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

INTERIM COMMISSION 407
104

WORKING PARTY ON PRODUCTION AND STANDARDISATION OF ARMAMENTS

PG /E/26
French original
29th liarch, 1955,

COMIIITTEE_OF EXPERTS

Secretary-General's Note

The Secretary-General circulates herewith a note from

the French Delegation entitled:

"Economic and financial conditions prevailing on the

Armaments market".

This note has been drawn up to help with the study
of point B.5. of the terms of reference of the Comaitiee of

Experts, which runs as follows:

"gtudy of finance, balance of payments and trade
policy conditions with particular regard to
possibilities for relaxing quantitative restrictions

and reducing customs duties."

The Committee will discuss this note at one of its

future meetings.
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ECONOMIC AND FININCIAL CONDITIONS “REVAILING ON THE
ARMANENTS LARKET

In considering the economic :nd fin nciel conditions of
the zrmements merket, it is necesseéry to teke into «ccount the
ne ture of the reguirements to be fulfilled, thct is to scy the
military needs. The spcecicl cherecteristies of this merket
are over-riding technicel «nd stretegic considerctions end the
necessity to meintain production cepacity ¢t & level et which

it is capable of rapid e xpension.

The method which from «n economiec point of view would be
the most adventecgeous for the equipment of the forces in time of
peace might give results which would not be satisfcctory from
the military point of view. Conversely, to orgenise the srms
merket solely from the point of viéw of military needs would
no doubt be impossible economically. It would therefore seem
useful to consider the prob:ble results of epplying esach of
these two conflicting principles before seeking ¢ formule by

which they might be reconciled.,

I. THE TCONOMIC PRINCIPLE

The most economic wey for the Western Iuropecn countries
to procure the crms they need would doubtless be to c¢bolish
quentitative restrictions ¢nd customs duties so th:1 ecch country
could draw its esupplies from the checpest scurces, either within

or without Western Union., In this weay, free competition would,
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in principle, at any rate between those countries who fully
applied the rules, help to produce the widest possiblé
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 Europesn 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 woﬁld 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 Lurope, the industrial production
base in Europe, which hns been reinforced so as to shorten

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

Q'!/l!.
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reduced in size, This would be contrary to the aims of the
North Atlantic Treaty Orgcnisation, according to which it is
essential that arms production in Europe should be raised to a
high level in order that the armed forces of the Alliance may be
effectively supported and less dependent on the long lines of

supply from North America.

Finally, it would mean the renunciation, in most cases, of
the study and research in Surope which is indispensable in the
sphere of armaments if a technical advantege over the enemy is to
be ensured. Such research entails costly work and tests which it
would not pay any firm to undertake unless it were sure of obtairingzg
a large order for the equipment in question. Moreover, any such
research would be in danger of remaining purelvw theoretical if it

did not lead to the industrial production of the equipment.,

1I, THE MILITARY PRINCIPLE

To neglect the above economic considerations, however,

entails the opposite disadventages.

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 Africa least

exposed to attack. Such dispersal woulld e an cbstacle to the

AT
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reduction of the cost price of the mein 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 electric 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 &
number of production lines which would heve to be kept in cold
storage or just ticking over. In eddition to the capitel outlay
on planty, this method would also mean that the skilled lebour
necessary to work these production lines would have to be
available. Although it would doubtless be impossible to maintain
the necessary production base without using such methods, they
have the disadvantage of being extremely costly and should only

be used with great discermnment so as to avoid duplication.

It is not possible to consider here the economic
perturbations which the sudden application of these principles
could not fail to cause in the various countries, but it seems

probable that they would be considerable.

o.o/ooo
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To base the armaments policy of the Union on purely
military considerations would be to defeat the militar» object,
because the limited e conomic and financial resources of the
countries would be insufficient, in the long run, to satisfy

their military requirements according to that method.
00000

It would therefore seem, that the organisacion of arms
production in Eurooe could'not be basged exclusively on either
one or the other of these main principles. Each nust be
tempered by a policy capable of realisiically interpreting
both military necessities and the economic and financial

conditions prevailing in Europe.

That policy should make it possible:

- to undertake the necessary research through closer

co-operation between the Governments;

- to maintain an adequate produdtion base in Europe,
avolding duplication and the dispersal of the means

of production;

= 1o encourage the installation of factories .in the

least exposed districts without upsetting existing
' ) 7

economic conditioﬁg;

i W
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