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Prote b L t h e  Economic Couunittee 

The attachecl ûp-reciation of the economic 19osition of 
the  NATO and Warsari Pact countr ies  f o r  the period through 1982 
has been prepûred by the  Economic Conmittee i n  resyonse t o  the  
request OP -Cie Defence Tlanniug Cornnittee. This re-ort has been 
organized In accordance t r i t a  the revised procedures Tor  the NATO 
Defence Plsnning Review o f  Nay 1371. 
prospects o f  both %he Alliance and the  Warsaw P2ct over the  same 
tiime--spe.n as t i e  PIiLitary Appreciation and includes poss ib le  
trends i n  defence eoend-i tures ,  

It describes the economic 

2, it cons is t s  o f :  

Y an introduction 

U a sumnary appraisal 

I P a ï t  I: Economic deve2.o-ments i n  NATO count r ies  

- Part II: Economic developments i n  She ?Tarsair Pact 
cormtrie s 

I S t a t i s t i c a l  annexes. 

3. In view of  -the prevai l ing uncerteiri t ies as t o  the  
fu ture  economic developments i n  the  Vest9 t h i s  preliminary 
apprctisaï riligat have t o  be revieved t o  -take i n t o  account r a p i d l y  
changing circumstances. 

(Signed) O, D E B W E  

NATO, 
1110 Brussels. 
This document includes: 1 Annex 
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Report by the%con_omic Committee 

INTRODUCTION 

The first economic appreciation(1) prepared i n  1972-73 
ceveripg -=- the  - period up t o  1980, while s t i l l  va l id  a s  regards the 
evaluation of the main economic factors  influencing defence, w a s  
based on the assumption t h a t  no radical  chang3s would take place 
i n  world p o l i t i c a l  and economic relationships. 
strong worldwide inf la t ionary development and the serious 
deterioration of the  balance of payments of most NATO countries 
as a consequence o f  the  energy c r i s i s ,  the  economic outlook f o r  
the period up t o  1982 has worsened drast ical ly .  The same seems 
t rue  fo r  most East European countries. However, f o r  the  USSR 
the economic developments i n  the  West have, i f  anything, made the 
outlook slightly more favourable than that described i n  the 

Following the  

A7 nreirieu-; q-yprec i 2% i~ri,, 

2.  The longer term e f fec t s  of the  fundamental economic 
chsnges which have taken place since 1973 are very d i f f i c u l t  t o  
foresee a t  this ear ly  stage and only t en ta t ive  forecasts could 
be made. The first pa r t  o f  the  appreciation, which covers 
economic developments i n  NATO countries and the  economic basis 
f o r  defence i n  these countries, kif38 been based on cer ta in  
assurnptions. It has been assmed t h a t  the current inflationary 
problem i s  brought under control,  tha t  the  recycling o f  the o i l  
exporting countries'  incomes i n  the  international monetaltJ 
system i s  successfully arranged arid t h a t  the restructuring and 
readjustment processes develop smoothly i n  Western economies. 

3. The second part: o f  the  report covers the  economic 
development i n  Warsaw Pact countries and the development o f  the 
a b i l i t y  of  these economies t o  support  the  defence e f fo r i .  
evaluation of the  prospects f o r  the Warsaw Pact countries i n  
the  1972-73 appreciation renains broadly valid. 
external developments on t h e i r  economies should be f a i r l y  
Ifmitee, on +he whole beneficial  t o  the Soviet ünfon, detrimental 
t o  the E a s t  European countries. 

The 

The impact of 

SuMMAFiY APPRA-ISAL 

development o f  member couni;ries. 
4. The year 1973 w a s  a turning point f o r  the cconomfc 

Up t o  t h a t  year it seemed 

'(l. 1 AC/127-D/436, 12th A p r i l  9 1973 
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t h a t  the  growth performance o f  t he  i960s might be repeated i n  the 
1970s and t h a t  the strength o f t h e  economies of  NATO countries 
would increase substant ia l ly  over the period under review, thus 
permitting a grea t ly  iInFrOVed resource base on which t o  draw fo r  
defence purposes. 
1972-73 and the foreseeable balance of payments problems of  NATO 
countries created by the steeply r i s ing  energy pr ices  during the 
las t  quarter of 1973 have completely al tered the growth.autlook- 
f o r  the  1970s. These factors  and increasingly d i f f i c u l t  p o l i t i c a l  
and social  problems have made the immediate outlook very uncertain 
and led t o  more f r ag i l e  economic inter-relationships tha t  make 
long-term economic projections hazardous. 
the  poss ib i l i ty  of recession taking a gr ip  cannot be ruled out and 
decisions taken by any country could have considerable repercussiuns 
on the others. 

The strong inf la t ionary developments from 

In such circumstances 

5. On the assumption tha t  NATO governments cope w i t h  the  
many d i f f i c u l t  economic problems mentioned above, i n  the present : 
far from c lear  s i tuat ion,  the  outlook points t o  reduced growth 
r a t e s  w i t h  i n f l a t ion  only slowly being brought under control. 
Under the  best  conditions it w i l l  take time f o r  corrective 
measures t o  become effective' and therefore  over the period t o  .iWS 
average growth r a t e s  of  the  order of 2% t o  3% per annum appear a 
r?asonable  planning assumption. 
country t o  country depending on developments re la t ing t o  inf la t ion,  
energy supplies, the balance o f  payments, the leve l  of  employment 
and the corrective pol ic ies  applied. 
successfu1,a gradual improvement i n  the  annual r a t e  o f  growth t o  
3.5% t o  4.5% could be expected a f t e r  1978. 

Growth ra tes  may d i f f e r  from 

If these pol ic ies  are  

6. The events t h a t  have h i t  NATO countries are l i ke ly  t o  
have an overal l  pos i t ive  effect  on the  Soviet Union so f a r  a s  it 
can take advantage of higher r a w  material p r ices  i n  export markets, 
but possibly l e s s  favourable o r  even adverse e f fec ts  on other 
Warsaw Pact countries. Nevertheless, even the l a t t e r  w i l l  be l e s s  
affected than the AZlied countries. Economic growth could average 
some 5% pes  year in. the Soviet Union and increase the economic 
strength of the Warsaw Pact. 

The Concentration of armaments production i n  the USSR 
and the  very considera3le R & D e f f o r t  made over the l a s t  decade 
place the USSR i n  a re la t ive ly  very favourable posit ion t o  make 
optimal use of resources for mili tary purposes over the coming 
years. 
Soviet Union i n  r e a l  terms is expected t o  accelerate t o  between 
3% and 5% annually f o r  the next year o r  two as conventional 
weapons are replaced o r  modernised and a new generation of 
s t ra teg ic  arms are  brought in to  service. 

7. 

The r a t e  of increase o f  mi l i ta ry  expenditures of the 

This r e f l ec t s  a cycl ical  

N A T O  C O N F I ' C E N T I A L  
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development tha t  i s  expected t o  leave t h o  l:r-gvr-term trend i n  
m 5 i t r r y  spending i n  the  Soviet Union a t  a race o f  the  order of 
3% yearly i n  r e a l  terns .  

8. While, due t o  the  enhanced economic capabi l i ty  o f  the 
Soviet Union, the mil i tary poten t ia l  of the Warsaw Pact i s  l i ke ly  
t o  increase re la t ive ly  rapidly over the period urder review, the 
resources availa'ble -to clefence i n  most NATO countries cculd 
increase only slowly, even on the  favourable assumptions made 
above, However, the  NATG resource base w i l l  continue t o  exceed 
considsrably t h a t  o f  the  Warsaw Pact. In  both the Eastern and 
Western  gr^;:? of corrxtries the  impact o f  economic developments 
w i l l  vary wnsidenabiy. For NATO meniber countries i n  par t icu lar ,  
circuzstances are  l i k e l y  t o  weaken t h e i r  econoinies, t o  a greater  
o r  l e r z e r  -,xtei,t, a t  l e a s t  i n  the next f e w  years. Nevertheless 

F:: czpabi l i ty  o f  the  Alliance, as a whole, would remain 
t o  meet the  force goals agreed i n  May t h i s  year which 

would imply an increase i n  defence expenditures of  possibly 3% t o  
45.0 anrrtlu?!?ly i n  r e a l  terms. 
implerne:l+:ûtj-m of such a defence e f f o r t  might; Me11 be d i f f i c u l t  
because of economic and p o l i t i c a l  problems. 
necessity of obtaining the maxirnirm effective value from the 
resources tha t  countries a l loca te  t o  defence through rat ional isa-  
t i o n  and co-operation i n  arms procurement on a MATO-wide basis. 

But f o r  the hardest-hit countries 

This mder l ines  the  

X3TS I N  NATO COUNTRIES PhWT I. -e. 

(a )  

9. 

~ 5 , ~  wcvrnic trsxis over the 1-3pericjd 

In sp i te  of the  breakdown i n  the early 1970s of the 
international monetary system s e t  up under Eretton FTcods, an 
ecommic upsrirge s ta r ted  ear ly  i n  1971 i n  the United S ta tes  and 
durli:g the xiZr&or of  1971-72 i n  Vestern Europe, For the Western 
world as  a whole 1973 was a year o f  strong economic grawth. In  
most countries growth tended t o  slow down somewhat by the  end o f  
the  year, pa r t ly  because of f u l l  capacity u t i l i s a t i o n  i n  several 
seclors o f  the economy, and parbly because of measures taken by 
couutries t o  dampen increasingly serioi,;.s inf la t ionary pressures. 
A t  the end of 1.973 a s l igh t  slowing dmn i n  the ecocomic growth 
was foreseen f o r  1974- (some 4% growth on averae;e), but i n  the  
lcnger term écononic 
t ha t  achieved i n  the B 940~3, sume 5% yearly on averwe. 
the increase i n  the pr ice  of o i l  contribüted towarc?s accelerating 
an already unprecedenkd r a t e  of  world in f l a t i an  and changed 
fundamentally the economic outlook of most riienber countries. 

r o w t h  was eqectec? ' t o  be SbiZar  t o  
However, 
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(b) The medim-'berm economic outlook, 1975-1978 

io. The impact of the higher import prices for oil has not yet 
?en fully reflected in domestic price levels. Nor have the external 
zyments yet found a nêw equilibrium, These two key factors together 
ith the social and political difficulties experienced in curbing 
iflation at a time ofgrowing unemployment pose serious dilemas 
Ir policy rïiakers 

11, Asswing, however, that : 

(i) 

(ii) 

inflation is brought under control 

the recycling o f '  the oil exporting countries f 
surplus funds in the international monetary 
system is successfully arranged, and the 
absorptive capacity of  the OPEC countries* 
economies is increased 

(iii) the restructuring and readjustment processes 
develop smoothly în Western economies, 

2mber countries nay witness a slow growth of their economies up 
1978, Failure to cope successfully with these problems could 

iuse serious consequences for NATO member countries individually 
id for the Alliance as a whole, 

- ïnf lat ion 

12. Measures now being taken by most governments aim at 
ducing the current high rates of inflation, This will certainly 
*oduce an econonic slowdown in most countries. Some of the 
:terna1 factors which accelerated inflation in 19'73 and 1974 
'@, however, unlikely t o  give a new push to inflation in 1975. 
-1 prices are not likely to rise drastically and, during 1974, 
LW material prices other than energy and food have declined 
miiierably, However, lower import prices and the anti- 
iflationary measures now being increasingly applied by govemen-ks 
*e not likely to have a decisive influence on consumer prices 
lis year, By 1975 the combined effects of these factors should 
ilt the acceleration and even begin to reduce the rate of increase 
prices and costs ( I ) ,  There is, nevertheless, a danger that 

)vements squeeze their economies too long and too hard, causing 
duced. demand, higher unemployment and widespread 

See Annex table 2 for novenent of prices of raw materials 
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social  unrest. 
f o r  prices t o  r i s e  l e s s  sharply than i n  1974 but possibly 
considerably f a s t e r  on average than the 3.076 increase real ised 
i n  the 1960s. 

In summary, t he  outlook i n  the medium-term i s  

- The problem of external payments imbalances - * 

- -13.: -- Driring 1974 huge external payments imbalances are  
building up as  a consequence o f  the  o i l  p r ice  r i s e s .  
o f  the o i l  exporting countries are  by f a r  t he  la rges t  element 
o f  these imbalm-ces. 

Surpluses 

(i) 

High o i l  pr ices  are gradually reducing the  consumption 

The s ize  of the  problem 

14. 
of  imported o i l  and w i l l ,  i n  the longer term, stimulate the 
development o f  in te rna l  fuel  resources. The e f fec t  o f  such 
adjustment processes w i l l ,  however, be only marginal i n  1974 
wucu the  o i l  exipûr-tiï-g cû-uîtries are estimaieu i o  r ea l i s e  a 
$60 b i l l i o n  increase i n  t h e i r  receipts  compared w i t h  1973. The 
current balance o f  payments d e f i c i t s  o f  NATO countries w i l l  grow 
substant ia l ly  over the  next f i v e  years from $25 b i l l i o n  i n  1974 
t o  $50 b i l l i o n  i n  1978(1). 
aggregating between US $200 and US $300 b i l l i o n  w i l l  have t o  
be financed by NATO countries t o  pay f o r  t h e i r  o i l  requirements 
over these years. 

- -L -- 

In  these circumstances d e f i c i t s  

(ii) Possible solutions through foreign t rade pol ic ies  

15. If a l l  countries t r i e d  t o  solve t h e i r  balance o f  
payments problems by increasing exports and decreasing imports 
a destructive trade war might develop. 
member countries, on 30th rky, 1974, pledged t o  avoid new 
re s t r i c t ions  on international t rade for a period o f  a t  l e a s t  
one year. 

To avc>id t h i s ,  the  OECD 

( i i i )  The recycling of internat ional  l i qu id i ty  

16. Because o f  the o i l  p r ice  increases, NATO member 
countries as a whole a re  not expected t o  a t t a i n  current account 
equilibrium f o r  some years. During t h i s  period, financing o f  
import needs w i l l  be one o f  the  major ecoriomic problems. 

( a )  Borrowing through banks 

17. It now seems l ike ly  Ynat the major p s i t  o f  the  o i l  
consumers d e f i c i t s  i n  1974 1t7iril..l be met, a t  l e a s t  i n  the case o f  I 
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NATO countries, from bank-arranged borrowing through the ktro- 
dollar and other capital markets. Oil producers havep in recent 
years, invested the bulk of their reserves in Burodollars. It 
is, however, impossible to know whether these markets can make 
arrangements for their surpluses on the present scale, and the 
future of the finslncial markets in industrial countries is very 
uncertain. 

Investments by oil . .  producing countries . 

18. Even assuming that surplus oil funds will find their 
way back to the oil consuming nations either in the form of oil 
producer investments or loans this will nonetheless call for 
considerable readjustment if disruptive effects are to be avoided. 
The direction of investment fiows will in part depend upon the 
attractiveness and security of investment markets in individual 
member countries. The bulk of the oil producers' funds seems 
likely t o  be invested in the major financial centres. The oil 
producers have also turned t o  multilateral channels such as the 
I W  oil facility and to bilateral assistance. So far this has 
not been sufficient and the economic situation of the developing 
countries might take a serious turn for the worse during the 
next few years. On the assumption that the borrowing needs of 
member countries can be satisfied, they will gain the time needed 
to adjust and restructure their economies t o  the new situation. 

- Structural changes necessitated by high energy prices 

19. To reach a higher degree of self-sufficiency in energy 
is a longer-term task requiring considerable capital resources. 
For some countrieso sufficient amounts cf capital might not 
become available fcr this purpose. - 

20. Energy conservation offers the most immediate means of 

A s  

alleviating the problems associated with increased o i l  expendi- 
tures, until new technology for energy production can b e  
developed and in the absence of new sources of fossil fuels. 
a conseque.nce.of me.asUres taken, the growth of  consumption of 

in EEC countries is expected to drop considerably from 
In terns of balance 

of payments the energy deficit which will grow substantially Up 
t o  1978, might stop rising after that year and start to fall con- 
siderably by the end of the period (1982). 
during the next four o r  five years, efforts must be directed to 
increases .in domestic production among the oil-importing nations, 
t o  the development and inp1ementati.cn of new technology for 
energy production. 
to permit continuing discussion with oil exporters, dissemination 
of information about production and pricing of fossil fuels, and 
the establishment of emergency facilities including stockpile 
and pgcding arrangements w f ï i  be reqüired. 

the enerF 9; level achieved between I968 and 1973. 

In the longer run, 

At t i e  same time the creation OP machinery 

K A  T O - C O N F I D E  N T I A L 
rc 
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N A T O  C O N F I D E N T I A L  

- Implications for the standard of livinq 

21. All deficit countries will be facing a difficult choice 
as to the rate at which domestic demand should be controlled in 
order to make way for a shift of resources for the benefit of the 
oil producing countries and the restructuring programmes 
to ease the balance of payment pressures. A s  there seems to be 
no-escape from a certain contraction of the growth of internal 
demand if the problems are to be solved, the standard of living 
increases experienced during the last 20 years might well not be 
repeated in the medium term. 

- The growth prospects up to 1978 I .  

22. With regard to the period up to 1978, there remain three 
major areas of uncertainty: 

t h e  S ü C C ~ S S  of .LL- - -&a  :-*-I -A-> ------_- 
WAG a~ U-AUAUI uur1ar.y measures 

which are now being taken by all governments. 
If the squeeze is too hard a worldwide deflation 
might result; 

- the behaviour of world trade under present 
conditions whereby many countries may be trying 
t o  expand exports and cut ciown on imports  to ease 
their balance of payments difficulties; 

- the international shortage of credit that will 
develop as a consequence of  the financing of 
oil imports during this period night necessitate 
increased domestic saving8 to finance vital 
restructuring and adjustment programmes. Such 
savingswo'dld tend to reduce further internal 
demand and thus economic growth. 

23. In the current confused international economic situation 

Recent EEC and OECD studies vary widely in their 
For example, for the four major 

it is very difficult to make even approximate forecasts of future 
economic growth. 
estimates even for the year 1975. 
European countries the OECD, without exception, takes a considerably 
lesa optimistic view and indicates a growth rate for these countries 
taken together, of just over 1% compared with over 376 in the EEC 
estimate. 
the projections are based, Even if NATO governements cope 
with the mony difficult economic probïems mentioned 
abw% in the present far from clear s i tua t ion ,  the 
outlook points t o  reduced growth rates with inflation only slowly 
being brought under control. Under the best conditions it will 
take time f o r  corrective measures to becaneeffective 2nd therefore 
over the period t o  1978 average growth rates of the order of 2% 

Such differences are due to the assumption on which 

N A T O  C O N I? I D E M T I A L 

-8- 

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



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

-9- 

t o  3% per annum appear a reasonable planning assumption. 
ra tes  w i l l  d i f f e r  from country t o  country depending on develop- 
ments relating t o  inf la t ion,  domestic energy resourceso the  balance 
of payments, the  leve l  of employment an2 the  corrective pol ic ies  

Growth 

ap@i ed . 
(c) The longer-term economic outlook, 1978-1982 

24. A general improvement l n  the economic conditions of 
member countries might be expected i n  the years 1978 t o  1982. 
National e f for t s  t o  save energy and t o  increase domestic produc- 
t ion  must be expected t o  have made important progress by 1978. 
During the f ive year period through 1982 further considerable i m -  
provements might be expected. Such a development would progres- 
sively allow countries t o  direct  economic resources from re- 
structuring purposes t o  other sectors o f  the economy, thus making 
higher ra tes  of  economic growth possible during the l a s t  years o f  
the period. 
a gradual improvement i n  the annual growth ra te  t o  3.5% t o  4.596 
a f t e r  1978. 

If successful, members of the Alliance could expect 

25. The accumulation of a debt burden during the years up t o  
1980 of perhaps US $300 bi l l ion  o r  more would impose limitations 
on the ra te  of increase o f  standardsof living. In te res t  
payments alone on th i s  debt might f o r  NATO countries amount t o  
US $30 b i l l ion  per year i n  1980. 

26. Even i f  the  si tuation on the whole i s  l ike ly  t o  improve 
in the given conditions, the development and the severity of the 
economic problems w i l l  vary between member countries. The basic 
energy position of  the United States and Canada i s  much stronger 
than tha t  of most European member countries, and the ab i l i t y  o f  
t h e i r  economies t o  cope w i t h  t h e  current problems consequently 
bet ter .  The longer-term balance of ayments problem f o r  the 

less  resources w i l l  be needed t o  implement restructuring 
programmes than. i n  .l$w~ope.. 
1982 economic growth might, therefore, be higher than i n  Europe. 

United States and Canads shouId.be P ess serious as relatively . 
FDF . the .who&@ pwind  up -ka 

27. In Europe the ear l ie r  OECD projections of economic growth 
f o r  the years 1975-1980 have been largely invalidated by the 
eruption of  inf la t ion and Balance of payments problens, Ex- 
ceptions are the three o i l  and gas producing member countries, 
which should see t h e i r  economic conditions improve considerably. 
For Europe as a whole economic growth might, however, pick up 
from some 2% t o  3% on average between 1974 and 1978 t o  some 3% 
t o  4% during the  l a s t  years o f  the period. 

(d) Economic Basis f o r  Defence 
General 

economic outlook, severely reduces the rea l iab i l i ty  of assessments 
28. The uncertainties which surround even the short-term 

Economic Basis f o r  Defence (d) 
General 

28. The uncertainties which surround even the short-term 
economic outlook, severely reduces the rea l iab i l i ty  of assessments 

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

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



N A T O  c O N F I  D E N T  I A L  

-10- 

of resource ava i l ab i l i t y  f o r  defence during the  next few years. 
In  view of t h i s  uncertainty a periodic reappraisal of the economic 
outlook i s  called f o r  a t  more frequent in te rva ls  than in the  past. 
For most countries economic resources might continue t o  grow slowly 
over the period under review i f  the main assumptions made above 
prove correct.  
t i on  f o r  the maintenance o r  a s l i g h t  increase of the defence 
effort '  or-member countries as a whole, par t icu lar ly  during the 
period a f t e r  1978. 
growth of the  population i s  expected t o  slow down during the  next 
eight years, This factor  i s  not,  however, l i ke ly  t o  a f fec t  
seriously recruitment o f  mi l i ta ry  manpower. 

This would create  the necessary economic founda- 

Not only the  economic growth but a l s o  the 

Kev economic fac tors  influencing resource allocation 
t o  defence 

( i )  Rising e r i c e s  and costs  

29. Thenuch higher r a t e s  of i n f ï a t i a n  t h a t  a r e  now i n  
prospect compared w i t h  past  experience have very serious implica- 
t ions  f o r  defence. Anti-inflationary pol ic ies  a re  l i k e l y  t o  have 
a d is tor t ing  e f fec t  on al locat ions within the defence budget 
unless provision is  made f o r  necessary adjustments. 

recent years has been on personnel costs. With much higher general 
r a t e s  of in f la t ion  now i n  prospect and the  replacement i n  many 
countries of  conscript service w i t h  regular recruitment, t he  outlook 
i s  f o r  an even sharper escalation o f  personnel costs  over the  years 
ahead, 
t h a t  par t  of the increase due t o  higher pay could severely d i s t o r t  
the allocation o f  expenditure within the  defence budget. The system 
adopted by some member countries o f  supplementary appropriations 
f o r  meeting tine wage increases of a l1  public employees, consider- 
ably a l lev ia tes  the problems t h a t  ar ise .  This system, i f  adopted 
by a l l  member countries, would contribute t o  r e s o l v h g  the  problem 
i n  this  sector. 

which will also be muck higher thap ia recent yeare pose special  
problems. The se t t i ng  of  specif ic  percentages of total defence 
expenditures f o r  meeting mi l i ta ry  equipment needs provides a rough 
c r i t e r i a , t h a t  w i l l  take care of the inf la t ion  Îactor. However, 
in f la t ion  coupled w i t h  the continuing sharp r i s e  i n  cos ts  due t o  
sophistication o f  equipment, w i l l  make it essential- f o r  economies 
t o  be achieved through equipment standardisation, ra t iona l i sa t ion  
measures and co-operative production/procurement on a scale t h a t  
has not yet been achieved i n  NATO. 

30. In  t h i s  respect t he  most marked ef fec t  of i n f l a t ion  over 

Ekperience has shown t h a t  f a i lu re  t o  accommodate a t  l e a s t  

31. Inflationary pr ice  and cost  increases f o r  major equipment 

( i i )  Public expenditure trends 
32. The immediate implications of the economic s i tua t ion  and 

outlook f o r  budgetary pol ic ies  a re  tha t  the rapid increases i n  
public expenditures o f  recent years w i l l  need t o  be slowed down. 
Between 1968-1973 the budgets o f  member countries increased 
considerablv f a s t e r  m t e  t h n n  GNP- 
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iefence budgets rose less rapidly and their share in the budget 
,otal has, with few exceptions, declined. The drastic reallocation 
If resources that has taken place increases the need for a close 
crutiny of the priorities in national budgets, This has been 
.ade more urgent by the additional claims on resources that are 
Lequired for meeting investment and other expenditures f o r  econonic 
estructuring and readjustment programmes. 

Possible trends in defence expenditures 

3 3 ,  Projections of e-efence spending Drovided for the NATO 
'orce goals exercise covering the 1975-1980 period, give one 
ndication of possible future trends, The Internatinnal Staff 
stimates of defence expenditure increases over this period as 
ummarised in the final report are reproduced in the attached 
tatistical Annex. The increases in defence expenditure required 
O implement the force goals agreed in May this year varies consi- 
crably fron country to country. For the NATO European member 
ountries taken as a whole the yearly average increase is of the 
lrder of 3.5 to 4 $6 in real terms and just under 3 96 in North 
merica, For NATO Europe and Canada the projected rise is substan- 
dally higher than the rate of increase actually implenented over 
he years 1965-1973, 

Assuming economic growth rates o f  only 2 t o  3 96, the 
mplementation of the Force Goals would imply an increase of the 
hare of GNP taken by defence. Such a development would be no 
.ore than a contiriation of the trend of the last few years of 
lowly rising defence share of GiW for this period and, a levelling 
ff after 1978 when econonic groheh ra.tes are assumed to be higher, 
.owever, the economic situation in some member countries is likely 
O become difficult over the next few years. In such countries 
onditioiis could be created that might affect unfavourably their 
conmic and political stability. For the karCest hit countries 
he implementation of a defence expenditure growth as recommended 
n the Force Goals 1975.180 might raise difficult econonic and 
olitfcal problems. 

34. 

ART II : ECONOMIC DEVELOPMISTS IN THE I?A.RSAW PACT COUNTRIES 

(a) Current trends 
..I Performance in 1972-72 

35,  
972/73 was slightly less than in the NATO countries, Progress in 
he East European countries was stead.y at about 5& percent a year. 
n t b e  USSR, on the other hand., performance was uneven. Growth in 
972 was the lowest in the post war period, owing largely to a poor 
arvest, In 1973 the harvest reached record levels, and overall 
rowth probably exceeded 7 percent. The everage for the two years 
E S  about 4.6 percat. 

Economic growth in the Warsaw Pact countries in %e years 

, 
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36, The t r a d e  of  t h e  area is growing f a s t -  In 2973 
there  was an unprecedented r i s e  i n  East-West t rade,  Soviet 
tuitn-over i n  pa r t i cu la r  r i s i n g  by more than 40 per  cent,  only 
pa r t ly  accounted f o r  by t h e  i n f l a t i o n  o f  Western pr ices ,  The 
Warsaw Pact countries haveeasier accees t o  western c r e d i t s ,  as 
the r e s u l t  o f  détente,  but t he  USSR, and t o  a l e s s e r  extent 
Poland and Romania, a lso benefi t ted from the  increased p r i ce  
of  raw mater ia ls  and fuel .  The f inanc ia l  pos i t ion  of  the 
USSR has been grea t ly  strengthened: according t o  Soviet t rade  
retürns  earnings i n  the  i n d u s t r i a l  West rose by about 1,3 
b i l l i o n  rubles i n  1973. Noreover, the  Arab countries were i n  
a pos i t ion  t o  pay cash for supplies o f  arms. 

- The 1974 s i t u a t i o n  

37. I n  t h e  Soviet Union economic prospects f o r  1974 
are  mixed. Indus t r i a l  production i s  r i s i n g  s l i g h t e r  f a s t e r  
than i n  1973, but s t i l l  slower than i n  the  e l x t i e s .  
harvest though smaller than i n  1973 is the  second l a r g e s t  
on record, and overa l l  growth i s  l i k e l y  t o  be somewhat l e s s  
than i n  the  previous year. 
t o  the  USSR. Owing t o  t he  high l e v e l  o f  commodity p r i ces ,  
the Soviet t r ade  balance may be i n  surplus f o r  t he  first 
time i n  many years,  despi te  commitments t o  buy Western equip- 
ment well i n  excess of 2 b i l l i o n  d o l l a r s  both i n  1972 and 

The 

External f ac to r s  arefàvourable 

1973 

38, The present outlook f o r  t h e  other Warsaw Pact 
countries i s  l e s s  favourable than i n  t h e  recent pas t .  
Agricultural  prospects a r e  uncertain. 
Poland, Romania and Hungary is  ahead of  plan, but the  reverse 
i s  the  case i n  Bast Gemmy and Bulgaria. There i s  a ce r t a in  
shortage o f  energy. L a s t  year already the  output o f  t he  
hydro-electric s t a t ions  was reduced by drought, and, possibly 
i n  an t ic ipa t ion  o f  fu tu re  d i f f i c u l t i e s  i n  the  purchases of oil 
from the  Soviet Union, energy conservation measures were 
introduced. Trade with the  West i s  s t i l l  r i s i n g ,  For the  
present a t  l e a s t ,  these countries seem ready t o  accumulate 
d e f i c i t s  w i t h  t he  West, perhaps i n  an a t tenpt  t o  provid 
against  uncertainty both a s  t o  fu ture  COKECON policy q g  as 
regards economic developments i n  the West. 

Indus t r i a l  gyowth i n  

i 

1 - - Economic p;sovfik! , 

3g0 It was estimated i n  -5he previous study(1) 
economic growth i n  the  \ J ~ ~ S ~ ~ ~ ~ i *  Pact countries a s  a W h o  
be about 4.5 percent per  annum. Wheïeûs in KAT0 counaries, a s  
the r e s u l t  G f  recent economic cIeveï.opents, prospectb i n  the  
immediate fu ture  have become quite w c e r t a i n ,  Yne ou'tlook for 
the  Warsaw Pact as a whole remains much a5 it was, 1 Within 
t h i s  group t h e  Soviet Union represents about th ree jquar te r  
of t he  t o t a l  economic capacity. The e f fec t  of  external  f ac to r s  
w i l l  probably benef i t  t he  Soviet Iffiion i z  The lori$ run but be 
somewhat detrimental r-riuirr.ul-nul---*- t o  tkt? 021:~- c:o~~t7trles i n  th/e area.  
I m C ? l  27-1)/43T, 12th Apri l  , ~9'73 
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40. I The rates of growth suggested are based or past 
performance and on estimates of labour forces and 
rQductivity, 
$ue to large labour inputs and massive investment, especially 
in engineering. 
continue in future, but at; a diminishing rate. 
development of computer technology and further progress: in 
education should have a positive effect on economic growth in 
the USSR. In the Warsaw Pact area, and especially in the Soviet 
Union the influence of agriculture on overall growth is very 
considerable. Judging by Brezhnev'ç plan for agricultural 
development, the Soviet leaders appear t o  be ready t o  devote 
considerable resources to this srctor. 

Rapid growth in the past was 

The effect of heavy investment is l i k e l y  to 
On the other hand 

- External Influences 
The limited impact of external events on the economies 

of  the Warsaw Pact countries is due to the fact that their trade 
with the outside world is not very large and the fact that their 
structures Ere to a large extent screened from such influence. 
The degree of independence of the outside world, howeverp differs 
considerably from country to country, As can be seen from the 
table below, the Soviet Union is very little dependent on foreign 
trade, the total value of its exports plus imports being only 
about 6 percent of its GNP in 1972. .The East European countries 
are much more dependent  vi trade, the bulk of which, however, 
is carried on among themselves. 

41. 

0.8 

WARSAW PACT COUNTRIES : FOREIGH TFLADE IN RELATION TO GRP 

i 
1 !Trade as percentage of GNF( 1) 

I . .  

ECE Geneva and CONECON Year Book 1973. 
Industrialised Was-tern Cmntries 
Bxcluding "other S o c i a l i s t  countries1' . 

1 M A T O  C O W F I D Z M T I A L  
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ACJ? 27-D/500 
42. Despike Vie modest volume,à% traàe witin %lie- ?!&st i t s  , 

importance, even-' i n  the  case of the  USSR, should not  be under- 
estimated, imports from the indus t r ia l i sed  West a re  a v i t a l  SOUTCE 
of modern technology, without which it would be d i f f i c u l t  and 
cost ly  t o  mod-ernise and d ivers i fy  the  Warsaw Pact economies. From 
the economic point  o f  view, imports  from the  West a r e  undoubtedly 
the most s ign i f i can t  element of the  t rade  of  these countries. 

43 ,  As a r e s u l t  of  developnents on w o r l d  markets, the  t e r n s  
of t rade  of  a l l  raw mater ia l  and f u e l  exporting countries have 
improved., The Soviet Union i s  l i k e l y  t o  benefi t  g rea t ly  from 
th i s .  Soviet buying power on world markets i s  increasing and it 
has the p o s s i b i l i t y  of ge t t i ng  Western oo-c;)pcPatb3nsin the  
developsent oÎ i t s  Siberian resources on favourable tsrms, Within 
COKECON Soviet bargaining power has grea t ly  improved. Under 
COMXCON arrangements t he  Soviets w i l l  be able t o  claim higher 
pr ices  f o r  energy and mater ia ls  (on which the  E a s t  European coun- 
t r i e s  a re  veïy dependent) from 1976, t he  r e s u l t  of which might be 
t h a t  these countries w i l l  have s t i l l  l e s s  of  t h e i r  output t o  e;rTort; t- ;;'est, po1&-&6 a-Ld Rûza-Lf& &U sûce z(îtei-ia-jç f-û 
of fe r ,  but by and la rge  the t u r n  of events is  as unfortunate f o r  
the countries o f  Eastern Europe as it i s  f o r  those o f  Western 
Europe and Japan, 

Pact i s  not l i k e l y  t o  be very grea t ,  These countries have their '  
own form of i n f l a t ion ,  which is re f lec ted  i n  the  shortage of goo& 
and the  accumulation of  savings, but excess purchasing powe,r i s  
not allowed t o  a f f e c t  t he  o f f i c i a l l y  fixed pr ices ,  s t i l l  l e s s  
t o  influence investment or production. Although East West trad-e 
i s  e s sen t i a l ly  carr ied on in  Western currencies and a t  Western 
pr ices ,  changes i n  the  l a t t e r  have, with very few exceptions, 
no influence on domestic pr ices ,  Since pr ices  of  a l l  goods 
based on Western markets have r i s en ,  even the balance o f  payments 
of the  Eastern countries w i t h . t h e  indus t r ia l i sed  countrkes of 
the Vest is  affected only i n  so far as the d e f i c i t ,  f i n d c e d  by 
creciits, appears larger.  As time passes, moreover, as a r e s u l t  of 
i n f l a t ion ,  t h i s  indebtedness diminishes r e l a t i v e  t o  the value of  
newly pror?.uced goods 

44. The impact of  r i s i n g  world market pr ices  on the  Warsaw 

45. Should a ser ious recession occur i n  the  West, there  might 
well  be a f a l l -o f f  i n  the  demand f o r  Eastern products,:while t he  
need- t o  res t ruc ture  Western economies might a l s o  rdduce the  volumc 
of c a p i t a l  f o r  export t o  the E a s t ,  In conditions of recession somf 
East-West prcduction schemes might seem l e s s  a t t r a c t i v e  t o  the 
P!est. No doubt some of these a re  due la rge ly  t o  p o l i t i c a l  cpnsi- 
d.erations, but i n  other cases Westem firms have been inteyested- 
i n  the  p o s s i b i l i t i e s  of u t i l i s i n g  Bastern labour a t  a time when 
f u l l  employment prevailed a t  home, In the event of domestic 
unemployment, such scheppes would loae much of t h e i r  i n t e re s t .  

N A T O  C O N F I D E N T I A L  
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AG/127-D/500 - 15 - - Underlying problems 

46, There are certain weaknesses in the Eastern economic system 
which,are potential sources of trouble, even though it does not - 
appear likely that this will hamper growth in the period under 
review, The Warsaw Pact countries have long been faced with the 
task of changing the character of the economy while maintaining 
a high rate of growth, The Stalin system was designed to mobilise 
resources and to give priority t o  investment, heavy industry and 
defence, at the expense of all consumer-related activities, As 
human and material resources became less plentifbl and less easy 
t o  manage, a departure form the old priority pattern became neces- 
sary, and the leaders showed a new concern for living standards, 
that is, agriculture, housing, consumer goods, and for productivity, 
that is, improved technology, economic criteria, foreign trade, and 
motivation, 

Of.the area. The natural increase, which persîs$s, 3s no imgor 
reinforced, as in the past, by g.retrte~?-usla OS 1a't)Qu.r iroia%ous&olds 
aaad the ce72ntz"ysi&, Thha mean8 that ;ipI futyro growth w Y f l  be very 
dependent on rising productivity, Material resources are short 
in Eastern Europe but plentiful in the Soviet Union. Even there, 
however, resources easily accessible to the developed regions 
have been fairly fully exploited, while the vast reserves beyond 
the Urals will be expensive to exploit. 

47. A relative shortage of labour is developing in some ctiuntries 

48, Greater attention t o  consumer satisfaction is necessary 
not only t o  ward off dissakisfaction, which could be politically 
dangerous, but also to provide motivation for increased produc- 
tivity, This implies a certain reduction in the share of natinnal 
income going to investment and. s,n increase in the share of 
conswizer-orientated investment, at the excense of  the capital sector 
and defence. Dbinishing the defence priority is a slow business, 
particularly in the Soviet Union, Not only is the defence establish- 
ment, strong enough to claim its full share of resourcrs, butthe 
defence sector is so organised that it would be difficult to 
redeploy resources without a maJor overhaul. 

49. 
privileged. It has at its disposal the best human zi2 material 
factors, it has the rûotivation to stuüy ancl apply the latest 
technology and it is carefully watched by the customer, the 
Ministry of Defence. in contrast, the lower priority ssctars are 
inefficient. They are slow to absorb new technical develcymnts, 
there is little or no influence by the end user on enterprises, 
which simply have to carry out ?hhe plans of the central bureaucracy. 
AgriCUïtur& is 8 good example of this. The Soviet leaders are 
keenly aware of the need to imgrove the nation's diet and are 
prepared to cllocate large sums t o  agrnticulture ; nevertheless, it 
remains inefficient, 

Soviet defence related industry is efficient as well as 

N A  T O C O ' N  F I D E  N , T  I f, L - 15 - 
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50. 

appropriate, since the task i s  not now t o  achieve overriding 
p r i o r i t i e s ,  iriresgeciiva o f  cos t ,  but t o  s a t i s fy  a whole range 
o f  needs and t o  stimulate incentive a t  a l l  levels.  
economic reform, i n  so  f a r  as it involves decentralisation, i s  
d i f f i c u l t  t o  achieve. 
the econclmic problem looms large and the scope f o r  independent 
national’ decision i s  greatest  i n  the  economic sphere, t h a t  i s ,  
i n  cer ta in  countries of Eastern Europe. 
i t s e l f  i n t e re s t  i n  economic reform i s  limited. The leaders a re  
ready t o  accept measures t o  impTove the  flow o f  economic informa- 
t i o n  o r  t o  re-introduce cer ta in  economic c r i t e r i a  provided the 
principle o f  cent ra l  planning and party control over policy and 
cadres i s  not called in to  question. In  fac t ,  so long as  economic 
growth continues a t  a steady pace and no serious unforeseen 
problems a r i s e ,  it i s  unlikely tha t  any nia.jor s t ruc tura l  change 
w i l l  be mdertakeiî i n  the USSR c r  countenanced elsewhere. 
àeniaily , -the prevalence o î  f.nfiatiûn diid o t h e r  ezcjrimiic disorders 
i n  the West can be used by the Party l eaders  as  evidence of the 
superiority o f  t h e i r  system and as  an argument against those who 
w a n t  t o  introduce Western concepts. 

The old economic s t ructure  o f  the Warsaw Pact countries, 
w i t h  i t s  extreme cen+,ralisation of decision i s  no longer very 

In pract ice  

In te res t  i n  the movement i s  greatest  where 

In the Soviet Union 

Inci- 

( C )  

51. 
weighs, defence-wise, considerably more than the United S ta tes  
within NATO. It i s  d i f f i c u l t  and rnisleading t o  compare defence 
costs  i n  the  USSR and the US on the  basis  of f inancial  data. 
the US, defence pr ices  more o r  less r e f l e c t  th9 market value of  
the  defence e f for t .  
o f f i c i a l ly  fixed and r e f l e c t  very imperfectly the r e l a t ive  
scarci ty  o f  resources. 
r e f l ec t  the overriding p r i o r i t y  given t o  the defence sêctor. 
Soviet f igures are more revealing as  regards the trend. 
basis  o f  the  o f f i c i a l  eefence and science votes i n  the  s t a t e  
budget it can be calculated that  over the  l a s t  f ive  years outlay 
on defence i n  rubles has been r i s ing  a t  an avrrage 3 percent a 
year. 

few years, t o  have increased t h e i r  defence e f fo r t  rather more 
than the  Soviet Union. 
countrl.es i s  cer tainly l e s s  than i n  the Soviet Union, i n  terms of 
GNP perhaps one half .  

In recent years there  has been a concentratfon on 
milita.ry research and development w i t h  a view t o  developing 
qual i ta t ively superior wezpons and systems rather  than on 

The Defence Burden i n  the  Warsaw Pact Countries 

‘dithin the Warsaw Pact Alliance, the Soviet ‘Jnion 

In 

In the  Soviet Union however pr ices  a re  

Certainly, deferice prices cannot adequately 

On the 

52. The &he% Varsaw Pact countries appear, over the l a s t  

However, the  burden o f  defence i n  t5ese 

53. 
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production, a trend which is confirmed in the rapid rise ia the 
science budget. NOW, however, the new weapons are g o i n g  i n t o  
production, which implies a sharper rise in total defence costs 
over a limited period. 

54. Given the enormous size cf the Soviet defence effort, 
and the fact that rough parity with the US has been achieved, 
a rise of 3 per  cent annually over the longer-term is probably 
enough t o  satisfy the defence establishment. 8 i th  GNP rising 
at almost.5 per cent -a year, this .defence effort c a n o t  be said 
t o  be hindering the expansion of the consumer sector, which 
ueans that the Soviets enjoy a wide range of options in this 
domain. 

55.  As regards the Xast European coüntries, although they 
might have been under some pressure to increase their defence 
effort in the past, it is rather unlikely that they will con- 
tinue to push up spending at the same rate as hitherto. 
average annual rise of 1-2 per cent seems more probable. 

An 

N A T O  C O N F I D E N T I A L  
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STAT I ST IC AL &V?EtX 

TABLE OF CONTENTS 

THE GROWTH OF. .THE GR0S.S f.. 
I\iATIOf\iPJ, PRODUCT 

TOTAL POPULATION 

POPULATION GRO!PJ!H AND LABOUR 
FORCXS 

MALE POE’ULPITION OF MILITARY 
AGE 

PERCXHT OF AWED FORCES 
CONSCRIPTZD 

DEFENCE EXFXNDITURT;: BY COUNTRY 
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tes(*) 1973 
000 million 

us 8 

Growth I 
C0UntL-y 

BelgiWU 

Denmark 

Ioeland 
I ta ly  
Luxembourg 
Netherlands 
Narway 
Portugal 
Turkey 
ünited Kingdom 

1965-70 

4.9 
4.4 
4.7 
1 .O 

6.0 

3.6 
5.7 
4.4 
6.0 
6.6 
2.1 

4.8 
4.3 
3.6 
7.1 
3.5 
4.6 
4.3 
4.6 
7.1 
6.9 
3.5 

41 
23 

305 
1 

126 
2 

53 
16 
9 

99 
152 

E=UROPE (DPC members) 4.5 3.9 747 

102 Canaùa 

ünîted States 
4.8 
3.5 5*0 1,185 

2,034 Total DPC 3 -4 4.6 
.. . 

France 
Sreeoe 

223 
14 

NATO -PE 4.8 . 4.3 984 

(*) $ yearly average, 

S o m e  O E D ,  - *  

ii LA T O B E  S T E I C T E O 
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H A Y O  R E S T E I C T E D  

. . _ _  . 
Total E s s t  European 4.6 5.4 22 7 

USSE 5.5 A,. 2 624 

Total  Warssw Pact 5. T 4.5 

f v 

1 I 1 

. 

Growt Rates 
19 6 5-70 1970-73 

i?OTEr See paragraphs 39 and 
d e t a i l s  and 6i)urces. 

IS73 

us $ (4  9’ 

O00 mi l l ion  

(+$) 1973 wnst,mt prices,  

40 of t h i s  report for fur ther  
-. - . .  . . ._ , .. . 

purc ha sing p o wer parity 

.._ 

_.. . 

B i t T O  R E S T R I C T E D  
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N A T O  U . N  C. L k S S .I F . 1 . E  D 

- 

Country 1960 1970 1975 1980 
. . .  

9.2 
4.6 

55.4 
0.2 

50. 2 

0.3 
11.5 
3.6 
se9 

27 e 5  
52.6 

9.6 
4.9 

60.7 

0*2 

53.7 
0 03 

13.0 

3 .9 
8*7 

35.3 
55.5 

Belgium 
Denmark 

Iceland 

I t a l y  
Luxembourg 
Netherlands 
Norway 
Portugal 
Turkey 
United Kingtiom 

EXJ@O?E ( E C  members) 223.0 245 8 256 . 2 266.7 

Canada 

United States 
1789 

180.7 

22,6 

215.1 

493.9 518.2 

55.0 

9.4 

305.4 317.9 
. -  

555.8 531.6 582.6 

-' Source OWD. 

K L T O  U X C L G S S I F I E D  
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B u l g a r i e  

C zecho slavakia 
GDR . I Bungary 

- . . 

Poland 
Rumania  .... 

Ea& swopem 

T o t a l  Warsaw Pact 360.3 1375.6 

. . . . .  

Source: SC/123-D/436, 1 2 t h  A p r i l ,  1973 

. . .  . . .  

. .,. 

. .  . . . . . .  --. . . -  - -.. 1 .  . ! A  . . . . . . . . .  

-- X I! T O R E S T R I C T E D  
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EUROPE - 
- DPC members 

I - NATO 
I 

canada 
United States  

TOTAL Np,To 

Source t OED. 
a- 

(b) -FFoRcE 
(millions) 

AS $ of total  
population 

1970 

41.8 $ 

106.2 

127.6 

110.1 I I 133.3 

805 9.8 . I 11.5 

85 e9 93*2 101 02 

222.0 I 232.1 245 9 

N A T O  U N C L L S S F I E D  
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( Z )  POPUUTIOII GIiOljJ'TH FATE 
(% average yearly change) 

XAST EU&QPE& 
rcember s 

I I .O 1,o i 1.25 
1 

USSR 
IoI--.- 

M T L L  WLJiSAW PLCT I 1.1 O *  9 0.9 

- Soumer Based l a rge ly  on Joint Economic Committee of  US Congressr 
"Soviet Gconomic Prospects i n  the 1970s "(June 1973)  
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NALE POPULATION OF MILITARY AGE (18 t o  34 y ears 
-ilb 

(mïiions) 

i 
Country i 

__ __ 

Belgium 
Denmark 
Fed. Rep. of Germany 
Italy 
Luxembourg 
Netherlands 

Norway 
Portugal 
Turkey 
United Kingdom 

1.10 i 1.14 1+17 
063 1 065 i . 66 
7.44 I 1-22 7.29 
6.80 I 6.84 1 6.83 

1.71 1 1.81 1 i.86 

i 

04 i .O4 i O 4  
i 

045 1 048 ; 0 5 0  

082 I .a1 I 0 8 0  

i 4.53 5,,10 : 5.52 
6.53 1 6.65 ' 6.76 

1.27 
67 

7.22 

7 .O1 
.O5 
1.98 
53 
78 

6.67 
7 F  17 

, 
2.68 2.92 3.10 3.53 

Total DPC' 169.54 

I 
29.13 1 32.66 - United States 

k u  

1 
7.11 

Greece 93 1 096 

t NATO k;uROPE 1 37.04 1 38.03 ! 38.65 ! 41.48 

Source: OECD 

(Note: Iceland has no armed forces and is not included in the above) 

B A T 0  E E S T R I C T E D  
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P U E  POPULLTION OF MILITMY AGE 
(18 to  34 years)  

(mi l l ion)  

East European members 

S o u o e s  t Based on information provided i n  "Soviet Econosric Prospects 
f o r  the Seventies1' (June 1973) a paper prepared for the US 
Congress and ltDemographic Trends i n  Warsaw Pact Countries" 
( c 4 (  72) 1 ) 

N B T O  E E S T R I C T E D  .- 
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PERSONNEL STRENGTH (NILITARY & CIVILIAN) OF THE 
NATO FORCES 

(Thousands) 

Tc tal 
as $ of 
labour 
force 

2.9 

1.9 
2*4 

3.3 
0.8 

3.0 
3.0 
8.1 

4.0 
2.8 

Total Military Civilian 

. 8  

8 

175 
73 

29 
10 

5 
37 

324 

- 

116 

46 
636 
621 

1 

143 
49 

280 

601 

694 

, 
I F.R. of Germany 
' Italy 
Luxembourg 
Netherlands 
Nomay 
Portugal 

' I Turkey 
United Kingdom 

66s g EUROPE (DPC members 
-Il...=- 

121 

3 o 287 

Canada I United Sta%es 
39 

1,010 
82 

3.6 2,277 

[Total DPC 3.3 I 49877 6,595 

71 1 
212 

France I Greece 
131. 
26 

3.2 f 3,285 826 

3.3 I 5,644 

N A T O  C O IT F I I) E X T I d L 
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The relevant information from ITLTO sources i s  
classi-fied UTû SECmT, and is t o  be faund i n  
PliiTO document KC/l6 1 

=.. 

.. . . 

I? 3, T O h E  S T R I C T  E D 
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country 

Belgium 
canada 
Denmark 
FOR. of  Germany 
Greece 
I ta ly  
Luxebourg 
Hetherlands 
Norway 
Portugal 
Turkey 
United Kingdom 
United States 

-12- 

= Mot available, 

f 965 

43.8 
0.0 

57.6 
49 .5 
83.6 
76.6 
55.6 
58.0. 

56.2 
83.2 

85 03 
O .O 

11 03 

1970 

42.2 . 

59.6 
47 .9 
68.1 
75.4 
0.0 

48.2 
62.6 
86.1 
88 03 
0,o 

17 e6 

0.0 

1973 

. 45.0 
0.0 

50.8 

47 .4 
66.3 

73.2 
0.0 

49.6 
65.2 
88 .O 

85 4 
0,o 

368 

(*) The $ regulars = 100 less the 7: conscripted 
(e.g. for Belgium in 1965 : 56.2 $). 

- *  Source 0 Country replies to  Defence Planning Questionnaire 

W L T O  C O N F I D E B T I A L  

1978 

21.4 - 
0.0 

36.2 
46 07 
64.5 
72.3 
0.0 

65 .3 
88.1 

85.9 
0.0 

0 .  

.+ 
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-1 3- 

The Warsaw Pect countries rely en t i r e ly  on conscript  
s e r v i c e  f o r  recruitment t o  t h e i r  forces. Length  of 
servioe i s  longer than i n  fiost NLTO countries : 
two to three years in t h e  USSR and from sixteen months 
to  three yecrs i n  the East European member countries.  

! 

. U N  C L fi S S I F I E ;3 B A T 0  __.- 
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DESEIXE EIXPEND1TURF:S ( U T 0  D I P I N I T I O N )  
OF PYE3Im-L COUiJTRIES 

n a t i o n a l  currencies# 
_. -. -- 

Belgium 

Denmark 

(mil l ion francs)  

(mil l ion Danish Kroner) 

F.R. Germany 
(mill ion ER) 

( b i l l i o n  l im) 
tatxembourg 
(mil l ion Luxembourg france 

Netherlands 
(mill ion gui lders)  

lQr Way 
( m i l l  ion Iyorwegian Wrier ) 

?ortugal 
(million Esaudo s ) 

k;irkey 
(mill ion Liras)  

(mill ion 2 Ster l ing)  

I ta ly  

Jnited Kingdom 

DROPE (DPC members) 
(mill ion US $) 

h a d a  
(miil ion Canadian $) 
h i t e d  S ta t e s  
(mi l l ion  US $) 

_- 

o t a l  DPC 
(million US $) 
r a m e  
(mill ion francs)  

ree ce 
j m i  l l i o n  Drachmae ) 
E-iK) EliEioPE 
(miu ion  US $) 
l'PI& NlL'Po 

28,983 

2,061 

71 , 854 

197 I. 

59,670 

3,195 

25,450 

1,852 

44 2 

4,466 

3,022 

14,699 

8 9  487 

2,800 

1 9 7 2 -  

44,190 

3,386 

2897x) 

2,162 

517 

41 974 

3,239 

16,046 

9,961 

3,272 

27 * 277 

2,238 

77,638 

107 21 4 

36,800 

17,211 

35 9 336 

115;273 

49,075 

3,771 

31,597 

2,385 

57 5 

5,657 

3,621 

15,528 

12,483 

3,502 
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N A T O  R E S T R I C T E D  

-1 5- 

( b i l l i o n  zlotys) 

( b i l l i o n  lei) 

O f f  i c i a ï  Defence 
Vote  (billion 
roubles) 
Total Estimated 
Bxpenditure 

Romania 

USSR 

WbRSAW PACT MILITARY BUDGETS(*) 

Buï gar i a 

C echoslovakia 

GDR 

( b i l l i o n  leva)  

:billion Croini) 

(b i l l i on  marks ) 
tiwary 

( b i l l i o n  f o r i n t s  ) I 

'1970 

o. 32 

15.0 

6 4  7 

8.90 

35.40 

7.05 

17.9 

25.7 
I 

1924 
Os 48 

18.8 

8.9 

10.61 

45.21 

8.60 

1787 

28.6 
c_ 

(*) Off ic ia l  defence f igu res  understate the real outlay. T h i s  i s  
especial ly  so i n  the USSR, where expenditure on the miZitery 
aspects of R & D is  very high .- a share of two-thirds has been 
assumed in fable  f I I ( b ) .  Wen if the  t o t a l  deferme ~pendh47 
20 national oursencies were knawn t h i s  would not necessaxSly 
&ve a r e a l i s t i c  pic-huro of %he tsae cgst since p z i c ~ ~  are 
o f f i c i a l l y  fixed over long periods EO that i? given bradget alloc- 
could accommodate programmes r i s i n g  i n  real cost  

N A T O  R E S T R I C T E D  
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B N w E x t o  -1 6- 
AC/l2 7-D/50O 

DEIFENCE E;xpE NDITmiES (NATO DEFINITION) 

BUDGET EXPENDITURES 
OF MENBER COUNTRIES AS 96 OF CEXTRLL GOV-T 

Belgium 
Canada* 

Dennark* 

France 

F.R. Germany 
Greece 

I t a l y  
Luxembourg 
Netherlands 

Norway 
Por Lugai 

Turkey* 
United Kingdom*. ' 

United States* 

x 
12.7 
21 06 
14.3 

24. O 

30.1 
18.9 

14.3 

5.4 
16.1 

18.9 

3710 
26.5 
25.2 

42.3 

x 
12.7 
10 .g 

8.6 

20.0 

25.9 
21.9 

10.9 

3.1 
1 3 ~ 3  

15.3 

39*5 
19e9 

19.4 
564 7. 

9,s 
10.9 

7.4 
20*6 

26.5 
18.9 

12.3 

3.5 
11 .g 
13.4 
35.6 
21.1 

20.3 

29.6 

* For these coudtries f i s c a l  years do not coincide with the calendar 

General Noter For each countrytaken sepamtely,  the above table may 
g ive  a roua idea of the trend of the share devoted to defence in the 
budget of.  the central government. 
between the countries would be misleading. 
d i f ferences  between countries both as regards the ro le  o f  the oentral 
budget according to the administrative system (federal s t a t e s  or  
centra l i sed  s ta tes ) ,  and a s  rsgards the number of  a c t i v i t i e s  financed 
by the budget as ag.alnst those l e f t  t o  private enterprise. 

year and consequently under 1960, f igures refer  t o  fry .  1960/61, etcI 

On the other hand, any comparison 
There are very marked 

N h T O .  C Q N F X D E N T I A L  
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X A T O  U Ia c L B s s I F I E D  

-17- 

W&SAW PACT 
TaELE 8 

The role  of the central  government and the  control  
exercised over expenditures i n  Warsaw Fact countries 
have no p a r a l l e l  i n  the Western systems of government. 
Consequently, the a l loce t ion  of resources made t o  defence 
as zgainst  -other requirements cannot be s a t i s f a c t o r i l y  
i l l u s t r a t e d  by a. simple s e r i e s  of f igures ,  

B A T 0  O I \ B C L I S S  I P 1 . E  D 
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B A T 0  C 0 1 6 F ï D E N T  I A L  

ANi*TEX t o  
B C /12 7 - 3/5 O O 

FI-NUCIAL IKPLICRTXONS OF ‘JIEU3 1975-1980 FORCE GOALS 
Fiillions o f  iktional 
currency units (a) In real terms (cons-Lant, 1972 prices) 

Defence Expenditures 1975-1880 
as indicated by national plans 
and InLemotional Staff estimates 

I To ’cal \ Average yearly 1 To tal i Col. ( 3 )  To tal Average yeasl; 
(6 ;J’ears 1 increase/àecrease (6 years as a % of increase/decre: 

I 

(on 1973)  1975-1980) ’ Col. (1) 1 Col. (on 1973) 

elgium 
enmaxk 
ermany 
reece 
taly 
uxembourg 
etherlands 
orway 
o r t u g a l  
urkey 
nited Kingdom 
a-da 
mited. States 

Cost of  the Force Goals Financial Requirements 
197 5-1980 

I 

+$.O 
+2,0 

+2.8 
(a2.0) 

4-300 
1-2.0 
-1.0 
+6.0 

(4-1.6) 
+1.5 

(+2*5) 

a) For Italy: Thousaiid million lire 
b) 
)ource: 

Including cost of those force goals that w i l l  require external aid f o r  imFlementation 
Report t o  DPC on Force Goal 1975-1980 (D2C/D(74)5 of 19th Bprj.1, 1974) 
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NATO 
TABLE 10 

WORLD COMMODITY PRICE TRENDS 

All commodities 
(a) Food 

(b) Industrial total 

of which 

- Fibres 
- Metal 

ANNEX to 

AC/ 1 27 - D/ 500 

% change over the year 
Nov. 1973 - Nov.1974 

+ 21.1 
+ 53.1 

- 21.8 

- 27.9 
- 18.7 

Source : Economist, London 
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AC/ 127 - D / X 0  

CHART I 

EVOLUTION DES DEPENSES DE DEFENSE (EN TERMES REELS) 
DES PAYS MEMBRES DE L'OTAN (TAUX DE CHANGE 1973) 

TRENDS (IN REAL TERMS) OF NATO COUNTRIES DEFENCE EXPENDITURES 
(7973 EXCHANGE RATES) 

121.3 

40.4 

1 9q5 1966 1967 1968 1969 1970 1971 1972 1973 

NOTE : L e  déflateur utilisé est celui du PNB - The defator used i s  h e  GNP deflator 
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C H A R T  II 

DEPEMSES DE DEFENSE DE L'UNION SOVIEVIQUE 

SOVIET DEFENCE SPENDING 

AC/ 127 - D/ 500 

Estimation des dépenses de 

défense totale de l 'URSS 
(Dépenses de défense 

budgétaires + 2/3 du 
budget "Science") 

Total estimated Soviet 

defence spending (Defence 

Budget t 2/3 of Science 

Budget) 

Budget pour la défense 

de l 'URSS 

Soviet Budget for 

Defence 

Dépenses to tales 

consacrées à la Science 

(Budget de lo Science et 

autres ressources y 
compris les investisse- 
ments destinés à la 

s ci ence) 

Total spending on 

Science 
(Science Budget ond 

other resources devoted 
to science including 

investments) 

1,965 1966 1967 1968 1969 1970 1971 1972 1973 1974 
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