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Note from the French delegation on the economic and financial conditions
prevailing on the armaments market (29 March 1955)
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from the French delegation analysing the economic and financial conditions for an armaments market in
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WESTERN EUROPEAN UNION 

INTERIM COMMISSION 184 
WORKING PARTY ON PRODUCTION AND STANDARDISATION OF ARMAMENTS 

CO MlUTTEE OF . EXJ:-lERTS 

~eta ry-General's Note 

pr,_TG /E/ 2 6 
French original 
29th i.•iarch, 1955 . 

'l'he Secretary- General circul ates here·with a note f rom 

the French Delegation entitled: 

"Economic and financial con.di ti ons }.J _,ev'-'.i line on the 

Armaments market" . 

This note has been drawn up to help wi ti~. the st 1J_dy 

of point B. 5 . of the terms of reference of the Com,1ittee of 

Experts, which runs as follows : 

" Study of finBnce , balance of payments 8.i.1d trBde 

policy conditions with particular regard to 

possibilities for relaxing quantitative restrictions 

a11d reducing customs duties . 
11 

The Committee wi ll discuss this note at one of its 

future meetings. 
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ECONOr,nc !-.ND FIF!NCI P,L C0FD:7"T I01'1S ·:,m ::;-v 1: _1I,IPG_9N THE 

trnr·.1M ~·;JIT TS LJRIC T 

In considering the economic ~nd fin . nci~l conditions of 

the 2rmEme nts mi rkct, it is nec 0ssEry to te ke i nto Lecount the 

nEture of the r eQu ir eme nts to be fu l filled , th'-t is to s cythe 

militdry needs. The sp cci~l cher~cteristics of this m~r ke t 

a re over-riding techni c~ l ~nd str~tegic considerctions s nd the 

necessity to mL intc.in production cspacity e t E level c::.t which 

it is c c:p0b le of rc::ip id e xp8nsion. 

The me thod which f rom .:.n economic point of view nould be 

the most advt:. ntc..ge ous for the equipment of the forces in time of 

p ea ce might g ive results which would not be ss tisfc. ctory from 

t he milit8ry point of view. Convers e ly~ to org c.. nis e the c.rnis 

m&rket solely from the po int of view of military needs would 

no doubt b e imp ossible eco nom i cc. lly. It would therefore seem 

useful to consider t he prob ble re sul ts of r:pp lying eE,ch of 

t hese t wo conf lic tins principles b efor e see~: ing ,. formu1E by 

which they might be reconciled. 

I. 'l'HI.: :'.~ 00:NOMIC :··:nrC IPLE ----
The most eco nomic WEY for the Wes tern ~uropecn countries 

to procure the crms they need wou ld doubtless be to c.bolish 

qu c:. ntitE, tive restrictions c.:. nd customs du ties so th t e'-.ch country 

could draw its ~uppl ies from the cheGpest s ~ur ces, e it her wit hin 

or without Western Union. In this way, fr ee comp e tition would, 

• • • / •• • II 
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in principle, at any rate between those countries who fully 

applied the rules, help to produce the widest possible 

international division of labour and enable the equipment to 

be mass produced with a consequent reduction in cost prices. 

Under present circumstances, however, it seems probable 

that a large proportion of the orders would be placed outside 

the Western Union countries and mainly in the United States and 

Canada where the cost prices for many items of equipment are 

lower than in the European industries. 

The first consequence, then, of this policy would be to 

create insoluble balance of payment problems for most of the 

Western European countries, 

From the military point of view, the primary effect of 

the resulting industrial concentration would be that the greater 

part of the arms industries would be grouped together in 

districts particularly favoured from the economic point of view, 

thus constituting particularly vulnerable objectives in case 

of war, On the other hand, if, as seems probable, this 

concentration took place mainly in industries situated at a 

great distance from Western Europe, the industrial production 

base in Europe, which hn s be en reinforced so as to shorten 

the lines of communication in case of war, would be considerably 

• llt .,/. ' -
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reduced in size, This would be contrary to the ai ms of the 

North Atlant ic Treaty Org 0nis ation, according to which it is 

essential that arms production in Europe should be raised to a 

high l evel in order that the a rmed forces of the Alliance may be 

effectively supported and less dependent on the long lines of 

supply from North Amer ic a . 

Finally 9 it would mean the renunci ation, in most c ases , of 

the study and res earch in ~ur ope which is indispens able in the 

sphere of a rmaments if a technic al adv an t age over the enemy is to 

be ensured. Such rese arch en t ails costly work and tests which it 

would not pay any firm to undert ake unless it were sure of obtair~~J 

a large order for the equipment in question. Moreover, any such 

research woul d be in d e.nger of remain ing _) urel ,r +,heoretical if it 

did not lead to the industrial pr oduc+,ion of the equipment . 

II. THE MILIT ARY PRINCIPLE 

To neglect the above economic considerat i ons
9 

however, 

entails the opposite disadv antages. 

The dispersal of production centres , which is desirable to 

limit the risk of air attack, would entail on the one hand the 

splitting up of the production industries and on the other, their 

establishment in those parts of Europe or North Afr ica least 

exposed to attack. Such dispe'Y'sal woui.:: :")o an :;bstacle to the 

... /' .. 
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reduction of the cost price of the m&in items of equipment through 

adequate investment and mass production. The installation of 

factories in geographical regions not generally industrialised and 

far from the sources of raw materials and electr-ic power, and 

where there is a dearth of skilled labour, would lead to 

production conditions that were extremely difficult, if not 

impossible, and in any case extremely costly. 

Moreover, the need to maintain, in Europe, an industrial 

production base capable of rapid expansion in case of war would 

entail the setting up, in each of the allied countries, of a 

number of production lines which would have to be kept in cold 

storage or just ticking over~ In addition to the capital outlay 

on plant, this method would also mean that the skilled labour 

necessary to work these production lines would hsve to be 

available. Although it would doubtless be impossible to maintain 

the necessary production base without using such methods, they 

have the disadv&ntage of being extremely costly and should only 

be used with grea t discernment so as to avoid duplication. 

It is not possible to consider here the economic 

perturbotions which the sudden npplicotion of these principles 

could not foil to couse in the various countries, but it seems 

proboble that they would be considerable. 

0 •• / ••• 
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To base the armaments policy of the UnioD on pu.,_ ely 

milita ry considerations would be to defe 2, t the ·;ni li tc=-.r ·r ob je et, 

because the limited economic and financi a l re so 11i:· ce s of the 

countries would be insufficient, i'n the long run 1 to satisfy 

their milit a ry requirements according to that method. 

00000 

It would therefore seem, that the org iDisation of arms 

production in Euro9 e could not be base d exclusively on ei ther 

one or the other of these main princiilles . Ea ch ,,mst be 

tempered by a policy capable of real is l: ically interiJreting 

both military necessities and the econo;nic and :financia l 

conditions prevailing in Europe. 

That policy should make it possible: 

to undert ake the n 6cessary research through closer 

co-operation bet 1111een the Governments; 

to maintain an adequate production base in Europe, 

avoiding duplication and the dispers al of the me ans 

of production; 

to encourage the ins tallation of factoI'ies in the 

least ex) osed districts without upsetti:.1g E::xisting 
' j 

economic condition-t'; 

... I . .. 
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t o f a cilita te international competition, pQrticula rly 

by the lowe ring of ta ri f f barri ers a nd the rel ax a tion 

of import restrictions, without upset-i.;ing 02.l ; nces 

of payments. 

These objectives could probabl:r be . .1ore e;:isi l } e. t .. ained 

if arms production in Europe were or Ja1ised on ~1f 0 icient l y 

clearly defined lines to allow the :i1ai·1 mi li t :u..,.:r e. i .1s ·t:, o be 

a chieved ·without being comp :comised by the nor 1c1. l l ::, n oz supply 

and demand. 


