
EXEMPLAIRE ~ 

COPY 1 6 6  
N A T O  C O N P I D Z N T I A L  

(Part II of the Gconomic Appreciation) 

The f irst  p a r t  of  t h i s  documento d is t r ibu ted  under 
reference AC/127-3;3?/499, was concerned wit12 the  zimlysis aiid 
presentation of  the  general  out look f o r   t h e  economies and 
public  f inances of the XATO and ‘%Jarsaw Pact  countries during 
t he  per iod  1977-1984. Consideration c m  now be given t o  the 
impact of these  probable developxents on t h e  capabi l i ty  of 
those  sane  countries -to re lease  %he ecai1oll;lic and f inanc ia l  
resowces t o  ingpleaent the  defence  effort  which they  regard 
as necessary  during  the  period under review, 

2. Since  the  defence  effort  of the  Varsaw Pact  countries 
and i n  p a r t i c u l a r  of t h e  USSR tends to  be grea te r  than t h e  
effort Q €  t h e  NATO covntr ies9  the econornic and filiawial pre- 
r equ i s i t e s  for the  implenentation of  the East’s effort, will be 
d e a l t  with f irst .  The poten t ia l  edge over  the NATO coirntries 
w i l l  thus  be brought out more c l ea r ly  and the  nagaitude of  t h e  
e f f o r t  which  needs t o  be ruade by those co-mtries will be  roore 
easily  perceived. 

(Signed) J. BILLY 

NATO 9 

1 I10 Brussels. 

-? N P .  T O  C O N F I D E N T I A L  

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



(Period 1977-1 984) 

I . INTRODUCTION 

It is  no easy  nat ter   to   assess   the  impact  of  econonic 
developments on the  defence potent ia l  of the  Varsaw Pact 
countries. The production and u t i l i z a t i o n  o f  resources   in   those 
countr ies   are  governed by central   planning  which,  particularly 
i n   t h e  USSR, gives  prdoa$tjr ' to th8 achlevementnof-'pof'iti6al  aims 
andmckoy8ingly t o  the.de€ence..effort .  

R. Loviet Union 

2. In   the  Soviet  Union, the  defence  effor t   cont ime s t o  

accounted f o r  between I l $  and 139; of the  national  product and, 
more spec i f i ca l ly ,   fo r  one f i f t h  of indus t r ia l   ou tput  and about 
one t h i r d  of  %he  output of the  engineering  industries.  One ' .  

t h i r d  of budgetary  receipts  goes on military  expenditures. 
During the   pas t  six years,  these have increased un average by 
4:O t o  596 per  annuill i n  r e a l  t e r i s  which is  a . b m t  t h e  same ss the  
r a t e  of growth of t he  economy, This average  covers a nuaber of 
f luc tua t ions  which are  the consequence OF t h e  successive arma- 
nents prograules .  I n   t h e   p a s t  two years , expenditure has in-  
creased by 576 t o  69; r e f l ec t ing  both t h e  scale  of a new cycle of 
armaments production and %he growSI in   t he   cos t  of these arma- 
ments. This is p m t i c u l a r l y  t rue  of  t h e  new s t r a t e g i c  arms 
systems  which  have been extensively deployed  since 1975 and of 
the  air   force  the  modernization of which, in   recent   yearsp  has  
generated an  increase of about  10% per   a inun   in   the   f inanc ia l  
resources  allocated t o  it, a r e f l ec t ion  of the high cos% of  t h e  
new type o f  equipment  issued. 

cat ion of the  weaponv and -to the  growing  outlay on the  re- 
search  which  the l a t t e r   e n t a i l s ,   b u t   a l s o ,  t o  the iilçreased c o s t o f  
f ac to r s  of production  partictl1ar.l.y  since,  in  certain  cases9 
different   technologies   are  used f o r  one and the  same type of 
production.  In  zdd-ition to t h i s  armaments e f f o r t  and t o  the  
upkeep of a very  considzrable  nil i tary  establi ,&nent,  the 
Soviet Union has   qu i te   c lear ly  p& i n  hand- a passive de2ence 
progralilme the   cos t  of which  cannot a5 y e t  be estilnated but 
which requires considerable.  material  and rilmpower resources. 
The o v e r a l l ' e f f o r t  can be est imated,   in   United  States   pr ices ,  
a t  $144 a i l l i a rd  i n  1975 as coapared with $707 milliai-d i n  
1 965 (in 1977 do l l a r s ) .  

.weigh  very  heavily on t h e  econony. For  some years nag it has 

3 .  The r i s e  i n  c o s t s  is due not only to t h e  sophis t i -  
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4. A special   feature  of the  Soviet   defence  effort  i s  that 
despi te   the  growing resources which it i s  absorbing, it i s  not 
affected by the   v i c i s s i tudes  of economic development  such as ,  
for exmple9   t he   f a i lu re  t o  meet the  Five-Year Plan t a r g e t s  o r  
the  episodic   s igns of s t r e s s   i n   t he   a l loca t ion  of resources. 
Znjoying as it does a h igh ,  po l i t i ca l ly   ino t ivz ted ,   p r ior i ty ,  
the  defence  effor t  absorbs a constant  share  of t h e  budget as 
wel l  as of  the  volume of available  resources. The Soviet 
nil i tary-industrial   establishment  occupies a pr ivi leged  posi t ion 
and i s  suff ic ient ly   powerful  t o  influence  goverment  decisions 
r e l a t i n g  t o  t he  .military progrannes which are  regarded as 
necessarys and even t o  force the Governnentls  hand. 

5. The repercussions of the  defence  effor t  on . the  economy 
are   both  quant i ta t ive and qua l i ta t ive .  The a l loca t ion  of  l a rge  
resources t o  uses which i n  nost  cases  are  unproductive hampers 
rap id  growth. The Soviet   forces and paramilitary  organizations 
keep  about  five  million  aen  (i.e.  roughly h?; of t h e  t o t a l  work- 
ing  population and nearly 896 of  the  nale  working population) 
out of  productive employment a t  any given  monent, and this a t  a 
time when the  nuaber of young people  coning on to t h e  labour 
market i s  tending t o  drop. In  addi t ion,   the  aruament indus t r ies  
swallow up a large  proportion of the best  technicians and t h e  
best   qualified  nanud  workers  al though  labour  productivity  in 
the economy as a whole i s  relat ively  very low. Likewise,  the 
p r io r i t i e s   a s s igned  tB the  armanents prograTriles D e a n  t h a t   i n  
p rac t i ce  a high  proportion o f  research  capacity and o f  the  a o s t  
advanced  technology is  used f o r  the i r   benef f t .  

6. The negative  impact of these   fac tors  on t h e   r a t e  of 
growth i s  however d i f f l c u l t  t o  assess. The separzbion between 
the  military and c iv i l   s ec to r s ,   pa r t i cu la r ly   w i th   r e spec t  t o  
research, i s  de t r inen ta l  t o  the  madernization of  production. 
The t r a n s f e r  t o  t he   c iv i l i an  economy of a large  proportion of 
mili tary  production  capacity would inevi tably be a slow pro- 
cess. On the   o ther  hand, a reduction i n  the  number of serving 
personnel would benefit   civil ian  production  proportionately.  

7. The defence  ef îor t  of the  other  Warsaw Pact c o u ?  
t r i e s  does n o t  weigh so heavily on t h e i r  economies.  Defence 
expenditures,  according t o  t he  budget s t a t i s t i c s   p u b l i s h e d ,  
account  for  only 29; t o  5YG of nat ional  resources, depending on 
the  country,  asking an average of 3.57;. The proportion of the  
t o t a l  working  population employed by the   forces   var ies  from 
about l .7% (Poland) t o  about 4% (Bulgaria) and the  average for 
t h e  six countr ies  would not appear t o  exceed 2%. 

N A T,.O C O N F I D E N T I A L  
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8. In   recent   years ,   the   ra te  of increase of mi l i ta ry  
expendi ture   in   the  East  Xuropean countr ies ,  a.lthou&  high, has 
been  lower than t h e   r a t e  o f  growth o f  the  econoay. S i g n i f i c m t  
progress hzs been made with the  nodemization o f  n i l i t a r y  equip- 
ment without however involving  excessive  mobilization o f  
research  and  production  capacity. This i s  because p a r t  of  t he  
defence  equipment is  purchased in   the   Sovie t  Union and p a r t  is 
manufactured  under  licence by those  countries with sugficient  
.. i ndus t r i a l  - capacity,  both for theiar wm.~u.se,t and Îo ïh  t h e i r "  
7darsaw Pact a l l i e s ,  Edupenditwe  arising from t he  maintenance 
o f  Soviet  occupation  forces i s  p a r t l y   o f f s e t  by de l ive r i e s  or" 
n i l i t a r y  equipment , 

9. There i s  no evidence o f  any  kind in  Soviet  budgetary 
data o r  in  the  inforiaation  available on the   t a rge t s  and resource 
a l loca t ion   i n  the 19'76-1980 Five-Year  Plan that - h e r e  w i l l  be 
any reduct ion  in   the resources committed to  defence. The 
o f f i c i a l  budget f igures  on ni l i tary  expendi ture   are   in 'any  case 
only o f  po l i t i c&  s ign i f icance  and. t he  s l i g h t  downward t rend   in  
the  defence  budgets  since '1974 obvio~sLy does not t a l l y  with 
the  Soviet  UfiïonE S v i s i b l e  build-up in the  nuxber m d  qual i ty  of 
i t s  arnaments wMch imvi t ab ly   l ead  tco m increase 211 budget 
connitaents. This very high I.evel of expenditure should con- 
t i m e  u n t i l   t h e  end of -&he decade  since  the  curlqeal  nilitary 
programmes presuppose long and increasingly  cost ly  nanu- 
facturing  cycles 

10. This e f f o r t  seens- f eas ib l e  and uqlikely t;O create  any 
spec ia l   s t r e s s   i n   t he   a l loca t ion  of  resources up t o  the  year 
1980. The  number of  young people of call-up  age will remain 
s u f f i c i e n t l y  high t o  perni t   cont inuat ion of  the  present  rilanning 
l e v e l s  and iraplementation of t h e  Tenth P l m  without axty l i k e l y  
change i n  t h e  system of  channelling the  best  silgineers and 
technicians  into.   the   mil i tary .and space.  sectors, . In.  addikion. . 

theye s8ems no prospect of any bot t leneck  in   the  provis ion of 
basic  resources f o r  the  defence  industries.  It dnould also be 
noted  that   the   construct ion of  the  planned  pipeline network 
towards  Eastern  &rope,  particularly  start.ing I m n  the  Friend- 
ship  pipel ine,  should go ahead i n  acccrdance with the  Plan. 
This  network, which is o f  undeniable  strategic  importance, wi1.1 
make it considerably  ec".sier9 in   the   event  of tension,  t o  ensure 
supplies f o r  mechanised e q u i p e n t  and f o r  forward a i r  forces.  
There is likewise a s t r a t eg ic   con ten t .   i n  t h e  announced in- 
ten t ion  t o  expand road building and t o  irilprove under -the:Plan 
the  Wûrsaw Pact corntr ies t  road.ns.twork. This i s  equally t rue  
o f  t h e  continuing  construction, undextXhe Tenth  Plan, o f  the  
M l 4  railway  l ine which should be f inished by 1381 and  which 

. .  
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w i l l  part ly   dupl icate  t h e  present  Trms-Siberim,  thus pro- 
viding new t r a n s p o r t   f a c i l i t i e s   f o r  t r o o p s  on t h e  Sino-Soviet 
f r o n t i e r .  The; increase in  t h e   c i v i l i z n   a i r   f l e e t  w i l l  provide 
a po ten t i a l ly   l a rge   capab i l i t y  f o r  troop transports. Mcmy 
keroflot   uni ts   are   current ly   being used for   the  twice  year ly  
r e l i e f  of mil i tary  personnel   s ta t ioned  in   Eastern Xhrope, 

II. The chanfielling o f  an-even  greater  share of pro- 
duction -than under  previous Plans i n to  Group R c i v i l i a n  nanu- 
fac tures  which can be used for s t r a t e g i c  or nil i tary  purposes ,  
. e i t he r   d i r ec t ly  or subject t o  quick  and.easy  adaptation, 
f i s the r   i nc reases   Sov ie t   po ten t i a l   i n   t he   f i e ld  of conventional 
warfare.  Perhaps more important s t i l l ,  however, is t h e  ex- 
tension and nodernization o f  i t s  a i r  t ransport   capabi l i ty  aad 
of pipeline  throughput which w i l l  increase   the   f lex ib i l i ty  and 
capacity o f  t h e   l o g i s t i c  system and t h e  speed  with which it c m  
respond t o  mil i tary  requirements ,   par t icular ly   in   the Yest. 
Th,? stockpi l ing o f  foad ,  which cannot  unfortcmately be 
assessed  with  my  degree of accuracy,  strengthens  the irn- 
pression of an increasing shif t  i n  c i v i l i a n  pro&lzction towards 
a reas  which would be essent ia l   in   t imes  of c r i s i s .  

. .  

12. By coaparison !vi t h  Soviet military night, the 
s t rength  of  the  Bast  Dxopean forces is ,  as already s ta ted,  
fairly l i n i t e d ,  In addi t ion   the   econmfc   d i f f icu l t ies  stemxhg 
from a lack of .basic  resources, a ce rh in   sho r t age  of qual i f ied 
manpower and balance of payments d i f f i c u l t i e s  which these 
countr ies  now face  and w i l l  probably  continue t o  f a c e   u n t i l   a t  
l e a s t   t h e  end of the  decade, would seem t o  indicate  that  re- 
sources  allocated t o  defence will not h e r e a s e  a s   f a s t  as i n  
earlier  years,   Konetheless,   since  the  overall  milita.my 
s t rength  of  tttose  countries i s  disproportionate t o  the   s t rength  
o f  the   Soviet   forces ,  this possible!, and even probable, down- 
ward t r e n d   i n   t h e  growth of mili tary  expenditure w i l l  have 
l i t t l e   e f f e c t  on the  balance -of forces  betvreea the E,?ATO and the 
Yarsaw Pact  countries.  

13. On the  other  hand,  the  extension in Zastem LXrope 
o f  natural   gas  and o i l  p i p e l i n e s   f m n  the Soviet Union w i l l  
increase t h e  effect iveness  of Soviet   logis t ics .   Current .  co- 
operation, which  should  increase, between Xast Suropean and 
Soviet   technicians  in  connection with c e r t a i n   i n d u s t r i a l  
d.evelopnent  .prograumes, i n  most cases on Sov ie t   t e r r i t o ry ,  may 
also nake it poss ib le   in   the  mediun-term t o '  switch between 
var ious  equipuents   in   cer ta in  COM23CON country indus t r ies ,  a 
development vhich would give a l o g i s t i c  advantage in   the  event  
o f  a p o l i t i c a l  o r  military c r i s i s .  . I .I . 
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14. This brief  assessnlent of the  econoaic  aspects of t h e  
Soviet  defence  effort up to the  end of t he  decade shows not 
only that military expenditure  could  continue. to r i s e  a t  an . 
average  yearly  rate of  4-36 wit!mut jeopardising  the  inpleuen- 
t a t i o n  of the  rela.%ivaly  noderate  Tenth Plan t a r g e t s ,  but a l so  
that   the  expected growth o f  t h e   c i v i l i a n  economy should  nake it 
possible ,  i f  need  be, t o  build up quickly and ef fec t ive ly   the  
capabi l i t i es '  of t he   mi l i t a ry  machine, p a r t i c u l a r l y   i n  the f i e l d  
o f  l og i s t i c s .  

I II. POST-l 980 UNCGRTAINTY 

15. The cwren t  Soviet and East Suropean Five-Year P lans  
w i l l  be coupleted i n  1930; in   the   case  of the  Soviet  Union it 
i s  known tha t  t he   r e su l t s  of the  Ninth P l a n  (1 971-1975) were 
below t a r g e t ,  wi-th the  possible  exception of agr icul tural   in-  
vestments. The current   planning  targets   are  less ambitious, 
with an econoaic  growth r a t e   i n   t he   r eg ion  o f  4.77; a year,  
Fo r  1976 a growth r a t e  c:? 57; was, in fact achieved  but it; was 
below the 5.& projected f o r  that year. The t rend i s  therefore 
towards a slackening o f  growth, which can be a t t r i bu ted  both t o  
t h e   f a c t  that the planners are  miare t ha t  t h e  econoq has 
reached a h.igher  degree 02 maturity aqd t o  the  factor  product- 
iv i ty   d i f f icu l t ies   encountered   bo th   in   agr icu l ture  and i n  
industry. 

16. This Cownwarc? t r e n d   i n  economic growth  can he ex- 
pected t o  extend beyond 1980; at the same t ine ,   the   increase  in  
defence  phmning may a t  l e a s t   i n i t i a l l y ,  be nore rapid Vnan 
that of the   na t iona l   p rodwt  and complicate  resource  allocation. 
There a re   o ther  factors, t o o ,  which nay aggravate  these 
s t r a ins .  On the  labour   f ront ,   f ie   populat ion growth  since 1960 
points  t o  a. drop i n   t h e  number of  young people  arriving on the  
labour  market and an increase i n  t h e  praport ion OP non-Russians 
i n  the working population. Where resource   a l loca t ios  i s  con- 
cerned,  the  volme of resources  devoted  to  e,xports. may increase 
if only la obtailn a bet ter   foreign  t rade  balance,  I L  i s  a l s o  
poss ib le   tha t  if t h e  economic s i t u a t i o n   i n  some of t h e  Warsaw 
Pact member countries  continues to deter iora te  the Russians may 
be obl iged  to   s tep up t h e i r   a i d ,   f i r s t l y  t o  na in t a in   po l i t i ca l  
s t a b i l i t y  znd secondly t o  prevent  these  countries Icmi:f seeking 
a i d   i n   t h e  West. 

77. Several  constr.ainls have already  coae t o  t he   fo re  i n  
connection w i t h  a Sudget, one t h i r d  of which,  according to the 
government i t s e l f ,  i s  devoted t o  military  spending.  Since 1973 
there  has been a gradual  drop i n  the  surplus  of r ece ip t s  over 
expenditure; ::Testern experts  believe  that  the  shrinkage of 
r ece ip t s   r e su l t i ng  f r o a  -&e drop in  national  incone mzy have 
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l e d  t o  a f a i r l y   l a r g e  budget d e f i c i t   i n  1976 and t h a t   t h i s  
d e f i c i t  may well  increase i f  budget  expenditure  continues t o  
r i s e   a t   t h e   p r e s e n t   r a t e  of between 6% and 775 a year. To wipe 
out this d e f i c i t  it would be necessary  either t o  increase 
taxes,  perhaps combined w i t h  a reform of t h e  p r i ce  s-truc%;ure9 
as was done in t h e  past, or  uore  simply.reduce  expenditure; 
however t h i s  would s e t  up s t r a i n s ,  make it even more d i f f i c u l t  
t o  a l loca te   f inanc ia l   resources  and possibly  lead t o  a 
slackening of t h e  defence  effort .  

.18, . According, to the long-term project ions nade by sone 
Western experts ,  in  order to naintain  the-  national  product and 
private  consuuption. growth . ra te  a t  the  comparatively  nodest 
l e v e l  - i f  there  i s  no increrase in   publ ic  demand - of  49; a 
yea r   i n   r ea l   t e rms   fo r  the period up t o  1984, defence  expendi- 
% w e  must n o t   r i s e  by more.than 2% ta 3% a year   in   real   terms.  
This  estimate would. be upset  only i f  labour and c a p i t a l  
productivity were t o  go up a f t e r  1980. But f o r  th i s  t o  happen 
a allasaber of conditions would have e0 be sa-bisfiad, such as 
growing inputs  of Western  technology and their   ,extensive dis-- 
semination  throughout  the  econony, a high  degree of innovation, 
be t t e r   ag r i cu l td ra l   pe r f  ornance and c e r t a i n  reforms.  Econonic 
considerations  are not, hcmver ,  the o n l y  o r  main cri-keria- 
gwerning "the assessment of the  volune of resources t o  be 
directed towards defence;  other factors nust also be taken  into 
consideration, f o r  exm,ple t h e  leadershipes  conception of t h e  
ex terna l   th rea t  o r  t he   po l i t i ca l   ro l e  of 1:ailitax-y power, It 
r;lay be assumed *at the  fbture  growth of national  product wi .11  
be  sufficient:   to a l low defence  spending t o  continue t o  r i s e ,  
although more slowly than a t  present, and a t  t he  saxe t i n e  
l e a v e  enough resources  available f o r  a progressive  igprovement 
in   l iv ing   s tandards .  

19. Although i n  a o s t  of t h e  other ?;jarsaw Fact  countries,  
except  Bulgaria,   the  defence  effort  s t i l l  takes up only a 
f a i r l y  small proportion o f  resourcesp it i s  l i k e l y  tha t  i f  the  
present  econonic d i f f i c u l t i e s   a r e  not ovemom  during  the nedut 
few years,  aai;?ly through  large-scale  Soviet a id ,  the 
modernization of "&e armed forces  which, since  the  beginning of 
t h i s  decade,  has  entailed an  average  increase  in  defence spend- 
ing  of almost loo/$ a year ,  w i l l  not be able to proceed  as  rapidly 
as a t  present. PIU& w i l l  depend on the  Soviet  Union? vhich 
wiil-'Contrlbüte::.to.. a vary&ing.:xlegreejto. the modbrnization o f  the  
forces 'of the .Eastern-  Europst~n".Bouli;b~ies, Be t h a t  as;':it.rnay;;"Xbe 
groivth rate of.expendi.ture wi2~; $mUahl,y:.rema&n high, ,cer ta%nly 
higher. than  the.  presen.t Levd  in the  NATO countries. 

E A T 0  C O N F I D X N T I A L  
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20. I t  follows, therefore ,  that; i f  the present   t rend 
continues  the  volule o f  armai;ients produced by the Garsaw Pact 
countr ies  as a whole, which is already  greater  than tha t  of 
the  NATO count r iesp  will increase at a nuch higher m-nual 
r a t e  than t h e  volume produced by the A l l i a c e .  On the  other 
hand, under  the  expenditure  assumptions  considered, the 
s t rength   l eve ls  of t he  Til'arsaw Pact f o r c e s  w i l l  remain s t ab le ,  
with perhaps a drop a f t e r  1980; t h e i r  r a t io  t o  -the l eve l s  of 
the  XATO armed forces w i l l  therefore  not vary much. 

X A T O C O N F I D E N T I A L  

-8- 
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21, Compared with present  defence  effort  o f  t he  Warsaw 
Pact  countries and espec ia l ly   tha t  o f  t h e  USSR which has   jus t  
been r eca l l ed ,   t ha t  o f  the  NATO countries  appears t o  be subs- 
t a n t i a l l y  lower,  both in  absolute  terms and espe.cfally as far 
as the  trend i s  concerned. The experts  believe t h 2 t  t he -p resen t  
armament product ion  in   the Warsaw Pact  countries is higher  than 
t h a t   i n  l”1Lted countries,  Yith regard t o  the   t rend ,  whereas the  
increase   in   the   Las te rn   e Î for t ,   in   rea l   t e rms  and since 1970, 
has  reached  an  annual r a t e  .o.f 4-5% which should  continue i n   t h e  
medium .term, in   the   Al l ied   count r ies  growth ra te . s ,   a re ,  with. a 
few exceptions,  smaller and ind ica te  a regular  trend  towards E 
decline,  There i s  a. disproportion between the  defence  effor t  . 

of the  vslrious  8.11ied  countries  especially between the United -’- 

Sta tes ,  whS:ch a l loca tes  a.lmost A?; o f  i t s  Gross Domestic Product 
t o  defence, and Europe,  where the  average  ra te  i s  3.6% of  GDP. 
Final ly ,   the   supply  l ines  o f  Purope as regards  petroleum and r2.w 
mater ia ls   are  a source of  weakness in   t he   even t  of tension o r  
conf l ic t ,  Even t.he dependencc? of t he  United S ta t e s  on external 
sources of  energy i s  growing. It  i s  d i f f i c u l t  t o  see t h i s  pos- 
i t i o n  changing over  the  next  few years. Ey - con t r a s t ,  the T’Jarsaw 
Pact  is.much more a t  ease a8 regards its supplies,   since i t s  
degree o f  self-suff ic iency remsi.n.s very high‘; This i s  a fur ther  
area of imbalance i n  favour of  t he  &st. 

pvIp1p Economic Aspects o f  Defence E f f o r t  
”””” 

22, 7herea.s the  rnil i tary  posture o f  the  Alliance  has 
weakened over  the las t  few years by comparison with t h a t  OP the 
Warsaw Pact, i t s  super ior i ty   in   p roduct ion  and technology, both  
in   quant i ta t ive  and qualitative  terrns,has been  maintsined. 
Allied  countries might., therefore ,  i f  they  wished,  allocate t o  
defence  wka.tever.volurne o f  resources  they deemed necessary, ‘ I n  
additicn,   during  the pex-,iod under  review,  the economic power 
o f  the  Allied  countries  should  contirme t o  grow and, as a con- 
sequence,  the  potential  resources which might be m a i l a b l e  f o r  
defence  should a l so  increase. 

23. The impact o f  the   Ul ied   count r ies !   defence   e f for t  
on t h e i r  economies i s  l i g h t   i n  view of t he  modest share of the 
national  product  al located t o  tha t  e f f o r t ,  Moreover, as within 
the  Allied economies the re  i s  no clear-cut  separation between 
production f o r  d.efence  purposes and t h a t  earmarked f o r  c i v i l i a n  
requirements, it I s  easy t o  achbeve a degree o f  interpenetrat ion 
between the  two sec tors  as regards  the  diffusinln of techniques, 
innovation and research and development. This makes it eas ie r  
t o  improve not  only  productivity,   but a lso the   qua l i ty  o f  the 
end product. On the   o ther  hand, the  inadequate  level of 
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standardization of equipment  manufactured for  defence  purposes 
i n  A.llied  countries  can  only be deplored,  as  the shoytcomfngs i n  
t h i s  f i e l d   r e s u l t   i n   l e s s   e f f i c i e n c y  with ever-increasing manu- 
factur ing  costs .  

24, Dcrir,g the   l a s t   t en   yea r s   t he   r a t e  o f  growth of  defence 
expenditure  has  been  lower  than tha t  of GDP, In  1976, for ins- 
tance,   the  share of resources .avai lable  f o r  t he   c iv i l i an  economy 
a f t e r   t h e  needs o f  the  defence  sector had been  catered f o r ,  

.rang.ed from. 947; of  the  t o t a l  for the  United S tz tes  t o  99% i n   t h e  
case o f  Luxembourg. In  terms of  the  defence  burden, it i s  evi- 
d a t  t ha t   t he   s i t ua t ion   w i th in   t he  A.1l.iance may vary  according 
to   the   degree  o f  industrializetion  achieved, The less-fndust- 
r i a l i s e d - c o u n t r i e s  which  have neither  energy  resources  nor 
industries  manufacturing 'heavy o r  sophisticated-  equipment, must 
import a subs tan t i s1   par t  of the  equipment required f o r  defence, 
This puts  e. par t i cu la r ly  heavy s t r a i n  on the i r  foreign  currency 
resources a t  a time when there  i s  a l a r g e   d e f i c i t   i n   t h e i r  
balances; o f  pa.yments, Co-operat.ion among the  All ied  countr ies   in  
both the  econosic  sphere 2nd t h a t  of  mi l i ta ry  a i d  would  seem t o  
be e condition f o r  maintaining sixch countries '   defence  effort  
a t  an  adequate  level, 

25= Ouring the  period 1977-1984, the   countr ies  of  t he  
Alliance w i l l  maintain  their   superior i ty  w i t h  regard t o  the 
number of men avai lable  f o r  call-up. This superd.ority i s  
coupled with the   fac t   tha t   the   personnel  have a l e v e l  o f  p rof i -  
c iency  higher   than  that   exis t ing  general ly  i n  t h e  Warsaw Pact 
countries,  The indus t r i a l i za t ion  which i s  proëeeding i n   t h e  
less developed  countries o f  the  -4ll iance  should  increase  their  
resources  in  terms 03 qualified  personnel who have become 
fani1iar"with  the  handl ing of  -complex equipment, The Allied 
supe r io r i ty   i n   t he   a r ea  o f  industr ia l   product ion sterns from t he  
research and development e f f o r t  made over  several  decades. 
This e f Î o r t  must be sustained, as it i s  a s ine  qua non for,main- 
t a in ing   t he  A11.ied lead, The rapid  technological  progress  in 
the  countr ies  o f  the  Alliance has many mil i tary  appl icat ions,  
but  provokes  an  increase of  expenditure and a.ccelerates  the 
r a t e s   a t  which  equipment  has ' t o  be replaced, This i s  an  addit- 
ional  reason f o r  seeking a harmonisation of  equipment through 
standardization o r  in te roperabi l i ty .  

. .. . .  . .  
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Allied  countries! lack of r2.w materials  and energy, 0 1 

26. The  economies of the iz-lliance do  not  have  sufficient 
domestic  resources in energy,  especially  petroleum, or in  raw 
materials. The problem is particula-rly  acute in the case of the 
European  countries, which have a substantial  deficit in basic 
resources,  The  situation is distinctly  more  favourable  for  the 
North herican Xllies, although  the  United  States has become 
more  dependent on supplies of hydrocarbons  from  abnoad  and this 
dependence is likely to continue  to  grow  during the next few 
years. The  Furopean  members of the  Alliance will be in the 
same  situation  as the hydrocarbons  extracted  Prom the.Morth Sea, 
although a gre.at=help..to t w o  .countries;. :will .not. be .enough ,to . . ~ 

modify  substantially the imbalance  between the Allia.nce's  over- 
all  requirements  and  resources.  The -,zllnerability of  I?;lli,ed 
countries in this  area relates not only to the availabiltty of 
products - an ernbargo by producing  countries  might sericusly. 
handicap the Alliance  at a time of crisis - but a l so  t o  the 
security of supply  lines, which are  particularly long and- f,ar- 
flung,  and  this too'is a source of concern  should  there be a 
crisis. The  security of the North Sea oil rigs is also a matter 
of concern for the Llliance. 

Prospects for. 1~7'7"984 
' 27. Even in the case of a moderate  growth  marked by uncer- 

tainties  during the period 1977-1984, Pt should be relatively 
easy for the Alliance  countries to increase the resources allo- 
cated ts defence, In 1976, defence  expenditure per capita for 
t h e  NATO countries taken together  amounted +O only $270, while 
the GDP per capita vras $5200. If a growth of 4% of GDP per 
capita is taken a.s a reasomble assumption, it should total 
approxim2,tely $7000 in 1984, i.e, an increase of $1800. per. cap- 
ita, OR the other hand, a 50% increase in per  capita  defence 
expenditure  spread  over the whole period  would  increase  such 
expenditures by only $? 35 in 1984 i.e. only 7@A of the  growth 
in per  capita.output. This seems to be a fairly ea.sy effort 
to make. However, it is t o  be expected that, during. this 
period  there will be very s t r o n g  pressures for socia-l' changes, 
environmental  protection  and the exploration of  new.basic 

(T1c,f, Document P0/76/q47(2nd revise) in which it is recalled 
that Xinisters.desire the Council in Permanent Session to 
give  special  consideration to the possible constraints which 
might  exist as regards the supply  to  Lllied  oountries of 
energy  and raw materials. 
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resources, The.main problem for Allied  countries,,  therefore, 
%rill not relate to available resources, but  to the choice  to 
be made as rega.rds their allocation. In the case of  defence 
budgets, the  main question will arise in the sphere of public 
finance, but'in the final  analysis the mswer will depend on 
political  criteria, 

- Problems of Financing 

will be  willing  marginally t o  increase their defence  expend- 
iture, as expansion - except when  it stems from large public 
investments T. is  the source of additional  funds for the states. 
and will improve the position of public finance at a time when- 
the burden resulting from the payment of unemployment- and  social 
benefits will have become  lighter. On the basis of scenarios 
which have been examined in  the first part of this document 
(see Document AC/127-I,P/499) it may1 Fessonably be  assumed that, 
as from 1978-1979, na-tionzl budgets  should be able  to  finance 
an increase in defence expenditure  at least  equal.to  the growth 
of domestic product (4-576 per year). Incidentally,  such an 
effort  would  be  totally  justified  by the need to make up for 
delays over. the last few years in the  implementation of  defence 
plans and to meet the growing  cost of sophisticated  materiel, 

28. The greater the economic growth, the.more governments . . 

1mpact:'of defence on the .balance of paymen.ts 
" 

29, For some countries, in particular the Less industrial- 
ized  ones, which in most  cases  depend on foreign sources of 
energy and raw material supplies, the purchase of military  equip- 
ment from  All-ied countries is an add.itiona1 drain on their 
foyeign currency reserves and is likely to a.ggravate their 
current balmce of  payment deficits;' The modernization of their 
miïitary  equipment  during  the  period under review might  heighten 
the imbaLance, The Lllia.nce will  have to take this handicap 
into account and, in order t o  assist  these  countries,  consider 
the establishment of procedures for aid  and  co-operation in the 
armaments fi.eld. . 

. .  

Probable orkentation of defence  expenditures  after 1980 

30. b3om the  above,  it appears that i.f the A-llfed  coun- 
tkies so desired, and  should the need arise, defence  expenditure 
could easily be increased  between now.and 1980, and  even  beyond 
that  year, without any  significant reduction in. existing or 
anticipa-ted  -industrial  potentia;  and  investment resources and 
withb.ut substzntially  affecting the improvement in the standard 
of living of the population,  According to the assumptions 
nade, which allowed for the  implementation of the Defence Plans, 
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the  people  should, on the  contrary,   continue t o  benefit  consid- 
erably from the  increase  in   the  nat ional   product .  However, the  
project ions  es tabl ished  in  1976 by the  na t iona l   au thor i t ies  
underestimate  such  po.ssibi.lities, The share  o f  the G I P  which 
it i s  proposed to   a l loca te   to   defence  might drop from 3.6% 
in 7976 t o  some 3.45: i n  1982 i n   t h e   c a s e  o f  the European 
members of  the  Alliance  (and from 5 0 9 %  t o  5% i n   t h a t  of  t he  
United S ta tes ) .  Such a t rend towards decline  does  not seem 
j u s t i f i e d  from an economic viewpoint. Assuming  a.n average 
econonic growth o f  some 4-..5% 8 year - based on prudent extra.- 
polations from the OECD scenario f o r  1980 - a s inci lar   ra te  o f  
-growth f o r  defence  expenditure would have no e f f e c t  on the  
growth yrospects  'of  - the  European countr ies   s ince  the  share  of  ' ' ' 

GDP al located t o  defence would remain  constant. 

31. The additional  question of  whether  such a growth i n  
defence  expenditure by comparison t o  t ha t  of  the  GDP would. lead 
t o  the   a l loca t ion  t o  defence o f  high-productivity  production 
factors  required f o r  the  economy a t  that  time  cannot be  answered 
in t h i s  p a p r  because l i t t l e  i s  known about   the  future   s ta te  of 
rn i l i twy and civilian  technol.ogies. Eowever, it may safe ly  be 
s t a t ed   t ha t  any adverse e f f e c t  wotlld be negl igible  as  it would 
involve  only a very modest share o f  total   productive  resources,  
i .e.  those required t o  increase the  defence  effort  from 3.6% t o  
4.-44%, Even a l imi ted   e f for t  t o  standard-ize eqiripment wculd 
o f f se t  t h i s  e f fec t .  This obviously  cannot be zpplied,  mutatis 
mutandis, t o  t he  USS!?, which uses f o r  i t s  defence 8 share o f  
GDP three  t imes  the  s ize  o f  t h a t  o f  NATO Europe. 

* 
* * 

32. Two conclusions c m  be d.ra.wn frora this b r i e f  analysis; 
the f i rs t  i s  t h a t  between now and l984 the   a l loca t ion  *to defence 
o f  up- t o  4@i o f  -GDP would no t ,pe rcep t ib ly   a f f ec t -   t he  economic 
growth r a t e  o r  create   ser ious problems as   regards   the  a l locat ion 
of resources. For average  rates of defence  expenditure  ranging 
from 4&-6% o f  GDP, t he  impact on the  economy  would be f a i r l y  
negl igible  and could  be o f f s e t  by  Sn e f f o r t  t o  standardize 
armaments. However, it must be borne i n  mind that  growth  ro.tes 
will vary s-onewhat f rom one country t o  another and tha t  some 
countries w i l l  experience  addi t ional   di f f icul t ies   in   achieving 
a sat isfactory  balznce o f  payments a s  a consequence o f  t h e i r  need 
t o  import  mizitary equipnent, It i s ,  therefore ,  very desirable  
t o  extend general economic co-operation as well 8s co-operation 
i n  the  production o f  armments, 
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33. The second  conclusion I s  that the problem o f  public 
finance rp.lsed by. the increase of ffefence expenditure in the 
general budget can only be solved in two ways, which may be 
employed  either  jointly ,or in alternation: 

( a )  a strcng, non-Inflationary growth which, by increasing 
public resources  and  limiting welfare expenditure, 
would make the financing of military  budgets  easier; 

expenditure in a direction more  favourable to defence. 
(b) the.re-orientation of an unchanged  amount of public 

This last option is, of course, a. po l i t . i ca l  one, but  would  seem 
to be Increasingly ';lustiffed' as,'arnong the various threats that 
are apparent, the danger  represented  by  the  defence effort and 
the build-up of  weaponPp ln the Warsaw Pact countries, and 
particularly in the US8K, becomes  incressingly  clear-cut  and 
menacing. 
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