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DEFENCE REVIEW COMMITTEE

Note by the Chairman

The Economic Appreciation prepared by the Economic
Directorate and reviewed by the Economic Committee in accordance
with the Procedures for the NATO Defence Planning Review(l) is
circulated herewith(2). , :

2. In advance of final approval by the Economic
Committee, the material in this report has been drawn upon
by the Defence Review Committee in the preparation of the draft
Ministerial Guidance to the NATO Military Authorities; it will
now serve as background information during the Trilateral and
Multilateral Examinations of Country Force and Financial Plans
to be held later this year.

(Signed) D.C. HUMPHREYS

NATO,
1110 Brussels.

This document includes: an attachment of 30 pages (AC/127-D/43%6)
Annex of 21 pages :
Corrigendum of 1 page

21; DPC/D(71)10, 19th May, 1971
2) AC/127-D/436, 12th April, 1973
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ECONCHMIC COMMITTEE

APPRECTATION OF THE ECONOMIC POSITION OF NATO AND
VARSIV PICT COONTRIES FOR THE PERTOD TEROGGH 1930

Note by the Chairman

In response to the request of the Defence Planning Com-
mittes(1l) an appreciation of the economic position of the NATO and
Yarsaw Pact countries for the period through 1980 is attached. - This
appreciation has been preper=ad in accordance with the revised
crocedures for the NATO Planming Review of May 1971(1), specifying
that & hasic Economic Appreciation, looking at the economic position
¢f the Alliance and the Warsaw Pact over the same time-span as the
Military Appreciation, and including possible trends in defence
expeénditures, be prepared by the Economic Directorate of the Inter-
national Staff and reviewed by the Econocmic Committee. In accordance
with these instructions and recommendations made by the Defence
Review Committee in July 1972(2} the Appreciation has now been com-
pleted and copies are herewith forwarded to the Defence Review
Committee,

2. The preparation of this Appreciation has been based on the

-information available from the OECD and naticnal sources concerning

the NATC countries, and NATO and national sources concerning the

Warsaw Pact countries. Close consultation has also taken place with
- the NATO Military Authorities responsible for the Military Apprecia-

tion(3) and the annual report on Soviet Bloc Strength and
Capabilities(4). _

3. It is to be noted that any projections of future growth
rates involve substantial uncertainties. The informaticn drawn upon
is however the best available, but the validity and usefulness of.
data relating to possible future developments rests very largely on
the assumptions adopted. For trends of defence expenditure more
than one assumption has been used while for the econcmic growth
projections the latest figures from QOECD sources are reported. The
latter should not be interpreted as forecasts of future economic
srowih retes, but only as providing reference data for assessing
possitle future develecoments. In particular, the future economic
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growth rates of individual countries are likely to show greater
variance from the projections than the aggregate trends for total
Warsaw Pact and total NATO. In view of the above and the changing
economic situation up-dating of this paper might be consider ed
useful as soon as new 1nformation becomes available.

(Signed) Y. LAULAN
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APPRECTATION OF TEE ECONOMIC POSITION OF NATO AND
TTRSIW PECT COUNTRIES FOR THE DRRTOD TIROUGH 1960

PART T INTRODUCTION

L. Economic cdevelopment in NATO countries up to 1970

The countries of the Alliance today possess the
experience of a quarter of a century of virtually uninterrupted

. economic growth - an unprecedented record in economic history as

regards both the duration and the strength of the expansion.
This record points to the existence of strong forces built into

modern economies favouring growth. Increased international

economic co-operation and the commitment of virtually all
governments to full employment and economic expansion has
strongly contributed to the growth performance. The period of -
growth has, however, not been without problems. No countries
have succeeded in keeping their economies on a balanced growth
path all the time. Inflation and balance of payments problens
were aggravated by the wealmess of the international »ayments
system and mounting international monetary problems, particularly
over the last decade. Total defence expenditures continued to grow
during most of this period, but the defence burden declined. This
vas particularly the case for European member cowntries in the
19605 when economic growth was considerably higher than the
growth of defence expenditures, the latter actually drorping
slightly in real terms cduring the second half of the decade.

2, The rate of economic expansion has been faster in
Europe than in North America over the last two decades, the
rate of growth of their gross national products (GiIP) averaging
4.8% and 3.6% respectively. The economic growth and increasing
interdependence of the European member countries has been such
that they are now emerging as a major economic power in their
own right which in some measure competes with the United States.
In additional impetus to growth was the creation in Burone of
two trade groupings which promoted trade not only within and
between the groupings, but also with North America and the
Third Yorld. Recent developments show that the process of
econonic integration in Europe will continue. The creation of
a huge economic community will continue to change the balance
between FEurope and North America. During this process it will
be increasingly important to achieve agreement with North .
Anerica not only on economic questions but also on all
Important areas of foreign policy including defence, on
relations with the Third orld and on efforts to preserve a
healthy environment.

3. Taking the years since 1950 as a whole, price and
cost developments were relatively satisfactory in the countries
of the 4Llliance. Frices increased less in North America than
in Europe during this period, 2..4% and 3.8} respectively
calculated as a yearly average. FHowever, by the end of the last
decade the inflatiocnary development worsened considerably in 2l
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countries and continues to be a major problem in spite of strong
neasures taken to fight it. A more satisfactory nrice develonment,
a narrowing of the wage differential between the United States

and other major industrial powers, and the realignment of exchange
rates which has taken place are factors which might be expected

to make US goods more competitive in future years and help solve
the serious balance of payments problem of the United States.

4, ‘The United States balance of payments dificits which
reached a record of $31 billion on official settlements in 1571
alone and economic imbalances in other major industrial cowntries ‘
were important elements behind the present international monetary »
difficulties. The Smithsonian agreement in December 1971 was
concerned mainly with realigning exchange rates. It did not
attempt to deal with structural weaknesses in the international
monetary system. These have still to be remedied berfore it is
possible to build a new and stronger international economic order.

B. Economic development in Wersaw Pact countries up to 1970

5. The Warsaw Pact nations have experienced ranid economic
growth during the postwar period. Between 1950 and 1960 the
yearly rate of economic growth was 6.1% in the Soviet Union and
5.6% in the satellite countries on average. During the last
cdecade the nercentages were 5.4% and 4.2% respectively(1). On the
wvhole, the growth performance has been higher during this nperiod
than in NATO member countries.

6. Factors independent of the Communist economic »lanning
system have contributed to economic growth in the postwar period.
Warsaw Pact countries have been anxious to acquire Western technology
and have been increasingly able to do so. Throughout the sixties,
the labour force in the USSR continued to expand sufficiently to
naintain the rhythm of "extensive® growth, but this was due more
©to the increased participation of women and a switch of workers from
seasonal to regular work than to the absolute increase in the number
of people of working age.

7. Economic expansion has, however, been slowing dowm in
ﬁée past decade, particularly in the more advanced countries (the
UZSR, Czechoslovakia, East Germany). For the most part this was
cve to a decline in the rate of growth of productivity,
HJeiiciencies in the Varsaw Pact R & D (particularly in develownnent)
systems have forced them to look to Western technicues to lessen
uhe technglogical gap, but they have had difficulties in introduc-—
tng such innovetions into the production processes. Furthernore,
The demonstrated vulnerability of Soviet agriculture to wnfavourable
gea$¥§r (in 1963, 1969 and 1972) has negatively affected economic
- :‘O L ‘

TT) Zee table bla) armexed
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8. Much of the responsibility for declining productivity
trends, however, rests on centralised systems of control of
economic development. Institutional rigidities, lack of marlet
competition and in flexible pricing have caused substantial erwror
and waste. ' ‘ T

9. Incentives to efficiency and enterprise in Varsaw Pact
countries have also been discouraged by the relatively small share
of resources allocated to the consumer. Per capita consumntion(1)
wvas estimated as only one-third to two-thirds of West European
living stancdards in the 1960s. The slowly rising standard-oif-
living is in sharp contrast to increases in investment, which
accounted for 30-35% of GNP in 1970, considerably higher than the
investment share in most NATO countries. Consumer--oriented
allocations are also limited by the defence burden. The estimated
value of Soviet military outlays (which represent about 85 of
the Varsaw Pact total) rose appreciably in the 1960s and, despite
a recent levelling-off, is now prcbably directly comparable in
terms of the resources it commands with US deferice exmenditures.

10. Symptomatic of these basic problems has been the
failure of a dynamic, viable "Common HMarket" to develon out of
COMECON, the organizational framework for economic relations
among Warsaw Pact countries, The foreign trade of the USSR is
sitall with exports accounting for only 2.5 of GNP. In the case
of other Warsaw Pact countries, the export share is considerably
grester (10-20%) and 60% of their trade is directed to each other
or the Soviet Union; none of the East European nations is self-
suificient and all are dependent to some degree on foreign trade
to meet their needs. Nevertheless, the USSR has not been willing to
impose, as a basis for COMECON integration its preference for joint
planning under tight central control, nor has it beem willing to
accept currency convertibility along with some decentralization of
economic authority as preferred by Hungary and Poland.

11. Underlying the recent deterioration in economic
performance has been Soviet reluctance to permit adequate reform
of the relatively rigid systems and institutions within which
economic development is sought. All Warsaw Pact govermments,
the USSR included, have experimented in the 1960s with promising

-econonic remedies -~ increased imports of Western technology via

industrial co-operation, a more consumer-oriented allocation of
resources, and relazation of central economic controls. No
radical changes have resulted, however. The Soviet invasion of

. Czechoslovakia and the Brezhnev doctrine of 1963 clearly sirmalled

Moscow's continued insistence on limiting action along these lines.

(1) See Table 7 annexed for GNP per capita

NATO RESTRICTED
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PART II  PROJECTIONS OF ECONOMIC DEVELOPMENTS 1970-1980

L. In NATO countries

—~ OECD projections

12. The prospects for rfurther rapid economic growth in the
countries of the Llliance during the 1970s seem promising. But
the very high growth rates of the last decade and a half might
perhaps not be matched. The underlying growth forces are strong,
however, and might be expected to generate substantial additions
to the wezlth of member countries. On the other hand, the pressure
cf demand on available resources can be expected to grow even more
strongly and both the rate of growth and the pattern of resources
allocation in the future are a matter of conjecture. A starting
point for an examination of the prospects and problems likely to
arise in this field is provided by the authoritative study of
economic growth 1960-80 that has been made by the OECD. These
estimates are purely quantitative and do not take account oif the
consequences which might follow from major changes in world political
and economic conditions. Nor do they assess the effect of better
internal and external eguilibrium or the effects of environmental
preservation and increased leisure time on economic growth.

13. The OECD bases its projections upon the assumption
that the pressure of demand represents a normal degree of capital
utilisation during the period without either inflationary strains
or undersirably high unemployment. On these assumptions the combined
gross domestic product of the NATO countries taken as a whole might
increase at an average annual rate of about 4.7% between 1970 and
1980. The growth rate (annual average) in the United States and
Canada is put at 4.5( and 5.4 respectively and in NATO Europe at
@.9%. Part of the growth will, of course, be attributable to the
increase in the size of the labour force but in most member HNATO
Burope countries this is expected to average between 0.5 and 1%
yearly over the decade. The main factor contributing to growth must
therefore be a sustained rise in productivity.
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1970 1980 Yearly % increase

Population (million)

- United States 205 227 1.0

~ Canada’ | © 21 24 1.1

- NATO Europe 307 332 .

GNP (milliard US g)

- United States : 902 1,401 4.5

~ Canada 67 113 5.4

- NATO Europe 582 938 4.9

GNP per head (US g)

.~ United States 4,400 6,162 , 3.4
haed Canada 39131 49755 403
~ NATO Europe | 1,898 2,828 4,1

As can be seen from the summary figures given above for the NATO
countries as a whole, the GNP calculated in constant 1970 prices
would increase according to the OECD projections from US #1,550
milliard in 1970 to rearly $2,500 in 1980, Out of this total
the United States would account for some 57% in 1980, zbout the
sane percentage as in 1970. The combined GNP for NATO Buropean
member countries would increase by some $350 milliard over the
decade and would aporoach $1,000 milliard in 1980. . The North
American total would increase by some £500 milliard and would
exceed $1,500 milliard by 1980(1).

14. The effect on the standard of living of such a
development would also be considerable in spite of an estimated
population increase in the NATO area of perhaps 50 million during
the current decade(2). The average per capita GNP for HATO
Europe would increase from somewhat less.than £1,200 ner head
in 1970 to about #2,800 per head in 1980 or not far from the
present average level of total NATO(3). In North America the
GNP per head would increase further from the high 1970 level of
P4,400 in 1970 to perhaps $6,000 in 1980. Such increases in ner
capita national incomes are bound to have profouncd effects om
the structure of the economies of member countries. Racdicel
changes will take place in the demand pattern influencing the
direction of investments and production. Service indusiries will
continue to expand rapidly in response to increased cemand for
services. The importance of the public sector consumption might

2 See Table 2 annezed for details

§1§ See Table 1 annexed for details
3 See Table 3 amnexed for details

NATO RESTRICTED
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also increase as a consequence of the higher standard of living.
The changing economic balance this will bring about will have
repercussions on the pattern of both external trade and internal
demend. The further channelling of resources to achieve improved
health, education and other social services and an increasing
need to cope with environmental problems can be erpected to rein-
force the centripetal tendencies evident in govermment and
industry as the scope and complexity of their activities increase.

15. The OECD growth projections provide a quantitative
basis for examining the probable economic developments in the
Alliance in the 1970s. However, to obtain a better appreciation
of the problems and pressures that could arise and influence the
situation some of the more important non~quantitative assumptions
are briefly reviewed below.

- Factors which might retard the growth performance

16. The inflationary problems have worsened considerably
since the beginning of this decade and measures taken in major
Vestern countries to dampen price and wage increases have in
recent years contributed towards a slowing down of the economic .
growth in member countries taken as a whole. The problem of
inflation has yet to be solved however. This factor might
therefore influence the growth performance during the period under
review, and, of even greater importance, can be expected to distort
resource allocation and in particular add to the cdifficulties of
budgetary management.

PUBLI C DI SCLOSED/ M SE EN LECTURE PUBLI QU

17. The lack of internal stability has been the main
factor behind the serious external imbalances of major member
countries in recent years and of the monetary difficulties of
the late 1960s and the monetary crises of 1971. During the
nostwar period international trade expended at a rate never
75 experienced in economic history. This achievement was not
ggonly the fruit of international co-operation, it was also
fagllitated by a long period of relative stability of the
Eﬂ1n'cernat§onal‘monetary system. International trade, which has

been an important growth factor during the past two decades,
could also be one of the main growth elements during the 1970s.
“rade cannot, however, develop satisfactorily in an umstable
environment and an improvement in the international monetary

siteigiOn is therefore of major importance for future satisfactory
gI"OV . ’ -

S| FI EDY DECLASSI FI EE -

18. The necessity to protect the environment might be
expected to demand more resources during the current dscade.
The importance of this task might lead to a change in the
present concept of national income formulation whereby investment
in environumental protection would become a permanent and essential
nart of the process of calculating a nationfs wealth. ZEcononic
growth’measured by the domestic product, does not give an adequate
1nd1ca?ion of the increase in the standard of living in meénber
countries. The safeguarding of the external environment will

NATO RESTRICTED

-11-

-




PUBLI C DI SCLOSED/ M SE EN LECTURE PUBLI QUE

DECLASSI FI EDY DECLASSI FI EE -

.

S

iC]

NATO RESTRICTED
]2e AC/127--D/136

require measures vwhich are contrary to the aim of the greatest
grovth in production, but which nevertheless will improve the
people's living conditions and well-being. It is anticipated

that gradually choices will be made which will lead %o a greater
part of the increase in the standard-of-living being taken out

in forms other than those which appear in the domestic vroduct.
The reduction in working hours during recent years is an exanple
of such a choice. With the increasing standard of living,
shortening of working hours and more leisure time, pure production
considerations might be expected to be given relatively less weight
thus tending to slow the growth of the GNP.

19. The foreseen economic growth will depend upon rapidly
increasing supplies of raw materials and energy. On the energy
side some supply problems might emerge towards the end of the
decade. The effect of this factor is dependent upon the
dimensions of the problem. However, even if growth were not
handicapped, shortages could be expected to produce substantial
nrice increases, which would feed the inflationary forces and :
make the efforts of member countries to stabilise their econonies
nore difficult.

- Factors favourable to growth ' ' )

20. The enlargement of the European Economic Community Ifron
1st January, 1973 should produce economic incentives favourable
to growth in the countries concerned. Increasing co--orcdination
of economic policies within the EEC, and the investment opportunity
offered by the wider grouping should help increase productivity,
and higher trade turnover within the Community might tend to
improve the division of labour between the member countries.
Closer economic co-operation and the implementation of a common
monetary policy are likely to be key factors in securing monetary
stability and in doing away with internal and external econo:c
imbalances. High economic activity within a market of 300 miliion
people is bound to vroduce effects favourable to the develonnent
of international trade and payments in the 1970s.

21. The disappearance of the severe cyclical economic swvings
characteristic of the prewar period is partly due to the anti-
cyclical polic? pursued by governments, but also to the Tact
that the consumption share of GIiP, more or less unaffected by the
internal economic activity, has steadily increased. This is due
to the rising importance of public demand, the increasing -
influence of the service sector vhich is less affected by changes
in economic activity, and the strength of labour organizations,

‘all of which have had a stabilising effect on the purchasing nover

of consumers. The modern economies thus nossess an important
element of built-in purchasing power which guarantces a certain
mininum level of econcmic activity, below which it is unlilely

to fall. This is an important economic factor not %o be overlooied
when evaluating the growth prospects in the current decade. The
tendency is for these stabilising forces to increase during the
current decade, improving further the growth of the economies of
nember countries.

VATO RESTRICTZED
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22. External factors, such as détente and lower defence
expenditures, night also influence economic growth favourably

in the 1970s. The development in this field depends upon the
outcome of discussions on European security and on mutual force
rzductions in Europe. The immediate effect of agreements betireen
East and Vest in these fields is likely to be mainly of a
psychological nature. In the longer term, however, increased
East/West trade might play a bigger rdéle in stimulating grow?h.
This is particularly the case as far as imports of raw materials
and fuel from Communist countries are concerned. Additional
resources made available to the civilian economy as a consequence
of force reductions cannot be regarded as an important factor in the
growth picture. _

~ The economic outlook

23. To sum up the main points from the foregoing, the CECD
projections are the most authoritative and up-to-date concerning
the Alliance as a whole. They give a relatively favourzble view
of the economic prospects for the 1970s. Resources (GNP) are
likely to rise by 60% or more, most of the increase going into
higher living standards. To obtain this rate of growth the
incustrial and technological base will have to be both deepened
and expanded and the defence potential of the Alliance will thus
be considerably enhances. On the other hand, the growth actually
achieved could fall short of this projection. The problem of
maintaining a balance, whether this is in terms of supply and
dentand pressures within economies or in terms of adjusting to more
general changes taking place in the economic and social scene, could
vell mean that the growth path is lower than that projected. Even
on the assumption that the projections prove correct, the pace
of advance ~ as the OECD points out-- will be such as to pose some
najor problems in the economic field. The rate of increase projected,
although little different from that achieved over the last decade,
will, if maintained, not merely moke more acute the problems faced
in recent years, but will 1ift the problems on to quiteé different
levels. This is the case with the expansion of urbanisation,
housing, road systems and the increasing demand for services provided
by the State in such fields as education and health. As the OECD
report concludes, the achievement of high rates of economic growth
will not in itself provide a satisfactory answer for meeting the
changing social demends unless the growth process is properly
directed. Member countries will continue to be faced with difficult
rroblems of resource allocation and it would appear desirable that
the longer term objectives are clearly identified.

" B. In Varsaw Pact countries

- Likely economic developments in the 1970s
24. Conditions seem propitious for relatively rapid economic
growth in the 1970s although it will probably be slightly less
cpid than in the last decade. For the Warsaw Pact countries as a
whole a growth rate of some 4.5% (annual average) seems likely against
MNATO RESTRICTED
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a rate close to 5.0% in the 1960s(1). In the main this reflects
expectations of a continued slackening of the rate of growth of
the Soviet economy, which accounts for over three-quarters of
total GNP in the Warsaw Pact.

25, 1In Eastern Eurone as a whole, economic performance is
expected to match that of the 1960s even though less emphasis is
being placed on growth as a criterion. In fact, these countries
now appear willing to sacrifice some growth in order to imnlenment
programmes to benefit the consumer. Growth of labour nroductivity(2)
is likely to be supported by (4) expansion of industrial
co--operation and imports of Western technology, and (ii) gredual
proliferation of labour skills, "technocracy", and especially
computer technology and hardware throughout the labour force and
capital structure. With such stimuli, the less develoned economies
of Foland (where labour will probably be in surplus(B)) Bulgaria,
and Romania may well match the dynamic pace of average 5 - 7%
increases per year achieved in the 1960s. Some abatement of
Romania's expansion would not be surprising in view of an exmected
balving of its rate of growth of employment. Slower growth during
the current decade is also expected for Hungary and Czechoslovakia
as a result of tighter labour constraints. Development of
Czechoslovak productivity has also been set back by nolitical purges
and other after-effects of the Soviet invasion. On the other hand,

ne East German economy may well expand somewhat more rapidly in
the 1970s if, as is expected, there is a slight easing of its
labour shortages.

26, For the Soviet economy, although the growth rate can be
expected to slacken somewhat in the 1970s, it would still be

Y X my, £2 V-V N ~{ 4
quite respectable by Western standards. The figure of a 4.5

amnual average rise for the decade takes into aocount the
agricultural crisis and industrial slowdown of 1971/1972 which
may bring down the GNP growth rate to as low as 1.5% in 1972.
The longer-term estimate (4.5%)(#4) is based in the main on the
expected development of employment and investment, the growth of
vhich is slowing down, and on productivity, which is expected to
improve slightly.

See Table 5§a§ annexed
See Table 5(c) annexed
See Table 6(b) amexed
See Table 5(b) annexed
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~n | Yearly S5
1970 1980 | increase
Ponulation (millions)(2) | 346 376 0.9%
- USSR ' ' R - 243 | 267 0.9%
- other Warsaw Pact 103 109 | 0.7%

GHE (at established prices) (billion
US4, in 1970 prices, purchasing power

parity)(2) o 702 1085 4,5%
- USSR o 531 823 4,55
- other Varsaw Pact | 171 262 | 4.3
GNP per head (US @, 1970 prices,

vpurchasing power parity)(3) 2030 2900 3.56
~ USSR , 2190 | 3090 | 3.5%

-~ other Warsaw Pact ‘ 1660 2410 3,68

~ Factors which might retard growth performénce_

27. The foregoing projections are more likely to be over-
optimistic than over-pessimistic. A4 poor 1972 harvest and a
continuing industrial slowdown have held Soviet growth back to about
half the 4.5% pace in the first two years of the decace. Should
international tensions increase, military spending might accelerate
further from the present high level. On the basis of recent
performance, resource fungibility, and possibly consumer pressures,
such as reallocation would probably be largely at the expense of
investment, thus lowering its rate of growth. 4 further factor
likely to add significantly to the demand on available resources, thus
also pressing upon the funds available for investment, is the growing
necessity to protect the environment. '

. 28. Renewed East/West tensions might also limit productivity
gains by curbing Vestern exports of advances equipment and Tech-
niques on relatively favourable terms. Furthermore, the USSR
711) undoubtedly continue to have problems in introducing Yestern
technology into the piroduction process. In the USSR, productivity
growth might thus be held down to its 1% rate of the past decade.

2) See Tables 5(a) and 5(b) annexed

§1§- See Table 6(a) annexed.
35) See Table 7 annexed.
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29. Increases in productivity would probably also be impeded
if administrative reorganization either in the direction of
centralisation or decentralisation were extreme or sudden. A
policy of regimentation, with its stifling of incentives, would
add to the rigidities and waste already built into centralised
planning. At the opposite extreme, as shown by the Czechoslovak
and Hungarian experiences, a decentralisation involving increased
econonic freedom and competition might have a somewhat disruntive
effect on economic stability and growth.

30. Labour shortages may become serious in the more
advanced countries. Soviet employment, for instance, might rise
no more rapidly than the 1.3% rate planned, though this target
seems overly pessimistic to many Vestern observers.

31. Energy constraints might conceivably be felt in the |
latter part of the decade in those East European countries (all
except Romania) that have received the bulk of their oil and
natural gas requirements from the USSR. To the extent that world
energy supplies become scarcer, demand for Soviet oil and natural
gas from non-COMECON users will tend to increase. The USSR would
then have the option to increase its hard-currency earnings abroad.
Hungarian leaders have already expressed anxiety about Soviet
hesitation to make long-term fuel export commitments. Such
East Luropean doubts are probably not assuaged by current Soviet
negotiations with Yestern governments and companies regerding
future o0il exports in exchange for development assistance.

32. Finally, recurrences of extremely unfavourable weather,
with corresponding damage to agricultural output and to econonic
growth, cannot be ruled out. Agriculture remains one of the most
acutely sensitive economic sectors, especially in ‘the Soviet
Union. It is the potential source.of an improved meat and milk
diet promised by the régime, but the poor harvest of 1972 confirms
that the sector is still highly vulnerable. Years of
mechanisation and 'chemicalisation" cannot greatly alter the
climatic and location disadvantages, the short growing season,
an¢ the waste stemming from lack of market incentives. These
wealkmesses continue to divert considerable resources (gold and
foreign exchange as well as domestic production) from industrial
modernisation, ’

33. A coincidence of all these unfavourable possibilities
during the 1970s would probably result in a growth rate below 48
per year for the Soviet Union(1), if not for the Varsaw Pact
countries as a whole.

(1) See Table 5(b) (Low Variant) annexed
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34, If East/ifest relations improve sufficiently in the
19705 with or without new arms limitation agreements, the
Soviet defence share of GNP might decline further. & striking
improvement in Zast/lTest relations might result in an introduction
of Western technology that could contribute to a further narrowing
of the ‘Yproductivity gap". Efficiency and enterprise might also
be boosted more than is now erxpected if the current Soviet policy
of disfavour for economic decentralisation is reversed, though
there seems little likelihood of such a reversal at present,

35. The rate of increase in productivity might rise to
3.8% or so yearly in the USSR and moderate economic reforms
might also speed growth of the capital stock and employment. In
such circumstances, a yearly average rate of growtih of GNP
exceeding 5% might be attained in the USSR(1) with favourable -
repercussions on the rest of the Warsaw Pact countries.

36. Economic co--operation among Warsaw Pact countries
(e.g. in joint investment projects and multilateral monetary
experiments) may have some impact on economic growth.
Co~operation of CO/ECON countries with each other, as with the
Viest, is impeded by institutional rigidities and autarchic
policies of their state-trading systems. The COMECON programme
of 1971 appears non-committal and somewhat contradictory,
nentioning voluntary abstention by any member from Joint projects

a Romanian position), an approach to currency convertibility

Hungarizn/Polish preferences), and evolution of Joint planning

favoured by the Soviets). On the other hand, some further
increase in the modest scale of economic co-operation presently
practised would seem not only normal but even hard to avoid
among growving, relatively developed nations in close geogranhic
proximity. FEastern Burope is also becoming more amenable to
increased integration as it is realized that importis of Vestern
technology will not solve all econonic problems.

37. To sum up the main points from the foregoing, Soviet
economic growth during the 1970s is expected to slow cdown to
approximately the East European pace, which may continue past ”
trends. Such expansion (around 4.5% per year average) would '
still be respectable by Vestern standards. In the absence of a
substantial increase in the labour force, productivity increases .
are likely to become the principal growth factor. Higher .
productivity is likely to be sought by the Soviet leadershin not
in basic reforms, which might jeopardize central narty control
gf the economy, but in increased economic co~operation with the
Jest - i.e. greater imports of Western technology on easier terms.

PSS

(1) See Table 5(b) (High Variant) annexed.
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PART IT1: IMPLICATIONS FOR DEFENCE CAPABILITIES OF ECONOMIC
T DREVELOPIENTS 1970-19¢0

A. ~ IN NATO COUNTRIES

-  Agsumptions

« The assessments made below are based on the assumption
that no radical changes will take place either econonically or
politically during the period under review. It is recognised
that the international political and economic situation will
continue to evolve, but for the purpose of this report it is
assumed that the basic features, notably East/West relations, and
the US/Europe partnership in NATO, will not change sufficientl

to radically modify the general economic projections on which

any assessment of defence capabilities must rest. TIn such
circumstances the economies of the member states of NATO might

be expected to continue to grow at a rate more or less in
conformity with the projections made by OECD for the period

- 1970/1980 described in Part II above. It must be addec, however, -

that the OECD in making such projections drew attention to the

difficulties involved, notably the problem of assessing the ,
relative importance of the various factors contributing to pgrovth
and the extent and nature of their interrelation. The nrojections

of economic growth are therefore indicative of trends, rather than
forecasts. . .

- The resources base behind defence capabilities

39. As reported in Part II above the additional resources
likely to become available to member countries over this decade
could represent by 1980 an increase of 60% in real terms over
the 1970 level of GNP of member countries taken as a whole. The
rates of growth will vary from country to country and the OECD
projections are reported in Table 1 of the Annex to this paper. :
Such quantitative projections greatly over-simplify the »roblens
inherent in examining future resource availability and use. '
Nevertheless they provide a useful first view of possible future
situations regarding defence efforts. With such a rate of growth
the potential capacity of member countries for defence obviously
increases but the experience of the past decade has been tha®
demands on resources increase even more rapidly in such circun.-
stances making resource allocations even more difficult. Indeed,
circumstances of rapid growth can be less favourable for defence

than a more hardly won - and lower - growth rate which impells a

more strict and rigorous exemination and acceptance of the prior-

ities adopted for allocating resources.

- Possible future trends in defence ermenditure

L0, 1In response to the directive given in the terms of

reference(1) for this paper that possible trends in defence

expenditure be included, three hypotheses have been selected
for illustrative purposes.

CIT DEC7D(71)70, (I5%E Yay, 197T) kmex T parasrarh 0 3
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(i) That the defence expenditure share in GNP
is maintained (i.e. defence expenditure would
rise in real terms at the seme rate as GNP)

(ii) that the level of defence expenditure - in v
real terms - is maintained throughout the :
period

{iii) that defence expenditures are maintained but
only in money terms and that inflation, at a ,
rate similar to that of the 1960s (i.e. 4% v
per year), continues to erode the real purchasing
power of such outlays.

41. On the first hypothesis (i.e. that the defence share

»f GNP is maintained) which is the current resource guidance
Didopted by the DPC for force planning purposes, the growth rate
O)f defence expenditure would be the same as projected for GHE
omd consequently the yearly real increase would average close to
=35 for NATO as a whole(1). In terms of additional resources the
@Diverage level of expenditure (in constant prices) would be 60f
Tiigher in 1980 than in 1970(2). For NATO Europe(1) the increase
in 1970 constant pricesj would be of the order of $12 billion
wover the present level of some $20 billion. Such an increase
Wsould be presumed sufficient to meet all present major deficiencies.
L the other hand, it might be noted that this additional sum,
7iven if attained is below the present level of the costs incurred
Qy the United States for maintaining their forces in Europe.

CLOSED/ M SE EN LECTURE PUBLI QUE

g, 42, On the second hypothesis (i.e. that defence expenditure

.5 beld constant in real terms) and assuming economic growth rates

Eas %ndicated by the OECD, the defence share of GNP would fall to

—+. 4% by 1980 for NATO members(1) as a whole, compared with the 1970

Wshere of 6.9(3). In NATO Europe(1) the decline would be from

MDr.1% in 1970 to 2.6% by 1980, and within this aggregate figure

<’he precentage shares would have fallen below 2% in three countries

o.Denmark, Italy and Luxembourg), and to between 2% and 30 in the
‘emainder, excepting Portugal and the United Kingdom where the
sﬁare would still be of the order of 4% of GNP. Across the o
Atlantic the share in Canada would be down to below 2% and in the L
United States to some 5.6%. : : i

(1) DPC member countries ' fg
(2) See Table 9(a) annexed ;
(3) See Table 9(b) annexed _ : %
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43, On the third hypothesis (i.e. that defence expenditures
are maintained but only in money terms and the inflation
(averaging 4% per year) erodes its purchasing power),the real
value of defence would have diminished by 1980 by some 32%5
compared with the 1970 position. Assuming economic growth at
the rates projected by the OECD, the defence share of GNP would
fall by 1930 to 3.3% for NATO members(1) as a whole, and to 2.4%
for HATO Europe. VWithin these aggregates for no less than 5
countries the share would be below 25 by 1980.

- Trends in specific economic areas and their
imEIicaEion Tor gerence capaEiTifies

(a) Population and manpower develovments

44, The population of NATO member countries is exmected to |
rise from some 533 million in 1970 to very nearly 583 nillion by
1980, roughly the same rate of increase as in the »nreceeding _
decade(2). Theoretically therefore the maintenance of the present
personnel strength of the armed forces should preseat no
difficulties(3). A number of factors however can .be expected
to exert a considerable influence on the ability of member countries
to respond to military manpower requirements:

-~ The number of men reaching military age in the years
up to 1980 are set out in table 11(c). For most countries <there
should be no quantitative problem but changes in conscript/regular
content of the armed forces(4) and the length of conscript
service can be expected to continue to greatly influence the
problems faced by individual countries.

- The educational level of the population is likely to
improve considerably during the 1970s increasing the number of
specialists and the total supply of skilled personnel. Given the
econonic growth outlook, however, the labour situation can be
expected to remain relatively tight in most couniries. For the
armed forces this implies no easing of the existing difficulties
ol maintaining recruitment and particularly the enlistment of
sikilled personnel. It also implies that wages and salarias
generally, and consequently pay and allowances in the forces will
continue to rise sharply. '

(1) DPC member countries

(2) See Table 2 annexed

(3) See Tables 11(a) and 11(b) annexed showing probable trend
of military manpower share of total labour force if the
former is maintained at a fixed strength.

(4) See Table 11(d) annexed for further details.

NATO RESTRICTED
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(b) Raw materials and cnergy supplies

45. The consumpticn of raw materials and energy by the
armed forces and defence industries is minimal compared with
the total yearly supply of such products. Changes in the
military consumption of raw materials and energy have very
restricted effects on the total supply and demand picture and
on the price building process. The military demand for raw
materials can therefore be expected to be easily satisfied within
the framework of rapidly increasing production during the 1970s.
On the basis of the growth assumptions used, the total demand
for raw materials and energy can be expected to grow rapidly.
Even the development of minor shortages might affect the prices
and thus indirectly the defence capabilities through the
budgetary impact of rising costs.

(c) Public expenditure trends

46, One of the more marked characteristics of public
expenditure trends over the last decade has been the very rapnid
growth of total public expenditures and the declining share of
the total allocated to defence. The defence budgets of most
member countries are now sledom the major single elements of
state budget expenditure, education and health spending in
most countries having greatly increased over recent years. In

- fact, between 1965 and 1970 the budgets of member countries

increased at a yearly average of some 9 to 10% (in money terums)
taken as a whole., This increase was higher than the simulteneous
srowth of GNP and consequently the share of public consumption
in EN2 increased during the second half of the last decade.
Durinﬁlthe same period defence budgets rose (in money terms) by
some 4% in NATO Europe. For the 1970s two factors that are

- likely to influence most strongly the size of the defence

budgets will be the continuing pressure to step up civil expenditures
while at the same time economic policy is likely to continue to
require that the rate of {real) increase in total public .
expenditures is held to the rate of GNP growth.

h7. A recent study by the OECD(1), following their
earlier report on the growth of output 1960-1920, examines the
caanging pattern of expenditure which emerges from the figures
for the past and the projections for the period up to 1930. It

-shows that the two main factors contributing to rising public.

expenditures have been the sharply rising demands for services
traditionally provided by the public sector (health and education)
and the rising share of other private expenditures finances by
governnents as a result of social security and other welfare
plogrammes. The cuestion this raises is how fast and how far this
shift can go without aggravating the inflationary tensions.  If
these trends continue during the 1970s the budgetary constraints
nay be expected to remain or even become more serious than in
recent years. The allocation of budgetary resources between the

(1) Expenditure Trends in OECD countries 1960-1930 (July 1972)
NATO RESTRICTED
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different sectors of the economy will be determined by the new
set of priorities. The trend of recent years of a falling share
of defence expenditures of total budget expenditures can be
xpected to continue. The problems will be aggravated if the
forecasts reported by member countries to the OECD concerning the
development of the future public consumption materialise. The
majority of countries foresee that public consumption in

constant prices will grow more slowly than the GNF during

the 1970s, a factor which can be expected to intensify further

the competition for budgetary resources. :

(d) Cost and price inflation

48. During the first few years of the 1970s inflation has
been much more serious than cduring the last decade. It is a
possibility that prices might continue to increase steeply in
the next few years. To forecast changes in the absolute price
level five or ten years ghead is however impossible. To attempt
to0 do so would involve a forecast of the extent to which policies
to contain and control inflation in expanding economies are ,
likely to succeed. But there are strong forces affecting tiends
in relative prices making trend extrapolation valid to some
extent. As in the 1960s, it can thus be assumed that the deflator
for government consumption in all countries will rise faster in
the 1970s than the GNP deflator. Thus in current prices, public
consumption will continue to take a larger share of GiIP than in '
constant prices. In most countries the defence expenditure deflator
increased as fast, and in some cases faster than, the dellator
for government consumption in the 1960s. To maintain defence
expenditures in real terms(1) in the 1970s necessitates yearly

4 . P ' - A.-.L » >
increases in expenditures corresponding to the rise of the

deflator of government expenditures or more(2).

(e) Changes in relative costs in the field of
cfence spending S

49, Closely associated with the problem of rising prices
and costs are the effects of inflation on relative costs in the
defence sector i.e. the deterioration in the relation betwveen
operating expenditures and investments. The share of pay and
allowances and operational expenditures in total defence
exgenditures has increased from 78% in NATO European cowntries
1965 to ‘84% in 1971. As a consequence the share of resources
for investment purposes has declined from 22% in 1965 to sone
4165 in 1971. The effect on major equipment has been narticularly
significant, the percentage declining from 17% in 1965 to only
12% in 1971. The main factor behind this development has been
the steenly rising wage level throughout this period, pushing
up the share of defence expenditures devoted to pay and allowances.

(1) i.e. to maintain the same purchasing power (for defence
- goods and services) as that recorded in the reference year
%e.g. 1970 when constant 1970 prices are adopted).

(2). See Table 13 annexed. ,
NATO RESTRICTED
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8"1"he squeeze of investment resources led to postponement of investment
Egexpenditure, which also increased. This contributed to the continued
S narrowing of the investment margin, whereas in fact it ought to have
O increased to keep pace with technological progress and the resulting
Wchanges in military needs., These factors are likely to continue to
S make themselves strongly felt in the 1970s. To maintain the present
H1evel of defence capability requires allocation of additional real
Wresources to the defence sector during the defence planning period.

— Merely to maintain the actual level of real purchasing power of the
i defence budgets implies a certain reduction of the defence

w capability of the Alliance. The above considerations point to

? continued budgetary constraints during the 1970s, both within the

S defence budget itself and within the total budget.

(f) Other economic factors affecting the defence
capabilities .

¢ 50. The growing external imbalances and the consequent huge

O surpluses and deficits of major member countries of the Alliance

O during recent years have had repercussions on the defence capabilities

— of NATO. In two respects in particular - the stationing of forces

%where_ they are needed in central Europe, and the purchase and

I stendardization of equipment - these repercussions have been and are

, 1ikely to remain important. The offset agreements concerning

w stationing costs concluded between deficit and surplus countries

W have contributed towards easing the problem but not solving it.

L They have in fact been an additional factor making more difficult

7 the particular problem of achieving Jjoint NATO wide action to improve

9 procurement and standardization of equipment. Improvement of the

Cginternational monetary system should reduce the relative importance

Hcaf balance of payments considerations in the defence field. The
measures to correct the balance of payments position of the United

E}States should ease the problem of US stationing costs in Europe but

— the movement back into balance seems likely to take time, On the

L other hand, the enlargement of the European Community increases the

2 responsibility of European governments for the security of their own

< countries. :

a B. IN WARSAW PACT COUNTRIES

SCLCSED/

-  Assumptions

51. Any assumptions of the implications for defence capabilities
of likely economic developments in the 1970s in the Warsaw Pact °
countries is subject to far greater uncertainty than the parallel
assessment made above for the NATO countries. In the Warsaw Pact
countries economic developments are not subject to market forces
ar in Western countries, they reflect a more or less strict program-
ming which generally does not take account of supply and demand as
uzderstood in the West. In other words, production and the final use
o resources are the result of central planning reflecting policy
decisions of an arbitrary nature. The assumptions adopted for
examining likely developments can thus differ considerably. In

NATO RESTRICTED
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preparing this section it has been assumed that the Soviet leaders
will aim at as high a rate of economic growth as is consonant with
economic stability and the achievement of their prime objectives,
It is assumed that no radical changes in world power relationships
will take place, and that their main objectives will be to
strengthen their position and influence in the world, for which
purpose both economic and military power are relevant.

- The resources base

52, 1In Part II B. of this appreciation the most likely
‘development of the Soviet Union's economy was considered to be a
moderate slowing down of the rate of growth to perhaps some 4.5%
yearly on average through the 1970s: the average growth rate in
the other Warsaw Pact countries being of roughly the same magnitude.
Examination of why such a slackening is likely to occur throws some
light on the economic considerations that could influence the Soviet
military effort. In other words, to what extent is the future
growth of investment and consumption likely to entail constraints
on resources available for defence, or conversely, to what extent
is the increasing cost of the latter likely to entail a squeezing
of resources for investment and particularly consumption. With
this in view the Soviet leaders have determined, or will have to
determine, their choices and priorities in accordance with the needs
of economic developments. -

53. A review of the various factors which were considered in
assessing the growth of the Soviet economy up to 1980, provide a
basis for considering possible allocations of resources in the
future. The slackening of economic growth is mainly attributable
to the declining rate of increase of production factors, i.e.
capital and manpower, which began to make themselves felt towards
the end of the last decade. The allocation of resources to defence
and to defence-related R & D, as well as the vicissitudes of
agriculture, are among the more important factors behind this
development. Current Soviet plans indicate a continuing slowdown
of the rate of growth of investment up to 1975. This factor,
coupled with the continuing lag in the technological modernization
progranme, raises doubts about the passibilities of achieving the
accelerated growth rates in the latter half of the five year period
as envisaged in the plan. In such circumstances the scope for
allocating more resources to military-use might be somewhat reduced,
but in assessing the significance of such an economic constraint
a number of other considerations have to be taken into account.

54. In the first place the increase in total resources will
be very substantial even if the rate of increase slackens somewhat.
This will ensure a considerable degree of flexibility in resource
allocation, particularly as the Soviet Authorities do not have to
give the same consideration to consumer demand as in the Western
- type of open market economy. Furthérmore, the absolute level of
the resources directed to military use increased appreciably in
the 1950s and 1960s and is now comparable in the end results

NATO RESTRICTED
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achieved to the United States effort(l), although the economic base
is roughly only half the size of the latter!s. This implies that
further very effective increases in military capability could be
made without the additional resources absorbed having as great a
marginal significance as in the past (i.e. they would not need to
take the lion's share of the additional resources becoming available).
There are also, compared to the West, very considerable differences
in the method by which resources are shared out, which makes simple
quantitative assessments such as trying to measure changes in the
total rouble value of the military effort or its share of GNP, less
meaningful than equivalent estimates made for Western countries.

Specific economic factors affecting military capabilities

(a) Manpower and skilled personnel

55. Population growth has been slowing in most Warsaw Pact
countries since the mid-1950s, largely as a result of reduced birth
rates and ,except in Poland, the labour supply can be expected to be
tight in the 1970s(2). In the USSR the slowdown in the natural
increase, coupled with the drying up of the supply of surplus labour
from the countryside, poses a serious problem, as industrial expansion
must accordingly depend increasingly on higher productivity. From
the military point of view the position is somewhat different.
Difficulties were experienced in the 1960s in many Warsaw Pact
countries in finding sufficient manpower for the armed forces, as
the smaller numbers born in the war years reached military age.
However, the male population of military age will increase in the
early 1970s in most Warsaw Pact countries and during the whole of
the decade in the USSR. In such circumstances military manpower
constraints will not be quantitative(2) but some economic pressure
to respond to civil manpower needs is likely to be felt. However,
as mentioned earlier, resources allocation is dependent on planning
decisions rather than market forces, and consequently in the Warsaw
Pact countries a relative scarcity of manpower is unlikely to be .
felt through rising personnel costs,

(b) Raw materials and energy supplies

56. The impact of military requirements on available energy
and m}neral supplies is somewhat greater in the Warsaw Pact countries
than in the Alliance. In the USSR this feature also has a qualitative
aspect: the military effort is probably allotted a somewhat greater
share of high quality manpower, equipment and material than are
civilian actiyitiesa ‘The USSR is rich in fuel resources and in nearly
a}l raw materials except natural rubber and aluminium. The implica-
tions for Warsaw Pact military capabilities in the 1970s are '
consequently favourable in most respects. The exploitation of these
resources will require improved transportation and consequently
substantial investment and this could be a limiting factor.

(1) IT 1s estimated that in 1970 (in current prices at purchasing-

' power parity) defence expenditures amounted to g67.5 billion for
the USSR and $75 billion for the Warsaw Pact as a whole

(2) See Table 6 annexed ,
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(c) State expenditures

57. . The very different method of resources allocation and
measurement followed in Communist countries, makes it impossible to
describe developments in a manner comparable to normal usage in the
West. The published defence budget covers a far narrower range of
goods and services than in the West, with, notably, the major part
of defence production, and R & D located in the Science Budget.
Over the last four years the official defence budget has stood
still at 17.9 milliard roubles, science expenditures on the other
hand have increased from 10.0 milliard roubles in 1969 to a planned
15.5 milliard roubles for 1973. Other estimates of expenditures of
a military nature are included under other budget items, but the
information available is insufficient for an accurate assessment
of military spending in Western terms. The problem not only concerns
the items to be included but also how they are priced. Prices in
the USSR are administratively fixed and it is easily possible to
put a low price tag on military equipment. Consequently attempts
to assess possible future trends in terms of total expenditures are
of limited value.

(d) Inflation and changes in relative costs

58. The Warsaw Pact countries are not fully immune to inflation
in the sense that the total mass of money and of purchasing power
may increase faster than the mass of goods and services produced,

In such circumstances however it is not normal for prices to rise
in consequence; the authorities can aim to adjust prices to suit
their policiés. The effect of inflationary pressure is therefore
a shortage of goods rather than rising prices. Some experts believe
that major price changes of wholesale goods in the USSR have on
occasion been allowed to have an effect on the reported level of
the defence budget, that is, that the Soviet authorities have been
willing even in the military sphere to allow prices to reflect
rising costs. This is a possibility, but the evidence would seem
to suggest that the prices of military goods are closer to costs
than the prices of civilian goods.

* 59. The real .cost of military equipment must have risen
considerably in recent years, both in R & D and in production
because of the greater sophistication of weapon system. On the
personnel side, too, the trend must have been upward since wages
in the Warsaw Pact countries have risen slightly along with living
standards. In the 1970s, both these trends are likely to become
more marked. The consequences are likely to be greater discrimina-
tion in selecting priorities, but, compared with the situatio: in
Alliance countries, it is much easier to hold down the rise in
operating expenditure and, over the same time span, the pressure
for capital expenditures in the military field to rise will possibly
weaken as the USSR draws level with the West in advanced weapon
capabilities. C

NATO RESTRICTED
~26-

[



NATO RESTRICTED

IJJAC/127—D/LL36 ~ =27

@’ (e) Trade and payments

-

) 60, The USSR is almost self-sufficient economically, and has

0 3ittle incentive to link up with other states for purposes of
W specialization, The other six Warsaw Pact countries, on the other
Shand, are small and dependent on trade which over the two decades
Hhas been subject to pressure from the USSR to direct the bulk of
Wthis trade to other socialist states(l). Within the framework of
COMECON the USSR insists on priority for co-ordination of planning
E(i.e. integration on the basis of administrative/political choice
ywWhile paying lip service to the concept advanced by Hungary and
N Poland of trade and integration on the basis of comparative costs.
SThe USSR is the main producer of arms in the ¥Wersaw Pact and the
amain exporter both to Warsaw Pact partners and to less developed
Weountries. Even though much of this material is delivered on credit
Bterms such exports are an important source of income. The station-
Oing of forces in Eastern Europe on the other hand probably has to
Nbe set off against this revenue. It would seem unlikely that this
Opattern of trade and payments will change radically in the period
ounder review. Arms sales and stationing costs are likely to
Scontinue to be managed under a continuation of the present system.
DQThe opening up of East/West trade, on the other hand, has a long
away to go before it brings about the need for a radical change in
the present monetary and trading arrangements.,

The factors most likely to influence military capabilities

S| FI EE -

61. The considerations expressed above indicate the difficul-
gties of assessing possible future developments as these can and
dprobably will be largely determined by political considerations.
There are certain basic economic factors however that will influence
in a general sense military capabilities that might be summarized
Eat this point. There is some evidence that in the future investment
—and consumption will not grow at a much higher rate than national
Loroduct, and that these two end uses of resources are not likely
Lo exert increasing pressure on remaining resources available for
<iefence, The latter increased at about 3% annually over the years
d}966~70 and it seems that in the future there is room for further
Wincreases., It seems unlikely that the Soviet leaders, despite their
growing awareness of the burden which defence represents for the
economy, are prepared to achieve a shift of resources at the expense
of defence needs with a view to meeting deficiencies incurred in the
impelmentation of consumption programming. Moreover;, the sluggishness
of the Soviet administrative bodies is not suited to rapid transfer
of important resources from one sector to another. It is nevertheless
possible that the general slackening of the rate of growth of the
resources available, as well as problems arising from now onwards
in the implementation of economic plans which are, however, less
amb;tlogs than formerly, entail constraints on military programmes.
Soviet interest in an agreement on armaments limitation is then
highlighted by the fact that, in addition to the heavy burden of the
Soviet Union's armament programmes, she is facing further military
outlays resuiting from the deterioration of her relations with China.

(1)" See Table B (a, b) annexed
| NATO RESTRICTED
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PART IV  SUMMARY APPRAISAL

- - Changes in the relative economic'ca abilities
NXTb;Warsaw Pact

(a) The balance in'1370

62. Compared with Warsaw Pact countries the economic strength
of NATO members - in 1970 - shows to considerable advantage in terms
million compared with 346 million) and

are, however, marked differences in the two groups of countries in
their inter-relationship and economic systems that favour the Varsaw
Pact when the use of economic potential  for military purposes is
considered. The USSR has exerted a dominant influence on the
direction of economic development in Eastern FBurope. The defence
sector of the economy has been given top priority and with the
concentration of all major (economic) decision-taking at the top,
military capabilities have been radically expanded over recent years
at the same time that economic growth has been relatively rapid.

The USSR has now probably caught up with the US in terms of the

-resources devoted to military use although this is on an economic

base of roughly half the size.
(b) The balance in 1980

63. By the end of this decade the defence potential of the
economies of both the Warsaw Pact and NATO member countries will
have increased considerably. Projections of economic growth have a
value that is limited by the assumptions upon which they are made.
However, assuming no major economic upheavals occur, growth rates
of GNP on both sides will be similar (between 4 and 5% yearly on
average)., This would amount to an increase in GNP from 1970 to
1980 of the order of 50 to 60% in real terms. It implies that the
NATO member countries will continue to stay well ahead of the
Warsaw Pact in terms of magnitude of GNP (e.g.-in 1980; total NATO
GNP will amount to some #2,500 milliard and total Warsaw Pact GNP
to some $1,100 milliard). In terms of population NATO will also
remain well ahead of the Warsaw Pact (583 million and 376 million
respectively), However, in the use to be made of the increased
wealth, notably for maintaining or improving military capabilities,
both groups will face new problems and difficulties.

64. In the Warsaw Pact countries and notably the USSR, economic
development must increasingly switch from an "extensive" to an
"intensive" use of resources, due mainly to a growing scarcity of
labour and capitel. It will become increasingly nécessary to look
to improved technology and rising productivity for growth. This
will require a continued high level of investment over-a period
when demand pressures for consumer goods, even if contained, become
greater. Such a development is likely to lead to a continuing re-
appraisal of priorities in resource allocation. The recently

(1) All data pertaining to NALO country GNP are at market prices
"in this section for purposes of comparison. Such data in otaer
sections, including the annex, are at factor cost
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announced Soviet 1973 Plan is an example of how such a re-appraisal
can be made at relatively short notice.

- The main implications of the above for the defence/
miilfary capablfl?les o1 NA an e Warsaw Pac

countries

65. Barring unexpected developments that would lead to a major
economic slowdown, the strength of the economies and the potential
military capabilities of both NATO and Warsaw Pact countries can be
expected to increase substantially over the period under review,

It goes without saying that the uncertainties attaching to economic
projections and the importance of the assumptions chosen, call for
caution in drawing conclusions. It should be noted that failure to
achieve the necessary changes in international trade and monetary
relations could significantly change the economic outlook and in
particular have unforeseeable effects on resource allocations. In
the immediate future the current difficulties for agriculture in
the USSR and the inflation in the West could result, for example,
in a less favourable economic outturn in the first half of the
1970s, and even have repercussions extending over the whole decade.
However, the probability of such developments significantly affect-
ing the relative economic strengths of the two groups of countries
is small. The combined GNP of NATO member countries may rise - in
constant price terms - by $1000 milliard to reach $2,500 milliard
in 1980. In the Warsaw Pact countries the increase in GNP in
comparative dollar terms is unlikely to exceed $400 milliard, which
would raise the total to over 1,000 by 1980. On these hypotheses
there will thus be considerably larger additional resources
available to NATO member countries than to the Warsaw Pact. On
the other hand in relation to each other the GNPs of the two areas
will maintain roughly the same ratios (100 to 40),.

66. While in terms of economic growth the advantage would
seem to lie with the West, in terms of the military use made of the
resources a largely counter-balancing advantage would seem to lie
with the Warsaw Pact. In NATO countries it has proved very
difficult in recent years to maintain the share of resources (GNP)
allocated to defence. As a result of détente and the subsequent
improvement in international relations, consumer demands and other
social needs such as protection of the environment and urbanization,
will become an increasing drain on resources. In the Varsaw Pact
countries similar pressures will be felt but in a very attenuated
form as the centralization of the political and economic system
make the authorities less responsive to public opinion. Consequently
it is likely to remain considerably easier for defence to retain a
higher priority in these countries compared with NATO. Futhermore,
as the USSR has little chance of matching the United States in
economic power the improvement of her military strength for exerting.
international influence is likely to be a first consideration.

_67. To illustrate the implications of possible economic
gevelopments on relative force capabilities, one might start from
the assumption - a rather optimistic one in fact - that NATO
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throughout the period will do no more than maintain its defence
expenditures in real terms at the 1970 level. This would iqply a
defence share of GNP for NATO as a whole declining from 6.7% in
1970 to some 4% in 1980. Turning to the Warsaw Pact countries two
possibilities seem relevant: maintaining the relatively high share
of total resources currently allocated to military use or allowing
this share to decline slowly. In the first case the Warsaw Pact
countries would largely overtake NATO by 1980 in regard to military
expenditures ($116 milliard against $104 milliard). In the second
case, a moderate decline in the share of GNP going to defence in
the Warsaw Pact countries (down to some 10.4% for the group as a

~ whole) would still allow them to match in real terms the resources

made available to defence in NATO member countries. It indicates
that even on assumptions that are relatively favourable to NATO,
the Warsaw Pact would be able to allocate at least as much or more

resources to defence,

NATO RZSTRICTED
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BOURCE: OECE. The rates of growth 1977 to 1960 from the ORCD Report on "Expendttu.rqa Trends in OECD

-le

JATO RESTRICTED

BATO COURTRIES GROSS NATIONAL PRODUCTS AT PACTOR COST
N ﬁm1 0 CONETANT PRICKS AND 1970 EXCHARGE [LATES)
FAOR 1970 = 1960
f* 978 1970 - 1980
i 1974 - 1 -
1970 971 1972 1975 1960 Foros ZI.M, Poriod fotal Period
Comntry Unit
Aotaal Proviaional Projected Cusmlative Yesrly Avorag
f
BELGTIM =illfon B.F. 1,145,746 | 1,190,094 1,235,368 | 1,413,855 1,604,478 o 16.491
: willion U5 § 22,915 23,802° 24,707 28,277 36,090 148, 316,49
% increase + 3.9 * 5.8 +4.8 + 5.0 + 4,95 + 4.65
DRUAR adllion D.K. 97,977 101,507 105,058 118,503 142,110
million US § 13,064 13,534 14,008 15,800 18,948 62,018 174,531
% inorease + 3.6 + 3,5 +3.8 + 3.7 + 374 + 3.7
FEDERA OF G million D.M. 603,970 620,535 640,675 " 740,615 945,233
nillion US § 165,019 163,545 175,048 202,354 258,260 1,064,869 . 2,262,566
% inorease .27 + 3.3 +5.0 + 5.0 + 5.0 + 4458
GiEEcE {1lion Pr. . 244,875 | 266,184 292,005 | 366,138 515,952
illion U5 § 8,162 0,673 93 | 12:205 17,198 65,569 136,056
% inorease + 8.7 + 9.7 + 8.0 + T + 7433 + 7.74
ICELARD willion I.K. 35,120 38,455 1,147 474091 58,403
_ ‘ =i1lien U8 § "399 "437 "s68 535 664 2,798 5,691
% inoresse + 9.5 + 1.0 + 4.6 + 4.4 + 4.44 * 5‘_22
ATALY aillterd L, 52,367 . 3,100 54,959 65,393 67,511
uillion US 3 83,787 84,960 87,954 | 104,629 140,018 556,327 1,178,063
% inorease + 104 + 3.5 + 6.1 + 6.0 + 6,03 R4
Lixamoeg millien L.F, 5,100 45,41 6,09 49,206 56,767
ns1lien U5 § G 500 4 '392; "984 1,135 5,074 - 10,986
% increase + 0.7 +15 + 2.2 + 2.9 + 274 1w 2.35
HETHERLARDS millfon G.. 104,130 109,029 112,839 127,340 157,423
willion U5 § 28,765 30,118 30Tt 35,232 43,487 184,158 - 391,967
% inoreape + 4.7 + 3.5 + 4.0 +4.3 +4.24 + 4.22
HompY | willion N.K. 70,027 73,391 76,832 87,510 109,053
million US § 9,804 10,275 10,756 12,251 15,267 64,149 - . 136, 101
. % incronce + 8.8 R +'44 + 45 + 447 + 4,53
POSTUGAL militon Ese. 163,101 171,200 183,192 224,423 314,765
million US § 5:575 5:955 5:372 7,806 10,948 41,953 - 87,951
% increase + 5.0 + 7.0 + 1.0 + 7.0 + 7.00 + 6.80
JURKEY @illfon T.L, 119,855 130,888 140,045 170,920 2374492
millfon TS § 11,098 12,11 1 15,826 21,990 84,676 ' 171,515
% ano:oano e +'9.Z f';fg 368 6.0 +6.80 +7.07
UNLEED KINGDON millien & 43,25 44,470 43,978 51,094 60,977
] willion US § 105:300 106,728 115:31 122:626 146:545 636,684 - 14360, T49
. % inorease . + 2.8 + 3.4 + 3.0 + 3.6 + 344 + 3.49
UPC_Buropean Gountries million US § 453,388 467,2 84,453 558,525 | 710,350 2,937,355 6,239,207
% inorease 37 Py a7 | v a5 + 4.8 + 453
—
CaNaps illion € § 2,184 6 60,56 94,782 i 122,126
:uun s §; 26:770 -7,0:$ 74:22'2 87,675 | 112,967 462,034 - 972,939
% increase: + 5.8 + 5.5 + 5.6 + 5.2 +5.8 . + 5.40
UNITED STAT) million US § 1,129,381 1,400,693 9,907,343 12,494,571
# tnoresse el B oy R S Y Ty 438 YR
" i T
TOTAL DFC_Countriee million US § 1,421,6 63, 6 8, 40 1,775,589 2,824,010 9,306,732 19,706,797
% iucrease 421,679 1'4,,}_'3,;2 1'52 5‘3‘31 ! + 4.51 * + 4.61 * + 2.58 ' + 4.57
FRANCE willion FP. 715,426 791,491 792,845 938,994  © 1,189,939 1,262,525
million US § 120, 8¢ . 1 169,060 227,310 900,681 - 1,900,406
% tocrease 9,808 153 }50.10 4%';?; + 5.7 | 461 +.5.99 b8
' FATO Burope million US § 1 602 627,180 727,585 937,660 3,838,036 8,139,693
% inorease 582,196 5?;3 ;_’3_99 + 4.99 + 5.22 '¢ ;.14 ’ +* 2.88
TOTAL MATO aillion TS § 1,950,467 | 1,598,925 1,681,151 | 1,944,639 | 2,451,320 10,207,413 21,607,203
# increase + 3,12 + 5.14 + 4.61 + 4.75 + 4.1 + 4,69
—— . po— o TR

Countriea 1960~1980" publiched in July 1972
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TABLE 2 NATO RESTRICTED ANNEX TO
= -2- KCTIZ7-D]436
§5T0 COUNTRIES POPULATION AND LABGUR FORCE FROM 1970 TO 1980
(Thousands)
Countries 1970 1975 1980 1970-1980
% cumulative
yearly averag |
BELGIUM Population 9,676 9,74% 9,805 0.11
Laboug fgrce 3,918 3,955 4,080 0.41
- as % o
population 40.49 40.57 41.61 .
IDENMARK Population 4,929 5,010 5,107 0.36
Labou; f;rce 2,389 2,487 2,550 0.66
-as %o
population h8.47 49.64 49.93 ]
[FED. REP. OF . :
GERMANY Population 60,651 61,720 162,743 0.34
Labou; tgrce 27,353 {26,284 (26,737 «0,21 -
-azs %o
population 45,10 42,59 42.69
GREECE Population 8,793 8,963 9,212 0,47
Labou; fgrce 3,830 3,907 3,987 : 0.45
- a8 %o
population 43,56 43,59 43.28
ITALY Population 54,459 156,375 [58,093 | = 0.65
: Labou; force 19,777 }20,357 (20,997 0.60
- as of
. population 36.52 36.11 36.14
LUXEMBOURG Population 340 350 360 0.57
La ou; force 144 152 158 0.93
- as % of
_ population 42.35 | 43.43 43,89
,HNETHERLANDS Population 13,032 | 13,655 |14,395 1.00
Labou§ force b, 734 4,819 4,947 0.44
- as % of )
population 36.33 35.29 34.37
NORWAY Population 3,877 4,043 4,228 0.87
Labou; force 1,557 1,621 1,686 0.80
~ as % of
_ _ population 40.16 40,09 39.88
PORTUGAL Population 8,949 .o . .e
Labour force 3,222 e " e : .e
- as % of
population 36.00 os .
TURKEY Population 35,230 | 40,320 | 45,767 . 2.65
Labour force | 14,144 | 15,113 | 16,141 1.33
- ag % of pop. | 40.15 30.45 35.27 .
URITED KINGDOM [ Population 55,812 | 57,167 | 58,607 0.49
Labou; force 25,637 | 25,747 | 26,521 0.34
~ as % of )
: population 45.93 45,04 45.25
DPC EUROPEAN Population 255,953 |266,300 277,107 0.80
"|{COUNTRIES Labou; force 106,785 {107,685 111,039 0.39
. - as of
population 41,72 40,44 40,07
éanapa Population 21,324 | 22,351 | *23,760 1.09
Labou; force 8,466 9,851 | 11,476 3.09
~ 8§ of
population 39.70 44,07 48.30
UNITED STATES Population 204,879 | 214,944 | 227,318 1.04 ¢
. Labou§ fgrce .85,903 | 92,793 {100,727 1.60 T
-as %o .
population 41.93 | 43,17 | 44,31 '
TOTAL DPC Population 482,156 § 503,595 | 528,185 0.92
COUNTRIES Labou; force 201,154 | 210,329 | 223,242 1,05
. - ag % of
population 61.72 41.77 42,27 4
TOTAL NATO Population . | 532,924 { 555,852 § 582 .
(France and Labour force 222:&91 232:269 246:?22 ?.gg-
Icelend ~ as % of
included) population 41,75 44,79 42,25

o Not available

"~ Source: For 1970 : OECD

For 1975 : Provisional estimates
and 1980

Note : These figures do note include migration,
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NATO COUNTRIES' GNP (fc) PER HEAD
: P20, 1970 30
1970 Constant nrices = 1970 Lxchange rates
(Js dollars)
cumﬁlative
Country 1970 { 1972 1974 1975 1980 yearly
: _ ave"age
. C7C~50
{0) () (2) (2) (L) (o) j[ 9]
SELCIU 2,368 | 2,546 2,771 | 2,901 3,081 Lo51
DEITLARK 2.650 | 2,835 3,052 | 3,154 3,710 B
CERIANY 2,721 | 2,865 3,133 | 3,279 4,116 L.,23
GREZCE g28 | 1,104 1,268 | 1,362 1,867 7.2k
ICELAND 1,946 | 2,239 2,381 | 2,454 2,850 5.89
I7.LY 1,535 | 1,593 17761 | 1.856 2,410 £.59
LU:JEMBOURG 2,653 | 2,680 2,767 095 3,453 1.74
NETZERLANDS 2,207 | 2,352 2,508 | 2,580 3,021 5.19
NORILY 2,529 | 2,733 2,928 | 3,030 3,611 .68
POXTUGAL 634 721 882 894 1,279 7.27
TURKEY ~ 315 347 376 393 480 4,30
UNITED KINGDOIM|41,860 | 1,959 2,093 | 2,145 2,497 2.99
DPC EUROPEAN ) o
countries G,771 1,863 2,017 | 2,097 2,563 HeTE
CAIA 3,131 | 5,445 | 3,758 | 3,923 | 4,755 t.27
UII”ED STATES | 4,400 | 4,394 5,089 | 5,254 6,152 %42
TOTAL DPC | o
Countries 2,949 | 3,128 3,404 | 3,526 4,211 3.53
FRAIICE 2,537 | 2,790 5,084 | 3,235 4,177 5.11
NATO Burope |1,8%8 | 2,015 | 2,192} 2,284 | 2,828 4,07
TCTL NATO {2,509 | 3,105 | 3,374 | 3,698 | 4,208 5,76

Souwrce

: Table 1 and Table 2
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FLTO UNYCLASSIFIED

NATO Countries Total Commodity Exporits

Million US § (4Annual Totals f.0.b.)

iy

ANNEX to

AC

4

SOULCE: OECD, Overall Trade by Countries

L. B THEE I s

NLTO GHWCLLSSIFIED

1960 to 1970: NATO Countries

Country 1960 1970 inorevase E::po;'téN%s % of

_ - 1960 1970
Belgium/Luxembourg 3,744 11,595 + 210% 35% 49%
Denmark 1,464 3,290 + 125% 28% 25%
France 6,864 17,940 -+ 161% 13% 14%
Fed. Rep. of Germany 11,424 34,849 + 205% 19% 21%
Greece : 204 643 + 215% 1% 8%
Iceland 72 147 | + 104% 365 37%
Italy 3,672 13,188 + 259% 12% 16%
Netherlands 4,032 11,767 + 192% 39% 41%
Norway 876 2,455 + 180 225% 25%
Portugal 324 946 + 192% 15% 17%
Turkey 324 589 + 82% 1% 55
United Kingdom 10,296 19,351 + 88% 16% 19%
TOTAL NATO EUROPE 43,296 116,757 + 170% 18% 20%
 Canada 5,568 16,134 + 190% 18% 24%
_U.S.A, 20,304 43,226 + 11%% 4% 5%
TOTAL NATO 69,168 176,118 + 1556 " 9% 11%
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TABLE 5(a)

~ GROSS NATIONAL PRODUCT OF WARSAW PACT
COUNTRIES AT BOVALLICHED PRICES 1960-1980

(1970 constant prices, milliard US dollars at
purchasing power parity)

Average Average
Countr Annual 1970 Annuai 1360
y Growth Rate (milliard Growth Rate {(milliard
1960~1970(a) | US g (b) |1970-1930(¢) Us @
Bulgaria ‘33.9% 11 6.9% - 21
Czechoslovakia %ggjw 35 2.5% L5
East Germany '3.0% 38 3. 50 - 53 -
Hungary . 4.5% 16 3.9% - 24
Poland b8 }' 45 5,05 73
,Pémania B - 6. 3” 26. . 4. ..6.0% 46
‘ _Eastern “urn%e ‘“ ~»d;3ﬁ ‘ 7] 4, 358 262
o 5z K X
xoo%y o < 54y 531(d) 4.5 823
s il : . -«-—w‘g—d a
Total Jarsaw Pact L5, 100 702 4. 50 1,035

Fa
; durlng 1960=1969 based on estwuaues by S. Coln,
‘hcanom¢;n§% ﬂ“«ance,azﬁ Military Burden in the Soviet
Union®; To# %a zkern ‘L4pdpé; during 1960-1968, derived from
estimateo by liessrs. Crawford and Wigg, Columbla University
Researcnh Project, “"Economic Developments in the Countries
of Fastern durope”. Both volumes published by the Joint
Economic Committee, US Congress, 1970. For Eastern Europe
during 1969-1970 and the USSR in 1970, estimates by NATO,
Zconomic Directorate.

(b) =Zast Europeun figures are based on estimates by the same
sources as in (a) above regarding the level of GNP in 1967
and its growth during 1968-1970.

(¢) 3stimates by Economic Directorate, NATO, on the basis of
nrojections of employment and productivity during 1970*1980
(see Table 5(c)).

(d) e level of Soviet GNP in 1970 was derived in the folWOw-
ing way. According to separate estimates by NATO countries
and by the ECE in Gnneva, the ratio between the level of .
Joviet GNP and US (KP in 1965 was approximately 48/100.
This ratio was changed by applying to the numerator and
denominator their respective real wth during 1966-1970:
17.5% for the US. (ISM(71)10; 31.6% for the USSR (5.6
per year - US estimate). This modlfied ratio was then
multiplied by US GNP at factor cost in 1970 -~ $£906 billion
(1sM(71)10). The result was a Soviet GNP of SS}“ billion,

NATDO RESTRICTED
D~
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wlfone | ANEX to
AC/127-D/436

TABLE 5(b)

PROJECTIONS OF POSSIBLE PATTERIS OF ECONOMIC GROVTH
OF ThE USSR _IN %HE 197/0s

PUBLI C DI SCLOSED/ M SE EN LECTURE PUBLI QUE

Low Variant | ‘High Variant
(a) Mean , (b)

GN? zrowth rate y : v "
Assumptions: '

Defence share of GNP 10.0% 8.0 - 6.0%
Yearly growth rate S
for: .

~ employment 1.3% 1,45 1.6%
~ capital stocks © 5.0% 6.0% 7.0%
- residual(d) 1.0% 1.4 1.8%
Shares of GNP in 1980 |

Defence . 10.0 8.0 . 6.0
Covernment services 3.1 2.9 2.5
Gross investment 30.8 3.4 38.2
Consumption 56. 1 54.7 53.3
GNP 1 100.0 | 100.0 ~400.0

DECLASSI FI ED/ DECLASSI FI EE -

-

(a) Relatively high allocation of resources for defence, slow
investment growth and agricultural difficulties will
negatively affect productivity and economic growth.

(b) Relatively low allocation of resources for defence and
improved investment andé agricultural performance night
positively affect productivity and the GNP growth rate.

(c) This estimate marginally exceeds the rounded 4,5% rate
used in the text., ! o

(d) This index is usually assumed to relate to efficiency or
productivity of all zlsourees. '

NOTE: The methodology and most 1970 data are based on the report
(pages 21-~33) on the Symposium on "Soviet Econonmic Growrth
1970-1980% edited by the Director of Economic Affairs, Is00.

NATO0O RESTRICTED
636 13-
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TADLE j(c)
GROWTH OF EMPLOYMENT, LABOUR PRODUCTIVITY(a AI’D CIP’
m—n————m

TARSAY FACT mﬁji\fl‘ﬁf

(average annual % growth)

— 1960 1970 ; 19{04980 i
Labour{ ) H 1y Lapour |
Country Egpigyh produc~ |- GNP pEg?i%y" procduc- | GNP
1© tivity € tivity | (c)
Bulgaria - 0.5 6.4 6.9 }i0.4 6.5 6.9 |
Czechoslovakia 1.1 2.0 3.1 ||0.6 1.9 . 2.5 f
East Germany ~0.1 3.1 | 3.0 }|0.1 34 | 3.5
Hungary 0.6 3.9 4,5 H0 3.9 3.9
Poland 1.6 3.2 4.8 f|1.5 3.5 5.0 i
Romania 1.2 5.1 6.3 {|0.5 5.8 3.5 |
Total Eastern | o 5
ELLT’O:DG . 009 304 403 007 306 403 g
USSR 2.2 3.2 5.4 |[1.2-1.7]2.8-3.3 | 4.5 |
2l arsay « e
| oot areay | 19 5.2 | 5.1 [1.9-1.3[ 3254 | 45

{a) Output per person employed

(b) Derived from rates of growth of output and enploynent.
. {residual element _

(¢) Derived from rates o growth of employment and 1abour
productivity.

NATO REASTRICTM;E:_{Q
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Sources:

Ee ANNEX_ to
C[lZZ*DZ&QG_
TABLE 6(a) :
TOTAI, POPULATION OF WARSAW PACT COUNTRIES
(nillions)
Country 1960 | 1970 1975 | 1980
Bulgaria 7.9 8.5 8.8 9.1
Czechoslovalzia 13.7 14,3 14.8 | “15.1
East Germany 17.1 17.1 17.1 - 17.2
Hungary 10.0 10.3" 10.5 10.6
Poland 29.6 32.6 33.7 3542
Ronmania 18.4 20.4 21.2 21.¢
Total Eastern Europe 96.5 r7103°ﬂ 106.1 108.0
USSR 214.3 242.8 254.,2 266.6
Total Warsaw Pact 310.8 | 345.7 360.3 - | 375.6
TABLE 6(b) ,
ECONOMICALLY ACTIVE FPOPULATION OF WARSAY PACT COUNTRIES
1500 to 1980 (millions)
Country 1960 1970 1975 1930
Bulgaria 4,2 Lob he5 L.6
Czechoslovakia 6.4 7.1 7.4 7.5
Bast Germany 8.5 8.4 8.4 8.5
Hungary 4,9 5.2 5.3 5.2
Poland 14.1 16.5 13.1 .18.0
Romaina 10.9 12,3 - 12.8 12.9
Total Eastern Eurove 49.0 53.9 56.5 57.7
USSR 110.6 123.9 134.9 146.G
Total Varsaw Pect 159.6 177.8 191.4 | 204.6

For Tabls 6(a):

For Table 5(b):

frojections based on
AC/127-D/359,
Committee of US Con:
Econonically Active =s dofincr

Fom 115

alh

NATO RESTRICTED

e

LC/127-1358 and
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by Ilies, 1€,
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AC/127-D/436

TABLE 7 -

GNP PER CAPITA: YARSAYW PACT COUNTRIES,
- 1970 & 1550 A

- (US dollars at purchasing power parity: 1970 prices)

Country 1970 ¥ 1980
Bulgaria - 1,294 2,420
Czechoslovakia 2,448 ' 3,046
East Germany 2,225 3,080
Hungary 1,550 2,260
Poiand 1,410 2,100
Romania _ 1,275 2,110
Eastern Europe i 1,660 2,410
USSR . 2,190 3,090
Total Warsaw Pact §v 2,030 ! 2,900

Source: Derived from estimates of GNP (Table 5(a) and
population (Table 6)

»
i
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1967-71, AC/127-D/406

NATO CONFIDENTTITAL

=10~

, &th August, 1972

=10~ ANNEX to
: AC/127-D/4L36
TABLE S(a) -
VARSAY PACT COUZ\ITRIES' TOT/I COMMODITY EXTORTS
Tlarsaw Fact
1960 ~ 1970 ey
o) - o
Country | {aitison S §) | Imorssses | COUREEies Bports
: d 1960 1970
Bulgaria 2,000 .o .o 205
Czechoslovakia 3,800 . .o .o 125
East Germany 4,600 .e . 149 |
Hungary 2,300 .o .o 1540
Poland 3,500 .. .o 9’
Romania 1,900 e e .e - 8%
fotal Eastern 18,100 .. .. 125
USSR' 5,600 12,800 13054 2., 08! A%
' Total Varsaw -
Pac-t l 309900 [ * e 555
TABLE 8(b) |
VARSAY PACT COUNTRIES! EXPORTS TO NATO COUNZRIES
' (# Thousand nilliasm \
' _volume _ % growth | % sinare or cotal CXNOTES
Country 1560 1970 19960 = 701 1980 ~1570
Bulgaria .« 0.19 . . 10.05.
Czechoslovakia .o 0.54 .- .e 14, 0¢!
Fast Germany .. 0.8 oo .o 17.0%
Fungary .e 0.40 oo .o T 08
Poland .. 0.81 .o .o 23.0%;
P\.wnanj-a L O.lk:?) .o ® 25.0:‘."
Total East ; .
L\Lolrgpem ern 1 §2 302 16630 e 1’3.0:—‘ -
USSR 0.8 1.7 120¢4 13.95! 13.08
| motal Warsaw |
Yact - 2.0 L4.90 14397 e 16,0¢
SOURCE: NATO Countries! Trade with Communist Countries,



ANNEX to
W  TABLES (s) AC/127=-D/436
3 - POSSITIE TuI.DS OF DYFEFCE EXPEIDITURES OF wwo COUZTRIES 1970 to_ 1980
=
‘3:3 Agoumption s The 1970 defence share of GNP is maintained
(Al
& : ! % of GNP (f.c.) T % Eotes of Imorcose | Total. Defonce
) COUNTRY devoted to Defence in 1970 -« 1980 (onaucl ' Expenditures (5 yrs)
3 - ' 1970 averageo for GVP & 1974-1978
- foxr defence) (million US ¢ -
> ‘ 1970 exchange rates .
| (o) (1) (2) (3]
) Belgium 3.27 4 465 44872
s Deamark - 2.81 | 3.79 2.311
o Fed. Rep, of Germany (1) 3.74 4458 39.795
8. Graece 5,80 1.7 ’ 3,808
9' Italy _ 2.96 5.27 16.595
O Luxembourg - 0.92 2.33 4T
O Netherlands 3.81 .22 | 7.016
%’ Norvay 1.96 454, 2.546
a -P_Q_rtus a-l ) 7069 6079 50225
. Turkey 5.20 7.07 o el 12
u United Kingdom ‘ ' 5.65 3,50 35.973
L _DPC European Countries ' \ 4,11 : 4,55 120,600
7 = : :
2 Canada 2.86 5,40 | 13,190
o United States e 8 64 4,51 510.146
A Total DPC Countries 6.92 T 643.936
a Fraace 4,464 5.85 ‘ 71.801
T NATO Europe : 4023 . . 4,88 162,201
g Total NATO | 6.73 . .61 : 685,737
O (1) If the Berlin expsnditures incurred by. the .Federal Republic of Germany are taken into considera‘ion
- t e 1isuse for 1970 is 4.27%

i fe
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(1) If the Berlin expenditures incurred by the Fzderal Republic of German
or 4.27%. This percentage rose to 4.5 {n 1971 and 4.7 in 1972,
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b POSSIPLE TRENDS OF DEPENCE EXPENDITURES OF NATO COUNTRIES 1970 to 1980 %}j@
Assumption: The 1970 level of defence expenditures (in consetant 2rioesl io
maintained through 1980
Brpent hcx- EXPENRITURES OF N4 emmms—tf A % OF TERER GIP (f.o.) 1974 - 1978
Country Det. 1970 » in ) +) Perce Plaming Period
¥illion US $ 1970 1971 ' 1972 © 1975 1980 Average % Total Def.Exp.
of GHP million US § |
Belgium 750 3,27 3.19 3.04 2.65 2.08 2.52 . 3,750
Denmark 368 2,81 2.72 2.62 2.33 1.94 2.24" 1,840
Ped.Rep. of Germany(1) 6,167 3.74 3.64 3.52 3,05 2.39 2.90 30,835
Gresce 474 5.80 S.34 4.67 3.88 2.75 3.61 . 2,370
Italy 2,499 2.98 2.94 2.84 ‘, 2.39 1.78 2.25 ] 12,495
Luxembourg 8 . 0.92 0.92 0.90 ' 0.85 0.73 0.82 40
Nethorlands 1,096 3.81 3.64 3.52 3.11 2.52 2.98 5.4§9
Norwey 389 3.96 3.78 3.61. 3.17 2.54 3.03 1943
Portugal 436 7.69 7.32 6.84 5.59 3,98 5.20 2,180
Turkey 577 5.20 4.77 4.45 3.65 2,63 3.40 2,885
United Kingdom 5,865 5.65 5.50 5.32 478 . 4.01 _4.61 29,325
DPC_European Countries 18,629 4.11 3.99 3.85 3.34 2.62 3.17 93,145
Cansda 1,906 2.86 2.70 2.56 2,17 1.69 2.06 9,530
United States 771,854 8.64 8.41 795 | 6.69 5.56 639 399,270
Totsl DPC Countries 98,369 6.92 6.72 6.40 5.54 443 5.29 491,945
Prance 5,978 4.64 4.42 4.19 5.54 2.63 3032 29,890
BATO Furope 24,607 4.23 4.09 3.93 3.38 2.62 3021 123,035
TOTAL NATQ 104,367 6.73 6.53 6.21" h 5.37 i 4.26 511 ;21.855
—— -« - oo

y are taken intc consideration the figures for 1970 are $7,064 millien
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TABLE 10(a) : 1127 DZ&Z‘
R POSSIELE
TRENDS IN DEFEIHCE EENDTTORRY UF VARSAW PACT COUNTRILS
1570 to 1980
Assumption: The 1970 defence share of CNP
i1e rnaintainod +hraiieh 1Q°00
e b AL dedd WAL LALLM widid \J\AELL ) I
1970 1970-20 - 1930
- UsS ¢ Average us @

@million annual nillion

(a) 5 growth (2 )
Eastern Europe: 7,500 L, 3% 11,660
Share of GNP (3) L 4% 4.4%
USSR: 67,500 4. 50 105, 300
Share of GNP (¢5) 12.8% 12.8%
Total Warsaw Pact: 75,000 455 116,400
Share of GNP (%) 10,73 ' 10.7%

TABLE 10(b)
POSSINLE

TRENDS I DEFENCE EXFED

I"‘URFS OF WARSAT PACT

The 1970 level (in constant prices)

Assumption: :
of defence expenditures is maintained

thirough 1960

TT70-C0

1970 1960
Us @ average Us ¢
million | annual million
(%) 2. growth (#)
Eastern Europe: 7,500 0 7,500
Share of GNP (%) L 4S5 2.8%
USSR: 67,500 0 87,500 N
Share of GNP (83) 12.8% 8,2%
Total Yarsaw Pact 75,000 0 75,000
Share of GNP (%) 1 10.7% 6.9%

(#*) US dollars million, at 1970 constant prices, and
purchasing nower parities.

NATO RESTRICTED
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TABLE 11(a) ~ E 4
TOTAL NATO COﬁHTRIES MILITARY PERSONNEL
(Thousends)
Country 1970 2 197 1 1380
0) %;S — ?fzi G ; ©)
BELGIUM o
v 105 (-] 106 e X} [ X
DENMARK
42 43 41 40 oo
GERMANY
455 e e ' oo
GREECE . :
178 184 189 190 oe
ITALY v
5e2 541 s .s 'Y
LUXEMBOURG
) 1,060 . 1,150 ) oo ‘ oe os
NETHERLANDS
112 117 oo se s
NORWAY .
. 37 36 36 36 .o
PORTUGAL
229 260 279 - 282 oo
TURKEY . ' '
' 625 573 578 580 .o
DNITED KINGDOM
384 381 359 352 .o
DPC EUROPEAN COUNTRIES
o 2,690 ve X oo X
CANADA .
91 87 .e .e oo
UNITED STATES
2,714 2,358 e v .o
TOTAL DPC_COUNTRIES
5!495 L (X ] (X ] ee
FRANCE
571 574 oe YY) .s
NATO EUROPE
3'261 .e X} (X} X}
TOTAL NATO
6,066 .s oo s o0

Source

e Estimate

Not available

Replies to DPN(72)
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ANNEX to
AC/127-D/L36

DABLE 11(b)

MILITARY PERSONFEL AS £ % OF TOTAL LABOUR Foncmga) 1970 to 1980
ASSUNING THAT THE 1970 LEVEL CF HILITARY

PERSOMNEL IS TO BE MAINTAINED THROUGH 1980
Country Unit 1970 1972 1974 1975 1980
(0) (1) 2} (3) (4) ) (8)
BELGIUM : 3 ,
' Iabour foxce 000 3,918 3,930 | 3,943 35955 4,080
Militory Personnel 000 105e ? *
- % of labour forcc % 2.68 2,67 2.66 2.65 2.57
DINMARK N
: Labour force (e) 000 2,389 2,428 | 2,467 2,487 2,550
Military Perconnel 000 42 N
-~ % of labour force % 1.76 173 1.70 1,69 1.65
GERMANY
Labour force 000 27,353 26,316 | 26,270 | 26,284 26,787
Militory Persomnel 000 455 : *
- % of labour force % 1.66 1.73 1.73 1.73 1.70
GRELCE
Labour force (e) 000 3,830 3,860 3,891 3,907 3,987
Military Perconnel 000 178
= % of labour force % 4 .65 4,61 4657 4,56 4 AT
ITALY
Labour force 000 19,717 20,229 1 20,301 1V 20,357 20,997
Miljtary Persomnel 000 522
- % of labour force % 2.64 2,58 2.57 2.56 2.49
LUXEMBOURG _
Lobour force (e) Unit |144,000 §143,000 {151,000 {152,000 1} 158,000
Militory Percomnel Unit 1,060 v
- % of lnbour force % 0.74 0.71 0.70 0.70 0.57
WETHERLANDS
Labour force 000 4,734 4,748 4,794 4, 819 4,947
Military Personnel 000 112 -
= Y% of labour force % 2.37 2.36 2.34 2.32 2.26
NORWAY
Labour force (e) 000 14557 1,582 1,608 14621 1,686
Militnry Perconnel 000 37 _—
= % of labour force e 2.38 2034 2,30 2,28 2.19
(Continucd on nezt page)
FATO CONFPFIDENTIAL
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TABLE 11(b) (Cont'd) ' Ty ANNEX to
e ACTIZ7D/4s36
Country - Unit 1970 1972 1974 1975 1960
(0) (1) (2) {3) {4) (5) (6)
PORTUGAL : -
Labour force (e) 000 3,222 | 3,196 3,170 § 3,157 | 4092
Militery Personnel 000 229 :
- % of labour force % 7.1 7.17 7022 7.25 741
TURKEY
Lobour force (e) 000- | 144144 § 14,735 | 14,986 | 15,113 | 16,141
Military Persomnel 000 625 ,
~ % of lobour force % 4.42 4.24 4,17 4414 3.87
. UNITED KINGDOM
Labour force 000 t 25,637 125 777 | 25,658 | 25,747 }26,521
Military Persomnel 000 384
- % of labour force % 1,50 1049 1.50 1.49 1445
DP¢ European Countries C
Labour force 000 |[106,705 106,950 [107,239 {107,599 110,946
Militory Perconnel 000 2,690 - —
~ % of labour force % 2.52 2.52 2.51 2.50 2.42
CANADA
Lobour force (e) 000 8,466 | 8,989 9,555 | 9,851 111,476
Military Personnel 000 21
= % of labour force % 1,07 1,01 0.95 0.92 0.79
UNITED ST.LTES '
Labour force 000 85,003 88,108 91,207 | 92,793 100,727
Military Persomnel 000 2,714
= % of labour force % 3,16 3,08 3,98 3.92 2.69
TOTAL DPC Countries
Labour force 000 201,074 204,047 [208,001 {210,243 223,149
Militory Personnel 000 5,495
- % of Labour force % 2,73 2,69 2.64 2,61 2.46
FRLNCE
Lobour force 000 21,337 121,401 21,751 | 21,940 §22,910
Military Personnel 000 571
= % of Labour force % 2,68 2,67 2.53 2.60 . 2.49
NATO Furope
Labour force 000 1128,042 128,351 |128,990 {129,539 133,856
Military Personnel 000 3,261 '
- % of labour force % 2.55 2.54 2,55 | 2,52 2.44
TOTAL NATO
Lobour force 000 222,411 225,448 [229,752 232,183 246,059
Military Personnel 000 | 6,066 :
= % of labour force % 2.73 2.69 2,64 2.61 2.47
(a) Notes Civilians employed directly by the Defence establishments, which for

some countries are of considerable economic importance, are not included in

these percentages.

(e) International Staff Estimate.

Source: Labour Forces OECD; Military Personnel: Replies to oPe(72) -
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TABLE 11(c) . RC/127-D/b*5
: NATO DPC COUNTRIES NUMBER OF MEX
REACHING MILITARY \GE FROM 1970 TO 1°80
Country 1970 1972 1974 1975 1980
(0) _{1) (2) (3) {4) (5)
BELGITM
18 72 T4 76 76 80
19 13 14 75 76 79
20 73 72 74 75 80
: 21 15 12 74 74 79
- Total 293 - 292 299 301 318
| GERMANY
18 407 411 427 444 516
19 41 408 419 429 504
20 414 406 410 417 488
21 404 407 405 408 470
Total 1,636 1,632 1,661 1,698 1,978
ITALY
18 398 398 410 411 439
421 394 406 410 428
20 423 397 397 406 427
21 447 420 _393 396 413
Total 1,689 1,609 1,606 1,623 1,707
NETHERLANDS ~ |
48 112 113 114 116 123
19 113 115 114 113 119
20 116 112 113 114 120
21 121 113 114 113 118
Total 462 453 455 456 430
NORWAY
‘ 18 30 31 32 . 32 31
19 31 31 31 32 31
20 31 30 31 31 31
21 32 31 39 31 31 ..
Total 124 123 125 126 124
UNITED KINGDOM
18 388 393 398 411 479
19 396 390 389 398 463
20 43 389 395 390 445
21 431 396 391 394 436
Total 1,628 1,568 1,573 1,593 1,823
UNITED STATES
18 1,886 1,978 2,041 2,092 2,125
19 1,828 1,939 2,028 2,037 2,171
20 1,808 1,870 1,971 2,025 2,094
21 1,784 1,821 1,932 1,967 2,090 _
Total 74306 | 7,608 | 1,97 | 8,121 l 0,480
iiotc : Demmark, Greece, Luxembourg, Portusal, Turkey_sud Canada s data not

Source :

available,
OECD,
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1955 1970 1972 1975 1977
Country Regu~ {Con- Regu-- { Con~- Regu~ | Con- Regzu-- Con- Regu- { Con-
_ lars {scripts| lars scriptqg lars scrints{lars scripts| lars seripts
A0) D, \2) (3} {4) (5) {5) () (8) {9) (70)
Delgium 56,2 | 43,8 57 .8 42,2 |'57.5 42,5 3.1 41,6 581t 41,6
Canada 100.0 - 100.0 .= 00,0 - 1G0.0 - 100.0 -
Dennark La,4 } 57.6 42,3 57.7 ] 40.6 59.4 o .o oo oo
GERMANY 50.5 | 49.5 | 52.1 | 47.9 | 52.8 47.2 55,30 46.7 | 53.4] 46.6
Creece 16.4 | 85.C 26.8 70.2 | 23.5 656.5 .51 65.5 35.3: 64,7
Ttaly 23.3 | 75.7 | 24.6 75.4 § 27.5 72.4 27.71 72.3 28.0{ 72.0
Luxembouryg 4u.4 § 55,6 {100.0 - |oo.o - 100.0( - - 100.0 -
Netherlands 42,0 | 58.0 51.2 48.8 | 49.4 50.6 .o . . .
Horway 43,8 | 56.2 37.2 62.8(a 34.6 65.4 B5.01 6h.4 35.8 64.2
Portugal 16.8 | 83.2 13.9 86.1 | 12.7 87. 2,0 88.0 11.8 88.2
Turkey 14.7 | 85.3 1.7 88.3 | 13.9 86,1 14,01 86.0 14,1 85.9
United {Iingdom 100.0 - 100.0 - 100.0 | e 100.0 - 100.0 -
United States 88.7 113 80.5 19.5 X oo oo .o oo oo
(gguziic%?g %l%ﬂz;%gies _ :
; CONFIDENTIAL

NATO
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TABLE 12(a)

1O ANNEY to

MILITARY PERSONNEL OF WARSAY PACT COUNTRIES TN 1972

(Total and percentage of economically active nonulation)

Total lilitary Personncer{a)

Ls ¢ or economilcal

Count
i Thousands(b) active nonulation(c
Bulgaria 152 3.5
Czechoslovakia 163 2.5
East Germeny 119 1.4
Hungary 96 1.8
Doland 236 1.4
Romania 187 1.5
| motal Eastern Europe 953 1.7
USSR 3,670 2.9
Total Warsaw Pact 4,623 2.5

DECLASSI FI EDY DECLASSI FI EE -

(a) =Extcluding borcder and security forces estimated at a total

of 514,000.

(b) Taken from MC-161, 1972

(c) Estimates of econonically active population in 1972
interpolated from Table 6(b)

NATO CONFIDENTTIAL
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m ,
o -2~ AIEX to
= - AC/127-D/4326
o TABLE 12(b) |
% MANPOWER OF MILITARY AGE IN WARSAW PACT AREA
b '
4
= 1970 1975 1980
z .
u (millions)
s™ Military Manpower
a) (male population 18 to 34
@d years of age)
d (a) USSR 30.3 31.2 36.9 -
@) (b) Eastern Europe 12.9 14,0 15.0
@)
i -
o Armed Forces (1972
= level) as & of above
(a) USSR 12.2 11.7 10.0
(b) ZEestern Europe 7.8 7.1 6.6

Sources: Figures of manpower of military age based on
’ AC/127-D/359 and Joint Economic Committee of
Congress'(US) Report on"Economic Develorment
in Countries of Eastern Europe", August 1570.
Level of forces based on International Staff
Estimates. ‘

DECLASSI FI EDY DECLASSI FI EE -

x

H.LTO0O UKCLLSSIFIED

20-




e

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI EDY DECLASSI FI EE -

g‘

L

Toble 10

NATO UNCLASSIFIED
-2~

ANNEX to
ECTT27-B/454

I’OVI:.JUL‘NT OF PRICES

(A: GNP AND B: i) . APTIOV DEFLATCRS)
NN OUNTRIES 7
~GE0=TI6E " TSE5=T070
Arithmetical !Arithmetical| 1971 | 1972
Average Average
BELGIUM '\ +2.94 +3.76 +5.81 | +4.97
B +2.21 . +4.58 +4,20 | +5.66
CANADA A +1.92 +4.18 1 +3.30 +3, 50
B +3081+ +7.01 ':’7.29 ';'3° 50
DENIMARK A +5.45 +5.32 +6.30 +8.50
FED,REP, OF |
Ry A +3.57 +3.40 +7.74 | +6.05
B +5.36 +6.07 +11.63 | +7.86
B +l"o L"O +£"- 1}6 '}'5 ® 01 ';‘50 50
GREECE A +2.86 +2.62 +3.31 | +4.38
B +5,51 +7.30 +3.,00 | +3.70
B e - ] e . L )
IT A +5.73 +3.62 +6.50 | +5.70
B +38.47 +3.83 +4,09 | +4.95
TUXEBOURG A +2.85 +4.17 +1.79 +3,94
: B +7.10 +4.55 +2,01 w41
NETHERLANDS A +4.56 +4. 54 +6.54 | +8.13
B +9.545 +8.19 k11.23 | +8.13
NORVWAY A +4.13 +4.50 | +7.00 +6.00
B +4.21 +b . 47 +6.38 {.+8.70
PORTUCAL A +1.68 +4.33 +3.49 | +5.00
B +1 020 +4'&5 +5'1O ':'6000
"‘UT" Y A +%.99 +5.40 19,95 |+14.8
B +4.70 +5.57 +350.90 | +7.26
W ITED KINGDOM A +3,38 4,71 +3.77 +6.90
B +4.,00 +7 .41 +8,.77 +5.90
UNITED STATES A +1.51 +3,87 +4,64 l +3.20
B +2.10 +5,68 +5.58 ? 4,20

oo = not available

Source: OECD
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