in Mental
Groups I to III. Voluntary enlistments of men in upper Mental Group IV (AFQT per-
centile scores of 20-30) were omitted since their enlistments were limited by recruitment
quotas. The data which were used in the supply analysis can be found in House Hearings,
p. 9957.

¥ This functional relationship was suggested to me by Prof. A. C. Harberger. In esti-
mating the parameters, an unemployment variable was included as an explanatory vari-
able. I have deleted it here to simplify the exposition. Since unemployment is held constant
in the projections, its influence is included in the constant term a. A fuller analysis of

supplies of military personnel is contained in the paper by Altman and Fechter in this
series.
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another 55.3 thousand will be drafted. In a steady state after the
transition, a voluntary Army with its lower personnel turnover can
be sustained by annual enlistments of only 144.6 thousand. If the
draft is eliminated, Army enlistments are expected to fall by 43.2 per-
cent to annual inputs of 90.3 thousand. The necessary increase in en-
listments is thus given by the ratio of required accessions to voluntary
supplies with no pay changes; that is, 144.6/90.3 = 1.601. The pay
increase (¥1/Y,) that will achieve this increase in enlistments is esti-
mated from the complement supply equation.

® (=2) - &)
1-E Yo

The estimated Army supply equation revealed an estimate for 8 of
.108 implying an initial elasticity of supply of 1.36. The necessary pay
increase to meet manpower requirements on a voluntary basis was esti-
mated to be 1.68.*°

The 68 percent pay increase is presumed to apply to men on their
first term. The mechanics of implementing this pay increase deserve
brief mention. The annual income of a serviceman includes money
payments for various reasons and some income in kind. In this paper,
I shall use the concept of tax equivalent income which includes (1)
base pay, (2) money payments for subsistence, quarters, and uni-
forms, (3) the implicit value of subsistence and quarters if the service-
man receives no money allowances for these, and (4) the tax
advantage.'® The total military incomes of enlisted men classified by
years of service appear in Table 5. It will be noticed that pay is ex-
tremely low in the first two years because pay increases prior to 1964
applied mainly to the career force. If first-term pay is raised by 68
percent, I assumed that the discontinuity in the pay structure would be
eliminated so that the average pay over the first three years of service
would climb from $2,500 to $4,200. In order to prevent reversals in
the pay structure, the career force would enjoy a 17 percent increase in
annual tax equivalent incomes.

With these pay increases, the armed services should be able to meet

* My estimate of the necessary increase in first-term pay is lower than the DOD esti-
mates. The DOD study presented three estimates corresponding to three values of B;
namely, the point estimate of B and the point estimate plus or minus one standard error
of the regression coefficient. For the case of a 5.5 percent unemployment rate, I have
reproduced the estimated percentage increases in first-term pay; see House Hearings, p.
9958; DOD low estimate, 80; DOD best estimate, 111; DOD high estimate, 181; my
estimate, 68. The difference between the DOD best and my estimates is due to different
estimates of required accessions. My procedure deals with a steady state in which the
Army enjoys the retention profile of a truly voluntary force.

" Income in kind is clearly nontaxable. In addition, subsistence, quarters, and uniform

allowances are classified as nontaxable, thereby giving servicemen an indirect tax advantage
which accounts for about 5.5 percent of tax equivalent income.
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TABLE §

ANNUAL MruTArY INCcOMES OF ENLISTED MEN
(For Pay Scales of FY 19063)

Years Total Army Base Pay as
of Income Percent of
. Total Taxable Base
Service DOD Income Income Pay Total Income
1...... 1,830 1,900 1,058 1,055 55.5
2...... 2,143 2,304 1,359 1,382 60.0
3...... 2,991 3,247 2,199 2,002 61.7
4...... 3,344 3,711 2,392 2,433 65.6
S5...... 4,130 4,248 2,691 2,575 60.6
6...... 4,462 4,465 2,792 2,725 61.0
7...... 4,649 4,596 2,937 2,858 62.2
8...... 4,741 4,797 3,037 3,003 62.6
9-12.... 5,235 5,377 3,409 3,280 61.0
13-16. ... 5,926 6,043 3,918 3,883 64.3
17-20.... 6,387 6,414 4,245 n.a. —_

strength objectives with voluntary supplies of personnel. Since the inci-
dence of reluctant volunteers is higher for older, more educated men,
the voluntary force can be expected to have a lower average education-
al attainment. Because of its lower personnel turnover, only 27.5 per-
cent of qualified males is required to sustain a voluntary force of 2.65
million men.

The lower personnel turnover also raises the career ratio defined as
the proportion of men on their second and later tours of duty. Hence,
the move to a voluntary army raises the career ratio of regular Army
enlisted men from .431 to .537. The age structure of the voluntary
force was thus developed from the new retention profiles and appears
in Table 6. Finally, the educational distribution of the voluntary force
was inferred from the education mix of true volunteers. It was as-
sumed that officer procurement programs for noncollege graduates
would be expanded. The proportion of enlisted men with 0-8 years of
education was small for two reasons. First, the minimum AFQT score
is assumed to be held at 16, and second, the secular trend toward more
education implies a slower growth for this population base. The hypo-
thetical educational distribution of Table 7 pertains to a voluntary force
in a steady state after the transition period.

In analyzing the cost and characteristics of a voluntary force, I ne-
glected several pertinent factors of which at least three should be dis-
cussed: (1) the transitional period, (2) the savings which obtain from
lower turnover, and (3) possible substitutions of civilians for uni-
formed men. In order to maintain force strengths in the transition, re-
quired accessions are likely to be at least 10 percent greater than in
the steady state. The necessary first-term pay increase to sustain Army
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TABLE 6

ActivE Duty FORCE STRENGTH BY YEARS OF SERVICE
(Hypothetical Voluntary Force, in Thousands)

Years of Service Total Officers Enlisted
O.vivnnn... 355.3 34.5 320.8
| 327.5 33.6 293.9
2. 00 .. 299.2 32.1 267.1
3 204.4 20.2 184.2
S 108.0 16.0 92.0
59 ...l 455.6 65.4 390.2
10-14.......... 343.3 51.5 291.8
15-19.......... 304.6 44.1 260.5
20-24.......... 165.2 28.1 137.1
25andover........ 86.9 14.5 72.4
Total.......... 2,650.0 340.0 2,310.0

force strengths during the transition is estimated to be 94 percent as
opposed to the previous 68 percent pay increase. The average annual
military pay over the first term climbs from $4,200 to $4,850.

In the mixed force, at least 10 percent of the active duty force is in-
volved in training. Since initial accessions to a voluntary force are some
30 percent smaller, the voluntary force strength could be reduced by at
least 3 percent and still retain the same number of men in an “effec-
tive” status. In addition, if men who are engaged in training others are
moved to other duty assignments, further savings could be realized. A
cut in the size of a voluntary force which achieves the same effective
strength implies a corresponding reduction in required accessions. Ne-
glect of these savings from lower turnover thus imparts an upward bias
to my estimate of the necessary pay increase.

Many medical, clerical, food service, and maintenance positions
which are now staffed by servicemen could be filled by civilians. Given

TABLE 7

ActIviE DuTYy FORCE STRENGTH BY AGE AND EDUCATION
(Hypothetical All-Volunteer Force)

Years of School Completed
Age

0-8 9-11 12 13-15 16 and Over Total

‘otal DOD
17-19 ... 25.7 145.1 212.1 18.0 — 400.9
20-21.. 30.3 170.8 248.6 26.5 4.8 481.0
22-24 ... 28.8 133.9 194.0 31.8 41.1 424.6
25-29 ... 22.6 127.3 188.7 41.0 84.6 464.2
30-34 ... 17.1 100.5 147.5 29.7 52.5 347.3
35-44 . .. 20.7 124.1 182.7 39.6 74.5 386.9
45-54 ... 3.1 19.1 28.8 8.6 30.2 89.7
55 and over. — — 0 0 0.7 0.7
All ages... 143.3 820.8 1,202.4 195.2 288.3 2,650.0
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current military pay scales, assignment of military personnel to these
jobs may well produce the lowest budgetary cost. However, when mili-
tary pay is sharply advanced, it becomes economical even from the
viewpoint of budgetary cost to substitute civilians for uniformed
men.'” By implementing these substitutions, the size of the armed
forces could be reduced without changing the tasks performed by the
totality of civilians and military personnel. A careful study of these
possibilities for substituting civilians should, in my opinion, be an inte-
gral part of moving toward a voluntary force.

II. The Financial Cost of the Armed Forces

According to the defense budget for FY 1965, the cost of active duty
military personnel was $12,662 million; retirement benefits accounted
for another $1,384 million.” A second estimate of the payroll cost is
obtained by applying the annual military incomes of Table 5 to the age
structure of the force. This estimate of $12,049 million differs from the
DOD cost because my measure of military pay excludes many pay
items.*® This latter procedure is, however, the only way to estimate the
budgetary cost of a voluntary force.

In order to achieve a voluntary force with the same strength as the
mixed force, the entire pay profile is shifted upward with the largest
pay increases applying to the first four years of service. In a voluntary
force, larger fractions of men are in the career force with the result
that the higher military incomes in later years receive more weight, If
the higher pay profiles are applied to the probable age structure of a
voluntary force, Table 6, I obtain an estimated payroll cost of
$16,103 million.?® These cost estimates thus imply that the defense

""The stock demand for military personnel is not completely inelastic. At higher prices,
fewer men would be demanded by the services. A consideration which operates in the
opposing direction is the provision of rotational billets. Some jobs must be kept for men
on rotation from overseas assignments. The demand for military men is likely to be de-
termined by the anticipated peak load demand so that a considerable part of the force is
alwavs idle. This is as it should be and the reason for maintaining a standing army.

® Statistical Abstract of the U.S., 1966, Table 153, p. 112,

® Flight pay, sea duty pay, and many other pay items were omitted in the annual tax
equivalent incomes shown in Table 5. Another source of error is that the age structure
of the force, Table 3, applies to vears of active military service, while the pay profile of
Table 5 is based on years of service for pay purposes; the latter is always equal to or
greater than the former, thereby imparting a downward bias to my estimate of the payroll
cost. Finally, I had only rough estimates of annual tax equivalent incomes for officers.

*In arriving at this cost, I assumed that an enlisted man received $3,900 in his first
year of service with annual increases of $300 over the next three years. Enlisted men’s pay
in later years was raised by 17 percent. The officers’ pay profile was adjusted to eliminate
the discontinuity in the pay prefile. As a result, average annual pay for officers in their
first three years of service rose by 20.1 percent. The additional payroll cost of a voluntary
force contains an upward bias since I have neglected the savings from lower personnel
turnover and possible substitutions of civilians for uniformed personnel. Finally, it may
be cheaper to attract recruits with recruitment incentives other than higher annual mili-
tary incomes. Initial enlistment bonuses, greater pay differentials for skilled personnel, or
educational/training benefits could be incorporated into the pay structure.
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TABLE 8
MepiaN IncoMEs oF CiviLiAN MALE LABOR FoRcE, 1964

Years of Education Completed
Age

0-8 9-11 12 13-15 164

17-19. ... 2,010 2,926 3,196 3,147 —

20-21*, ., 2,391 3,314 3,924 4,668 —
22-24%... 3,160 4,026 4,789 5,168 5,280
25-29%. .. 3,673 4,500 5,366 5,502 6,213
30-34.... 4,296 5,339 6,167 6,910 8,353
35-44. ... 4,710 5,860 6,528 7,389 9,853
45-54. ... 4,717 5,636 6,549 7,855 10,846
55 and over . 4,229 4,944 6,135 6,642 9,883

* Incomes for males 21 years of age and under estimated from DOD survey of civilian
nonveterans, 16-21 years of age. Adjusted for unemployment.

1 Incomes interpolated from data for ages 20-21 and 25-29.

1 Median total incomes taken from Statistical Abstract of the United States, 1966, Table 157,
p. 115. Figures were adjusted for unemployment rates of 2.8 percent for males 25 and older
and with more than 8 years of education, and 4.7 percent unemployment for males with
less than 8 years of education.

budget must be increased by $4 billion per year to obtain a voluntary
force of 2.65 million men. The budgetary cost of moving to an all-vol-
unteer force would be even higher if one considered the transitional
period and additional retirement benefits.

Turn next to the financial cost of the armed forces to the economy
as a whole. In both mixed and voluntary forces, 2.65 million men are
allocated to maintaining the defense of the nation and are thereby kept
out of the civilian labor force. The alternative cost of the armed
forces is the value of civilian goods and services that could otherwise
have been produced by them. An ideal measure of this cost would re-
quire estimates of the marginal value products of men in military ser-
vice. An approximation can, however, be obtained by assuming that
civilian incomes are equal to marginal value products. Median civilian
incomes in 1964 classified by age and educational attainment and ad-
justed for unemployment are shown in Table 8. If servicemen were re-
located to the civilian sector, it is assumed that they could earn the
same incomes as civilians of similar ages and educational attainment.
Two pieces of evidence suggest that these incomes are too low. First,
the median incomes of veterans were about 2.5 percent higher than in-
comes of all civilians.”* Second, a DOD survey revealed that prior ci-
vilian earnings were somewhat higher for men in the upper mental

* A comparison of median incomes in 1959 revealed that veterans typically earned more
than all males in the civilian labor force. Veterans 25-34 years of age with 12 years of
education earned 2.3 percent more than all males. An opposing pattern is observed for
veterans of World War II who were over 45 years of age in 1959; there, the veterans
earned less than all males. These income estimates can be found in, U.S. Census of Popu-
lation 1960, “Earnings of Total Civilian Male War Veterans in Experienced Labor Force

in 1959,” Table 16 PC (2), 8C. “Earnings of Males 25-64 in Experienced Civilian Labor
Force in 1959,” Table 1, PC (2) 7B.
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groups. Since the mental distribution of servicemen is higher than that
for the entire population (especially when education is held constant),
their alternative civilian earnings should also be higher. The use of
median civilian incomes thus imparts a downward bias to the alterna-
tive cost of labor resources allocated to the armed services.

If the mixed force described in Table 2 had earned the civilian in-
comes of Table 8, they would have received an aggregate annual
income of $13,041 million. The corresponding financial cost for the
voluntary force of Table 7 was $14,233 million or 9.1 percent greater
than that of the mixed force. Although the voluntary force has more
men with less than twelve years of schooling, it also contains more
older men, and on balance, the age effect outweighs education.

These cost estimates do not take account of personnel turnover. In
the mixed force, larger fractions of an age class enter active military
service for shorter tours of duty. The critical question is, are civilian
incomes in later life reduced by short (two to four years) tours of ac-
tive duty? The relationship of income to age (given education) can be
explained in two ways. One is that older men have acquired on-the-job
training which is reflected in higher incomes. The second argues that
age is a proxy for maturity and stability which commands higher
income.? If the first explanation is correct and if military training is
not a perfect substitute for civilian job experience, the financial cost of
the mixed force must be increased to reflect the cost of postponing ci-
vilian job training for more members of an age class.

The financial costs of $13.0 and $14.2 billion for mixed and volun-
tary forces are only slightly larger than the payroll cost of $12.7 billion
for the mixed force. Military pay is, however, considerably below al-
ternative civilian incomes for men on their first tours, while men in the
career force receive slightly higher incomes than their counterparts in
civilian life. It should be emphasized that these financial costs disre-
gard the occupational preferences of individuals, some of whom are
involuntarily inducted into the mixed force. They simply provide a
measure of technical efficiency in terms of the value of goods and ser-
vices which the economy relinquishes to maintain a standing army.

III. The Full Economic Cost of the Draft

The full economic cost embraces the principle that equalizing in-
come differentials are properly included in the opportunity cost of
acquiring men for military service. A simple theory of occupational

“ Becker argues that the age profile of income is mainly attributable to investment in
human capital via on-the-job training. See G. S. Becker, Human Capital (Columbia Univ.
Press, 1964). The second thesis could be rationalized by my theory of fixed employment
costs. Older men are more likely to be married and possess other attributes which are
correlated with low labor turnover. If hiring and initial training costs are large, it be-
hooves the firm to offer higher wages to men with longer expected periods of employ-
ment. See, W. Y. Oi, “Labor as a Quasi-fixed Factor,” J.P.E., Dec., 1962,
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choice along the lines of Marshall®® provides a useful analytic frame-
work. The economy can be imagined to consist of two industries:
military and civilian sectors. Since pay cannot be separated from con-
ditions of employment, occupational preferences (utilities and disutili-
ties of the job) necessarily affect supplies of labor. Suppose that an
individual, 4, could earn an income C in the civilian sector while cur-
rent first-term military pay is Mo. If military and civilian pay were
the same, Mo = C, an individual with an aversion for service life
would elect to remain in civil life. Military pay could, however, be
advanced by enough to compensate A for his disutility, thereby at-
tracting him into the military sector. There is, in principle, some
minimum supply price 3/ with its accompanying equalizing differen-
tial ¢ such that 4 would be indifferent between employments in the
two sectors when M = (1 + ¢) C < Mo, 4 would volunteer for mili-
tary service.

Occupational preferences can thus be expressed in terms of equal-
izing differentials 3. If & > 0, the individual must be compensated
before he would volunteer. It is possible that some men prefer military
service in which case 8 would be negative. The supply of men to the
armed forces is then determined by the joint frequency distribution
of alternative civilian incomes C and equalizing differentials 8. At cur-
rent military pay, the voluntary supply of recruits consists of those
individuals for whom Mo > (1 + 2)C. If pay is advanced, the armed
forces could attract men with higher civilian incomes or with greater
aversions (meaning larger values of 3) for service life. The comple-
ment supply curve given by equation (1) implies that over the rele-
vant range, the frequency distribution of occupational preferences, 3,
follows an exponentially declining function.

The draft imposes costs on men in the armed services in at least
three ways. First, more men from an age class are demanded by the
armed forces under a draft because of the high turnover of draftees
and reluctant volunteers. Second, some men are involuntarily drafted
while others are coerced to enlist by the threat of a draft without being
compensated for their aversion to military employment. At sufficiently
high levels of military pay, all of these reluctant service participants
could, in principle, have been induced to volunteer. Finally, the true
volunteers who would have enlisted irrespective of the draft law are
denied the higher military pay that would prevail in a voluntary force.
First-term military pay can be kept at low levels because the draft as-
sures adequate supplies of initial accessions.

In the years ahead, FY 1970-75, it is projected that only 55.3 thou-
sand men will be drafted each year. If the DOD survey responses of
Table 4 are valid, another 153.7 thousand annual accessions to enlisted

# Alfred Marshall, Principles of Economics (8th ed., Macmillan, 1952), pp. 547-70.

This content downloaded from 128.151.244.46 on Wed, 25 Dec 2013 22:04:39 PM
All use subject to JSTOR Terms and Conditions




MILITARY MANPOWER PROCUREMENT 55

ranks can be classified as reluctant volunteers. These projected annual
flows of reluctant participants are distributed by education and age at
entry in Table 9. However, all 209 thousand reluctant entrants will not
be demanded by a voluntary force which is likely to enjoy consider-
ably lower personnel turnover. In fact, the projected annual flow of
263 thousand true volunteers would have to be increased by only 75
thousand to sustain a voluntary force of 2.65 million men: 55 thou-
sand in the Army and 20 thousand in the other services.

To measure the economic cost of the draft, one must know the mini-
mum supply price M at which each draftee and reluctant volunteer
could be induced to become a true volunteer. Such data are simply un-
available, and some simplifying assumptions must be invoked to arrive
at an estimate of this cost. It seems reasonable to suppose that the
153.7 thousand reluctant volunteers who entered as regular enlisted
men in preference to being drafted have less aversion to military ser-
vice when compared to draftees and men who never enter service.** In-
deed, if the draft were abolished and military pay advanced, I suspect
that most of these men would become regular volunteers. A lower
bound to the economic cost is thus obtained by assuming that these re-
luctant volunteers have the lowest minimum supply prices. According
to the complement supply curve for enlistments to all services, first-

term pay must be raised by a factor of 1.88 to attract an additional
153.7 thousand recruits.*

The exposition is facilitated by referring to the supply curve of
Figure 1. If the draft is eliminated with no pay changes, the annual

* Tt has been alleged that many reluctant volunteers are prompted to enlist in prefer-
ence to being drafted because of the uncertainties about whether they will be drafted, or
if so, when. In his doctoral dissertation, David Bradford argues that men who become
reluctant volunteers because of this uncertainty are those for whom the relative cost of
later military service is the greatest. He further argues that the absolute cost of active
military service is immaterial. I believe that his argument is specious because he considers
only a dichotomous choice. The gist of his simple model can be put as follows. Let Co,
be the subjective cost to the individual of active military service now, while C; is the
cost of entry at a later date and older age. If p is the subjective probability that he will
be drafted later, this individual would prefer to enlist now if C, < pC: or (Co/C1) < p.
Hence, only the ratio or relative cost of later entry, (Co/C:) matters. There is, however,
a third option available to every draft liable youth; namely, securing a deferment. This
may entail a cost Cq especially if he must become a father or minister, or if he must
pursue an occupation which bestows an occupational deferment. There are many reasons
to suppose that the cost of acquiring a deferment, Cq4, is independent of C, and C,, the
subjective cost of actually entering military service. Hence, if Cs < Co, the individual
would secure the deferment and never enter military service. Moreover, if Cq is the same
for all individuals, Bradford’s analysis applies only to men for whom the cost of active
military service Co is greater than Ca. For the details of Bradford’s analysis, the reader
is referred to, David F. Bradford, “The Effects of Uncertainty in Selective Service,” Tech-
nical Report No. 144 (Inst. for Math. Studies in the Soc. Sci., Stanford Univ., 1966).

* The complement supply curve, equation (1), for enlistments to total DOD revealed
an estimate of B of .315 with a standard error of .087. In the absence of a draft, the
enlistment rate (Mental Groups I to III) was estimated to be 27.8 percent of the qualified
civilian labor force in an age class. In deriving the supply curve shown in Figure 1, I set
f equal to .402, the point estimate plus one standard error. The elasticity of this supply
curve at the initial enlistment rate was --1.04. Because of the upward bias in the supply
elasticity, my procedure understates the magnitude of the economic cost.
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SuppLy CURVE OF VOLUNTARY ENLISTMENTS TOo TorAr DOD

supply of voluntary enlistments is projected to be around 263 thou-
sand men at a first-term pay Mo = $2,500. If pay is increased by a
factor of 1.88 to M, = $4,700, the annual supply of recruits climbs to
416.7 thousand men; i.e., from OA4 to OB accessions. The reluctant
volunteers (the line segment AB) enlist at the lower pay Mo in order
to avoid being drafted. The difference between their minimum supply
prices and the current first-term pay Mo represents an implicit tax
which is borne by these men. The aggregate annual cost for the 153.7
thousand reluctant volunteers is thus given by the area of the triangle,
DB'E, or $141 million. This estimate tacitly assumes that each re-
luctant volunteer is compensated in a discriminatory fashion without
compensating the true volunteers. If, however, pay were raised to
$4,700 for all recruits including true volunteers, the annual cost of the
draft is increased by the additional amount MoDEM, or $917 mil-
lion.?® The lower annual cost of $141 million which excludes rents
represents an implicit tax levied against reluctant volunteers who

2 In competitive labor markets, these rents are always included in the additional cost
of acquiring larger supplies of labor. If college professors could be conscripted and com-

pelled to work, or if the economic rents of teaching versus other occupations could be
eliminated, the budgetary cost of higher education could be greatly reduced.
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were coerced to enlist by the draft liability. In a sense, each reluctant
volunteer pays, on average, an implicit tax of $915 in each of the 3.5
years of his first term of service. If the point estimate of $ had been
used in these calculations, the aggregate annual cost, DB’E, is esti-
mated to be $192 million.*” Since each regular enlistee serves for 3.5
years, the total tax (excluding rents) borne by the reluctant volun-
teers in an age class is conservatively estimated to be $493 million;
the best estimate is $672 million.

The economic cost of conscripting men into military service is
harder to assess. The Selective Service System does not attempt to
draft men with the least aversion for military life. The supposition
that draftees were next in line above the point E in Figure 1 is less
plausible than in the case of reluctant volunteers. However, a lower
bound estimate is again obtained by assuming that draftees had the
smallest equalizing income differentials and hence the lowest minimum
supply prices. In Figure 1, first-term pay must be raised from M =
$4,700 to M. = $5,900 to attract the 55.3 thousand draftees (the
line segment BC) on a voluntary basis. If each draftee is compen-
sated in a discriminatory fashion, the implicit annual tax which is
borne by involuntary draftees is given by the area EB’C’F or $175
million.*® Since the average active duty tour for a draftee is about
1.9 years, the total implicit tax for draftees in an age class is $333
million.

Each reluctant volunteer and draftee could, in principle, have been
induced to enter active military service on a voluntary basis. The
draft, however, compels some to serve while others are coerced to en-
list at military pay scales which are below their minimum supply
prices. The difference between minimum supply price and current first-
term pay is simply an implicit tax—the economic cost of active mili-
tary service for reluctant service participants. A lower bound estimate
of this cost (for those who serve in enlisted ranks) is derived from the
area DC’F and is approximately equal to $826 million for reluctant
participants in an age class. If the least squares estimate of the sup-
ply of voluntary enlistments were used in the supply curve of Figure 1,
I obtain the middle estimates in the last column of the following sum-
mary table:

If the value of B is reduced from .402 to its least squares point estimate, .315, the
elasticity of supply falls from 1.04 to 0.82. Using the point estimate, the necessary first-
term pay M, to attract OB volunteers rises from $4,700 to $5,600.

* Since the draftee serves for only two years, his annual military income of $2,100 is
less than the first-term pay of regular enlistees, A, = $2,500. Hence, the annual cost is
slightly greater than the area EB’C'F in Figure 1. If B is set equal to .315, first-term
pay must rise to M. = $7,450 to attract the draftees on a voluntary basis. In this event,
the annual cost climbs to $243 million, and the aggregate cost for the draftees in an age
class rises from $333 to $462 million.

This content downloaded from 128.151.244.46 on Wed, 25 Dec 2013 22:04:39 PM
All use subject to JSTOR Terms and Conditions




MILITARY MANPOWER PROCUREMENT 59

EsTiMATES OF THE IMPLICIT TAX ON RELUCTANT SERVICE PARTICIPANTS

Low Estimate | Middle Estimate
(B=.402) (8= .315)
Annual first-term pay
My $2,500 $2,500
My oo 4,700 5,600
Mo oo 5,900 7,450
Annual cost excluding rents (millicns)
Reluctant volunteers (DB'E) ........... 141 192
Draftees (EB'C'F) .coovvviiinnnnn.. 175 243
Aggregate cost for an age class, excluding rents
(millions)
Reluctant volunteers .................. 493 672
Draftees ...ovvivii i, 333 462
Total ... 826 1,134

The economic cost or implicit tax placed on men who were coerced to
serve by the draft provides a lower bound estimate of the opportunity
cost of acquiring enlisted men. The estimates shown in the preceding
table are biased downward because the men who bear the cost are as-
sumed to be those with the lowest supply prices in the absence of a
draft. These estimates also neglect the rents that would have been paid
to true volunteers in a competitive labor market. Under a draft, we not
only tax the reluctant service participants but we also prevent true vol-
unteers from collecting these rents. The full economic cost which in-
cludes these rents is estimated to be $5,364 million when I use the sup-
ply curve of Figure 1.

It is of some interest to separate the economic cost of the draft into
(1) the loss of alternative civilian income during active duty service
and (2) the net sum of equalizing income differentials to overcome av-
ersions for service life. If the median 1964 civilian incomes of Table
8 are applied to the probable distribution of reluctant participants,
Table 9, the average alternative civilian incomes are:

ESTIMATED ANNUAL CIvILIAN INCOMES OF DRAFTEES AND RELUCTANT VOLUNTEERS

Annual Flows Civilian Military

(Thousands) Income Income Ratio
Reluctant volunteers .. 153.7 $3,450 $2,500 .72
Draftees ............. 55.3 3,810 2,100 .55
Total ................ 209.0 3,545 2,400 .68

The differential between alternative civilian and military incomes obvi-
ously varies, being larger for older, more educated men. The infrequent
college graduate who is involuntarily inducted can expect a financial
loss of over $3,000 a year. The aggregate financial cost to members of
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an age class (the difference between alternative civilian and current
first-term pay) is estimated to be $691 million. This financial cost re-
sults from the abnormally low levels of first-term pay and is indepen-
dent of the occupational preferences of reluctant service participants.

In this paper, the economic cost has only been estimated for men
who serve in enlisted ranks because of the draft. A fuller analysis
would include the costs borne by draft-motivated accessions to officer
ranks and to reserve and National Guard units. The available evi-
dence suggests that these men (especially those who enlist in Guard
and reserve programs) have high aversions for military service.?

In addition to the direct costs borne by those who ultimately serve
in the armed forces, the draft allegedly creates other indirect costs
which derive from the mechanics of the selection process. Under the
current Selective Service System, a youth can remain in a draft-liable
status for seven and a half years. There is some evidence which sug-
gests that employers discriminate against youths who are still eligible
to be drafted.** The youth who elects to wait and see if he can avoid
military service is likely to suffer more unemployment. He may be ob-
liged to accept casual employment which does not provide useful job
training for later life. Moreover, long periods of draft liability encour-
age youths to pursue activities which might bestow a deferment. When
married nonfathers were placed in a lower order of call in September,
1963, it was followed by small increases in marriage rates of males in
the draft-liable ages. It is also alleged that the draft prompts men to
prolong their education or to enter occupations which grant defer-
ments. These costs which derive from the uncertainty of the present
draft are, in my opinion, small when compared to the direct economic
costs incurred by those who are involuntarily inducted or who become
reluctant volunteers.

If the current draft law is extended into the decade ahead, it is pro-

® According to the 1964 DOD survey, draft-motivated enlistments accounted for 70.7
percent of total accessions to reserve and Guard components. Moreover, the percentage

of reluctant volunteers was higher for individuals with higher alternative civilian earnings
as revealed by the following excerpt from the House Hearings (p. 9956).

Annual Civilian Income Percentage of Draft-Motivated Enlistments
Less than $2,999 54.1
$3,000-$4,999 71.6
$5,000-$7,499 72.1
$7,500 or more 82.2

™ A survey of college placement offices in 1964 indicated that 48 percent of employers
placed restrictions on draft-liable males. According to the DOD survey of 22-25 year old
civilians, 26 percent with draft classification I-A said that they had difficulty in securing
employment. The credibility of this type of question is challenged by the finding that 17
percent of men with dependency deferments, III-A, also stated that they had difficulty
securing employment because of their draft liability. The percentages having “difficulty”
climbed with age and educational attainment. Further details of these surveys can be
found in House Hearings, pp. 10008-10010.
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jected that only 38.5 percent of qualified males will be required to staff
a mixed force of 2.65 million men. Since the draft assures adequate
supplies of initial accessions, military pay can be kept at artificially low
levels. Many servicemen on their first tour can correctly be called re-
luctant participants who pay substantial implicit taxes because they
were coerced to serve. A conservative estimate of the economic cost
(excluding rents) is $826 million—the amount of compensation which
would have been demanded by these men to enter on a voluntary basis.
If all recruits received the first-term pay needed to attract the last
draftee, the opportunity cost of acquiring new accessions would exceed
$5.3 billion.

An all-volunteer force offers a polar alternative to the draft. With its
lower personnel turnover, a voluntary force of the same size could be
sustained by recruiting only 27.5 percent of qualified males. The bud-
getary payroll cost would, however, have to be raised by $4 billion per
year.

In closing, it should be emphasized that the figures appearing in this
paper represent my estimates. The two crucial ingredients are the sup-
ply curve of voluntary enlistments in the absence of a draft and pro-
jected gross flow demands which are determined by personnel turnover.
Complement supply curves were estimated from cross-sectional data
on voluntary enlistment rates.*® The retention profiles which were used
to derive gross flow demands for an all-volunteer force generated an
age structure of the force which closely approximates that of smaller
professional armies in Canada and the United Kingdom. In the light of
the data examined, I am reasonably confident of my cost estimates, at
least for the assumed force strength of 2.65 million men.

If peacetime military requirements necessitate larger active duty
forces, all costs necessarily climb. To sustain a force of 3.3 million
men on a voluntary basis, the gross flow demand for new accessions
rises by roughly 30 percent. Estimation of the pay increase to achieve
this larger force involves an extrapolation of the supply curve beyond
the range which I consider to be meaningful.** The high budgetary cost

® Such data on a regional basis were only available for 1963. The recent enlistment
experience is strongly influenced by the Vietnam build-up and the high draft calls. In
any move toward a voluntary force, I would strongly recommend an on-going research

effort on the determinants of the supply of volunteers as well as on manpower utilization
practices of the armed forces.

2 The confidence interval for predictions from a regression equation becomes extremely
wide as one moves outside the range of the sample observations. Hence, the following
estimates should be regarded as only indicative of orders of magnitude. In order to sus-
tain a voluntary force of 3.3 million men, Army enlistments must be increased from 90.3
to 185 thousand per year; the latter gross flow demand of 185 thousand assumes a steady
state. According to the complement supply curve, first-term pay would have to be raised
from $2,500 to $6,350 to attract sufficient recruits. If part of the pay could be given as
initial enlistment bonuses, the defense budget for active duty military personnel would
be increased by $8 to $10 billion per year.
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of a voluntary force is not the only relevant consideration. If men are
procured under a draft, the high turnover of draftees implies that over
60 percent of qualified males would be demanded by the armed ser-
vices to maintain a mixed force of 3.3 million men. The military pay-
roll under a draft will be lower. However, the conscription of military
personnel simply substitutes implicit taxes levied on reluctant service
participants for explicit taxes on all citizens to finance the higher pay-
roll of a voluntary force. The real economic cost of maintaining a large
defense establishment is partially concealed since these implicit taxes
never appear in the defense budget.
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