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SUBrCOMMI TTEE . ON SOVIET ECONOMII_C_ POLICY 

Note by the Chairman 

The Sub-Comittee  has  devoted a number o f  meetings, 
some attended by experts,  t o  considering how best  t o  assess  the 
real  defence  expenditure of the Communist countries. The 
present  draft  report  attempts t o  summarise the  information which 
has  been  presented t o  the Sub-Committee i n  a wide range of 
documents. This d r a f t ,  which might 'ultimately  be  submitted t o  
the  Council,  contains  only the main findings of  the  study 
undertaken by the Sub-Committee. More information as t o   t h e  
bas i s  of the  calculat ions made will be found in   t he  following 
notes: 

F o r  the USSR: X/89-WP/229 and s e r i e s ,  and t h e  first 
p a r t  of iLC/89-WP/246 and ser ies ;  

For Eastern AC/89-W/240 and se r i e s ,  and the  second 
Europe: p a r t  of iLC/89-WP/246. 

2. The present document has  been  put on the f.lgenda of 
the  next  meeting of t h e  Sub-Committee to be  held on 2nd May, 
1968. 

(Signed) h, VIhTCZNT 

OTAN/NATO , 
Brussels, 39. 
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-3- NATO SECRET 
AC/ 8 g-VlP/ 252 

SUB-COldKIITTEE ON SOVIBT ECONOMIC POLICY 

WESTERN ESTIMATE3 OF DEFEECE EXPENDITURE I N  
COl~WJNI ST COUNTRIES 

Draft Summary Report by the Economics Directorate  

The published  defence  budgets of Communist countries 
give  only a single  f igure  without any breakdown o r  any precise 
indicat ion o f  what is covered. However, i t  is generally  agreed 
that this  ofTicial  defence  budget of Communist countr ies  omi t s  
a  number of items vtnich are  usually  consideped  in  the West a s  a 
par t  o f  defence  expenditure. These i tems  in   the Communist 
countries  are  provided f o r  f rom other  funds which are 
unspecified.   In such circumstances,  changes i n   t h e   o f f i c i a l  
budget do no t   necessar i ly   re f lec t   changes   in   the   to ta l   mi l i ta ry  
outlay. Much depends on the image tha t   the  Coiimunist leaders  
wish t o  present. 

2. Western s p e c i a l i s t s  have approached the problem of 
evaluating  the  real   dcfence  effort  in Coxmunist count r ies   in  

3. 

one, commonly called  the  "building  block  approach", 
seeks t o  ident i fy  and quantify,  on the   bas i s  o f  the  
bes t  availa'ole  information,  each of  the  physical  
inputs t o  the Communist mil i tary ,jrogrammes, t o  apply 
sui table   pr ices  t o  these quant i t ies  and then t o  add 
up the   resu l t s .  This  nethod  has  generally  been 
adopted by the  United  States  experts f o r  evaluating 
the  actuzl  military spending of  the  Soviet  Union; 

the  second  approach  uses  the  official  defence  budget 
as   the  s tar t ing  point  and attempts t o  ident i fy  and 
evaluate  additional  defence  items  covered by other 
budget  headings and funds. T h i s  method  makes use of 
a l l  openly  released  information (-;he s t a t e  budget, 
nat ional  incoine, , ind ices  o f  gross value o f  outpu-t, ,etc.) 
and where necessary  the  cost of the  additional  i tems 
i s  a r r ived   a t  by considering  the  cost of comparable 
items i n  western  countries. The European  experts 
have generally  used t h i s  approach f o r  evaluating the 
defence  outlays of b o t h  the 'USSR and other  Coinnlunist 
countries,  while  the  United  States  experts  adopted 
this method f o r  the  Eastern European countr ies .  

In  the  following  paragraphs  an  attempt i s  made t o  
present  the  various  zstimates  United States-and European 
experts, of Soviet military spending, i n  rubles and as a 
percentage o f  G:;P. A s imilar   descr ipt ion i s  made for   the  
Eastern European countries.   Finally,  some cornp.zrisons zre drawn 
between the  defence  efforts of Cormunis t  and NATO countr iesr  
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I .  SOVIET UNION 

(a) United  States  Estimates of Soviet ElilitaYy Spending 

4. I n  so f a r   a s  they are primarily  concerned t o  assess 
the  t rend and pattern  in  Soviet   defence  spending  (rather  than t o  
compare the  magnitude of  the  Soviet  defence  effort wi th  t h a t  of 
other  countries)  the  United  States  experts  estimate  the volume 
of goods and services  annually  produced f o r  the  Soviet   mili tary 
and space  establishment i n  constant 1955 8'intem8.11f  rouble 
pr ices .  They a r r ived   a t  a f igu re  of 17.5 bil l ion  roubles  f o r  
1965, 19 b i l l i o n  f o r  1966 and 20.5 b i l l i o n  f o r  1967, This  l a s t  
f igure has been  broken down as  follows: 

Table I 

United  States  Estimates of T o t a l  M i l i t a m  
Expenditure of the  Soviet Union i n  1967 

( in   b i l l i on   cons t an t  1955 "internal"  roubles) 

5. These data   cover   a l l   Soviet   act ivi t ies   equivalent  t o  
those o f  the U S  Department of  Defence,  the  National  Aeronautics 
and Space Administration (NASA), and the   ac t iv i t i e s  of the 
Atomic  Energy  Commission related t o  defence. They include all 
outlays f o r  personnel and other   operat in  costs, procurement of 
all hardware (including  nuclear warheads B construction of 
f ac i l i t i e s ,   m i l i t a ry   r e sea rch  and  development a c t i g i t i e s   a s  well 
as a l l  space programmes. They do not  include military assistance.  

60 The United  States have  independently  calculated  the 
Soviet GNP i n  1967 a t  230 bil l ion  roubles   (constant  1955 pr ices)  C 

This  f igure  f o r  GNP a t  f a c t o r  cos t  is arr ived a t  by making 
dll0VJ;Jance for subsidies,   turnover  taxes,  p r o f i t s ,  c ap i t a l  
charges and land rent. 

7.  Soviet  defence  expenditure, as calculated above, absorbs 
about 9% of GNP a t   f ac to r   cos t .  Because o f  unceI%ainties about 
Pr ices  and subsidies   in  1955, however, the  defence  share of  
GNP mW be  put a t  about l%, 
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8 .  The United  States  experts have fur ther   calculated 
tha t  if h e r i c a n   p r i c e s  were t o  be applied t o  the  estimated 
physical  input t o  the  Soviet   mili tary programme, the   t o t a l  
qol lar   cost(1)  o f  the   Soviet   effor t   in  1967 would represent 

%bout 8OFi of t he   t o t a l   mi l i t a ry  spending in   t he  United  States. 
A t  the saxe time,  the  Soviet GNP has been  estimated t o  represent 
only  about 45'A o f  the GNP of tho  United  States ., 

European Estimates of Sovie t   l i i l i t a ry  Spending i n  1967 

9. To arr ive a t  t h e   t o t a l  military expenditure of the  
Soviet Union, the European experts have  sought t o  ascer ta in:  
(a)  the  expenditure  covered by the  defence  vote and (b)  the 
additional  spending f o r  defence  covered  by f'unds other  than  the 
o f f i c i a l  defence  budget. The to ta l   thus   a r r ived   a t   should  
t a l l y  wi th  the NATO de f in i t i on  of  defence  expenditure . 

The Off ic ia l   Soviet  Defence Budget 

i n  billion percentage 
current  roubles change  .over 

the preceding 
year  

12.8 
43.4 
14.5 
16.7 

- 3.8 
+ kt7 
+ 8.2 
+15,2 

1 l . Although no information as to  the breakdown of the 
Soviet  defence  budget is published, i t  is generally  agreed  that 
thb  off ic ia l   f igure  covers:  

- - a l l  personnel a.nd operating  costs  (pay and  allomrances, 
penslons,  clothing,  housing and food)  as  well  as 
expenditure f o r  .th.e  maintenance o f  weapons and 
equipment ( including  spare   par ts  and administrations 
cos ts )  ; 

~ ~- "" 

(l) The- various  estimates o f  Soviet  defence  spending in   roubles ,  
while making i t  possible t o  evaluate  the  share o f  GNP a t   f ac to r  
cost  devoted t o  defence,  should  not, however, be  converted  into 
d o l l a r s  a t   the   usual   conversion  ra tes  i f  the comparison i s  sought 
with the military effort   in  western  coizntries.  The purchasing 
power of the  rouble  in  the  Soviet  Union when used t o  buy defence 
goods i s  considerably  higher  than t h a t  o f  the rouble  used f o r  
consumer goods or services;  moreover, roubles will buy more labour 
i n  t h e  USSR than a corresponding qtlantity of dollars (converted 
a t   t h e   o f f i c i a l   r a t e  of exchange) would buy i n   t h e  USA. Thercfore, 
the  United  States  experts, f o r  comparison  purposes with militayy 
spending i n   t h e  U S ,  have applied American pr ices  t o  the  estimated 
physical  input t o  the  Soviet  military programme. This  calculat ion 
arr ives  a t  a f igure  of $57bi l l ion.  
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NATO SECRET -6- 

- most of the procurement of nc-w weapons  and equipment 
‘ G v e n t i o n a l  and other weapons p ammunition, 
engineer5  ngo  stores  vehicles POL) ; 

- the  construction of m i l i t a r y   f a c i l i t i e s  ( f o r  land, 
sea and a i r   forces)  . 

12. Military  items not  included  in  the  official   defence 
budget are tkought t o  be: internal   securi ty   forces  - personnel 
and operating  costs;   part  o f  the   cos t  of naval  construction; 
some investments and subsidies  in  defence  industries;   additional 
proaurement of mil i tary equipment; s t ra tegic   reserves;  some 
construction  costs f o r  mil i tary and space a c t i v i t i e s ;  most of 
defence and space  research and developments;  and possibly 
military assis tance programmes. 

(ii) Estimates o f  T o t z l  Defence  Expend.iture 

A3. The results  obtained by the  various  experts of 
European countries  in  the  evaluation of addi t iona l   mi l i ta ry  
spending  over and above the  off ic ia l   defence budget are  not 
ident ical .  By adding  these  extra  items t o  t h e   o f f i c i a l  defence 
vote the estimates of t o t a l  defence  spending  are  as follows: 

Table II 

European Estimates of Tota l  Milita E enditure 
of  the  Soviet  Union i n  + l 9  7 

( i n  b i l l i o n  1967 current roubleer) 

United 
Kingdom 

Estimates 

Personnel 
Operation and 
Maintenance 

Weapons and  Equipment 
Construction 
Sc ien t i f ic   research  and 

development 
Strategic   s tockpi l ing 
Naval  construction 

TOTAL 

French 
Estimates 

. ” 

5.5 

German 
Estimates 

5:5 

4 *O 
7 .O 
1.5 

6 .O 
2 .? 

14. Two main differences  in  the methods used by the 
European  experts on the one hand  and the  United  States  experts on 
the  other hand should  be borne i n  mind: 
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Whereas the European estimates  are i n  current  prices,  
the American ones, as  indicated above, are   in   constant  
1955 rouble  prices. FOP several  years, this difference 
i n   t h e  prid-es utilised m a y  not have s ignif icant ly  
affected  the  resul ts ,   but  t h i s  m a y  EO longer be the 
case as the  recent  introduction o f  economic reforms 
has been  accompanied by a revision of prices; 

Khereas the  United  States  experts have included in  
their   estimates  the  cost  o f  a l l  space programmes, the 
European experts have attempted to evaluate 
separately tha t  par t  of such progranmes which i s  of 
mil i tary  s ignif icance and they have  nat included  in  
their   estimates  the  part  which i s  supposed t o  be  of a 
predominatély  civilian  character. 

- 

The European experts have estimated  the  Soviet G&T on 
the  basis of national income figures  as  given  in  Soviet  
s t a t i s t i c s .  By adding the  value o f  non productive  services and 
depreciation  charges, which are not included  in  the  Soviet  
calculmtion, a f igure of zbout 240-245 bi l l ion   roubles  i s  
reached f o r  Soviet GNP a t   fac tor   cos t   (cur ren t   p r ices)  

16, According t o  these  calculations,  Soviet  defence 
exprmditure absorbs between 8% and 11*5$ of GLW a t   f ac to r   cos t .  
It  seems, therefore ,   tha t  an approximate f igure cf 10% m i g l - t  
be acqepted, 
(c)  Actual Soviet  EIilitary Spending i n  1968 

17. A l l  experts, bo th  American  and  European, agree tlpt the 
mi l i ta ry   e f for t  of  the  Soviet Union will be  flzrther  increasgd 
during -1968. Military  research and development w i l l  continue t o  
grow a t  a fast pace, some s t r a t e g i c  programmes will be stepped 
up and the   capabi l i t i es  of the  theatre   forces  improved. 
Nevertheless,  the real increase in   mil i tary  spending will n o t  be 
as  great as suggested by the 1968 budget. I t  seems c lear   tna t  
part  o f  this rise  - in  the  defence  vote i s  merely a book-keeping 
tr,wsaction. Some o f  the  subsidies  previously  allocated t o  
industries working f o r  defence from finds other than  the  .defence 
budget - in   o rder  t o  keep  the  prices of mi l i ta ry  equipment low - 
have now been  openly charged against   the &Iinistry of Defence 
account, a reform which i s  i n  l i n e  with the new system of 
economic control  recently  introduced in the  Soviet Union. 

18. The experts have estimated  the  the r e a l  r a t e  of 
increase  over j967 would pro’bzBly be  about half  the announced 
one, thus keeping  pace  with  the  expected  growth o f  GNP, 
provisionally  estimated a t  6 t o  7$,, If t h i s  were so ,  t o t a l  
military  spending  while  remaining about 105 of  GNP ( fac tor   cos t )  
would r i s e  t o  sonething  betveen 22 to28 b i l l ion   roubles .  
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. .  

(a) Of'ficial East European Defence  Budnets 

19. The o f f i c i a l  defence  votes of the East European 
countries  in  the  table below a re  given i n  national  currencies 
(current  prices) : 

Table III 

fl 

pulaar ia  
(mill ion  leva) 240 
percentage change 
over  prepeding year 4- 3.9 . .  

1 O, 800 
percentage change 
over  preceding year + 5.7 

5,219 
percentage change 
over preceding year - 9.3 

Poland 
E T i i o n *  zlotys)  

percentage change 
over  weceding year . e 7.7 

4,789 
percentage change 
over  preceding  year f 5.5 

gov, Zone o f  Germanv 
(mil l ion DME) 3,300 
percentage change 
over  preceding  year + 17.9 

244- 

+ 0 - 7  

I _  . 

5,559 

+ 6.5 

26,450 

+ 4.6 

4,960 

+ 3.6 

+ 

+ 

+ 

4- 

+ 

+ 

264 

8.2 
I . .  

12,900 

4.3 

6,400 
15.1 

29,l O0 

10.0 

5,487 

4.6 

5 9 800 

61 .l 
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20, I n  the  absence o f  any o f f i c i a l   de f in i t i on  o r  breakdown, 
the  items included  in  the  defence  budgets of the  East European 
countries are  taken, as m the  case o f ,  the USSR, t o  cover : 

- al l   operat ing  costs   (pay,  a d  alloviaaces,  housing, 
food, administration,  etc.);  

- a la rge  part of the procurement costs  ( weapons9 
ammunition, vehicles,  etc.  imported o r  home produced); 

- the  construction o f  m i l i t a r y   f a c i l i t i e s ,  

21. The problem of estimating f o r  the  East Eumopean 
countries  the  military  spending  not  included i n  the  defence 
budget i s  s imilar  t o  that  encountered  in t h e  Soviet Union. More- 
over, l i t t l e  is known about  prices and conditions on which the 
USSR del ivers   mil i tary equipmemt t o  these  countries o r  about 
the  f inancial   aspects of the   s ta t ioning O% Soviet   troops  in same 
o f  these  countries  (Soviet Zone o f  Germany, Hungary, Foland) , 
Non-budgetary expenditure i s  thought t o  ar ise   in   respect  o f  
(a )  payments i n  the f o r m  o f  exports t o  the US'2R f o r  mil i tary 
equipment and ( b )  outlay on internal   securi ty   forces   (except   in  
the  case o f  Hungary and Czechoslovakia, where such expenditure 
is expl ic i t ly   included in the  defence  bud-get). On t h e  other 
hand, the  East  European  countries,  unlike the USSR, do not have 
large  research and development programmes, and only Czechoslo- 
vakia and Poland  have  domestic  arms industr ies  of  any  consequence. 

(b)  Western E s t h a t e s  of Eastern  European's  Military  Spending 
i n  1966 

22. In  the  absence o f  detailed  information on the  mili tary 
establishment of the  East European countries,   the American as well 
as the European experts have generally used the  budget  f igures 
f o r  defence  as a s ta r t ing   po in t  f o r  calculat ing  the  actual  
spending o f  these  countries. The personnel  costs  are  estimated 
t o  absorb  rmghly one th i rd  o f  the announced military  spending 
while  imports o f  mil i tary equipment may account f o r  between one 
th i rd  and one half,  according t o  the  country' S dependence on such 
imports. Allowing f o r  expenditure  addit  ional t o  the  budget 
the  United  States  experts have a r r i v e d   a t  the  following  estimates 
of  t o t a l   mi l i t a ry  spending  (.current  prices)  in 1966. 

-9- 
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TABLE I V  

Estimates %y United States  Experts of the Defence 
Expenditure and GNP o f  East  European  COUltrieS f o r  

M 

Unit o f  To t a l  Defence 

' Expenditures as a Share of GNP 
country Defence GNP Expenditures 

Bulgar ia   b i l l ion   l eva  O. 28 8.0 .3@ 
Czech- 
oslovakia b i l l i o n  crowns 11.8 207.5 54% 
Hungary b i l l i o n  f or in t s  .8.9 208.9 4-44% 
Poland b i l l i o n  zlotys 33. 9 686 5% 
Rumania b i l l i o n   l e i  6.1 . 145 4% 
S ov, 2 one 
Germany b i l l i o n  DME 4.8 109.6 

(c)  Actual  East  European Mil i tary  Expendi ture .   in  1968 

23, In   the  years  .1963/66 there was no d is t inc t   t rend  i n -  the 
pa t t e rn  of the  defence  budgets . o f  Eastern Europe; i n  HungarJr, 
Bulgaria and Czechoslovakia they declined,  but.  increased in the 
other  countries.  Since 1966 t h e  defence  budget  has  risen  in a l l  
these  countries. A s  regards the proportion of  the  total  budget 
i t  represents,  this has   fa l len  i n  Bulgmia, Hungary and Rumania, 
r i s e n  in Poland and the Soviet-Occupied Zone of Germany, and in 
Czechoslovakia i t  is back a t  t h e  1965 level .  Payments f o r  
imported mi l i t a ry  equipment may have been chiefly  responsible 
f o r  an increase in defence  spending in  recent  years.   Apart  f r m  
this, changes in wage and in te rna l   p r ices  have no doubt had an 
ef fec t ,  . .  

24. Bulgaria : The increase ( 6 , s  over the previous  year) ' 

in -the off ic ia l   defence  vote  f o r  1968 over 1967 is  roughly ' the 
game as the  expected  increase i n  GNP. The share which mi l i t a ry  
expenditure  not  included in  t h e  defence  budget  represents i n  the 
t o t a l  military spending i s  probably  not  very  important,  although 
it mi@t have f luc tua ted  somewhat during  recent  years. This  may 
e x p l a i n ,   a t   l e a s t   i n  p a r t ,  why the off ic ia l   defence  vote  in 1963 
was apparent& 15% higher  than in 1966, Over the l a s t   t h r e e  
Years,  however, the  percentage of GNP (factor  cost)   devoted t o  
defence  spending has probably  remained  constant. 
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25, Czechoslovakia : The defence  budget 1968 shows an 
increase o f  4.3% over t h e  preceding  year. I t  would  seem that 
during  recent  years  the amount of military s e p d i n g   n o t  covered 
by the  official  budget  has  been  relatively  small,  as,  inter 
a l ia ,   the   cos ts  of internal  security  troops  are  already  included 
in  the  official  defence  budget. The introduction o f  economic 

. -  -reforms favouring self financing  has  probably  contributed  in 1368 
t o  the  process o f  s h i f t i n g  t o  the Ministry of  Defence  account 
subsidies t o  defence  industries  previously  covered by the 
“Nat ional Economy’’ budget as i n  the  case o f  the Soviet Union. 
The defence  budget  figures  are i n  current  prices and may, 
therefore ,   re r lec t   p r ice   f luc tua t ions .  I t  may be-nortea  that 
i n  Czechoslovakia  the  authorities have  acknowledged higher 
pr ices   as  a cause f o r  increased  defence  spending i n  1968, 

26, Hunaary : The interpretat ion o f  the defence  budget o f  
Hungary p resen t s   paz t i cu la r   d i f l i cu l t i e s ,  Between 1963 and l966 
the  official   defence  vote  declined  steadily f r o m  6.6 b i l l i o n  
f o r i n t s  t o  5 ,2   b i l l i on  forints.  I t  seems, therefore ,   l ike ly   tha t  
the  book-keeping  adjustments  used in most Communist countries 
may have  been  especially  important  in Ffungary, The f inanc ia l  
aspects of? the  maintenance of Soviet  troops in that country have 
probably  played a p a r t   i n   t h e s e   f l u c t u a t i o n s   b u t   l i t t l e  is 
known about this .  I t  is against   the  background o f  economic reforms 
and the  result ing  price  changes  that   the  increase  in  the  l968 
s t a t e  budget o f  near ly  30% should  be judged.  These various 
fac tors  also serve t o  explain  the 17.8% increase  in  t h e  o f f i c i a l  
defence  budget f o r  1968. 

27. Foland : ‘file P o l l s n  defence  budget  has  been  regularly 
increasing  since 1963. The 1365 vote  exceeds  that of the 
previous  year by 9.k;. In..:the  case o f  Poland the  share o f  
military  spending  not  included  in  the  defence  vote may be 
rather  important  since  the  internal  security  forces  are  not 
included i n   t h e   o f f i c i a l   f i g u r e s ,  znd Poland apart  from 
Czechoslovakia i s  the  only  country  nith a defence  indiustry of 
any importance.  Since 1966, i t  would seem tha t  t h e ’ r a t e  of  
increase of actual  military  spending  hzs  been  s.lightly more 
rapid  than  that  o f  GNP, r e f lec t ing ,  t o  some extent ,   the  
mounting cost  o f  modern militzry  technology  and  tne  high  cost 
o f  i3roduction of mi l i t a ry  hErdware iD Eastern E1’roDe. 

f o r  1968 remains  below  the  expected r a t e  of groxth o f  GNP 
(factor  cost).  Total  military  spending,  including  expenditure 
not  covered by the  defence  budget,  has  probzbly  increased 
accordingly. I t  would  seem that   s ince l 9 6 5  defence  spending, 
although  increasing  in  absolute  terms,  hzs shown a tendency t o  
dec l ine   s l igh t ly  as a percentage o f  GbTP. 

2b, Rumania : The 14% increase  in the oTT’icial  defence  vote 

29 * Soviet Zone o f  Germmy : I t  is  g e n e r a l l y   f e l t  by 
the experts that   the   real   increase of defence  spending i n  1968 
will remain well  below the  spectacular  r ise  in  the  defence  vote 
announced (61.4% over 1967). The trmsf‘er t o  the  defence - 
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budget of procurement of arms and equipment previously 
accouated f o r  'under other  budget  headings has led  t o  the 
surfacing  in  1968 of  previously  hidden  expenditure.  Deliveries 
of mi l i ta ry  equipment from the USSR had, i n  the  past,  probably 
been  charged  against  vote  other thm the  defence  vote. Changes 
in  domestic  prices and wages, and poss ib ly  higher  prices f o r  
Soviet   del iver ies  of more modern equipment,  have al1 contributed 
t o  the  increase, This  is not meant t o  b e l i t t l e  the  Soviet 
Zone's re-armament.  The Zone i s  currently  re-organizing and 
modernising i t s  military  establishment and it ahould  be  noted 
that  f o r  po l i t i ca l   reasons ,   in te rna l  and externa-l, i t s  leaders 
have  apparantely wished t o  demonstrate t h e i r  willingness t o  
increase  their   defence  effor t  a t  the  present  juncture,  For 'all 
these  reasons, i t  is  thought t h a t   i n  the  cese of  the Soviet Zone 
actual  defence  spending  during 1968 w i l l  increase more rapidly than 
i t s  gross  national  product, 

30. These  verious  estimates and trends m&e up the f o l l o w -  
ing  overall   picture : 

TABLE V 

\ 

Bulgaria 3 -3% 
Czechoslovakia  about 5% 
H u w F w Y  4-44-h 
Poland 5 - 5 s  
Rumania 364% 
Soviet Zone of' Germany 5-59  

31, In te rna t iona l  comparisons of defence e f f o r t s  are   best  
mrde on the  basis of percentages of GMP devoted t o  such effor ts .  
This avoids  the  difficulty of finding  cn  appropriate exchange 
ra te  t o  convert  defence  expenditure  expressed  in  national 
currencies  into a common currency. However, in  order t o  have 
idea Of' the  real  burden of  defence  spending on an econom3;, 
i t  is  useful  t o  t m e  account o f  the  dirferences i n  the stages 
Of economic  development, A. rough indication of this may be 

mTO S E C m  "l 2- 
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obtained from GNP per head. The main elements  available f o r  
such  comparisons  can  be found  i n  the t?.,ble a t  annex, 

32, The following  observations may be made : 

A s  f a r  as trends  are  concerned, It  appezrs  that   mili tary 
expenditure  in b o t h  the  Soviet Union and Eastern 
Europe a s  a whole has increEsed  a t  a r a t e   a t   l e a s t  
equivalent t o  the g r o w t h  o f  the i r  economies, B y  contrDst, 
i n  NATO Europe the  share of GNP devoted t o  defence has 
slightly  decreased. I t  has risen  in  the  United  States 
owing t o  mili tary  operations i n  Vietnam, When looking 
a t  the  percentages of GNP devoted t o  d-efence, i t  has 
t o  be remembered that  the  real  stepping-up o f  defence 
in   the  Soviet  Union is ,  in   fact .   greater   than would 
appear from this percentage.  This is due t o  the  fact  
that, f r o m  1966, the GNP i n  the USSR has grown fast,er 
than i n   e i t h e r  NATO Europe o r  the  United  States, (6-7$ 
i n  the USS,R m a i n s t  : l $ $  i n  the United  Stctes and 3*5% 
i n  NATO Europe.'  annually) 

(ii) A s  f a r  as  the  weight o f  defence e f fo r t s  on the economies 
is  concerend,  there is  no doubt t 7 z . t  it i s  h c r v i e r   i n  
the  Soviet  Union than  in  the  United  St?.tes or FATO 
Europe,  Indeed,  while t h e  USSR devotes ?.bout the szme 
percentage & G I P  t o  defence as the United States, her 
GNP per  head i s  only some 38% of that  of' the  United 
States .  The percentage of  GNP the USSR is devoting  to 
defence i s  about twice 8s high as tha t  o f  PIATO Europe, 
while  her GNP per head i s  s l i g h t l y  lower, Several 
Eastern European countries  are  devoting t o  defence a 
higher  proportion of t he i r  GNP than most NATO European 
countries,   al though  their  GNP per hczd i s  lower, Among 
M T 0  countries,  the  United  Stctes is devof;ing t o  
defence 8 percentage of GNP about  twice as high as  t h e t  
o f  NATO Eul-ope taken  as a viole,  b u t  the Uni led  States  
GNP per head i s  also roughly twice c.s high ss t ha t  of 
NATO Europe. Among the Warsaw Pact  countries,  the U37R 
i s  devoting t o  defence a percentage of GNP twice 
that  o f  Eastern  European  countries, although her  GnTP per 
head is  lower than tha t  of some of  these  countries and 
only some 15% higher than the nver?.ge f o r  them taken 
a s  a whole. 

OTAN NATO , 
Brussels, 39. 
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PERCXNTAGE OF GNP DEVOTED TO DEFENCE 
AND GNP PER HEAD 

IN NATO PLND WAIRSiLW PlCT COUNTRIES 

'Country Defence expenditure as 
$ of  GHP ( fac tor  cost) 
1966 -l 967 1968 

GNP (market p r i c e s  
per head i n  1966( -l 

(US dol la rs )  

Netherlands 

United Kingdom 

A* NATO( 2 )  
3.6 3.6 3.3 
9.2 I O  .l 10.1 

3.3 
3.2 
4.9 
6 . 3  
4.2 
3.9 
1.6 
4.1 
4.0 
7.0 
5.4 
6.7 

3.3 
3 . 2  
5.3 
6.2 

3.3 
3.0 
4.6 
6.2 

5.0 5.4 
3.7 3.5 
1.4 1.3  
4.2 4.2 
4.0 4.0 
7.4 7.7 
5.4 5.4 
6.8 6.5 

5.3 5.4 L!-. 9 

Soviet Union 

Eastern  Europe 
33 3-@ 

Czechoslovakia 51 5s 
Hungary 4-44 4-4# 
Poland 5  5-51 
Rumani a 4 34-$ 
Sov.Zone 4&" 5-5" 

1 a 
I 

T o t a l   E a s t e r n  
Europe 45-5 5 
t"---- I ."* 

Note: Foo tno te s ,  see next page. - 
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l 

P 

Y 3 
* 
* 

(I) m e  two s e r i e s  o f  da t a   i n  t h i s  column refer r ing  t o  the Nl,TO 
countries on the one hand  and t o  the Communist countries on 
the other ,  are n o t   s t r i c t l y  comparable. GHP f igures  f o r  
~TATO countries have  been  converted t o  U S  do l la rs   a t   the  
o f f i c i a l  r a t e s  of exchange. To apply  the  off ic ia l   ra tes  .of 
exchange t o  Communis't national  currencies would be 
misleading f o r  reasons  explained  in the  footnote t o  
paragraph 11. The d o l l a r  equivalents o f  the gross nat ional  
products of the Communist countries  have been calculated by 
comparing the  purchasing power of the  currencies. If 
account were taken of t h e  purchasing power relationship 
between the   do l la r  and European currencies,  the GNP figures 
of  NATO European countries would need t o  be  raised by near ly  
10%. 

( 2 )  ' Sources f o r  EXTO countries  defence  spending: 
ISM( 67) 21 (Dec 67) and DFQ 4967. 

f o r  NATO countries GBP pe r  head: 

OZD: Economic Indicators (March 1968). 
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