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The Honorable Hayvrey b Byrd, Jdr,
o nited States senate

v Dear senator Byrd:

In yvour letter of Maveh 30, 1973, vou requestod our comme nt s
an to Lhe aeeuracy ob Uhe S4010 billion balance of pavments of focl
tigure -‘"-”m*‘ fmony by 1he Seew mll1« frgnre
was relatod tnj_lj.f%. participation in the North Al fantic [oeaty

Urganization (HALO) tor fiscal vears 1972 and ]()’,")J .
i S P S

The Department of Detense (DOD) has apparent Iy changed it s
position regarding the of fset Figure as o vou pornted out on the 1loor
uf the Senate (Conprensiontl Record — June 8, 1o/ 8000 dhis chang
reflects the annuat adverse balance of payments cost in NATO ays 8105
bBillion, as compared with the $200 million annual devicit proviously
crteds Irrespective of the position chanpe, vour oftree advised oy
on June 27, 1973, that an analyeis is stitl desyred from the Goneral

Accounting Otfice aw Lo the acceuracy of the 4.0 bittion,

(he St.sy bitlion [igoy is wore an bine with o S1./7 billoon
onc which we comput ed Lrom Department of Commeover data Conelony e
for calendar vesr 19700 and s in pgencral apreemenl with test imeny
by o Dopartment ol State ofticial at appropriation hearing befove
the Senate Commit Gee on Foreign Relations vn Aprat 1973,

On April 170 1973, we provided Lo vou the compoaite o bem uts
of the carlicy Sa.l hillion Tigure taben from DOD data 2heots o The
et bl adverae halance of pavinent s mpact o rebating to oS, poartjci-
patren in BVEo o computed by DOD oy brseal vear 2070 vmd 1074 wae
I NEE N R

Billions

Gross Do rxpwmhlu;: ot NATO > o
vl at bab aof bt —_';!._‘l
Net advorae balane o0

Fhe 5400 bidhion Ligure i oty b ot oprnrol, i aeeeat
moasu, o of oot to D balanee ol payunent s coxpn nditnge o oy BAvLo
While some of the cdoment woan thrs obdset Figpmne are aceniate, 1n,
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ovur opinfon other elements lack relationship as defense offsets and
are not gecurate in the dollar amounts stated.

Balance of payments concepts include a substantial variety of
cconomic theories related to total international transactions.
Contrasted with the Z-year $400 million net DOD deficit presented by
the Secretary of Defense, we have recently updated an analysis which
indicated a $1.7 bitlion foreign exchange cost for calendar vear
1972 alone.

We are enclosing this analysis for your use. It does not include
some of the offsets used by DOD; however, it is a conventional measure-
ment of net deficits recognized by the Department of Comwmerce.

GROSS DOD EXPENDITURES
IN NATO - S4,5 BILLION

DOD data indicate that gross U.S. military expenditures in NATO
for fiscal years 1972 and 1973 were $4.5 billion. These expenditures
consist generally of:

~—cxpenditures for U,S, military and civilian personnel and
Ltheir dependents;

-~cxpenditures for foreign goods and services by nonappropriated
fund activities;

~—direct and contract hire of foreign nationals;

~—procurement including major equipment, construction, petroleum
and oil and lubricants, materials and supplies;

--services; and
~~other payments.
DOD computations did not take into consideration:

——nccounts into which depcsits are made in the United States but
from which checks are drawn by European banks;

--cashed savings bonds;

~-money which is spent by forces from funds sent by parents for
special trips or purchases; and

~-savings accounts which may be expended by personnel apart from
pay received,
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As indicated in vour letter, 0D has stated that the abo
crpenditures arve oftaet by Sacl bidlione computed by 10D gy tollew

Dh_Computed Offet
Piseal yoaps J@72 and 14, /3 (Bidloion)

Cash reccipts from NATO military

purchases in the United States bl B
Cash yeecipts from NATO commereial

military purchases in the United

States .
Imcreascd .S, exports from Uh,
expenditures in Europ )
Purchase of U.S, sccuritics by
Germany .l
Barter exports offsetting U.s,
delenne expenditures oveyrseas D
Total DOD computed offsets Shul

Desceribed below is our analysis of cach ctement in the DOD
computation,

Cash receipts from NATO military purchases
in the United Slates - 51,5 billion

The DOD explanation of the $1.5 billion tfigure attributes
5900 million to German militavy purchases and $600 million to the
remaining NATO allics,

The $600 mitlion fipuve from other NATO allics is based on
actual receipts of about $300 million from these nations daring {iscal
year 1972 plus an assumed Tike amount during fiscal year 19740 Ve
cxamined DOD tigures lfor cash receipts from the other NATO count ricas
during tiscal year 1972 which jndicate the 5300 willion amount 14
carvect,

We have o basi s {or commenting upon RDYs e umption that ach
tecetpts for Liscal voar 1973 will be o tike amount
to be a Fair projoction,

s but be Frove

DO officiate 1ndicated, howevee, that the S900 wrlion Goovwan
portion ia not o cepived Lrom actual cash recoypta in acceordanes with
thedir standavd Toot nal ¢ on )"‘L'(‘i]l’ S
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A B Uhe 800 gy byo in 10D ol ST R Prom Gortmany
hitvyoe v 0| e Ty and 39y s v e Feadine b catee the XD
cepdonetr ot e e oo e point o aut thoe s ader the e
vl o the ot ot e e, v e Sl tabont ol i hont ol the

Germ n vt wn b e Froaned Trom fund o one dopositUowith the TS,

ooy e 9 b e et o e chie Govaeen fundy cre b pos
are . oabs v satr e pos e o proepayne by made prior to tho agrec—
et e ade v d et b lvowe Lhat thee portion on deposit shontd be

conadoaod g appticablo calse U bon Liseal vears 1972 and 1978,

Cach peddple b Bt m Fit oy
privehases dn the tpie doatate
Sy pect commerenadd 2 L5 billien

BOD cetinai e ihat aveerpt o throuph comnercial sales channels
duving brscal voors 1977 and 1970 will be L300 wittion from Gormany
and L2000 midlion From other BVIO Connt rics. Our examination ot DOD
and Boarcon o Conaoe Pipuros detosbine soon parchas e during port of
the peared o question and before indieater that the estimaten are
not inltated and, o our o oprniong mav bhe comewhat conmervat jve,

DO instiaccion, diveet that the commercial b of wilitary
cauipment wi bl be o voported as BOD batlanee ol paveent s transact ions
1 DO has cxerelsed o Ydemonstrable ot laenee whiich ha~ pro-
sumably resubted io incroasing commereial exports of wilitayy
materiet," e s questionableoy hows ver, that alt uch DOD=inf tuenced
commercial purchases of mititary mat vic b e even an indiredct vesntl
of our drlene cxpendituron an those countrica,  Woe belivve that a
suhstantral amount ol these commereral sabes would be made no mat Ley
what the Leve b of DOD expenditure s, For example, Franee has cont {nued
toomake commercial milivary purcha oo without substantiat Ly, detonse

cxpenditures the e,

Increased oo, cxports 1iom (K10

erpendituee s fn burope - G0 billicn

DOD b rate s thirt 0 percont o) vhe SA0 bl bion of UL,
die tenae cApendrtore e aostmed too e tucn ro the Haitod Statae,
throuph caport s o Gormny and other VO countyro . Yhey ot ot
that wince sbhant Too nnder ot wt yecm nl, tanmany pencval by
s vew e e ercdi a0 0 pvrcent boodbak o tect, e o
necreteroncs o sche o fecdhact bt o e Ui apcome nbs Ve e lee o
and DOD wo s bl tn provide o Gt h dedie ntatyon ol the e in
cflboct necotration 0 The cnly e tatre v ion turng bed wan oo 16,
ctudy bad e data prior te 1960 whanel ectimated the cftecr of s
derense spondinge in Vo tern butepe on Lhose nations! fuports trom Lhe
United State o,
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ot et avreemenby Darig thes wone ey ved, Germony hos aod emed
Apprestmotely SodS mittion worth o security o pocched under the
taos ond 1909 apreem nto, Whiole DOD iue bade o thee purchass by Gonnony
vl onuch cvcpritres on the ofbbset nide G ite balance of pavie nta, i
dovs not anetude the o dvwprion on the s oxponditars side,

The dintorent payment (ipure would not have o halance ol pavments
tpact because, undvy the aprcoment terms, this amount may be paid
trom tunds abready on oceount, as in the case of some German military
procurement .,

Theretore, we beliowe the inclusion of purchased sccuritics as
an uffsel to expenditares fu omsleading,  The yeceipts from the pur-
chiased securitic o e Larpely canceled by the pavae e the Bnited
States hias boonomaking to Germany during the same peviod for redemption
of maturced securiticos purchiased under previous aprocments.,

Barter cxports ol bectting
NS, dedenne expenditires

overseds - 5.9 bhillion

DOD turther States that barvter exports of f o ttine U5, defonse
cxpenditures averneas totalled $500 willion and thav BB reccipts
associatod with barter cxports for NATO Enrope ave about 250 million
cach year. This amount is considerably undevastated.  bFor Lineal year
1972 the amount actually totalled $462 miltion, and for fiscal year
197% an of Aprib 1973, the awount was about $383 million.  the tiscal
year 1973 Lipnre, i projected in Hipght ol the toral world harter
exporl increasc, could well exeeod the 1972 Tigmeo  IE Lhese amount s
were taod in the offsets, the DOD analysrs would show a break—-cven or
pussibly Lavorable balanee of payments situstion as o result of our
froop comd tment Lo Burope

We worrld ol oo Fike to call to your attention that the terem “harter®
i a g spomer Tor the program, and that it is curcent by besng cavricd
et ditterent by than the oripginal program. The noame proleried by
Depar tmenl o) Ay crenlture ofticinls tor the program a0 0t cnrrent by
cxyale s Mol detination export o subardy and crvedit o propgran, ' e
botier propgeane wo o anitiated ot a Ciwe vhen the oo, Gove roment was
procuring Gralovie materials for stocelpilting tor which it tradod
rphies comgoditics r thio type ol activity coancd about 10 vears apo,
Corrently the taitod Staten s net have arplus comneditios Loy
divpe i,

The wmodn buocricn of bavter o not to ottsct dotonae expenditure
bt rather 1o cncourape the export of more corasaditios,  Alao, Spri-
cudture olficiats vocopurac that bartory an i1 pow exnr o, 1o not what

creates o hondds bach cnports ol commodeUicn e patheor at i the

competltive pricime on the ot bd navket . NEES LY
BEST Lubuhh oD AVAILABLE
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Mtlhrareh wooaprec Chat the bartya capott propcan had a positive
Ateel o the By balance of pavie nts doebicit, we do not soe any dieut
redbationtship botween barter and POD cxpenditures to allow DO to take
credit tor the of b oo

In sddition, w were informed by Apriculture ofticials that the
b ter proeram hae boon temporari by swepe nded duc to o strong derand
fon sy apricuitural commoditics which makes unnecessary the «xport
facentive s provided by the progam,

CONCLUS 10N

We recopnize that in balance of pavmenl s Lransactions some of
the above DOD ol fsets could apply divect by 1o the expenditures in
NATO, and reduce the deficit from HoS, wilitary spending.  Based upon
cur anbysis and the changed DOD position, we do not belicve that tle
carlict 34,1 billion fipure stated by the Secrertary of Defonse is
quenrate,

In our discussion with DOD representatives we reguested further
cupport Lor these clements. DOD has not, however, provided additional
divta to wupport the validity of jts offaets,

Considering these factors, we belicve that the Lipures in the
cneclaced table are more vrepresentative of the true doficit relating
to 0D cxpoendi luves in Burope,

Wee hiorve not submitted this report to DOD for formal commont e
however, we have discussed our views and conclusions reparding the
oot tipnre with O ofticials,

We plan Lo make no further distrvibution of this report unless
copica are specitically requested and then we shall wbe distribution
anly after your aprecment has been obtained or publie annonpeoment e
I cir pade by von coneorning the content o of the veport,

b e tin prdoomation v b bo o lptul to vous Pleasc Tot oo
Poow 1 bowe o way e ol oy Lt he aess i s tane:
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