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M i l i t a r y  E x p e n d i t u r e  

i n  a F r e e  M a r k e t  E c o n o m y  
QUESTION: The 1968 

Draft  Budget  of the  Fed- 
eral  Republ ic  of G e r m a n y  
assesses  nex t  yea r ' s  mili-  
t a ry  expend i tu re s  at  a 
to ta l  of DM 19,400 mil- 
lion. Does this  m e a n  tha t  
our  defence  budge t  forms 
a dec is ive  factor  inf luenc-  
ing G e r m a n  bus iness  de- 
v e l o p m e n t  deeply?  

ANSWER: Last year ,  a v e r y  
tho roughgo ing  cr i t ical  d iscuss ion 
of the  sub jec t  "Armamen t s  and the  
Economy of the  Federa l  Republic" 
was  publ ished.  This  s tudy  came to 
the  conc lus ion  tha t  the  famil iar  
t heo ry  about  imperial ism,  which 
be l ieves  in a close connec t ion  
b e t w e e n  capi ta l i s t  p roduc t ion  and 
a r m a m e n t  expendi ture ,  can in no 
way  be  p r o v e d  b y  wh.at ac tua l ly  
h a p p e n e d  up to now in a rmamen t s  
p rocu remen t  in the  Federa l  Re- 
public.  Anyway ,  as the  Sta te  is 
the  on ly  cus tomer  buy ing  mi l i ta ry  
a rmaments ,  th is  monopo ly  is a 
s t rong factor  ac t ing con t r a ry  to 
the  norm.al forces of a m a r k e t  
economy.  G e r m a n  indust ry ,  funda- 
menta l ly ,  has  no need  of arma-  
men t  orders.  Addi t iona l  proof  for 
this  asser t ion  can  be  found in the  
fact, among  others ,  t ha t  the re  has  
been  no move  tox~ards a r ev iva l  
of big a r m a m e n t s  combines ,  as they  
h a v e  exis ted  in the  past.  

However ,  t he re  is a l imited con- 
nec t ion  b e t w e e n  a rmamen t s  and  
the  economy  th rough  the  G e r m a n  
de fence  forces '  research con t rac t s  
which, t h o u g h  the i r  ma in  purpose  
is mil i tary,  will resu l t  in a n u m b e r  
of b y - p r o d u c t s - - n e w  technological  
k n o w h o w - - o f  genera l  economic  
u,sefulness. Such " k n o w h o w ' ,  how- 
ever ,  has  a modes t  inf luence,  
fos ter ing economic  g rowth  to a 

We put a number oJ relevant questions on 
the influence exerted by financing, procur- 
ement, and planning o f  military supplies 
on the general business climate, the growth, 
and the technical development to Helmut 
Schmidt, Chairman o f  the Social Demo- 
cratic Parliamentary Party in the Bundes- 
tag at Bonn. 

l imited ex t en t  by  subs t i tu t ing  fixed 
assets  for h u m a n  labour.  Expendi-  
ture  for de fence  purposes  on this  
account  is be ing  made  iu order  to 
increase  our mi l i t a ry  securi ty,  no t  
for the  purpose  of increas ing  eco- 
nomic growth.  As far as I know, 
our Defence Budget  h.as no r e l evan t  
inf luence,  pos i t ive ly  or nega t ive ly ,  
on de l ibera t ions  and decis ions  
touching economic  s tabi l i ty  or 
s teer ing  bus iness  act ivi t ies .  

QUESTION: Which are the  main  
sect ions  of indus t ry  tha t  benef i t  
from a rms  purdlases ,  and  how 
big  is the  sha re  of de fence  pro- 
duct ion  in the  net  va lue  added by  
var ious  indust r ies?  

ANSWER: Purchases  of the 
Federa l  defence  forces in  the  home  
m a r k e t  are  ma in ly  d i rec ted  to 
the  au tomot ive  industry .  The 
ba t t l e  tank,"  Leopard",  and  the  tank-  
hunter ,  which be longs  to the  same 
veh ic le  "family",  were  the  first 
hard  w, are sys tems  d e v e l o p e d  and 
bui l t  in the  Federa l  Republic.  Next  

in r ank  are  our sh ipya rds  which, 
however ,  supp ly  on ly  small  vessels ,  
and  then  the  a i rcraf t  industry .  
The  la t t e r  h i the r to  l ived  a lmost  
exc lus ive ly  on  deve lopmen t  orders,  
on subcon t rac t ing  cons t ruc t ion  

under  l icence,  and  on repai r  jobs.  
Finally,  t he re  are  the  G e r m a n  am- 
muni t ion  make r s  proper,  bu t  they  
supply  on ly  smal l -arms ammuni t ion  

to our forces. 

It  is difficult  to judge  
how much of the  to ta l  ne t  
va lue  added of each sin- 
gle indus t ry  is r ep resen -  
ted by  work  for defence.  
Compared  wi th  o ther  
European  countr ies ,  our  
a i rcraf t  and  ae rospace  in- 
dustr ies  are  r a the r  small, 
and .about 75 pe r  cent  of 

the i r  tu rnover  a re  r ep re sen t ed  

by  defence  orders.  Similar  ob- 

se rva t ions  can  be  made  abou t  
seve ra l  pl.ants of the  exp los ives  

industry.  A n u m b e r  of its smal le r  

and  medium-s ized bus inesses  make  

the i r  l iv ing exc lus ive ly  from de- 

fence force orders ;  which means  

tha t  these  indus t r ies  are par t ic-  

u la r ly  sens i t ive  to cuts  in the  
p rocuremen t  p rog rammes  of our  

forces. There  are  o ther  industr ies ,  

inc luding au tomot ive  cons t ruc t ion  
and  electronics ,  for which de fence  

orders  are  of minor  impor tance .  

QUESTION: Aircraf t  and rocket 
cons t ruc t ion  in the  Un i t ed  Sta tes  
h a v e  rad ia ted  s t rong  energ ies  into 
all f ields of indust ry .  They  call  
these  inf luences  "fall-out" ove r  
t h e r e - - h o w  big is this  "fall-out",  
this by-produc t  of a r m a m e n t s  de- 
ve lopments  and  techniques,  in the  
Federa l  Republic,  and  which par ts  
of our  indus t ry  h a v e  benef i ted  

from them? 

ANSWER: An a n s w e r  g iv ing  
def ini te  f igures is not  possible.  I 
have  a l ready  s ta ted  tha t  no specif ic  
a r m a m e n t s  indus t ry  exis ts  in the  
Federa l  Republic  which means  tha t  
indus t ry  will, a t  best,  r ece ive  
some s t imula t ion  th rough  the  re- 
search and d e v e l o p m e n t  orders  
p laced  by  the  Federa l  Min is t ry  of 
Defence. But these  orders  h a v e  
b e e n  spli t  up into m a n y  smal l  sub- 

28 INTERECONOMICS, No. 1, 1968 



contracts, the sums spent on them 

have been relatively small--in re- 
1,ation to similar orders placed by 

other governments--and therefore 

the "fall-out" from them is cor- 

respondingly puny. In the United 

States, too, "fall-out" consisting of 

new construction materials and of 

new electronic components does 

not play the decisive part. Of 

major significance for civilian 

economy are certain procedures 

and systems developed by military 

research institutions for planning, 
programming and control of large- 

scale development and production 

progranunes. This field of new 

management procedure has hardly 

been touched upon by current de- 
velopment and production orders 

issued by the Federal Defence 
Ministry. On the contrary, much 

red tape and bureaucratic delay are 

hamstringing progress when the 

Federal Ministry of Defence places 

orders, instead of supporting the 

~evelopment of ~dvanced tech- 
niques. 

QUESTION: About one year ago, 
you still criticised the Federal 
Ministry of Defence for its lack 

of decision in initiating research 

into questions of defence tech- 

nology. What ought to be done, in 

your view, in order to streamline 
such work, so that it leads to use- 
ful military and economic results? 

ANSWER: I believe that the 
following steps are necessary: 

[]  Military research anal develop- 
ment work ought to be directed 
towards large-scale projects, which 
are considered to be necessary by 
the military, and are economically 
efficient; 

[]  The Federal Ministry of Defence 
will have to draw up long-term 
de fence and development pro- 
grammes, including a plan for 
utilising available capacities, in 
order to guarantee full and con- 
tinued use of existing research and 
development capabilities. The lack 
of such long-term programmes was 
one of the main reasons why our 
aircraft and aerospace industries 
experienced major difficulties dur- 
ing recent years; 
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[]  The Ministry of Defence ought 
to utilise, at long last, industry's 

experience about supervising and 

controlling pilot projects and ex- 
periments; 

[] But even more important is the 
acknowledgment of the fact that 
no long-term, rationally planned 

research and development work 

will be possible in the absence of 

long-term political defence plan- 

ning, which corresponds to the 

objectives of our security and 
foreign policies. 

QUESTION: In view of the "fall- 
out" of technological developments 
for defence purposes, do you think 
it useful to develop ,and produce 
the most advanced weapons sys- 
tems on a purely national basis? 

ANSWER: No. Advanced de- 
fence research and development 
work does not only cost enormous 
sums but it would also absorb 
much too high a proportion of our 
limited economic and technological 
capacities. We cannot afford to be 
self-sufficient in the field of de- 
fence. Defence research and de- 
velopment work is one of the im- 
portant fields for advancing more 
effectively bilateral and multi- 
lateral cooperation between na- 
tions, especially with those Euro- 
pean countries whose defence 
requirements are similar to ours. 

QUESTION: So-called VTOL 
(military planes for "vertical take- 
off and landing") developments in 
the Federal Republic have de- 
monstrated that lack of follow-up 
orders may threaten to destroy the 
results of years of expensive de- 
velopment work, and provoke the 
emigration of highly skilled spe- 
cialist workers to foreign coun- 
tries. Urrder the economy regime 
in the Defence Budget, will it not 
be inevitable that such occurrences 
fatal for German technology and 
economic growth can never be 
prevented? 

ANSWER: The main mistake in 
this case v~as that developing 
VTOL planes was started without 
a clearly defined military concept. 

Medium-term budgetary planning 
has led to a reduction of future de- 

fence budgets, compared witb 
earlier conceptions of the Federal 
Ministry of Defence---no more and 
no less has happened. This does, 
however, not necessarily mean re- 
duced expenditure for research 
,and development purposes. On the 
contrary, we intend to increase 
this type of spending during the 
next few years, naturally always 
with the proviso that the Ministry 
of Defence proves to be able to 
spend these sums in a purposefu~ 
and sensible way. 

The real dilemma of our defence 
budgeting is of a different kind. 
For years already, the running 
costs, which we spend on mere 
maintenance of the federal forces, 
have increased cumulatively--they 
have, in fact, expanded more rap- 
idly than effective troop strength. 
In his speech on Budget Day, when 
he presented the 1968 Estimates, 
the Federal Minister of Finance 
has specially underlined this fact. 

Unless decisive measures are 
taken, at least in order to stabilise 
these current costs, but preferably 
to reduce them, to maintain sol- 
diers will soon absorb the entire de- 
fence budget, and hardly any 
funds will then be left for invest- 
ments of this or another kind. 
The Minister of Defence knows the 
problems very well. But only 
little progress has been achieved so 
far in this field of introducing 
modern organisational and eco- 
nomical procedures in national de- 
fence planning and programming. 
I have the strong impression that 
progress is still being held up 
regarding these questions by short- 
sighted people working in defence 
matters, and fighting over jeal- 

ously guarded vested interests. It 

is high time for the Defence 
Minister to call for expert assist- 

ance from the ranks of industry, 

because practically everything in 

his Department needs streamlin- 

ing, from the top in the Ministry 

downwards through its centralised 

agencies, the main command posts 

of the federal forces to the oper- 
ating units, which all need to be 

reformed according to modern 

management and business oper- 
ational principles. 
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