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WORECING PAPER , 

A P P R E C I A T I O N  OF THE ECONOMIC P O S I T I O N  OF NATO A.ND 
WARSAW PACT COUTTIRIES FOR THE FZRIOD THR OUGH 198z' 

Note by the Chairman 
'< 

In  response t o  the decision taken by Defence 
I"Iinisters(1) a t  t h e i r  meeting on 14th June t h a t  an ear ly  s ta r t  
should be made on the preparation of new Ministerial  Guidance 
for NATO Force Planning for the  period up t o  1982, an up-dated 
economic appreciation i s  ca l led  for by 1st October(2). 

2 .  In view of the shortage of  time a preliminary d r a f t  
of the appreciation is  attached. 
responded t o  the request f o r  information made t o  the Committee 
i n  mid-July(3). 
on material generally available t o  the Directorate (from OECD, 
m C ,  IîuF, press reports ,  e tc , ) .  

3 .  Under the procedure l a i d  down for NATO Farce 
Planning the Economic Directorate i s  responsible for the 
preparation o f  the draf t  report  which has then t o  be reviewed 
by the Economic Comr,iittee. A s  time is  very short  the Committee 
should be prepared t o  give t h e i r  views on th i s  d r a f t  a t  the next 
meeting on 10th September. 

Only one Delegation has 

Consequently the attached d r a f t  has been based 

(Signed) Y. LAULAN 

NATO, 
1110 Brussels. 

DPC/L, '(4.1 15p -19th J une, 7 ' f4 
DRC/N 74)17, 30th July,  19974 
ED/EC\74/57 1 5th July 1974 
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- N A T O  B E S T R I C T E D  -I__ 

INTRODUCTION - 
The first  economic appreciation prepared in 1972-73 

covering the period up to '1980, while s - k i l l  valid as regards 
the evaluation 02 t h e  nain economic factors influencing defence, 
was based on the assumptior, tha-t no radical changes would take 
place in wor3.1! political and economic relationships. Following 
the strong wrirldwide iaflationâry development and the serious 
deterioration of the balance cf paTpen'Gs of most NATO countries 
as a consequence of the eiiergy crisis, the economic outlook f o r  
the period up to 'I982 has ivorserreci drastically. For the Warsaw 
Pact countries as a whole the Tecent international economic 
developments hâve, if mythingz made ths outlook slightly more 
favourable than thcrt &scribed in the previous appreciation. 

2. The longer tern ei"£ects of  the fundamental economic 
changes which. have taken piace since "'73 are very difficult to 
foresee at this early stage, particularly f o r  the XATO member 
countries, and only tentative forecasts could be made. The 
first part of the appreciation, which covers economic developments 
in NATO cou.ntieies and the economic bmes  ÎOY defence in these 
countries, kiave been based OP. cartain assuiiptions. It has been 
assumed that the current inïJ_a..tionary pmblem is brought under 
control, tiat the recycïi.ng of the oil exporting countries' 
incomes in the iaternational riionetary syst.em is successfully 
arranged and that the restructuring a.nd readjustment processes 
aevelop snoothly in Western economies A Tela.tively favourable 
economic outlook czm. be expected d-uring the period. under 
consideration if these -tasks are implenented. If, on the other 
hand, one ar mom ot Ynem are not m t  this could irretrievably 
bring about a worldwide economic recession of a magnitude 
unprecedented in .the post-war perio d.. 

3. The second part of the report covers the economic 
development in WarsaJ Pûct cowtries and the development of the 
ability of these economies to support tl?e defence effort. On 
the whole it seems that externzl factors should only marginally 
affect the economic develo-ment of these countries L?P to 1982 
and the evaluation given for "larszw Pact countries in the 
1972-73 appreciation is therefore still valid, 

N A T O  ._ R E S T R I C T E D  
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-6- 

SuriivLARY APPRAISAL 

4. The year 1973 was a turning point f o r  -the economic 
development o f  meinber countries. 
t ha t  the  growth performance o f  the 1960s might be repeaked i n  
the 1970s and t h a t  the strength of  the  econonies and the 
potent ia l  mi l i ta ry  capabi l i t i es  o f  bGth NATO and- Yarsaw Pact 
countries cotild thus be increased substant ia l ly  over the period 
under review. The strong inf la t ionary develo-men% f r o n  1372-73 
and the foreseeable balance of vayments problems o f  N.LTO countries 
created by the steeply r i s ing  eaergy pr ices  duriiig the  l a s t  
quarter o f  1973 have completely al tered the  growth outlook fo r  
the 1970s. T h i s  fac tor  and increasingly d i f f i c u l t  poli"cical 
and s o c i a l  problems have l e d  t o  inore fragile economic Liter- 
relationships t h a t  could eas i ly  be reduced 'Co disorder by an 
unÎoreseen t r a i n  of  events. LI? such circumstances the  
poss ib i l i t y  O£ recession taking a grip and assuming worldwide 
proportions cannot be ruled out. 

d i f f i c u l t  period up t o  1978 and the period a f t e r  1978 when the  
s i tua t ion  should improve due t o  the increased flow O% o i l  and 
gas i n  the  NATO are2 and the  gradual adjustmen% o f  nierilber 
countries '  economies t o  the new conditions, Even supposing 
t h a t  EAT0 governments can cope with the  many d i f f i c u l t  economic 
problems mentioned above, i n  the  s resent  far from c l ea r  s i tua t ion  
the outlook points  decisively t o  sl.iiggish growth. Under the bes t  
conditions it w i l l  take time for corrective measures t o  take 
effect  and therefore the R u s t  tha t  carr be hoped f o r  over the  
period- t o  1978 i s  average growth r a t e s  of' t he  order of  2-5% 
f o r  most NATO Zuropean countries. 
Aserica where the posit ion i s  basical ly  st-;.oi?ger, the growth 
r a t e  could be o f  the  order  o f  4%. 
i s  unlikely t o  change much i n  Idorth &erica while an improvement 
could be  expected in Europe, 

have l i t t l e  e f f ec t  o r  even a posi t ive one on the il'arsav Pact 
countries. 
over the  period up t o  L982. If implemented tixis would contribute 
towards reducing the current; economic superior i ty  of M ' Y 0  
countries as a whole and t o  improving the  r e l a t ive  economic 
posit ion o f  Warsarr Pact countries e 

Up t o  t ha t  year it seemed 

5 .  A clearcut  d i s t inc t ion  must be rnadr betveen the 

Or, the other hand Li North 

Up t o  1982 the growkh r a t e  

6, The events t h a t  have l i i t  NATO countries are  l i k e l y  t o  

Econoniic growth could zverage some 5% per year 

7.  While therefore the  defelrce cûpablli%y o f  Varsaw Pact 
countries i s  l i k e l y  t o  increase rapidly over the  period. under 
review the a b i l i t y  O£ most NATO ccjuntrics t o  support t h e i r  
defence e f fo r t  could a t  best  increase only slowly, 

N 4- T O R E 5 T R I C T E 13 
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8 ,  The 
the  amount of 

Soviet 

-'I"= 

Union could increase consid.erûbly i n  r e a l  terms 
resources going t o  defence without increasing the 

r e l a t i v e  burden on the  economyp i . e .  without increasing the share 
o f  GNP going t o  defence,, On the assumptions made above the  r ea l  
increase o f  defence expenditure could r i s e  t o  5% yeerly instead o f  
3% a s  i n  recent years. A s  a r e su l t  the Soviet Union could eas i ly  
ou t s t r ip  the NATO e f f o r t  without placing a n  intolerable  burden on 
the  economy. They could also choose t o  maintain t h  current share 
which corresponds t o  t h a t  o f  the NATO average? and a t  the  same time 
d iver t  considerable additional economic resources t o  thc c iv i l i an  
sector. 
Soviet leaders,  who can eas i ly  adjust  t h e i r  po l ic ies  t o  the 
prevailing p o l i t i c a l  and economic s i tuat ion,  both iii-tcrnal and 
external.  

These options create  a considerable f l e x i b i l i t y  f o r  the  

9.  As regards NATO as a whole some flexibili-by exists but 
The North American membvr coun-trj-cs mtai i l ,  

They can i f  necessary increase 
t o  a l e s s e r  degree. 
however, a st.t of options. 
t h e i r  defence e f f o r t s  at a considerably higher ra-te - k h a n  
anticipated.  
years seems t o  be t o  maintain o r  even increûse the defence e f f o r t  
i n  a s i tua t ion  of str,gnatkg economic growth. Othei?!!risc 
European coun.tries aight 5e face6 w i t h  a serious decline OS 
t h e i r  defence capabi l i ty  Howevcr after 1978 t h  si-tuati>i? i n  
European r ï ab t r  countries should improve somewh.a-b 

currently 
For NATO Europe the only  option over the :?ext f e w  

' IO. 
considerably. 
payments problem 

economic and pol i t ic21  stabil . i ty.  
imp1 ementat i on-o f-t he-f o r c  e--proPo sa&s=might=tlx?re f o ixxrai s e- 
unacceptable economic and p o l i t i c d .  probleriia. 
which a r e  suf f ic ien t ly  w e l l  place2 might hovie-mr9 i n  %he years 
ahead do r e l a t ive ly  more t o  compensate even-bual sho r t f a l l s  i f  they 
w i s h  t o  avoid seriously t o  reduce the defence capabili-éy o f  the  
Alliance. 

The economic problem facing menber c o w t r i e s  vary 
In countries w i t h  lop, o r  zero g ro~r th  mil s e r i c m  

which f a i l  to.  coye with the re$-nIcturing 
. 

- 
problems, cond-itions -could b e  created that 

-~ vM-r'iline their ~ 

S For the  hardest h i t  cow 
~- 
~~ .-- 

O'Gher ~ieiiiber countries 
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. .  

(a) Main economic "zrercls. __M o7,ier the  I >72--'i 373 period 

(13) The medium-teni economic outbol ;  1975-1 978 

12. The impact o f  the  hj&ier pr ices  f o r  o i l ,  the e%Tects 
of which. have not yet  been fully fe2.3 in pr ice  l e v e l s  or t h  
balaïice of payments .and the soc ia l  and p o l i t i c a l  d i f f i c u l t i e s  
c , p r i e n c e d  i n  curbing iix21z2ioii have l e d  t o  increaçingiy f r a g i l e  
economic inter-relût ionshipç that  could eas i ly  be reduced t o  clis- 
order by an un2oreseen train or" events. 

13. In  t h e i r  e f f o r t s  ta ûvoicl t h i s ,  Western goverxiients will 
;se laced with the  problem 02 having t o  dea l ,  a t  the  saae -Cine, 
w i t h  i n f l a t i o n  growing uneï-iploymeiit aïxi balance of pqmeiit s 
problems Xssmiiig , nowever t ha t :  

(i) inf la t ior i  i s  brought wider control  

(ii) the  recycling o f  t l x  o i l  exporting countr ies  incoilies 
i i i  +he internation::i xonetaary system i s  successlul ly  
arranged aiiL 

the  rest ructur ing azd readjustment processes develop 
smoothly i n  Ilesteri? economies 

(iii) 

nenber countr ies  may witness a slow growth o f  t h e i r  economies up 
'Co I97S. Fai1i;re to iinpïenent ariy o r  all o f  tne  above conditions 
a ight  generate a disastrous recessionary development with ser ious 
coilsequences not  only -to li?ei:iîbei- countr ies  individual ly  but also 
-bo the Alliance 8s  a whole .  
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- ï n f l s t i  on 

14. Measares !mi': being 'Ga::;c.n 3 3 7  most gcver::ments zLin a - L  
T h i s  will cer- reducing the  c w r e n t  high ra.-i;es of i i if latioii .  

Lhe e:r-ter:~J f ac to r s  which accelerated- infla-bioi? ii? ,I 573 z.zd 
1971.: s.;.-es howe-rer ulili:;cly t o  give n new psl i  t o  l1xCla-l;ion i r i  
1975. o i l  p r ices  are  not  l i i x l y  t o  rise d r a s t i c a l l y  aid, during 
-the fii-st ha12 of 19'74, raw ixaterial  pr ices  other  tlmii energy 
have declined considerably 
a re  uiilL?.-rely t o  have t i n e  t o  g rea t ly  inl luence coi?,stliaer. pr ices  
Pui- t h e  1 ~ 1 0  1-9 y the  a n t i  - i ï i  fi a t  ion ai-y Me a sure s now 3 e ixg  inc r e  a s iï'igly 
ô.-pplied by governmen-Lu are  no-l l i k e l y  t o  have a decis ive in- 
fluei?ce oil p r ices  t h i s  year. By 'i975 'Che combiiied e f f o r t s  of  
Lmse Tactoins should hslt the  accelerat ion ai16 even begin t o  1-5- 
duce t h e  r a t e  OZ irxx-ease O-f pr ices  and cos ts .  There i s ,  ii,eVeY- 
-Lheless ; a considerablz risk t h o - U  -Hie time l a g  befsre  r e s u l t s  m e  
SecYi n:ay iriduce goveramnts  %O squeeze t h e i r  ecoi7ofiîies too long 

unenployiiient aiid widkspread s o c i z l  unrest  In  si7mi?i.aiiy the  orb-- 
loo!: i:; the  mediun-term i s  f o r  prices t o  r i s e  .less sharply -i;haii 
ii; 971- but  possibly consid-erably f a s t e r  on average than the  
3 o 0  per cent increase realised. i n  the  7960is. 

J-c, ~ . ~ - - ~ l y  i 3 produce an economic slo~;c%o~rn i n  nost cowitri.es S o m  o f  
J- 

Emiever for Î 97L.t lower import p r ices  

2.. 1 

ai7 4 t o o  liard causing a worldwide co l l apse  in demand i?i,-her 

-- \l payments iribalances 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



avoid new re s t r i c t ions  on interxzit imal trade that could eas i ly  l e a d  
t o  chain reactions similar t o  those ~ihicki prodilced such Gisastrous 
r e su l t s  i n  the t h i r t i e s ,  

( r i i i )  The recycling o f  internaJcional Li. quidity 

'i8. An equf l ib r im on t ~ e  current accoimt o f  tne balance of  
payments is  not l i ke ly  t o  be at ta ined f o r  member corntr ies  a s  a whole 
before the middle o f  the 'iÇRO's. 
ing of the import needs w i l l ,  therefore,  Se one o f  the ma jo r  economic 
problems t o  solve. 

During the years ahead the financ- 

(a )  Borrowing through banks 

It now seems l i k e l y  that the major  2i'r-L of the o i l  consumers 
d e f i c i t s  i n  1974 w i l l  be ne t ,  a t  l e a s t  i n  the case o f  ?JATO countries, 
from bank-arranged borrowings through the Eurodollar market, O i l  
producers !lave, i n  recent years, inves-ted the bulk of t h e i r  reserves 
i n  Eurodollars, It i s ,  however, inpossible t o  know whether these 
markets c a î  make arrangements f o r  t h e i r  surpluses on the present 
scale ,  and the future of the borrowing capacity o f  the Eurodollar 
market is  very amer ta in .  

(b) Investments by o i l  producing countries 

20 ,  The solution f o r  the internat ional  financing problems seems 
t o  be direct  investment in d e f i c i t  countries by oi l .  exgorting countries. 
The extent of such flows w i l l ,  depend upon %nine at t ract iveness  and 
security of  investrnent markets i n  individual member countries. The 
bulk of  the o i l  producers surglus funds seems, therefore, l i k e l y  t o  be 
invested- i n  the major f inanc ia l  centres t r i t h  only a small T a r t  going 
t o  the m a l l  or developing CouitTies, the econonic s i t ua t ion  o f  which 
rnight take a serious tu rn  for the worse Curing the next few years. On 
the assumption tha t  -he borrowing Deeds of member countries can be 
sa t i s f i ed ,  they will gain the - C i m  needed t o  acjust  and restructure  
t h e i r  econonies t o  the new s i t u a t i o m ,  

- Structural changes necessitated by high energy pr ices  
, 

21- To reach a higher degree 02 self-sufficiency i n  energy is  a 
longer-term task requiring considera.ble ca-sital resources for iniple- 
mentation. Sufficient imports  o f  cap i t a l  might not be available for 
t h i s  purpose during the nkxt f ive  years and considerable additional 
domestic savings w i l l ,  consequently, become necessary. 
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( i ) I.iedim-tern measures 

22. Two zia-in tasks face member corntr ies  up t o  1978. The 
first,  which can produce considerable results i n  the nediun-teral, 
i s  t o  a s s i s t  and encourûge eiie'gy saving e f f o r t s  i n  indus t r ia l  
s t ructures  and. coilsumption pa-ttems Adjustment o f  products and 
production methods i n  industry 50 the new >r ice  se t t ing  is  another 
important f i e l d  o f  pc ten t ia l  saviag. 

(ii) Longer-term measures 

2 3 .  The most important tesk, however, during the next f o u r  
t o  f i ye  years i s  t o  plan ûnd impZernent measures t o  increase domestic 
production of energy. A s  a corisequence o f  the measures taken i n  
the next few years the growth o f  consumption o f  energy i n  EEC 
countries is e x p c t e d  t o  drop considerably f rom the 6% l eve l  
achieved between 1968 and 1973. In te rns  o f  balance o f  papel i ts  
the eoiergy d e f i c i t  which wi7.1 grow substant ia l ly  up t o  1978, might 
stop r i s i n g  a f t e r  tha t  ear  znû s t a r t  t o  f a l l  considerâbly by the 
end o f  the period (19821. 

- IninLications for the standard of livi.n$ 

24. A l l  d e f i c i t  councz'ies w i l l  be Paciag a d- i f f icul t  choice 
as t o  the r a t e  a t  which Ctones-tic deman6 should be controlled i n  
order %O make way for a s h l f t  o f  resources for the benefit  o f  the 
o i l  producing countries and the pressing -restruc%uring- programmes 

- --to ease the balance of  payment pressures. As -there- seems t o  be no- 
escape fronî 2 cer ta in  contraction o f  the growth o f  internal  demand 
if-the-@/robleTns a r e - ~ ~ b Ë s ~ v ë u , = t h e = s i ; ~ ~ d a r d = o f ~ ~ i v i n g = i n c r e a s e s -  
experienced during the last 20 years  might not be repeated i n  the 
1970i~, and. a period o î  zero o r  very s l o x  standard o f  l iv ing  
iniyrovenents might be the best  -Lo tse hoped f o r .  

- ~- -~~ 

The growth prospects tip t o  1978 

25, Wi-tn regard Co the period up t o  1978, there remain three 
major areas of uncertainty: 

- the success of the anti-inflationary measures which 
a re  now being taken by a l l  governments. If the 
squeeze is  t o o  hard a. worldwide deflcrtion might 
r e s u l t ;  

the behaviour of  world trade under present conditions 
whereby many countries may be t rying t o  e-xpand exports 
and cut  down on imports  t o  ease t h e i r  balance of 
payments d i f f i c u l t i e s ;  

- 

N A T O R E S T R I CI T E 
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- the internat ional  shortage o f  c r ed i t  that w i l l  develop 
as a consequence of the financing o f  o i l  iaports during 
this period w i l l  necessi ta te  increased doiïiestic savings 
t o  finance v i t a l  res t ixctur ing and adjustment programnes a 

Such savings w i l l  -Lend -to reduce fur ther  iiiternal demand 
and thus economic groivtho 

26. in the present f a r  from c lear  s i tua t ion ,  the shor-t-term 
outlook p o i n t s  decisive2-y t o  sluggish g ~ o v t h ~  
conditions it w i l l  take time f o r  corrective measures t o  take e f f ec t  
and therefore the rncst t h a t  ci-m be hoped for over the period t o  1978 
is average growth r a t e s  of' the order of 23; -to 3y(i yearly f o r  most  
European countries. (>n the ofMer ha.nd, j-n North Axerica9 where the 
economic p o s i t i o n  i s  basica7iy Sti;TOilger9 economic prospects o f  a 
growth r a t e  o f  -the order o f  4% might 'oc a.ttainable, 

Und.er the best  

(c The longer-term econonnic outlook, 1978-1 982 - 

27. A general improvement i n  the economic conditions o f  member 
countries might be expected iii the :jectirs -1978 t o  15'82* 
e f f o r t s  t o  save ez2ergy aad. t o  increase domestic production must be 
expected t o  hwze nade ixiporUar~t p r r~gress  5y 1373a During the f ive  
year period. through 7982 fur ther  cons ide~ab le  improvements might be 
expected Such 2. developmnt ~ ; ~ i i l O .  progressively al low countries 
t o  d i rec t  economic resources frorx restructuring pxrposes t o  other 
sec-lors of the economyj -thins inalring higher r a t e s  of  economic growth 
possible duTing the last y e m s  o f  t h e  period, 

The accumulation of a debt  burden during the years up t o  
I980 of perhaps US $?@O b i l l i o i a  or m0r.e would impose s t r i c t  
l imitations on Yne rû te  of increase o f  s-tacdard o f  liviGg improlrcrments. 
Interest payments a lone  013. t h i s  debt illight f o r  lYATO countries mount  
t o  US $30 bil-lion F e r  year i n  1980, 

Mational 

28. 

29, Even i f  the s i t ua t ion  on the w1ioi.e i s  l i k e l y  t o  improve on 
the given conditions the developlent arid ?he severity of the economic 
problems w i l l  vary not only bebveen North Arilerica and ,Europe, but a l s o  
between FEuropecin member countries e The basic, economic posit ion o f  
North America is  much stronger than t h a t  o f  most Europeân member 
countries, and the a b i l i t y  of t h e i r  ecmomiez to coFe with the current 
problems considerably be t te r .  The balance o f  payments problem for 
the Nor th  Amcricam! meniber countries i s  n o t  regarded as serious and 
re la t ive ly  less resources w i l l  be needed -to implement restructuring 
progranimes than i n  Europe. For  Yne whole period up t o  I982 economic 
growth might therefore be considerably higher than i n  Europe. The 
growth  potent ia l  o f  the Ca-viadiis eccnomy rnigh-i; net  be much affected 
by the current energy c r i s i s ,  and the 1972 OECD projection o f  economic 
growth of 5.2 per cent yearly between 1975 and 19ûO might prove 
correct. The OECD projection of  growth in the Uzited States  of  4.4 
per cent yearly betweer, 1975 and :980 appears possible, 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



30. In Europe the earlier OECD projection of  economic 
growth for the years -1975-1980 has been lârgely invalidated 
by the eruFtion o f  i n f l a t ion  anCi the balance OP payments problems. 
Exceptions are the three oil ûnd gas producing member countries 
which should see t h e i r  ecoimrnic conditions irnprove considerâbly. 
F o r  Ii'urope as a whole economic growth might, however, pick up 
from some 2 Lo 3 per cent on average between 197& and 1978 and 
Some 3 t o  4 per cent during the l a s t  years of the period. 
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TJ i: T 3 R E S T R I C T Z D  

-1 5.- 

( d )  Economic Basis f o r  Defence 

Generzl --- 
31 a The uncertaint ies  wliich surround even the shor-t;-term 

economic outlook, severely reciuces the  r e l i a b i l i t y  of assessments 
o f  resource ava i l ab i l i t y  for defence duririg the next fev  years. 
In view 02 t h i s  uncertainty a periodic reappraisal o f  tlie 
economic outlook i s  called f o r  a t  more frequent i s t e r v d s  thm 
i n  the past .  For most countries economic resources mi@-b 
continue t o  grow slowly over the period under review i f  the  
main assumptions made above are  inplemented. 
the  necessary economic foundation fo r  the maintenalce o r  a 
s l i g h t  increase of t he  defence e f fo r t  o f  member countries a s  a 
whole, par t icu lar ly  during the period a f t e r  1978. 
economic growth but a l so  the  growth o f  the population i s  
expected t o  slow down during the next eight years. 
i s  not9 however, l i k e l y  t o  a f fec t  seriously r ec ru i tmnt  o f  
mil i tary mmpower. 

This i.;ould create 

Ncr t  only the 

T h i s  fac tor  

Key economic fac tors  influencing resource allocation 
t o  defence 

(i) Rising p r i ces  and costs  

32. The very much higher r a t e s  of i i î f la t ion  tha t  are now 
i n  prospect compared with p a s t  experience have very serious 
implications f o r  defence. 
l iE i t a t ions  on budgetary spending t h a t  anti-inflationary pol ic ies  
are l i k e l y  t o  entaF1, infl-ation has a distorting effect’ on 
al locat ions within the defence budget unless provision i s  made 
f o r  the  necessary adjustments. 

over recent years has been on personnel costs.  “ i t h  iiiucli 
higher general r e t e s  of  i n f l a t i o n  now i n  yrospec+; ~ n d  ’Ghe 
replacement i n  r,?any countries of  conscript service with 

. regular  recruitment, the outlook i s  for an even sharper esca- 
l a t i o n  o f  personnel costs  over t he  y e w s  ahead. Experience 
has shown t h a t  f a i lu re  t o  accommodate a t  l e a s t  tha t  part of 
t he  increase due t o  higher pay could severely d i s t o r t  the 
a l locat ion of expenditure within the defence budget. The 
system adopted by some member countries of  supgdementary 
appropriations fo r  meeting the wage increases o f  a l l  public 
employees, considerably a l l ev ia t e  the problems t h a t  a r i s e ,  
T h i s  system, i f  adopted by a l l  member countries, would 
contribute t o  resolving the problem i n  this  sector, 

Quite  apa.rt from ‘c‘ne possible overall  

73. In t h i s  respect the most marked e f f ec t  o f  i n f l a t ion  

N A T O  R E S T R I C T E D  
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311.. Inf la t ionary pr ice  3.nd cost  increases.  f o r  ria j o r  equipment 
which w i l l  a lso be much higher thar, i n  recen$ yeaîs pose special  
problems. The se t t i ng  o f  specific percentages o f  - i ; o t G l  defence 
expenditures f o r  meeting mili tary eqaiprnent needs provides a rough 
c r i t e r i a  t h a t  will take care of  the inf1atio.l l ac tor ,  However, 
i n f l a t ion  coupled with the  continuing sharp r i s e  i n  costs  due.to 
sophistication o f  equilîment, w i l l  make it essent ia l  for economies 
t o  be achieved through equipment standardisalion, r a t i o x l i s a t i o n  
measures and co-operative procCv.ction/procuréi~en~ oil a scale that  
has not yet  been achieved i n  NATOo 

(ii) Public expenditure -- trends 

35. The immediate imglications of t he  econonic situa-Lion and 
outlook f o r  budgetary pol ic ies  a re  t h a t  the rapid increases i n  
public expenditures of  recent years w i l l  'need t o '  be drast ical ly ,  
curbed. Between 1968-1973 the budgets o f  member cow-tries increased 
considerably f a s t e r  than. the  s imltaneous growth o f  GIW. . Defence 
budgets rose  l e s s  rapi&Ly and t h e i r  share iii t he  budget t o t a l  has, 
w i t h  few exceptions, declined, The d ras t i c  reallocation o f  
resources . t h a t  has taken' p.lace arzd., recogn_ition t h a t .  the  resources 
f o r  defence have reached. leve ls  inadequate f o r  na%ionkX security 
needs increases the  need for a close scrutiny "of t ' në ' 'p r ïor i t ies  i n  
expenditures t h a t  each country wiJ:ï, ne,ed;,to adopt, Thi.s has been 
made ,more urgent by the  additional claims 5, i?.esources' 'Ghat are 
required Î o r '  meeting investmen.t and other e:qenditures l o r  
economic. . .  rest ructur ing ûnd readjustment progrmies  

_ _ _ ~  _ _ ~  - 36 .==Projections=o f--de fenc e-sperià ~~~=prov'ideCor=the=NAT-O------- -- 

force goals exercise covsrhg  -khc 1978-1980 period, give one 
indication o f  pcssible futur% tioends, The Intexmtional  Staff  
estimates o f  defence expenditure illcreases over this period a s  
smnarised i n  the f i n a l  report are  reproduces i n  -Hie a-?-i;achzd 
s t a t i s t i c a l  Anna: (Par t  1, table  3(b) ) .  
t ab l e ,  the  increases in defence e q e n à i t u r e  required t o  implement 
the  agreed force goals var ies  considerably froin country t o  country. 
For the XATO European member countries taken as a whole the yearly 
average increase i s  o f  the order of 305-fc7$ in real terms arid j u s t  
under 3% i n  North America,. For l\ATO Jurope and Cmada the 
projected r i s e  i s  substxmtiallÿ higher than. t h e  r a t e  o f  increasz 
actual ly  implemented over Lhe years 1963-377 

A s  can be seer, from the 

37. Taking in to  account the  economic growth r a t e s  o f  2-394 
projected above f o r  NATO Europeaïi coun-itries, t he  iiiiplicûtions of 
the  Force Goals are t o  increase the  share o f  GNP talreii by defence 
a t  l e a s t  up t o  19'7'8. 
continuation of t he  trend of the l a s t  few years o f  slowly r i s ing  

IJp t o  $ha+ year it w i l l  make possible a 
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M -4 T O R E S T R I C T E D  
--I--- 

-1 7- 

defence share of GNP which has been i n  contrast  t o  the continual 
decline during the  1960s. For the period a f t e r  1978 this would 
imply maintenance of the  defence share o f  %We The Nor’cl? 
American member countries aFe more favourably placed, t h e i r  GNP 
growth r a t e s  are  l i k e l y  t o  ou ts t r ip  substzat ia l ly  the  p r o  jec- 
t ions  o f  defence expenditure made during t h e  force goa l  exercise. 
The econonic s i tua t ion  i n  some nenber countries i s  l i k e l y  t o  
become d i f f i c u l t  over the next few years with serious inf la t ionary 
and Salmce o î  pûyments pyoblems developing. In such comt r i e s  
conditions could- be creûted t h a t  might a f fec t  unfavourably t h e i r  
economic and p o l i t i c a l  s t a b i l i t y .  For the  hardest l i l t  countries 
-the implementation o f  a defence expenditure gro.-rth as recormended 
iri the Force Goals might r a i s e  d i f f i c u l t  eCGrülXiC aid p o l i t i c a l  
problems Other countries which are  suf ficiei?,tly well- placed 
must, however, be prepared i n  the yvars ahead -to GG rela’cively 
more t o  compensate eventual s h o r t f a l l s ,  i f  one :;;;islies -to w o i d  
seriously t o  reduce the defence capabi l i ty  o f  the  Alliaice.  

M A- T O R E S T R I C T X I 2  
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( a )  Current Trends LFerformance - YI -_ -- i n  71-372/73 a. *a- a rd  prospects 
f o r  1 9 7 F : -  

36. Over the years 1972173 economic grorrklr; in the  Yarsaw 
Pact countries w a s  a l i t t l e  l e s s  thaiî i n  thv NfQO coun-h'ies. 
Progress i n  the  East Europeân coiintries was s t e d y ,  G I P  r i s ing  
5-6% per  year. 
tras uneven. Growth i n  1972, owing largely -to c! bed- hamest-, was 
perhaps the lowest i n  twenty yeârs. 
record m d  GhT r o s e  by mDre than 

1973, the  Soviet turnover in per t icu lar ,  r i s ing  by riore than 
40% Trade was fostered. S y  eas ie r  access t o  Veste-m c red i t s ,  
the  r e s u l t  OS détente,  b u t  the  USSR, and t o  a l e s se r  extent 
Poland and Romania, benefit ted by the r i s e  iii world pr ices  of  
energy and raw a a t e r i a l s ,  
currency earnings of the USSR i n  I.c)73 - $600 n i l l i o n  n i o r  i n  
respect of  gold, $3OO more €rom o i l .  
over, were able t o  pay i n  cash fclr arms delivered by the USSR. 

In the  Soviet ü n i m  on the other iizir?c* p e r f o m ~ n c e  

In 1973 the  harvest was a 

3g0 There w â p  an ilnprecedented r i s e  i n  Last-Ileut -brade i n  

There was a big jump Li? -@e coiwertible 

The Arzb countries, more- 

40. Prospects foi- t he  year 1974 vary somewhat. 111 the 
Soviet Union indus t r i a l  ou'cput i s  r i s ing  but the ou-tlool; for 
agriculture remains uncertain. External f ac to r s ,  on the other 
hand, are  highly favourable f o r  the USSR. (X.ring -bo the r i s e  
i n  commodity pr ices ,  the Soviet trade balao-ce with the  convertible 
currency are8 w i l l  be i n  surplus f o r  the first  tiilie i n  nmy years 
despite co!;mitments t o  buy Western equipment we11 i n  sxcess o f  
$2 mill iard a year i n  7972 and 1973. 

41, The other 17axaw Fact countries aFe l e s s  favourably 
placed.  
shortage of eneygy, 
hydro e l e c t r i c  s tâ t ions  , and possibly i n  ardicipation qf future 
d i f f i c u l t i e s  i n  the  purchase of o i l  from t h e  USSR, general 
energy conservation mea sures wese iritroduced. These couiitries 
a re  heavily dependent oil foreign trade and are inore exposzd t o  
the impact o f  Western j n f l a t i o n  than the  Sovie-b Uliioii. 
have problems in financing jmgoJ-tç f ron  t h e  outside world they 
may becone s t i l l  inore de-enderi_t on the USSR thcn in -the past .  

Their i ndus t r i a l  output could 'be 2îfectscl by the 
Drought Last year reduced tbv ov.tpv."c o f  

If they  

(b ) =e longer terip -ou_tlook 1375-82 

42 e Compared wiFth the Yest ?;There recent developinen-ts have 
made the  economic s i tua t ion  for the  NATO countries very uncertain, 
the  economic s i tua t ion  and trenci i n  the 'fai-saw Pact countries 
remains much the saxe as described i n  l a s t  year 's  apjreciation. 
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AC / 127-V.P /407 

Nevertheless , 
-1 c+ 

desDite the fac t  t ha t  the  economies of these countries 
a re  t o  some exten% cut  o f f  fron the r e s t  of the wor ld ,  there  i s  
bound t o  be some impact o f  outside events on t h e i r  development. 

(i) Internal  Developments. 

/+30 The leaders o f  these countries have long been faced w i t h  
the  problem of maintaining growth while gradually changin.g the 
character o f  the  economy. 
eirpansion of resources w i t h  p r i o r i t y  f o r  investmei1-t and defence a t  
t he  expense o f  the  consurner-related a c t i v i t i e s .  As huinzn alnd material 
resources became l e s s  abundant a d  less easy t o  mobilise, nev: po l ic ies  
became necessary. The various attempts a t  econo!i?ic refom, -the drive 
‘Co iniprove technology, the  preoccupztion with l i v ing  stmdûrds,  the 
new a t t i t ude  t o  agr icul ture  and foreign t rade,  the idea t h a t  
consumption might prove a factor  o f  growth are  a l 1  aspects 02 t h i s  
trend 

The S ta l in  system had entailed a constant 

- Re sources - 
44. The probleii: o f  resources i s  l e s s  acute in the  USSR than 

in other countries but i n  the  longer term i s  equally applicable. 
Despite the slowdown i n  the growth o f  population i n  the Tïârsa:-,I Pact 
area the  labour force i n  most countries is s t i l l  exganding, There 
is, nevertheless, a labour skiortaL9 a_- -‘- which i s  due -to -the f a c t  tha t  
t he  various means of-bringi:ng ir, lgbour from households and -Che 
countryside a re  p rac t i ca l ly  exhausted a Everythiug now depends on 
natural  _growth whick i s  insuff ic ient  t c  main tah  ecmomic expznsion 
unless product y r i s e s  consideFably, - Materbal- resourc 
are short’ i n  E riï Eur55e 9 %re--Tïent-ifül iK-*hF Soviet  WkiOii. 

-_However,__e_vemn_tl-~e-,=-~he -MO st eas i ly  ac c e s s ibl e -rgs ourc e s 1 o cat  ed 
l i k e  the  bulk of  the  population and th.; ic ihst i - ia l  centres,  i T T t h é : =  __ 
Xuropean p a r t  or” the  country, are f a i r l y  f u l l y  exploi-Led, while the  
massive resources beyond the  ‘Jrals are  cost ly  t o  exploi-t. 

which ~ 

- 

--- ~ ~ 

~- 

- PoLicies and Structure ..- 

LI.~, The radical  a l te ra t ion  of po l ic ies  which might seeix 
appropriate t o  t he  new s i tua t ion  i s  not t o o  easy t o  achievv, The 
leaders  understan& that  increased emphasis on consumer sût isfact ion 
i s  necessary not only t o  ward o f f  d i ssa t i s fac t ion  which could be ’ 

p o l i t i c a l l y  dangerous , but also t o  provide the  notivation f o r  
increased productivity. 
stress on consumer orientated investment would s e m  t o  be necessary. 
One problem i s  t h a t  investnent i n  the USSR is not as productive as 
it should be o r  ra ther  investment outside t h e  defence sector has n o t  
been very productive, Th?. defence sector i s  r e l a t i v e l y  very 
e f f i c i en t .  
factors  and production i s  carefully watched by the  customer, the 

A cut-back i n  investinent a.s a whole aid 

It has a t  i4!s disposal the best  human and material 

I i E S T R I C T E D  
. .  
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N A T O  R Z S T R I C T Z D  

Ministry o f  Defence, which ge ts  extremely good value for i-ts money. 
Flestern observers considsr t h a t  the  defence sector' i s  âlaos-l; 
d i s t i n c t  from the  r e s t  o f  the  economy so t ha t  it i s  very c ' i f l i cu l t  
simply t o  switch resources without a fundamental reshuffle 

46. Agriculture i s  a good i l l u s t r a t i o n  of t h i s  problen. 
The c ruc ia l  nature of  agr icu l ture ' s  ro le  i s  well r2alised by the  
Soviet leaders,  They are  very keen t o  improve the na t ion r s  d i e t  
and have invested considerable suns i n  tine sectol;.. 
however remains ine f f i c i en t ,  a legacy o f  the past  when an 
inappropriate s t ructure  was imposed and peasant notivation 
destroyed 

47, The slowness o f  t he  non-defence sectors t o  ,zhsorS 
technical developments i s  another consequence O% the  t r ad i t i ona l  
system. The defence establishment has a l l  the ï:iotivatfon a id  
f a c i l i t i e s  t o  study and apply the  l a t e s t  technology and i s  very 
successful i n  doing so ,  In  the other  sectors there  i s  l i t t l e  
o r  no end user influence on the enterprises which cIre coiicerned 
t o  carry out plans inposed 5y the  centre. 

Agricul-bure 

43, The centra.lisation o f  decision naking which i s  
charac te r i s t ic  o f  the Warsûw Pâct econonies i s  e f f i c i en t  il? 
mobilising resources o r  redirecting them radical ly  i n  -the 
l i g h t  of  c lear ly  defined p r i o r i t i e s .  It i s  much less effective 
i n  advanced economies where resources are  already committed and 
the problen i s  t o  e f fec t  marsinal changes zs  the  s i tua t ion  
develops. 
Czechoslovakia and E a s t  Germany have suffered more f r o n  the  
system than r e l a t ive ly  undeveloped countries l i k e  Eulgrwria 
and Romania. 

T h i s  i s  no doubt why developed countries l i k e  

49. Khat changes are  the Party leaders l i k e l y  t o  accept? 
In the East European countries the problems a re  such thxb 'chc! 
leaders night be ready t o  zpprove f a r  reaching economic refomi, 
In the  Soviet Union the  posi t ion i s  different .  Measures t o  
iriiprove the f low o f  econori;lc information and apply econoinic 
c r i t e r i a  a re  welcome only so  long as  there  i s  no th rea t  t o  
control by the  Party and the  planning bureaucri^cy 01: -to the  
defence p r io r i ty .  
plan there  i s  not likely -to be suf f ic ien t  pressure f o r  major  
change 

If economic growth continues according %O 

(ii) External Influences 

50. The import o f  Western equipment incorporating advmced 
technology i s  recognised a s  a good means o f  ra i s ing  the 
efficiency of t he  non-defence sector,, 
a need, sooner o r  later.  t o  s e l l  coinpetitively oy? Western 

T h i s  implies, however, 
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markets a corresponding amount o f  home-pi70duced products 
given the  s t ructure  anci economic pol ic ies  o f  t he  i;isrsaT;r Pact 
countries l i m i t s  the  scope o f  t h i s  business. 
Union i s  conceried, the recer t  r i s e  i.n the pr ice  o f  iiiaterials has 
g rea t ly  increased i t s  eamicgs froiii the sa le  o f  inaterials and 
energy and therefore i t s  capaciky t o  inpoï t  Moreover9 the r i s e  
in pr ice  o f  products i n  which. Siberia _is sc r i ch  would ixkc inore 
p rof i tab le  the  development of illat are?-. 

which 

As fur as %he Soviet 

51. T h i s  tu rn  i n  events i s  n o t  l i ke ly ,  however, -Ç;û Pavour the 
E a s t  niropean countries. 
which they can p ro f i t ab ly  s e l l  a t  the present moment. 
countries of  the  area are  short  of raw materials and energy and 
are l i k e l y  t o  become still more t i e d  t o  the USSR. 

Cnly Poland and Romania. have raw -.aterials 
The other 

52. The in?p&ct o f  Western ' in f la t ion  on the  Eastern econofiiies 
nay be quite small: .Though East-Vest t rade i s  basical ly  cûrried 
on i n  Western currencies a'c Western pr ices ,  these hme li-LCle o r  
no influence on domes-Lic p r i ces ,  True, the East has it .own form 
o f  i n f l a t ion ,  but the  excess purchasing power i s  no'c allowed t o  
a f f e c t  p r ices  excepAc those  prevailing on the kolkhoz o r  black 
markets o r  influence production o r  'Inves-hent Noreover , the 
prevalence o f  irifla-kioi? and other r3isorder.S in.  the Ifes-L; ;vi71 be 
used by the  Par ty  leaders as evidence o f  -the' supc r io r i ty  O% t he i r  
system and as an argumezt a.ga.inst those who urge radical  chmge i n  
the  Eastern system e 

;own i n  the West however could affec-2 the E a s t  i n  a 

ed t o  reatructiiiyc IpTestera economies 
--in the  :Irestern dehand 

a igh t  -reduce the xo7ur7iC_o_s1 capJ--cal a ~ a i l z b l e  t o  firancc X:Fiste.=n _____ 
purchases of equipment Morecver, sone joint production sclieï?zes 
were perhaps based or, the a-ktsastion t a  Western firm o f  l o Ï r  cost 
manufacturing i n  tht E a s t  when f u l l  empi-oyzent prevailed- at home 
A period o f  urîem~loynient i n  the Vest might =.ob the j o i n t  production 
schemes o f  some o f  t h e i r  a t t ract iveness  t o  Western bv.sinessit;en. 

(iii) Growth in 197S-SS2 

54, Contrary t o  whsl t  might be necessary in  the case o f  NATO 
countries,  there  seems t o  be no par t icu lar  reason t o  a l t e r  basical ly  
the  e z r l i e r  estimates of growth of the  Warsaw Pact coui?tries. Up t o  
now there  are no indications that  -the Party leaders9 for* i n t e r m l  
reasons or under the influence of exterEa1 factors,. wil-1 cone Out 
v i th  unesqected t a r g e t s  f o r  the 1.976-80 period, 

55.  Present trends seen t o  favour the Soviet Enion,  and t o  
some extent Poland a~Ci fiornania and these advan-kges might on 
balance outweigh the  disadvantages affecting tne other ;..?arsai\: Pact 
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M A T O  R E S T R-1 .6  'il #E D 

P 4 2 . -  

countries, By the erid of the  period d-evelopment projects  i n  
Siberia Zay have provided adequate raw material resourci?s f o r  
the whole area which w o ~ l d  imply increased. dependence 011 the 
Soviet Union. It  might bs easy enough t o  ensure a further 
increase i n  intra-C0?4X!ON t rade  but it i s  very cloubtfu-1 if 
t h i s  would make up for the  reduced import o f  technology for 
the  benefit  of non-defence sectors which i s  very iinportant 
if these economies are t o  become Eore balanced, 

56. Relative t o  the present estimate it now seeins logical  
t o  envisage a s l i g h t  r i s e  i n  growth for the Soviet Union aid 
the Warsaw Pact area as a whole and a s l igh t  f a l l  i n  t h a t  o f  
the  E a s t  European countries. 

6:!!iRSAki PACT COUNTRI%S O ESTII4ATED GI" 1971-82 
(1973 pr ices ;  mi l l ia rd  US do l l a r s ;  pur- 

chasing power pa r i ty )  

"- 

SOURCE: f o r  data 1971-73 '$Planetary Product i n  1973ps (US Depart- 
nent o f  S ta te ,  1974) 

: , 

(c) The defence burden i n  the  I.!arsaw Pact couqtr ies  

57. 
defence-wise, considerably more t i a n  the United S tz tes  within 
NATO. It i s  d i f f i c u l t ,  however, t o  make s t a t i s t i c a l  comparisons. 
In  the Soviet Union pr ices  are  o f f i c i z l l y  fixed- and r e f l a c t  very 
imperfectly +,he r e l a t ive .  scarc i ty  of resources. 
defence pr ices  d.0 not adequately r e f l e c t  the overriding pr ioyi ty  
given t o  the defence sector  where the  best  nanageïxnt, research 
and s c i e n t i f i c  personnel a re  elipioyed and the best  equipiient 
and materials ccncentrûted. Financial cornpariscas with fiThTc\ 
countries can therelore  be misliading. 

Vithin the Warsaw Pact Alliance the Soviet Union w i g h s ,  

Certainly 

On the Insis of official 
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Soviet defence and science budgets, it can be c d c u l a t e d  that  
outlay on defence i n  rubles since 1969 has r i s en  on the average 
about 3% per year, Because o f  the  p r i o r i t y  f o r  defence and the  
pecul iar  pr ice  system t h i s  increase has made possi-ble a 
considerable mi l i ta ry  build up which, i n  a comparable RAT0 country9 
where pr ices  rioltliially r e f l ec t  market forces would have 
necessitated a much la rger  annual increase i n  outlay, 

52,  The other Warsaw Pact countries, appear over the last few 
years t o  have increased t h e i r  defence e f f o r t  ra ther  more -th2~2 the  
Soviet Union. However the burden of defence i n  these cow-tries i s  
cer ta in ly  l e s s  than i n  the  USSR, i n  terms o f  GhT perhaps on6-hal.f. 

P Outlook 

59. There i s  reason t o  believe t h a t - i n  the near future the 
Soviet defence effor't  may increase a t  a f a s t e r  pace thai? ûVeï the  
l a s t  f ive years, Between 1.969 and 1974 the o f f i c i a l  defence vote 
rcrnained j u s t  unücr II, n i l l i a r d  rubles 
to--science rose from 10 mill iard i n  i969 t o  16,Fi- ï,iilliarcl i n  1974, 
of which about one-half t o  two-thirds i s  believed- t o  go on mil i tary 
Research and Development. 
years the emphasis has been on developing quâ l i ta t ive ly  superior 
weapons and systems. It i s  known t h a t  a nuliber o f  ne:? strr^-begic 
Weapons a d  missi les  bav.e been developed and are goi-ng i n t o  . 
production on a large scale,  which would not preclude Eurtner 
e f f o r t s  i n  t h e  R 8< D f i e l d ,  but would imply a rise i n  hardware 

whereas the  t o t d  allocation 

T h i s  tends t o  confirm that  i n  recent 

- 

~ ~ 

~ 

~ - -~ 

600 The Soviet zuthoritj.es could probably maintain or s l i g  

lioreovcr should serious recessioil o r  

- ~ ~ 
- r e a s e t h ë  p ac e o f =t EGir-dEf enc .e=e i" f o thQu$=imp.ing ing-t 0 O=;---, -= 

obviously on consumption though there  would be fever resources f o r  
other foms of  investment e 

soçial  unrest hit . the.-?iest ,  the 1e.aders might f ind it easier t o  
r e s i s t  pressure from the consuuters. 

- Conclusions 

61. The Soviet Union has several options as regards defence 
spending. 
4% it would be possible t o  maintain a r i s e  i n  defence spending o f  
3% or more per  yearp as i n  the p a s t  e 

believe t h a t  they have achieved pa r i ty  with the  United S ta tes  they 
can f a i r l y  eas i ly  adjust  t h e i r  spending t o  requirements. On the 
other hand it seeins unlike1.y t h a t  the  East European countr ies.  w i l l  
continue t o  push up t h e i r  defence spending a t  t he  si~nle ra-&e as 
aver the las t  few years. k r i s e  o f  1-27! a yea-r night be expected, 

W i t h - G N P  .growing' a t  say 3%. a year ' a d  cç)liisw:ption a t  

If the Soviet leaders 
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f "/O average yearly changes 

Feàeral Republic of  Gemany 

D I C  Zurope 
Canada 
USA 

4.6 
5.2 
4.1 

France 
NATO Europe(1) 
TOTAL NATO (1 ) 

1 
4.4 
5.8 
4.9 
4.5 

4 ,50  3.93 
4.77 1. 6.17 
3.47 4.97 

3.42 4.63 
5.84 5.74 
4-78 4.34 
4 O 10 'i 4.74 
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N A T O  U N C L A S S I F I E D  

j6 average yearly changes 

1 COUNTXY i 

I Belgium 
j Denmark 
1 Federal Kepublic of Germany 
1 Greece 

( O )  
I 

1 ;E&ourg  
j Netherlands 

E;;21 

United Kingdom 

3.4 3.78 
5.7 G. 21 
3.5 3-38 
2*7 2.56 
4.4 3 0 39 
4.0 5.37 
5.1 5.07 
4.4 5 D 21- 

5.9 6.81 
4.2 L: e 95 

3.0 boot 

19?0/73 

6.29 
8.47 
5-62 
8.56 
7-70 
6.40 
8.63 
6, O? 

8.41 
I 
1 DPC Europe 4.02 

USA 2.7 3 * 95 
Canada 3::: j 4,07 

t 

T o t a l  DPC countries 
Frânce 
NATO Zurope(1) 

I TOTAL NATO ( 2- ) 

3.2 1 3.97 5.59 
4.3  
4.1 4.13 
3.2 4-01 

,/ 

/ 

/ 

,/ 

/ 
(1) Including Iceland 

1 
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N A T O  U N C 1, A S U- S I U D  P 

PART I 
TABLE 2 ( a )  POPULATIOK J?r.3 LABOUR FORCI3 

COUIVTRY 

( O )  

Belgium A 
B 

Denmark A 
B 

Federal Republic 

B % o f A  

B % o f A  

.. 
o f  Germany 

B 5'6 o f  A 
Greece 

B 75 o f  A 

B % o f  A 

I t a l y  

Luxembourg 

B 90 o f  A 
Ketherlands 

B % o f H  
Non72y 

B "/O o f  A 
Portugal 

B % o f A  
a i rkey  

B % o f A  

A 
B 

A 
B 

A 
B 

A 
B 

A 
B 

A 
I3 

,? 
B 

A 
B 

1960 

x 
9153 
3675 
40.15 
4581 
2094 
45 e 71 

55433 
26518 
47 O 84 
8327 
3601 
43-24 

SO198 
21210 
42.25 

314 
134 

4-2 e 68 
11486 
4232 
36,84 
3585 
1457 
40,64 
8865 
3424 
38.62 

27509 
m 9 3  
47 e 23 

1970 

3ZE  
9638 
3918 
40.65 
4929 
2380 
48.29 

60451 
26817 
44 e 22 

9793 
3416 
38 85 

53061 
19503 

36.35 
340 
144 

42.35 
13032 
4752 
36.46 
3877 
1557 
40 16 
8723 
3494 
40 O6 

35321 
14534 
41.15 

_ _ _  - 

a975 
( E )  

ILTE 
9755 
3992 
40 ., 92 
5062 

49.05 
2483 

62323 
26886 
43 14 
9099 
3396 
40 e 82 

55565 
30932 
34.57 

353 
156 

44 19 
L3753 
4860 
35.31 
4040 
1621 
40,12 
8488 
3436 
40 48 

39897 
1-5550 
38 a 98 

unit: O00 

' % average yearly 
change 

1980 
(45) 

gsx i  
4113 
41.97 
5160 
2545 
49.34 

13353 
7'330 
43a14 
9351 
34cjC. 
37.32 
0'25-7 
.9851 
34. e 67 

353 
182 

4l! e 33 
4510 
4989 
34.38 
4225 
iGa6 
39 31 
8319 
3358 
40 - 48 
3255 
.Ci608 
36 0 67 

__U__ 

3.960, 
70 

0.52 
O . 64- 

0.73 
1.29 

0.90 
O*ll 

0.55 
-0.52 

O * 67 
--O 83 

Oc.80 
0 - 7 3  

1,27 
1.17 

Oa79 
O, 67 

-0.16 
0,so 

2.53 
1.13 

-rrm 

1-970, 
75 

m 
O e 24 
0.37 

0.53 
0.85 

O. 55 
O, 38 

c.  69 
0.73 

0 ,  70 
0.25 

U.?5 
- L o  7 61 

1 0 3.0 
o. 45 

0.32 
0.81 

0.55 
O .  34 

2.47 
1*30 

- 

1975/ 
80 

XE 
0.12 
0.63 

O .  38 
9-50 

0033 
0.33 

0.55 
0.55 

O. 61 
o. 61 

O .  56 
0-76 

1.06 
O. 53 

o*go 
O. 79 

.O 40 
-0 e 40 

2,56 
1.32 
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N A T O  U N c L a s s I F 5: 3 . D  
-__y---.----- 

-/+- 

PART I 
TABLE 2(a) continued_ 

United Kingdom A 52559 

B % o f A  

DPC Europe A 232010 254487 265054 
€3 104439 106192 106858 

Canada A 17909 21324 . 22602 

3 % o f A  45.01 41-73 40,32 

B 6530 8466 9870 
B % o f A  36.46 39.70 43-49 

USA k 180671 204874 215107 
B 72142 85903 93209 

B $6 of A 

275768 
11.0132 

24026 
11452 

227492 
L û t 1 3 3  

39 O 94 

47.67 

44.48 
.I 

1.10 
0-91 

1.06 
O e 74- 

0.95 
C.25 

1" IC 
c,go 

- 

0,82 
0.12 

1.17 
3.03 

0-48 
1.64 

o. 90 
0.92 

0.80 
0.73 

0.81 
0.23 

0.89 
O, 90 

( 7 )  
O. 50 
O. 59 

o. ô0 
o. O1 

1.22 -I 

3.10 

SOURCE: 9ZCD 
k Population 
3 Labour force 
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Pfas I 
TABLE 2 (b) FEKSONi\;%L TOTALS (fIILITM?Y AND CIVILI. t l?I)  IN I 973 

A1JII AS PERCENTAGE - OF THE TOTAL -1 LABOUR FORCE 

Mi 1 it ary 

sands) 
(thou- 

Uivi 1 i an 

sands) 
(thou- 

TOTAL I T o t a l  
(thou- /as % 

l abour  

115.1! 2.9 
6 . 4 '  1.9 

636.û 2 .4  
272.0 G 3  
629.6 1.3 

1.3 0.8 
Y43.5 3.0 
49.7 3.0 

28C.9 8.1 
600 5' 4.. O 
69?.8j 2 . 8  

Belgium 
3eiunarK 
Federal Republic of Germany 
CLreece 
Italy 
Luxembourg 
Netherlands 
Xorway 
Portugal 
Turkey 
3ni.t ed 1 :ingdom 

8.11 
8.2  

175.0 

72.7 
0.2 
29.3 
I C e 3  
5.L 

37.2 
324 2 

25.6 

0 

Canada 
U s * ;'i O I 
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N A T O  C O N F 1 G 5 M T I __I A L 
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COUNTRY 

Federal Republic of  Cermüny 
Greece 
Italy 
Luxembourg 
Netherlands 
Norway 
Portugal 

DPC Europe 
Canada 

- T o t a l  DPC countries 
France 
NATO Europe 
TOTAL NATO 

N A T O  C O 1°F I D E N T I A L  
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N A T O  C O N F I D E B IC I A L 

PART 1 
TABLE 2(dl -- CONSCRIPTED AND VOLUNTEER FOXCES 

OF M%PBZR COTJi'VTRB 

(% di B tribut i o n )  

- 
19_____- 

Regulars Consc 

57.8 4202 
100,o - 
40.4 59 .b  
52.1 47.9 
31 09 68-7 
24,6 75.4 

. 51.8 4.8 O 2a 
37 0 4ae 62.6 
1309 86.1 
11.7 8803 

82.4 , 1 7 e G  

100.0 - 

100,o 

$Tote: a: 1969 
br 1972 

Source O DPQ( 7 3 )  

H A T O  C O N,F I D E N T I A L 

-uI. 

19 
Hegul arz 

78.6 
100.0 
63.a 
5103 
350 5 
27.7 

100,o 

3407 
11.9 
14.1 

100.0 

*- 
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N A T O  C O N F I D E N T I A L  

Pf4F.T I 

14iLlions o f  nat ional  
t a n t ,  '1972 pr ices  currency u n i t s ( a )  
<of the Force Goals1 

I 
I 

- 
1 as indicated by nat ional  plü.ns. i I 975-1 gso i Financial Requireraent s 
! aad Internat ional  S t a f f  ! 

Average y e a r l y  
increase/decrease 

-E4 0 O 
+2.0 

(--2 O 0 )  
+%.8 

( 6 %  O 5) 
(+2.9) 
(i-3 O )  
+2.G 
-1 .O 
+6.0 

(3-1 A) 
4 - 1  .5 

(4-2 D 5) 

) f o r  I t a l y :  thousand million l i r e  
) f o r  d e t a i l s ,  see ibnexes t o  country r e p o r t s  
) Imcluding cost  o f  those f o rce  goals t h a t  w i l l  r e  u i r e  en tema l  aid f o r  implementation 
u rcc  -z- : Report t o  DPC on Force Coal 1975-80 (DPC/D 7 74)s  f o  29th A-pril '1,974) 

N A T O  C O N F I D E N T I A L  
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N A T O  C O N F I D E Ki T I A I, 

PART I 
hl3LE1s-3 ( c ) 

BELGIUH 
DEXNARIC 
FFiARTCE 
F. R.  GEFü"IANY 
GPEECE 
ITALY 
LEEIfBOURG 
NETHERLANDS 
NORWAY 
PORTUGAL 
TUXWY 
WITED KINGDON 

I 

NATO EUROPE: 

DPC EUROPE 

.-le- 

- T Z T  
28.09 
22.15 
69 2û 
29.46 
41 32 
27.07 
10.43 
30.74 
26,46 
39 O 6  
48.68 
39-69 

35 O 46 

32.17 

-- 

--mT -- 
22.88 
16.00 
40.32 
26.3û 
32 0 57 
23,19 

9.73 
24.32 
23.30 
54.19 
36 O 89 
32,  I O  

-w 
27.30 
14.43 
35.23 
22.68 
36.94 
20.47 

8-05 
22.65 
22 86 
50.81 
34.88 
29.25 

26.25 

24,12 

AI\rnEX t o  
AC/127-11,iB/407 

'1 971 

79.73 
11.60 
31.47 
19.48 
36,3û 
20.61 

7.24 
20.46 
21.23 
53.16 
33.87 
27.70 

23068 

21,97 

IE M A T O  N T r A L 
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PART I 
TABLE 3 ( c )  continued) 

-11- 

CANADA 

UNITED STATES 

TOTAL NATO 

DPC COUNTRIES 

1967 

17.66 

48.99 

40 84 

40 84 

13.37 

45.14 

37 02 

37.15 
.-- 

'I971 

11.56 

36.93 

30.53 

30 46 

1973 

10.44 

27.57 

27.37 

N A T O  Z O N F I D E N T I A L  
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(a) 9.[ir,/?RSkM PACT COUNTRIES: GROSS ?iXTl(>PJAL -7 PRODUCT 
( m i l l i a - ù s  o f  1973 8 - r  

E a s t  European 
countries 155 194 2 Ok- 227 - LIPD - - 

851 
U_. 

774 
_U 

Varsaw Pact countries 575 745 - - 

1374/82 
e s tmate  

1977_/73 1965/70 

E a s t  European 
countries 4.6% 5.5% 3 e 5/4% 

SOURCE: based on Planetary Growth 1973 (U9  Department of  
State 1974) 
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PART II 
TABLE 2 

POPULATION OF WARSAW PACT COUXTRIES 
- - d r  

1960 - 
USSR 214.3 230.Ç 242,8 255.0 
E a s t  European 
countries 96,7 99.7 103.2 106,4 

Ail Wârsaw 311.0 330.6 346.0 33l.4 Fact countries 

__L_ 

- 

USSR 

GROWTH I N  Vi'U'.ShW PACT POPULATION ($6) 

1980 1985 

26&5 283.0 

- 

1960/65 1965/70 i970/75 1975lE33 1980/85 
7.8 5.2 5.0 503 5.4 

E a s t  European 
c ount r i e s 3 .1  3.5 3.1 3.5 3 . 0  
Al1 Earsaw 
P a c t  countries 6.3 4.7 4,4 4. 0 8 4.7 

(c) ECONOMICALLY A C T I V E  P O P U L A T I O N ( I )  
(ozillions) 

U S S R  
1970 la75 1980 

111.1 121 O 9 131.5 141 e 3 
___. 1960 - 

E a s t  European 
countries 49.0 53.9 55.5 57.7 
All Warsaw 
P a c t  countries 

1_1__ -..--O31 

160-1 175 9 8 188 e O 199 e O - I_pp__ 

(1) ïnclud.ing the armed forces 
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M A T O  R E S T R I C T Z D  . - .- 
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FART II 
T ~ L E  2 (continued) 

(d)  MALE POPULATION OF’ MILITARY ASE (18-34) 
(millions) 

1970 1973 ___ 1975 O_ 1980 
I 

USSR 30.5 31.4 31.6 73.3 37.8 
E a s t  Zuropean 
count r i  e s  12.9 13.6 14 * O 14 8 15,O 
Warsaw Pact 
count r i  es 

(e  1 

USSR 
E a s t  

mîD FORCES OF WARSAW PACT COGMTRIJZ3 (1973.) 
’ (mill ions) 

3.4 
European countries 1.03 

Joint  Economic Committee o f  US Congress: 
Sovie t  Economic Prospects f o r  -the Seventies 
Demographic Trends i n  Marsaw ?act C o u - t r i e s  t C-M(72)1) 
Based on IISS estimates for 1973. T h e  f igures  f o r  
1974 should be  higher, par t icu lar ly  for the USSR 

June 1973) 

N A T O  R E S T R I C T E D  
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Official  Defence 
Vote (nii l l iard 
roubles) 17.7 17.9 

E a s t  European Countries 

m i l L i a r d  leva 0.30 0.32 

mill iard crown 14,2 15.0 

Bulgaria 

Czechoslovakia 

GDR 

Hungary 

Poland 

Ronania 

mi l l i a rd  narks 6.3 6.7 

milliard f o r i i i t s  8.30 8.90 

milliard zlotys 33.30 35.40 

a i l l i a rd  lei 6.4 7.05 

1971 

17.9 

U. 36 

15.9 

7.2 

9.44 

37.65 

7.50 

1972 - 

17.9 

0.40 

15.7 

7.6 

9.72 

39 O 86 

7 . û O  

- 1973 

17-9 

O O 42 

16,7 

8.3 

9.35 

4.1 06 

7.92 

.I-- 1974 1969 
= 100 

17 7 

0.i8 160 

18.8 132 

3.9 141 

LO.61 128 

4-5.21 136 

8,60 134 

_un. 

Official  defence figures understate the real. outlay. 
i s  especially s o  i n  the  USSR, where expenditure on the 
mil i tary aspects of 31 Sc D i s  very high - a share 02 two- 
thirds has beer, assumed i n  tab le  III(b). Even i f  the t o t a l  
defence spending i n  national currencies were kiio:im t h i s  
would not necessarily give a r e a l i s t i c  picture  o f  the  t rue  
cost  since p r i c e s  are  o f f i c i a l l y  fixed over long periods so 
that a given budget a l locat ion could accomiodate programmes 
r i s ing  i n  r e a l  cost  

This 
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. -  

. 
I . .  

N A T O  R E S T R I C T E D  
- AC/127.-WP/407 - - . , F A +  -1 

I SOVIET DEFENCE SPENDING ; 

I . .  
in milliard roubles 1 

,.-. -. . 

.. 
- .  . .  

-k 
-? - 

- -  

Soviet Budget 
for Defence 

Science Budget 
Li and other 

I 
/ . 13.0 

.0 /’ il 7 
0 

# 

0 

3.2 ---- - - - ( @  

4.3 417 - - 
3.4 -3.2 

sources devoted 
to sci.ence in- 
cluding irrvest- 
ment s 
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