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2. Difficulties As has already been pointed out-(see Chapter IX) the correctness
encountered by of the figures shown in the Model Statement depends on the extent

States in filling up to which the items in the accounts correspond to the sub-heads
the Model of the Model Statement.
Statement. It is clear that, if difficulty has been encountered by States in

ascertaining the total expenditure of each force, greater difficulties
will have been experienced by them in analysing that expenditure in considerable detail.
A study of the documents indicates clearly that the greater the detail required from States
the less accurate are the figures supplied.

The difficulties which militate against the accuracy of the figures for each of the items
are of precisely the same kind as, though greater in degree than, the difficulties met with
in the attempt to separate expenditure on the three forces and on war material. They
are broadly of two kinds:

(I) Difficulties due to the interpretation of the Experts' instructions;

(2) Difficulties due to the difference between the form of the existing accounts
and the form of the Model Statement.

The former are of relatively minor importance but of very varied character. It
appears to be unnecessary to particularise them here; they can be ascertained by reference
to Chapter D of the summaries of evidence annexed to the report. It may be said generally
that, for the most part, difficulties of classification due to the interpretation of the
" Instructions "for filling in the Model-Statement can be met by a careful revision of those
"Instructions ". Such difficulties should gradually disappear in course of time.

Difficulties of the second character-that is to say, difficulties due to the difference
between the form of the accounts and the form of the Model Statement-are more serious.
In relatively few cases do the items in the published expenditure accounts correspond to
the items of the Model Statement. In many cases, expenditure shown under a single item
of the accounts has had to be distributed over two or more items of the Model Statement.
The methods adopted to effect this distribution are the same as those described in
Chapter IX, above-that is to say, the figures have been distributed by reference to
internal accounts and administrative information, and by estimation.

Recourse to these methods generally introduces an element of error into almost every
sub-head of the Model Statement. These errors, of course, have little or no effect on the
correctness of the total of expenditure of the three forces taken together. They arise
solely from an attempt to distribute a correct total over items which do not correspond
to those in the accounts. Here, again, it is not necessary to particularise all the difficulties
met with. They can be ascertained by reference to Chapter D of the summaries attached
to the report.

3. Special Certain difficulties more generally experienced may, however,
Difficulties. be mentioned here.

Pay of Effectives. - Certain States have found difficulty in
separating pay of officers and other ranks and in arriving at the respective proportions
of these two kinds of expenditure which should be transferred to Head IV (Expen-
diture on War Material). For instance, Switzerland has not separated sub-heads A and
B in the Model Statement, and the U.S.S.R. stated that it was impossible to split up
expenditure on allowances to personnel among sub-heads A, B and C of the Model
Statement.

The difficulties of calculating the proportion of the expenditure under these three
sub-heads which should be transferred to Head IV varied widely according to the different
Powers and were greater in some cases than in others. As a rule, the separation was effected
by means of internal accounts and estimations. For instance, Germany did not effect
this separation in the case of military personnel, the United States of America did so with
great difficulty, Roumania stated that separation was impossible, while the U.S.S.R.
did not include this expenditure in the Model Statement, owing to the difficulty of
isolating it.
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Pay of Civilians. -- The " Instructions " in the Experts' report state broadly that the
expenditure on civilians should be distributed between sub-head C and Head IV of the
Model Statement, with exception, however, of expenditure on workmen, which has to
be distributed over the various sub-heads of the Model Statement according to the nature
of the work upon which they are employed. Many States have found it difficult to make
this distribution and certain States have made no attempt to do so. For instance,
Switzerland finds it impossible to separate the portion of expenditure that should be
included in Head IV; Norway has not separated expenditure on civilians employed in
the dockyards; the United States of America have not shown any expenditure under
sub-head C of the Model Statement and all expenditure on civil personnel has been
included in sub-heads E, G, K, L and M.

Maintenance of Personnel. - Difficulties have been experienced in isolating that part
of this expenditure which relates to war material and which is to be shown under Head IV.
There is also certain expenditure in the nature of maintenance which has been treated
differently by the various Powers. For instance, certain States have included allowances
in respect of maintenance expenditure in sub-heads A, B, C and D of the Model Statement
(Czechoslovakia, Italy, United States of America, Yugoslavia), while other States
(Roumania) have included them in the sub-heads relating to maintenance, and others
again (France, Norway, Switzerland and the U.S.S.R.) have followed different criteria,
according to whether the allowances related to the maintenance, of soldiers (shown under
sub-heads A to D) or to the maintenance of horses (shown under sub-head F).

Fuel, Transport and Upkeep of Buildings. - Difficulties have been experienced in
isolating that part which relates to the buildings and installations for the manufacture
of war material, expenditure on which is to be shown under Head IV.

4. War Material. This head contains three items for the Army and Navy, but one
only for the Air.

Head IV for As regards the land forces, Fthe three sub-heads of Head IV
the Army. are:

"Arms, ammunition and fighting material " (sub-head M).
" Engineer and other warlike stores " (sub-head M (a)).
" Expenditure not divisible between M and M (a) " (sub-head N).

More than half the States have used sub-head N, some to a much larger extent than
others. This indicates their difficulties in filling up sub-heads M and M (a).

Apart from these difficulties and that relating to the inclusion of civilian employees
and overheads, to which reference has already been made, no very serious difficulty has
been experienced in filling up the sub-heads M and M (a).

Head IV for In the case of Head IV for the Navy, the Committee of
the Navy. Budgetary Experts had provided separate sub-heads for the

following expenditure:

"New Construction and Maintenance of Ships " (sub-head L).
" Arms, Ammunition and Fighting Material " (sub-head M).
"Expenditure not divisible between L and M " (sub-head N).

Of the fifteen naval Powers examined, only four have availed themselves of
sub-head N, and these only to a relatively small extent. But, as regards the distribution
of expenditure between " New Construction and Maintenance of Ships " (sub-head L)
and " Arms, Ammunition and Fighting Material " (sub-head M), States have experienced
very serious difficulties. These difficulties are due partly to differences of interpretation
of the instructions of the Experts, but much more to the fact that in certain States from
an accounting point of view the term " new construction " of a ship includes arms and
ammunition, while in other States new construction excludes these. In view of these
objections the Technical Committee contemplated doing away with the sub-heads
of Head IV altogether, but after a thorough examination of the question, it recognised
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that, from the point of view of publicity, more detailed information than that furnished
by a single aggregate figure was highly desirable.

It was found when examining the documentati'n that there are several naval budgets
(Germany, Italy, Japan, United States of America, U.S.S.R.) in which the sub-heads relating
to material services do not distinguish between expenditure on naval construction proper and
expenditure on artillery arms and ammunition in general.

In order to separate the expenditure on naval material between sub-heads L and M, the
amounts must be split up on the basis of computations or internal accounts. The documentation
at the Committee's disposal showed that States, when splitting up expenditure in this way,
arrived at contradictory results.

In the following table will be found the sums shown by the various Powers for sub-heads L
(ships: construction and maintenance) and M (arms and ammunition) of the Model Statement.

(In thousands)
I 2 3 4 5

Powers Currency Sub-head L Sub-head M Ratio

Germany .... . RM. 59,948 2,o020 2.06
Canada ....... $ 1,773 94 I8.8o
Denmark ...... Krone 4,137 847 4.90
United States . . . $ 68,493 1oI,766 0.67
Finland ...... Markka 83,053 9,920 8.40
France ....... Francs 1,229,827 626,II2 1.95
India ....... Rupees 3,I39 75 41-50
Italy......... Lire 572,644 312,407 1.83
Japan ....... Yen I21,243 24,I75 5.30
Norway ..... . Krone 3,524 902 3.88
Netherlands .. .. Florins I4,309 6,782 2. 1
Poland ....... Zloty I5,875 1,879 8.50
Roumania. . .. . . .Lei I5,I38 71,285 o.2I
United Kingdom . . 1 9,327 4,I9 4.68
Sweden........ Krone I6,259 3,826 4.23
Yugoslavia ... . .Dinars 102,468 17,700 5.97

Apart from certain special cases, in which an examination of the composition of the fleets
and of the services which they render explains certain disproportions, the relationship between
expenditure on " Vessels " (as defined in the report of the Committee of Experts on Budgetary
Questions) and the expenditure on their " Arms and Ammunition " should not vary greatly
in Navies which are practically equal in size.

It seems very unlikely that, in Roumania, expenditure on "Arms and Ammunition"
is five times as high as the expenditure for " Vessels (Hulls and Engines) " and that, in Poland,
on the other hand, the expenditure on " Arms and Ammunition " represents barely one-tenth
of the expenditure for " Vessels." It is obvious that these two Powers have interpreted sub-
heads L and M quite differently.

The discrepancies are even more striking when one compares the figures given for those
sub-heads by the United Kingdom and by the United States of America. The figures supplied
by Japan also call for some comment. It should further be noted that the Yugoslav
delegation agreed at the oral examination that, if the Committee thought it desirable, ii million
dinars could be transferred from sub-head L to sub-head M, which would change the
relationship between the expenditure under those two sub-heads very considerably.

The impression derived from the oral examination of delegations is that the data obtained
are somewhat uncertain owing to the fact that the organisation of the various Navies differs
considerably especially as regards the powers and duties of the technical General Directorates.

For example, whereas in the French Navy the Directorate-General of Naval Construction
is responsible for artillery installations (excluding guns), torpedo tubes, torpedoes and fire
control centres, in Italy and the United States of America the administration of such material
comes within the powers of the Direzione Generale delle Armi e Armamenti Navali and of the
Bureau of Ordnance respectively. In the United States of America, the powers and duties of
the Bureau of Ordnance extend to the armour-plating of vessels, which in all other countries
comes under naval construction.

In the following table are shown the percentages of figures which can be regarded more
or less as verified for sub-heads L and M of the statements of the principalnaval Powers. These
percentages are particularly low for Powers which have no separate budget for Air. In the
case of France, the percentage is fairly low for the simple reason that there has been deducted
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ill part, on the basis of computations, the expenditure on the hydrographic service and on
fisheries supervision, which have been regarded as services of a non-military nature.

Head IV of Naval Forces.

FIGURES WHICH CAN BE VERIFIED IN THE CLOSED ACCOUNTS.

Percentage of Figures taken en bloc from the Audited Accounts

(according to the Model Statements sent to the Conference).

Sub-head L:
"Vessels "-i.e., Veri-

Morny Total Naval Sub-head M: fiable
onetay HetalV construction " Arms and V al per-Uni~t; Head IV totaland engines. Ammunition . cent-

Verifiable Verifiable age
figures figures

United
Kingdom . £ 23,446,354 I0,796,9II1 3,370,4651 I4, 67,376 59.8

France . . . Francs 1,855,939,647 840,667,5532 276,885,653 1,117,553,206 60.4
Germany . . RM. 88,967,779 59,947,4413 29,020,3383 88,967,779 Ioo
Italy . . . . Lire 885,051,267 2,735,266 4 42,I35,7094 44,870,975 5-9
Japan . . . Yen 152,148,322 5,625,2I75 I,884,5405 7,509,757 4.9
Netherlands. Florins 21,346,030 4,600,0oo 2,419,500 7,019,700 32.8
Sweden. . . Krone 23,264,497 9,699,8446 2,467 9,702,3II 43.0
U.S.S.R. . . Roubles 25,441,384 07 7 o
United States $ 170,258,554 oso o 0

Average percentage: 34

: The sub-head relating to civilian personnel contains part of the expenditure, allocated by the United
Kingdom delegation to sub-head C.

2 This percentage might have been higher had there not been deducted certain small sums for vessels for
the Hydrographic Service and Fisheries Supervision.

3 Head IV did not include the expenditure for officers and technical and administrative officials of the
Arsenal, that expenditure having been shown under sub-heads B and C. Further, by mistake, expenditure on
artillery and torpedoes for new construction were included under sub-head L. The percentage (ioo %) must
therefore be rectified.

4 In Italy, the sub-heads for new construction include expenditure on naval construction and on artillery.

5 In Japan, several sub-heads for naval material include also expenditure for air material.

6 Sub-head G.2 of the Swedish Navy, amounting to 9,697,264 Swedish Krone, described as "New
Construction ", was allocated in its entirety to sub-head L by the Swedish delegation, but it may also include
the guns of new vessels.

7 The sub-heads for naval material include both material for naval construction and artillery.

8 All the figures for sub-head L given in the American Model Statement include also expenditure for
Air Forces.

9 All the figures in sub-head M include also expenditure for naval construction (e.g., 39,849,956 dollars
for "Naval Yards ", and 37,022,376 dollars for " Manufacture ") and practically all figures also for the
Air Forces.

Naturally, if the Powers decided in future to change the structure of their budgets, these
percentages might be improved. But there is no hope of obtaining a higher percentage of figures
taken en bloc from the audited accounts, since the distribution of expenditure between L and M
depends largely on the actual organisation of the Navy: one need only consider the various ways
in which works and depots are distributed in actual fact as between the Directorates of Naval
Construction and Artillery, the differences in the regulations relating to the technical personnel,
the traditions of these two services, etc., to realise that any change in the organisation is
hardly feasible.

That being so, it is not expedient to insist on a division of Head IV of Naval Forces between
sub-heads L and M on the basis of the distinctions proposed by the Committee of Experts on
Budgetary Questions.

After careful study, the Technical Committee came to the conclusion that it was desir-
able to give sub-heads L and M a different significance and to adopt the following classification:
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Sub -head L.-- New construction (whether relating to the hull and engines--
i.e., what is generally understood by the term " Naval
Construction "-or to arms and ammunition).

Sub-head M. - Maintenance (id., id.).

This, moreover, is the subdivision contemplated in Annexed Table B of the Budgetary
Experts' report, but only for naval construction properly so called.

The Committee then proceeded to enquire what would be, with this new wording, the resultant
percentages of figures taken en bloc from the audited accounts which would come under sub-
heads L and M.

Head IV of Naval Forces.

FIGURES WHICH CAN BE VERIFIED IN THE CLOSED ACCOUNTS.

Percentages of Figures taken en bloc from the Audited Accounts included in Sub-heads L and 1I

(according to the Model Statements sent to the Conference).

Veri-
Sub-head L fiable

Monetary Total ea L Sub-head M: Verifiable er-
Unit H I construction Maintenance total cenconstruction cen-

tage

United
Kingdom . : 23,446,354 7,37I,06I 767,4891 8,138,550 34.8

France . . . Francs 1,855,939,647 I,OI7,313,29I 13,8902 I,OI7,317,28I 54.7
Germany . RM. 88,967,779 43,376,823 6,471,145 49,847,9683 56
Italy . . . . Lire 885,051,267 563,787,866 72,336,I234 636,123,989 72.1
Japan . . . Yen 152,I48,322 88,767,620 7,859,8785 96,627,498 63.5
Netherlands . Florins 21,346,o30 6,960,600 4,714,800 11,675,400 54
Sweden. . . Krone 23,264,497 10,235,3026 I44,67I 10,379,973 44.5
U.S.S.R. . . Roubles 25,441,384 I6,200,953 7,I72,I8 23,373,071 91.3
United States $ I70,258,554 o7 o7 7 o

Average percentage 52

In the United Kingdom, as in Italy, the sub-heads for pay of workmen are not divided up between
"New Construction " and " Maintenance ".

2 See note 2 of preceding table.
3 The reason that this percentage is so low is that the 21,970,895 RM. for the General Administration

of the Arsenal, although certainly attributable to a large extent to " Maintenance ", may also include general
expenditure which might perhaps be accounted for by new construction proceeding at Wilhelmshaven.

4 In Italy, the sub-heads for pay of workmen are not divided up between " New Construction " and
"Maintenance ".

" See note 5 of preceding table.
0 See note 6 of preceding table: for this second table the figure may be regarded as undoubtedly coming

under sub-head L, as now described.
See notes 8 and 9 of preceding table.

These percentages, although not entirely satisfactory, prove on the whole to be better than
those obtained under the former arrangement of Head IV.

In view of the importance of knowing the sum set aside for new construction, the Committee
thinks that it would be expedient to adopt for sub-heads L and M of Head IV of Naval Forces
the distinction which has been proposed, especially as the subdivision of the totals of Head IV
between the two sub-heads L and M would be of interest only for purposes of publicity.

The Technical Committee realises, however, that, even with the new subdivision, States
would in some cases find it impossible to produce absolutely accurate figures. The Committee
wishes to direct attention to the following point: ammunition for firing practice is to come
under " New Construction " if it is used immediately, but in reality such ammunition does not
increase the value of the material available for combat. It seems preferable, then, to regard
it as expenditure to be included under maintenance expenditure. It may happen that expen-
diture for ammunition for firing practice is shown separately from expenditure on ammunition
for vessels of new construction. In that case there is no difficulty in splitting up the expenditure.
Occasionally, the expenditure on ammunition for vessels and firing practice is shown under the
same sub-head, and it will then have to be allocated under the separate items.

* e
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5. Optional The object of these is to separate expenditure on the for-
Columns. mations organised on a military basis from that on the

regular forces and to distinguish between expenditure on forces
stationed at home and those stationed abroad.

Optional columns The difficulties met with in filling up the Model Statement
relating to the for each of the forces as a whole apply equally to the filling up of a
armed forces: Model Statement for a part of the expenditure of each force,
(a) at home, especially as regards the separation of the expenditure on the Air
(b) abroad. Force abroad, where Air expenditure is included in the Army

and Navy accounts.
The existence of certain common services makes the accurate distribution of Head IV

between Home and Colonial defence expenditure difficult, if not impossible. For example,
in the case of France, no attempt has been made to divide, between Home and Colonial
budgets, expenditure on common services and expenditure on experiment and research.
The United Kingdom has not filled in the optional column relating to Land Forces abroad,
though it publishes in the accounts a statement of military expenditure in the Colonies;
this is partly due to the fact that the statement contains purely estimated figures and
excludes certain relevant expenditure incurred at home in respect of the troops abroad.
In the case of Belgium, only the figures for total expenditure and expenditure on Head IV
are shown for the armed forces stationed overseas.

In view of the fact that Chapter A of the Draft Convention provides for optional
tables showing separately the home and overseas forces, it seems desirable to submit
similar tables for purposes of publicity of expenditure. Colonial Powers should, indeed,
have the right of justifying their relatively greater expenditure on defence by indicating
generally the extent to which it is required for Colonial defence. If States wish to show
this information, so far as they can, there seems no objection to their doing so, provided
that in every case the Model Statements are accompanied by reconciliation tables showing
exactly how the figures used have been calculated and what derogations it has been
necessary to employ.

Optional column In the absence of any indication regarding the definition of
relating to formations organised on a military basis, certain States
formations have not inserted any expenditure for such formations in

organised on a their Model Statements. It seemed, however, expedient to the
military basis. Committee to retain the optional column relating to that item

for formations which will finally be described as formations
organised on a military basis.

6. Number of Items The Committee of Experts on Budgetary Questions was
of the Model perfectly aware that there would be difficulties in filling up the

Statement. Model Statement as drawn up by them, since the diversity of
accounts made uniformity of presentation difficult.

These difficulties would naturally be greatly reduced if the number of items in the
Model Statement were reduced. To what extent, compatible with the retention of the
conception of publicity, could the items be reduced ?

For purposes of publicity, defence expenditure might be regarded as falling under
three broad headings:

(i) Maintenance (including transport and quarters) of the Army, Navy and
Air Forces;

(2) Building of fortifications;
(3) Acquisition, construction and upkeep of war material.

This is the general conception underlying the existing Model Statement; though it
particularises the expenditure required for the general maintenance of the Forces under
four heads, it includes under " Fortifications " the barracks and other buildings which form
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part of the fortifications, while the head for war material is divided in the case of the Army
and Navy into three subdivisions.

The reduction of the number of items from twelve to three would make it very
considerably easier for States to fill in the Model Statement; but it would by no means
avoid some of the chief difficulties, especially those connected with the allocation of relevant
expenditure to Head IV. States would still be compelled to have recourse to administrative
information and methods of estimation to fill in even these reduced sub-heads. The
difficulty must be realised that no Model Statement can be filled up direct from audited
accounts. This being so, there is a positive advantage in retaining a considerable degree
of detail in it. The fact remains that, in spite of the difficulties, States have largely
succeeded in filling up the thirty-one compulsory items of the Model Statement. It is
also incontestable that, although the various items of the Model Statement are not to be
subject to limitation, they will indicate the general trend of certain categories of
expenditure in the various countries and cannot fail to be of real value.

In order to ascertain whether the limitation total has or has not been exceeded, some
explanation of the figures contained in it must be possible; and a relatively detailed
publicity statement indicating in a summary manner the constitution of its total will
provide a useful starting-point for the operations of control. A detailed Model Statement
may also be very helpful for the purpose of ascertaining whether all the expenditure
enumerated in the conventional list has been included in the total of the Model Statement.
Moreover, certain States may possibly welcome the opportunity which a detailed publicity
statement will give them of indicating that a large part of their expenditure on personnel
(for example, expenditure on pay) is not in every case an index of their military
power.

While holding that it is highly desirable at the beginning of a new Convention
on publicity of expenditure on armaments not to complicate unnecessarily the work
involved by such publicity, the Committee is of opinion that the Model Statement
is not too detailed in design and should not prove too complicated in practice. The
detail of its headings should be valuable in the future.

The details over which States may perhaps find the greatest trouble, as stated above,
are niainly the difficulty of separating the pay of officers, non-commissioned officers,
other ranks and civilians, and the expenditure under Head IV.

It is true that to combine that t ine three pay heads (A, B, C) would simplify matters for
certain States. At the same time, if there is to be some detailed publicity of expenditure,
there are obvious disadvantages in including in one figure the pay of both military and
civil personnel. Moreover, so long as these heads are separated, it will be possible
to compare from year to year the curve of expenditure on pay and the curve formed by the
annual number of effectives. Even though, owing to accounting difficulties, the curve
of the former may not be mathematically correct, it should not be misleading if read in the
light of the reconciliation table.

As regards Head IV, the Committee, as shown above in Chapter X, could not see its
way to adopting a suggestion for the simplification of its content. The general arguments
for a fairly detailed publicity statement advanced above as an aid to control apply also
to Head IV.

Except for the alteration weich has been made in Head IV of t7e Naval Forces, the Technical
Committee accordingly proposes to retain the divisions proposed by the Budgetary Experts.

7. General More carefully drafted instructions, and a growing experience
Considerations of the international obligations regarding publicity of expenditure,

regarding should result in the publicity figures under the various sub-heads
Publicity, with of the Model Statement (including Head IV) ultimately reaching a
Special Reference high degree of accuracy and acting as a complementary, though

to the Model not juridical, check on defence expenditure.
Statement. The Model Statement, however, could only be used as a

complementary check if States explain exactly how the figures
inserted under each item have been arrived at. That is to say that a convincing
reconciliation table must be provided. The nature of this is dealt with in Chapter XVIII.



It may, however, be here pointed out that, if a convincing reconciliation table is to
be provided, it will be necessary for certain States to publish much more detailed
accounts than are published at present. The Committee mentions, as an extreme
example, that the U.S.S.R. only publishes one single figure for the whole of the defence
expenditure and that consequently all the details in their publicity statement are taken
from internal and unpublished accounts. Moreover, the additional details which should
be published should correspond as regards their content to the chapters in the Model
Statement. The publication of unaudited administrative information is insufficient.

If the Conference decides to retain a relatively detailed Model Statement for purposes
of publicity, the existing rules for filling in the Model Statement given in the Draft Annex
to the Convention appended to the Budgetary Experts' report of I931 will require careful
revision. In the absence of a decision in principle, the Committee has not at this stage
undertaken such a review.

8. Conclusions. The Committee desires to add a general observation relating
to its proposals for publicity of defence expenditure.

Article 38 of the Draft Convention provides for publicity for national defence
expenditure by means of a Model Statement containing a number of detailed sub-
heads.

In the light of the material submitted, the Committee considered the possibility
of filling in the different sub-heads of the Model Statement and verifying the accuracy
of the figures given.

The Committee has already stated its views as to whether it is possible for States to
furnish a. complete account of their national defence expenditure and for a supervisory
body to verify the accuracy of the figure given for the total (Chapters VII and VIII).

The Committee also considered to what extent States have been able to establish
figures for the expenditure on each of the forces. It found (Chapter IX) that,
owing to the manner in which their accounts are now presented, it was not possible
for them to effect this separation on the basis of figures which can be entirely
verified.

If this is the case with the total expenditure on the several forces, much greater
difficulties will naturally be encountered in filling up a very detailed Model Statement. If
it is difficult to verify the figures representing the total expenditure on each force,
verification will obviously be much more difficult when the main divisions are further
subdivided.

The Committee is, however, in favour of the presentation in a uniform Model
Statement, accompanied by all the necessary explanations, of the total national defence
expenditure given in some detail, even if the figures for each item are not always absolutely
accurate and very considerable difficulty is experienced by an international supervisory
body in verifying these detailed figures. Article 8 of the League Covenant provides
for the interchange of information concerning national defence, and, in virtue of that
article, States have communicated, inter alia, certain particulars of their national defence
expenditure. In the Committee's opinion, it would be expedient for these particulars
to be given in a uniform Model Statement, the grand total of which could be verified
to the extent mentioned in Chapter VIII.

It may be added that, should the Conference adopt a system of limitation, publicity
by means of a Model Statement would facilitate the solution of problems connected
with the supervision of this limitation.
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B. ARTICLE 33 OF THE DRAFT CONVENTION: PUBLICITY BY CATEGORIES

OF EXPENDITURE ON MATERIAL FOR THE LAND AND SEA FORCES.

1. Object of (a) Article 33 of the Draft Convention reads as follows:
Article 33. " Each of the High Contracting Parties shall, within . . .

months from the end of each budgetary year, communicate to the
Secretary-General of the League of Nations a statement drawn up in accordance
with a standard model showing by categories of materials the total actual expenditure
in the course of the said year on the upkeep, purchase and manufacture of war
materials of the land and sea armed forces and formations organised on a military
basis of such Party."

(b) The Preparatory Commission has appended the following footnote to this draft
article:

" In giving an opinion on this article, the Governments will take into account the
report requested from the Committee of Budgetary Experts regarding the number and
nature of the categories to be laid down and the methods of publicity thus adopted
in connection with the provisions of the Annex regarding limitation referred to in
Article io of the present Convention."

2. Summary of the The Committee of Budgetary Experts had devoted lengthy
Work of the study to the problem raised by Article 33 of the Draft Convention.

Committee of The essential considerations set forth in that Committee's
Experts report are briefly summarised below:

on Budgetary (a) In some cases, expenditure on the purchase of war
Questions. material either from private firms or from autonomous

establishments is shown under special sub-heads in the accounts,
the material being divided into a small number of categories; but even where such
sub-heads exist they nearly always include, in addition to purchases of finished
material, expenditure on repairs or on the purchase of raw materials and semi-finished
products which are used both for repairs and for manufacture.

(b) As regards manufacture in non-autonomous establishments, the Committee
noted that in some cases the corresponding expenditure is split up among a fairly large
number of sub-heads in the accounts and that only in exceptional cases are such
sub-heads or some of them classified according to the categories of weapons
manufactured. Certainly, in many countries these manufacturing establishments
keep cost accounts (commercial accounts) enabling them to calculate the total cost of
each weapon produced, but there is no direct correlation between the cost of the
finished material and the figures of the annual budgetary accounts. This is chiefly
due to the fact that the manufacture or construction of war material generally
requires more than a year.

(c) Lastly, as regards expenditure on the "upkeep" of war material, the
Committee not only encountered the difficulties mentioned above, but also found
that the definition of the word " upkeep " often varies from one country to another.
In some cases it. includes repairs and modernisation, which might cumulatively
amount to complete transformation of the weapons concerned. Moreover, cost
accounts relating to upkeep are often lacking and consequently certain countries
are unable to compile an annual statement showing the expenditure on upkeep of war
material. For these essential reasons the Committee reached the conclusion that
it was impossible for it to recommend any method of detailed publicity by categories
of material of the total amount actually expended during a budgetary year on the
upkeep, purchase and manufacture of war material of the land and sea armed forces
and formations organised on a military basis.
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3. Discussion At the thirteenth meeting of the National Defence Expenditure
of the Question in Commission, at which Article 33 was discussed, two proposals

the Expenditure concerning it were submitted: a Japanese proposal and one by the
Commission. U.S.S.R. 1

The Japanese proposal reads as follows:

"The National Defence Expenditure Commission understands by the term
'by categories of material' in Article 33 of the Draft Convention the categories
formulated by the Committee of Experts and reproduced in the Model Statements
under the sub-heads L, M, M(a) and N."

The U.S.S.R. proposal is:

" () Add at the end of the first paragraph of the article the words:' . .

and air ';

" (2) Add a further paragraph worded as follows to the end of the article:
'Publicity must include, not only the cost of production of manufactured material,
but also the quantity expressed in numbers and categories.'"

After a very brief discussion the examination of the conditions of application of
Article 33 was referred to the Technical Committee together with these two proposals.

4. Examination Article 33 assumes the possibility of separating the total
of the Question amounts actually expended on the upkeep, purchase and
by the Technical manufacture of war materials from other national defence

Committee. expenditure. The idea of the authors of this article was apparently
Expenditure to take " expenditure on the purchase, upkeep and manufacture

covered of war material " as meaning the whole expenditure on war material.
by Article 33. Head IV of the Model Statement assumes the same possibility. The

difficulties encountered in filling in Head IV are of the same nature
as those raised by Article 33. The Budgetary Experts report defined what was meant by
expenditure on upkeep, purchase and manufacture of war materials. In addition, the
Committee had defined on pages 32 and 33 of its report what was meant by " war
material ", and on page 32 it also gave the following definition of the expenditure on
war material which was to be included in Head IV of the Model Statement:

" Expenses of maintenance, repair, purchase from traders or manufacturers,
and of manufacture in State factories (including cost of research and experiment,
inspection of materials delivered, and design, and subsidies to manufacturers or other
equivalent expenditure) of ships, goods, materials and ammunition, whether complete
or in parts intended either for training purposes in peace-time or for the completion
or increase of mobilisation stocks and replacements for forces on a war footing, and
also the expenses of creation and maintenance (in State or private hands) of stocks
and plant, useful only for the manufacture of warlike stores."

This definition, it is true, explains the purpose but not the actual nature of the
expenditure.

What is the meaning, for the purposes of Article 33, of expenditure on war material ?
By expenditure on war material is meant the totl actual disbursements charged in

one year against the budgetary credits of the said year for the manufacture, purchase,
upkeep and repair of implements of war. It does not mean, therefore, the cost of these
implements in the technical sense of the word " cost ", comprising all the elements of the
cost of production of the finished material.

1 See Minutes of the Expenditure Commission, page 55.
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5. Difficulties In Chapters IX and X on the classification of expenditure, it
encountered in has been shown how a study of the documents submitted to the

isolating Expendi- Technical Committee had led to the conclusion that, while the total
ture on Material, expenditure on war material (as defined in the Budgetary Experts'

report) for the three forces generally can to a large extent be
isolated from other expenditure, this can only be done by resorting largely to estimates
and unpublished documents.

As regards the possibility of exactly separating the proportion of the expenditure
relating to the air forces from the expenditure on war material as a whole, the
documentation proved that, subject to the difficulties presented by the separation of the
expenditure on war material in general, expenditure relating to air war material had
almost always been split very accurately in the case of the material of the Land Air Forces,
whose expenditure is included in the accounts of the Ministry of War; greater difficulties
have been encountered in separating, in the accounts of the Ministry of Marine, expenditure
on Naval air material from expenditure on Naval material.

The combination of the two sets of difficulties mentioned above makes it impossible
under the present arrangement of Head IV and of national accounts to give an audited
figure for the expenditure on land and sea war material. These conclusions in regard to
Head IV apply also to Article 33.

6. Expenditure on Governments obtain war material in two ways: by purchasing
Purchase. them from private concerns and autonomous State establish-

ments, or by having them manufactured in non-autonomous
State establishments.

Some countries buy most of their war material from private concerns or auto-
nomous State establishments. It is necessary to ascertain whether it is possible to
distinguish expenditure on the purchase of various kinds of war material. As a general
rule, the Technical Committee found that, in countries whose documentary material
was examined, the budgetary accounts do not allow of the accurate compilation of a
statement showing the expenditure on the purchase of the various kinds of war material
by categories. In order to identify this expenditure with a view to the application of
Article 33, most States would have to make extensive changes in their accounts. The
Committee realises the effort on their part which this would involve.

At the same time, in certain countries which buy war material from private concerns
or autonomous State establishments, expenditure relating to the repair or manufacture
of the material may be combined in the accounts with expenditure on purchase. For
instance, the following items are sometimes included in expenditure on purchase: (a) the
cost of repairs to weapons carried out by contract with private concerns or autonomous
State establishments; (b) purchase of supplies, raw materials, semi-finished parts and
spare parts intended for use in the manufacture of complete weapons by non-autonomous
State establishments or for the repair of weapons in State factories or in regimental and
similar workshops. In both these cases it is very hard to separate the expenditure on
purchase by categories of material from that on repairs.

7. Expenditure As regards the manufacture and repair of war material
on Manufacture in certain non-autonomous State establishments, the budgetary

and Repair accounts of various countries contain the expenditure on raw
in Non-autonomous materials, wages, overhead expenses, etc., but very seldom do

State they detail the expenditure by categories of war material.
Establishments. Non-autonomous State establishments of some countries keep cost

accounts which show the total cost of each weapon manufactured,
but these accounts have usually no correlation with the budgetary accounts. The
manufacture of war material very often covers periods longer than those during which
the annual credits voted can be expended. Consequently, the normal practice is to include
in the cost accounts the salaries and wages of more than one financial period, the quantities
of raw material purchased out of the credits for previous financial periods, certain amounts
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for overhead expenses, some of which at least have no direct relation to the budgetary

accounts of any exercice whatever, etc.
Certain non-autonomous State establishments sometimes keep operating accounts

which show the annual working costs, but do not specify the expenditure according

to categories of weapons. In such cases, it is very difficult to separate from the various

items which make up the account certain expenditure included in the cost of production,
such as the costs of the civilian personnel of the establishments, lighting, water, heating,

plant, etc. It was found during the study of the documents submitted that, in some
countries, overhead costs were calculated on the basis of the accounts (for instance, in

Japan and Belgium), in other countries they had been estimated (for instance, in Norway

and Italy), and in other countries again they had been omitted in the case of air war

material (for instance, in the United Kingdom).

8. Repairs in As regards repairs, war material is to a certain extent repaired

Units. in the military units themselves by the members of those units.
Although the raw material, ingredients, products or plant needed

for these repairs are usually furnished by the administrative services and although there is

then no difficulty in entering such expenditure in Head IV, the total cash value of these
repairs cannot be determined, as the labour they represent is part of the ordinary day's

work of the military personnel employed in repairs.
It must, further, be recognised that it is very difficult to draw a clear line of distinction

between manufacture in the strict sense of the term and major repairs or modernisation.

9. Expenditure The meaning of the word "upkeep " often varies from one

on Upkeep. country to another. It is also very difficult to calculate the costs

of upkeep for each category of material, especially in countries

which have common depots. It is doubtful whether, even with the help of the internal

accounts of each country, it would be possible to draw up a correct statement of the annual

cost of upkeep for each category of material.

10. Conclusion. It must therefore be concluded that, in the present state of the

budgetary accounts of the majority of countries, it is impossible to

publish the exact amount of the expenditure actually effected during budgetary years on

the upkeep, repair, purchase and manufacture of war materials by categories for the land

and sea armed forces and formations organised on a military basis.

11. Examination The Japanese proposal is based on the assumption that

of the Japanese expenditure on war material can be subdivided according to the

Proposal. individual sub-heads of Head IV of the Model Statement. A study

of the documents submitted by various Powers shows that this

subdivision is useful for publicity, although it cannot be used for limitation purposes.

For publicity purposes only, and subject to the amendment to Head IV of the Naval

Forces,' these subdivisions may therefore be regarded as the greatest common denominator

of the expenditure figures relating to the classes of war material to be derived from the

various budgetary accounts under present circumstances, in view of the impossibility of

asking the various Powers to make immediate radical changes in their accounting systems.

This does not mean that the said subdivisions can be regarded as water-tight compartments

(e.g., sub-head L), but this does not in the least detract from the value of the publicity

of war material so subdivided.

12. Examination The Soviet proposal for publicity of the expenditure on

of the Soviet air, as well as land and sea, war material would raise, not only
Proposals. the difficulties mentioned in 5 above, but also the difficulties which

have just been considered in the preceding paragraphs regarding

expenditure on purchase, upkeep, repairs and manufacture. Furthermore, it may be well

1 See above, page Io5.
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to point out that this proposal goes outside the scope of the Committee's terms of reference.
The Draft Convention provides for direct limitation of air material (Articles 25, 26 and 27),
whereas land and sea war material is to be limited indirectly by budgetary methods
(Articles Io and 24).

The problem raised by the Soviet proposal for publicity of the cost of manufactured
material cannot be solved with the help of budgets, since the cost of manufactured material
cannot be ascertained fiom budgets and accounts. As regards publicity of quantities
expressed in numbers and categories, this problem is outside the scope of the terms of
reference of the Committee, which is not qualified to express an opinion on this point.

*
* *

The Committee wishes to make it clear that the fact that it is impossible to publish
detailed particulars of budgetary expenditure by categories of material does not imply
that it is impossible to ascertain the cost price of the finished articles, either through
the purchase price or through the cost accounts. The latter, however, are not usually
published. In the first instance, indeed, it is a case of ascertaining the annual budgetary
expenditure on various categories of material, while, in the second, it is a case of ascer-
taining the cost price of such material on the completion of manufacture. This question
has been raised by another committee; it is not, however, for the Technical Committee
to consider how far its conclusions might influence the activities of other organs of the
Conference and more especially those of the Committee for the Regulation of Trade in
and the Private and State Manufacture of Arms and Implements of War.
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Part V.

TECHNICAL RECOMMENDATIONS WITH A
VIEW TO LIMITATION

Chapter XII.

INFLUENCE OF FLUCTUATIONS IN THE PURCHASING
POWER OF THE VARIOUS CURRENCIES ON THE CONTRAC-

TUAL EXPENDITURE LIMITS.

At its meeting on May 26th, 1932, the National Defence Expenditure Commission
decided to refer to its Technical Committee the question of the fluctuations in the purchasing
power of the various currencies.

This question is undoubtedly of great importance from the point of view of the
limitation of national defence expenditure. If the value of currency changes, the limit
fixed for the national defence expenditure of the respective States will cease to have the
same meaning. An increase in the purchasing power of the currency of a given country
might enable it to increase its armed strength without any addition to its national defence
expenditure. On the other hand, a decrease in purchasing power might make it impossible
for the country concerned to keep its armaments at the level to which it will be entitled
under the Convention. It thus becomes necessary to devise a practical means of
guaranteeing that the limit assigned to each country will continue to represent the same
level of armaments.

A. STUDIES OF PREVIOUS PROPOSALS.

The influence of variations in the purchasing power of currencies upon contractual
limits was dealt with in comparatively full detail in Chapter I8 of the report by the
Committee of Budgetary Experts (document C.I82.M.6 9 .I 93 I, pages I7-2I).

During the general discussions at the beginning of the Conference, certain delegations
emphasised the importance of the question of fluctuations in the purchasing power of the various
currencies from the point of view of the regular working of any system of budgetary limitation.
In this connection, it may be appropriate to mention a proposal by the Swedish delegation 1
stressing the need for continuing the examination of the budgetary method, more especially
with a view to its application in the case of fluctuations in purchasing power. Reference must
also be made to the German delegation's general estimate 2 of the efficacy of the budgetary
method in the event of fluctuations in purchasing power.

1 Document Conf.D.gg, page 48.
2 Document Conf.D.gg, page 32.
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The National Defence Expenditure Commission also received certain suggestions from the
French delegation, which laid particular emphasis upon the desirability of considering the question
of variations in the cost of armaments under two different aspects: (I) the economic, and (2) the
administrative. The Swedish delegation, on the other hand, suggested that the percentage
proposed by the Experts as a means of ensuring greater elasticity in the average four years'
limit 1 might also serve to counteract fluctuations in purchasing power. The same delegation
further suggested that it would be desirable to entrust the Permanent Disarmament Commission
with the task of operating the mechanism outlined by the Experts for the readjustment of
contractual limits.

(a) Limitation and It should be stated at the outset that, like its predecessors,
Publicity Figures the Experts of 1931, the Technical Committee has recognised that
should be stated both publicity figures and the limits assigned to the various States
in the National must be expressed in units of their respective national currencies.

Currencies. It would, indeed, be impossible to fix limits stated in terms of a
single monetary unit taken as a common measure. In this

connection, it need only be pointed out that the rates of exchange of the various national
currencies may vary to a very considerable extent without any corresponding variation in
the internal purchasing power of the currencies in question.2

If limitation figures are to be stated in units of the national currency of each country,
account must be taken of the fact that the purchasing power of such currencies may vary.
The Committee does not, however, think fit to give an exact definition of what is to be
understood by " purchasing power ". It considers, indeed, that, for the practical ends which
it set itself, it is sufficient to state that by " a change in purchasing power"
is to be understood in principle a change in the general level of prices in a given country.
It is clear that, in order to gauge the general level of prices, all their various indices must
be used, more especially the wholesale price and cost-of-living indices.

B. ANALYSIS OF THE FACTS.

(a) Fluctuations in In order to place on a firm basis the enquiry into methods of
Purchasing Power permitting readjustments of limitation figures in the event of

since 1929. variations in purchasing power, it appeared necessary to ascertain
the extent of the fluctuations which have occurred in the course

of recent years both in exchange rates and in internal prices.
To this end, the Committee has had drawn up a series of diagrams (see pages II6-II8)

and tables (see Annex 8) showing rates of exchange, wholesale prices and the cost of living
in various countries in the period I929-I932. 3

The first essential fact brought to light by this statistical material is the considerable
fall in prices which occurred in all countries during the period I929-September I93I.

See Chapter XIII below.
2 See, in this connection, the examples quoted in Chapter XXI, paragraph 2.

3 NOTE. - In a letter of March i8th, 1933, to the Bureau of the Technical Committee,
the German expert referred to the fact that the Technical Committee decided, at its
morning meeting on February 28th, to supplement the study of the fluctuations in
purchasing power by means of data relating to the gold-standard countries as from
the year I929.

In order to enlarge the sphere of the rapporteur's studies, the German expert sub-
mitted to the Committee material based on investigations of the Reich Statistical Office
(Statistisches Reichsamt, Berlin) and added conclusions on this special question.

As the Committee, being already in possession of a note by the Financial Section
and Economic Intelligence Service of the League of Nations and of graphs prepared
by these services, did not think it advisable to insert the said documentation in the report,
the German expert was unable to consent that the figures and diagrams, the contents of
which had been studied with interest by several members of the Committee, should
not be communicated to the readers of the present report.

This documentation has been inserted in Annex 9.



Wholesale prices, and to a lesser extent the cost of living, fell during these years in a
majority of countries. This increase in purchasing power, however, was not uniform in all
countries, though in spite of this the general tendency-viz., the general fall in prices-
was universal in character.

Exchange Rates
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Index Numbers of Wholesale Prices

In national currency (Basis: I929 = Ioo)
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Index Numbers of Cost of Living

In national currency (Basis: 1929 = IOO)
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(b) Countries which In the autumn of 193I, a large number of countries abandoned
have abandoned the the gold standard. That event led to extensive fluctuations in the

Gold Standard. external value of currencies, whereas, with a few exceptions, their
home purchasing power showed a relative steadiness.

The countries which abandoned the gold standard may be divided into two groups.
The first includes the countries of the British Empire, the Scandinavian countries,
Egypt, Finland and Portugal, and the second the South-American States, Mexico,
Turkey, and a number of other countries. In the case of the first group, the wholesale
price indices only revealed a slight fall during I932.

The general impression resulting from the examination of fluctuations in purchasing
power in the countries which abandoned the gold standard may be summed up as follows:

(a) A relative stability in the cost of living;

(b) Moderate fluctuations in wholesale prices, while

(c) At the same time the external value of the currencies concerned was
subject to extensive variations.

(c) Countries which The impression resulting from an examination of the
have retained the fluctuations which have occurred since the autumn of I93I in

Gold Standard. countries where the gold standard has been retained is somewhat
different. In these countries, the fall in prices which was universal

in character up to the autumn of I93I has in general continued down to the present day.
There are, however, certain differences which call for mention. In the first place,
a distinction may be drawn between the countries which have retained the gold standard
in the full sense of the word, such as Belgium, France, the Netherlands, Poland,
Switzerland, the United States of America, and those which have been able, with the
aid of certain measures of restriction and control of exchange transactions, to maintain
the official rates of their currency in the neighbourhood of gold parity, such as Austria,
Czechoslovakia, Germany and Hungary.

In the first group of countries, wholesale prices and the cost of living show a fall the
extent of which has not varied very greatly from country to country. For example, in
September 1932 1 as compared with September I93I, the wholesale price index had fallen
13 points in France, 14 in Switzerland, and 12 in the United States of America, and
the cost-of-living index had fallen 9 points in France, 7 in the Netherlands, io in Switzer-
land, and iz in the United States of America.

In the countries of the second group, with a " managed " currency, the fluctuations
have been appreciable. There is, for instance, a fairly marked steadiness in Austria
and a very slight falling-off in the cost of living in Czechoslovakia. In Hungary, on
the other hand, wholesale prices have fallen by nearly 15 per cent and the cost of
living by about 8 per cent. As regards the U.S.S.R., the Committee was unable to
insert any figures in the annexed tables, as exchange rates and cost-of-living indices are
not published and as the publication of the wholesale price index has been discontinued
since I930. Attention was also drawn to the fact that even if such statistics could have
been produced they would not really have been comparable with those of other countries
owing to the difference in accountancy methods and price determination necessarily
implied by the dissimilarity of the economic systems concerned.

The Committee has had no occasion to endeavour to analyse the various factors which
may have determined the fluctuations in purchasing power during the period under
consideration. It has likewise refrained from attempting to make any more or less
definite forecasts with regard to the future. For the restricted and essentially practical
task which the Committee set itself, it has seemed sufficient to study the extent of
these fluctuations.

It would appear that, during the two years preceding the autumn of I93I, it is
possible to detect a fluctuatio in purchasing power which, though more or less universal

1 This enquiry was carried out in January I933.
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in scope, was not uniform in extent in the various countries. During the succeeding
period, this tendency would appear to have been maintained in certain countries only,
while in others the situation was developing in a variety of ways.

It will also be recalled that, in the post-war period, measures of inflation were
followed in certain countries by fluctuations which were both rapid and extensive. In
recent years, no such serious fluctuations have been observed in any of the countries for
which figures are available.

C. SCOPE OF THE COMMITTEE'S ACTIVITIES.

(a) When must After this brief summary of the facts of the position, the
Limits be Committee attempted to evolve some form of practical machinery
adjusted ? for the adjustment of limits in the case of fluctuations of purchasing

power.
It at once recognised that it was not necessary to contemplate any procedure to deal

with fluctuations of a violent and rapid character. The Committee was agreed that, in
cases of this kind, the budgetary method would no longer operate. No machinery
is conceivable which would make the adjustments required by a collapse in the internal
value of a currency such as the fall of the Reichsmark in I923 or the devalorisation of
the Austrian and Soviet currencies after the world war.

(b) Changes The exact purpose of the Committee's studies was to measure
in the Cost of the influence of variations in purchasing power on the cost of

Armaments armaments themselves. But it is possible that the cost of armaments
due to Other will vary for reasons which have nothing to do with fluctuations
Causes than of purchasing power. It may be affected by organic changes, or

Fluctuations in administrative reforms, or alterations in the methods of production
Purchasing Power. of the material, or improvement in the quality of armaments. All

these factors in the increase of the cost of armaments are
independent of the question under discussion in this chapter. Only changes in the cost
of armaments due to fluctuations in purchasing power are to be considered in the present
instance.

(c) Must The question arises whether provision should be made for
All Changes in readjustment of limits in the case of any variation in purchasing

Purchasing Power power, however small. A mathematical solution by which the
be taken into figures of the limits would have to be adapted to any fluctuation in

Account. purchasing power would involve very frequent readjustments. The
Committee considers that it is not necessary from the practical

point of view to proceed to adjustment of the limits whenever there is a variation in the
purchasing power. The Budgetary Experts of 1931 took the view that fluctuations in
purchasing power should only be taken into account where they have had the effect of
seriously increasing the cost of armaments; and they also considered that it was not
necessary to readjust the limits in cases where increase in the cost of certain armaments
was counterbalanced by simultaneous decrease in the cost of other categories of armaments.

The Technical Committee on this point approves of the conclusions of the Budgetary
Experts; but it desires to define the consequences of their conclusions. The readjustment
of limits should only be contemplated in cases where the cost of armaments is affected by
variations in purchasing power, and not by any other factor. There should be no question
of readjustment unless the fluctuations of purchasing power are appreciable. The
circumstances under which a readjustment of limits would be necessary are defined in the
following formula:

" Whenever a High Contracting Party proves that appreciable fluctuations in the
purchasing power of currency have seriously increased the cost of its armaments, and
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that in fact changes in the cost of certain items have not been compensated by changes
in the opposite direction in the cost of other items, that High Contracting Party may
ask for a readjustment of these limits."

The precise meaning of this stipulation will be explained in greater detail on pages 124
and 125, when the procedure for the adjustment of limits is discussed. 1

D. MACHINERY FOR THE ADJUSTMENT OF LIMITS.

(a) The Automatic After defining the conditions to be realised as a preliminary
System. to readjustment of limits, it is desirable to indicate a machinery

under which such readjustment can be effected.
The Experts in 1931 considered the possibility of evolving an automatic system for the

purpose. They began by considering whether automatic readjustments of the limits could
be effected on the basis of existing indices in the different countries, or a combination of
these indices. Owing mainly to the difference in the manner of compiling existing indices
in the different countries, and the impossibility of finding any appropriate index for
measuring variations in the cost of armaments, the Committee of Experts came to the
conclusion that no existing index or combination of existing indices could constitute a
suitable basis for the automatic readjustment of the limits fixed by the Convention.
The Technical Committee entirely endorsed this conclusion.

The Experts then enquired whether it would be possible to draw up a special index
showing the fluctuations in the cost of the national defence services. Such an index would
have to be based on the data relating to the four main categories of expenditure in the
Model Statement-viz., personnel, transport, buildings and war material. 2

The Experts' studies led them to the conclusion that the establishment of a special
index would meet with serious difficulties, the chief difficulty being the fact that such an
index would not be able to measure changes in quality occurring chiefly in the case of
material in process of technical development, especially air material. A special index
would never be able to serve as a measure for a change of a general character in purchasing
power. The Technical Committee accordingly, like its predecessors, has been unable to
prepare a sufficiently satisfactory index to allow of automatic readjustment of the limits
fixed by the Convention.

(b) Lump-Sum It has been observed that the initial period of the duration of the
System. Convention will probably have the character of a period of

transition. In order to avoid the inconveniences resulting from
excessively numerous demands for readjustment during this first period, it is possible to
imagine some kind of lump-sum system allowing each State to increase its limit by a given
amount to take into account fluctuations in purchasing power. The Committee wishes to
communicate this solution to the Conference as a mere suggestion. If countries wish to
avail themselves of this latitude, their rights should be defined in precise terms when the
Convention is signed. It would be necessary to indicate in the Convention up to what
percentage of the limit fixed excesses over that limit will be permitted in case of fluctuations
in purchasing power.

1The Committee has taken into consideration the changes in purchasing power
which have occurred since 1929. Fluctuations of such a nature, whether upward or
downward, might lead to annual applications for a readjustment of the limitation figure.
In reality, however, such applications will not inevitably be made, since a rise in prices
usually compels a State to effect savings in public expenditure, and these savings may
have the very effect of keeping the volume of national defence expenditure under the
limitation figure.

2 To show the relative importance of these four categories, the Technical Committee has drawn up tables,
which are annexed to this report (see Annex ii), on the basis of the Model Statements filled in by the States.



- 122 -

The increases thus authorised might be effected without the States having to supply
previous explanations. But they would have to notify the extent to which variations in
purchasing power have led them to take advantage of the excess percentage, so as to make
it possible to see whether other causes have also led to the excess.

This method would give States an opportunity of judging in advance the possible risk
of changes in purchasing power. The arrangement would no doubt prevent numerous
demands for adjustment in the initial period of the execution of the Convention.

(c) The Living After this mention of a lump-sum system, it is necessary to
Organisation. study the principal method under which States might ask the

Permanent Commission for adjustments of limits which might
have been rendered necessary by fluctuations in purchasing power.

The idea of an automatic system based either on existing indices or on a special index
having been rejected, the Technical Committee confirmed the conclusion of the budgetary
experts that only a living organisation would be in a position to readjust limits in the
case of fluctuations of purchasing power.

Before stating the reasons for this conclusion, it is desirable to point out that two
articles of the draft Convention might be of some importance in connection with the
solution of the question of the readjustment of limits by a " living organisation ".

Article 59. Under Article 59, the limits fixed in the Convention and the
methods for which the Convention provides may be the subject of

periodical revisions in the course of the execution of the Convention in the event of the
conditions under which the obligations for which the Convention stipulates were contracted
undergoing (in virtue of technical changes or special circumstances) modifications justifying
such revision. In its general tenor, Article 59 may be regarded as covering universal
fluctuations of purchasing power also. In view, however, of the fact that the revisions
for which it provides can only be effected after a certain interval, they cannot be regarded
as a sufficiently rapid and elastic means of settling by themselves the problems arising out
of fluctuations in purchasing power. The Committee wishes, however, to State that,
from the technical point of view, the provisions of Article 59 might be applicable in the
case of fluctuations which are gradual and universal in scope.

Article 50. The Committee has also considered whether recourse might
possibly be had to the provisions of Article 50 of the draft

Convention with regard to derogations. After a study of these stipulations, the Committee
is of opinion that this article can hardly be interpreted as covering changes in the cost of
armaments due to fluctuations in purchasing power.

Adjustment of The Committee is anxious at the outset to define what it means
limits. by adjustments.

An adjustment is not a revision; it does not touch the
contractual bases of the Convention and cannot involve or imply the slightest change in
the scale of armaments themselves (effectives or material). Its only aim is to express in
currency of changing value the same total sum of armaments.

If, in addition to a limitation of the total expenditure on national defence, the Conference
considers limits for the expenditure on each force, it will be necessary, after adjusting the general
limit, to assign to the special limits the same coefficient of adjustment as to the aggregate
limit.

As regards the duties of the body which will be called upon to apply the system of
adjustments, the Committee's discussions were singularly facilitated by the indications
contained in the report of the Bureau of the Conference on the constitution of a Permanent
Disarmament Commission consisting of representatives of every country and entrusted, in
general, with the supervision of the execution of the Convention.

In the Committee's opinion, it should be left to this Commission to decide as to the
adjustments resulting from fluctuations in purchasing power. No other body would
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be better suited to carry out this difficult task. The Committee would nevertheless feel
that it was failing in its duty if it did not emphasise here and now that questions of
adjustment are of an exclusively statistical nature and that consequently all political
elements of whatever nature should be excluded when taking decisions. Setting out
from this premiss, it ventures to make the following suggestion:

Examination of It would seem, as stated in another chapter of this report,
requests by a that the Permanent Commission might usefully set up a

sub-committee sub-committee whose sole duty would be to study the problems
of the Permanent relating to the limitation and publicity of expenditure, and which at

Commission. the same time would examine applications for an adjustment of
limits and lay concrete proposals before the Permanent Commission

with regard to these applications. The Commission should not reject these proposals
without hearing the said sub-committee.

The sub-Committee should, in the Technical Committee's opinion, be composed, not
of representatives of Governments, but of experts in public accountancy and general
and military administration; it should also be able to count on the assistance of special
statistical experts. 1

Co-operation The Technical Committee has thus not thought fit to return
with the Financial to the suggestion put forward in I93I by the Committee of Experts
Committee of the for entrusting to the Financial Committee of the League of Nations

League of Nations. the investigation of requests for readjustment of limits. The
Committee did not consider it desirable to ask the Financial

Committee, which is already overloaded with problems of a somewhat different nature, to
co-operate regularly in the work of the Permanent Commission. Thus, while discarding
the idea of constituting the Financial Committee a body regularly entrusted with these
special studies, the Technical Committee was at the same time anxious to emphasise
that it would be very desirable for the Permanent Commission to be able in case of need
to refer to the Financial Committee for advice. The Committee has therefore been glad
to receive from the competent services the assurance that the Financial Committee would
always be ready to act in an advisory capacity.

E. PROCEDURE.

(a) By whom may In the matter of procedure, the first question arising is to
Applications for determine who is to have the right to ask for adjustment of limits.

Readjustment It is clear that the right to submit a demand for adjustment of the
be submitted ? limit allowed it by the Convention rests in the first place with the

State concerned. But the Experts in I93I had proposed that, in the
event of an increase in the purchasing power of a country, the other States should be
entitled to ask for a readjustment of the limits of that country. The Technical Committee
approves of this attitude. Referring once again to the general rule stated above that any
change, if it is to be considered, must be of a certain magnitude, the Committee desires to
point out that this rule must apply a fortiori in the case of applications for readjustment
put forward by a State on the basis of an increase of purchasing power in another State.
The supervising body will itself estimate as a matter of equity the admissibility of such
an application.

1 NOTE. - M. WORBS requested the Committee to express its opinion on the question
whether the discussions of the Permanent Commission referred to in Chapter III, 2-6,
of the report by the Bureau of the Conference regarding a Permanent Disarmament
Commission (document Conf.D.I48) would take place in the sub-committee or not. The
Committee has not desired to express an opinion on this point, since it is a question of the
procedure of the future Permanent Commission; M. WoRBS therefore desires to draw
special attention to this point.
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In submitting an application for readjustment to the Permanent Commission, a
State must submit all evidence in support of its request.

(b) Utility of a The Technical Committee discussed whether it would not be
Preliminary desirable to lay down certain rules to ensure that the readjustment
Procedure. procedure would not be set in operation by applications with little

or no foundation. If, for example, a demand for readjustment is not
justified in so far as concerns the primary condition-i.e., changes in purchasing power-
it would be useless to set the whole machinery in operation in order to examine whether
or not there had been an increase in the cost of armaments. To make allowance for the
possibility of such demands, the Committee has suggested a procedure by which they would
be " taken into consideration ", to which it wishes to draw the Conference's attention simply
as a practical suggestion.

The sub-committee of the Permanent Commission entrusted with questions of
expenditure would form a " small committee " to make a preliminary study of every
demand for readjustment with a view to pronouncing on the question whether or not the
readjustment procedure should be initiated, and to submitting its recommendation
on this subject to the sub-committee for decision. This " small committee " should have
power not only to consider demands for readjustment in order to pronounce on the
question whether there is reasonable ground for a detailed enquiry, but also to study
carefully the nature of the evidence and documentary material supplied, and to ask, if
need be, for further particulars. Applications for readjustment would be communicated
to the other countries only after being approved by the small committee.

(c) Criteria The Committee expressed the opinion above that only
required. appreciable fluctuations in purchasing power which have seriously

increased the cost of armaments should be taken into consideration.
This essential rule also guided the Committee when it approached the problem of the
operation of the system.

To establish the facts, price indices will, of course, have to be utilised. At the same
time, for the reasons already noted, it is impossible to recommend the use of any particular
combination of such indices. It was felt that the system should be as elastic as possible.
Accordingly it seems hardly possible to fix definite rules in advance-for example, for the
application of the various types of existing indices. It must be laid down as an essential
principle that changes should be reflected to an appreciable extent in the different series
of indices, including the index in which changes occur most slowly-i.e., the cost-of-living
index. As a general rule, changes must clearly be more considerable in wholesale prices
than in cost-of-living indices. This rule cannot, however, be definitely fixed by indicating,
for example, the mathematical ratio in the variation in the different series of indices
which would be required to support a request for adjustment (by saying, for example,
that before there can be a readjustment a change of x per cent must have taken place
in the cost of living and of y per cent in wholesale prices). Such rules would not be sound,
since the conditions for the establishment of the indices certainly vary a great deal.

The Committee fully realises that, in laying down the rule that a fluctuation in
purchasing power in order to be taken into consideration with a view to a readjustment
must be reflected both in the wholesale price index and in the cost-of-living index, certain
fluctuations are excluded which, even if they are not reflected in these indices, may
nevertheless in special cases possess a certain importance. Thus it was pointed out
that, during the year I931-32, a certain increase in purchasing power permitted the
British Army to make economies amounting to about £500oo,ooo000 sterling, or I per cent of its
total expenditure. This increase in purchasing power, however, was not clearly reflected
in the wholesale and cost-of-living indices. The Technical Committee nevertheless thought
it useful to maintain the rule that a fluctuation must be appreciable and must thus be
reflected in the cost-of-living index in order to be taken into account with a view to a
readjustment. It would be unreasonable to endeavour to take into account every fluc-
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tuation; and very strong practical reasons militate in favour of the establishment of a
somewhat restrictive rule in this respect.

It will now have to be ascertained whether the change in purchasing power has had
repercussions on the cost of armaments. This examination will have to refer to all the
categories of armaments and to take into account, as the Experts proposed, any possible
compensations. In each case, it will be necessary to consider the special conditions in the
country concerned. Even if certain definite considerations may be mentioned (and the
Committee has made a point of reproducing here the enumeration framed by the experts 1
no list of circumstances to be taken into consideration in examining applications can be
regarded as exhaustive.

(d) On whom will After endeavouring to lay down rules for the working of the
lie the Obligation system which it recommends, the Committee discussed the question

to furnish of who should be responsible for supplying proof and what the
Proof ? nature of such proof would be.

In the case of a diminution of purchasing power producing
an increase in the cost of armaments, it will be for the State asking for a readjustment
to furnish proof. It will thus be for it to prove that the increase in the cost of certain
armaments has not been set off by a drop in the cost of other categories of armaments.

On the other hand, in the case of an increase in purchasing power, it will be for the
State asking for the readjustment of the limits of another State to supply proof; the
last-named State would have the right to refute the evidence and the supervisory body will
be free to ask for any information and to take the necessary decisions.

If it may be presumed from the budget figures that the limit assigned to a State will be
exceeded, that State must, at the moment when the Model Statement of estimated
expenditure is produced (see Chapter XIX), explain whether the increase is caused by
the possibility of a rise in prices. If such rise in prices takes place during the execution
of the budget, the State must in due time apply for the readjustment of its limits before
sending in the Model Statement based on payments.

(e) Nature of It is clear from the foregoing survey that the proof to be
Proof. adduced before the Permanent Commission will concern a large

number of circumstances and facts. There must be proof (a) that
fluctuations in purchasing power have occurred, and (b) that such fluctuations have
involved a change in the cost of armaments.

In order to show that the purchasing power has varied, it will be necessary to employ
indices, in the first place, wholesale price indices and cost-of-living indices. Such indices
must cover the whole period which has elapsed since the last fixing of the limits. It follows
that each State would do well, after the conclusion of a Convention, to supplement its
statistical data so as to be able to supply, if need be, the necessary evidence to show clearly
the fluctuations in purchasing power.

As regards ascertaining that a change has occurred in the cost of armaments, it is
even more difficult to indicate beforehand the nature of the proof to be adduced. The

1 I. Inflationary developments in a country which no longer maintains the gold standard. In such a case,
the readjustment would probably only have to be made in the figures of the country where the inflation has
occurred.

2. A general increase of salaries and wages in a country, for instance, as the result of an increase in the cost
of living.

3. The question whether or not an increase in salaries or wages represents an endeavour to increase the
quality of the defence services by granting higher pay to the personnel.

4. The question whether or not the increase in the pay to the defence personnel is accompanied by an
increase in pay in the civil service.

5. Changes in wage levels, the price of the raw materials needed, and the methods of production, affecting
the price of war material.

6. The question whether economies have been effected as a result of rationalisation in the widest sense
of the word.

7. The question whether an apparent increase in cost is not due to an improvement in " quality ", in
which case it should not lead to a " readjustment " of the figures.

8. The question whether, in the case of countries purchasing a portion of their war material abroad, there
has been a real increase in prices in the country or countries from which the material is purchased.
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Committee has therefore not thought it advisable to draw up an exhaustive list of evidence
to be given by States. Generally speaking, States must be ready to support applications
for readjustment by all the necessary explanations.

The particulars must relate to the date of the application for readjustment and to the
date of fixing of the limits subject to readjustment and also to the whole of the intermediate
period.

The Committee, considering the putting into operation of the procedure for
readjustment of limits in the case of fluctuations in the purchasing power of currency,
wondered whether the strict verification of proofs and evidence supplied by States would
not mean that they must produce certain information, such as contracts or statistics,
which States themselves do not generally make public.

Although this is a general problem relating to the exercise by the Permanent
Disarmament Commission of supervision over all contractual obligations arising out of the
Convention, the final settlement of which rests with the Conference itself, the Technical
Committee feels that it is not exceeding its powers in expressing,the opinion that, in such
cases, the Permanent Disarmament Commission might, for practical purposes, rest content
with the explanations given by the Governments and that the latter should not be required
to produce unpublished documents. 1

(/) The Powers In view of the complexity of fluctuations in the purchasing
of the Permanent power, the Committee thinks it would be advisable to give the

Commission Permanent Commission the greatest possible liberty in examining
in respect of applications.

Procedure. The Committee believes, moreover, that such liberty would be
in conformity with the provisions laid down in the report submitted

to the Bureau on December 7th, I932 (Conf.D./Bureau 39). The report states:

"Article 7.

"The Commission shall receive all the information which the High Contracting
Parties are bound to communicate to the Secretary-General of the League of Nations
in pursuance of their international obligations in this respect. The Commission may
request the High Contracting Parties to supply, in writing or ;verbally, any
supplementary particulars or explanations in regard to the said information which
it may consider necessary."

(g) Local The Technical Committee has noted that the report of the
Investigations. Bureau provides for local investigations as follows:

"Article Io.

"Any High Contracting Party whose attitude may have been the subject of
criticism shall be entitled to request the Commission to conduct in his territory
such investigations as may be necessary in order to verify the execution of the
obligations of the said Party under the present Convention.

" On receipt of such a request, the Commission shall meet at once in order to
give effect to it, to determine the scope of the investigation within the limits of
the criticism which has been made, and to lay down the conditions in which
the investigation is to take place."

With regard to this provision, the Technical Committee would merely point out that,
in order to form an opinion on requests for readjustment, it would appear sufficient
to conduct an enquiry by means of documents and oral questions, and that it will not be

1Colonel KISSLING (Switzerland) and Mr. LYON (United Kingdom) express the opinion
that although, as a general rule, the production of unpublished documents would not
be necessary, they might need to be produced in exceptional cases.
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necessary to make investigations in armament factories, Treasury archives or ministries
of defence. It should be added that, as regards distant countries, local investigations
would certainly not, in the Committee's opinion, constitute a practical means of supervision.

The question has been raised whether, as a result of a readjustment of the limits
of one State, the limits of other States must also be readjusted and what procedure should
be followed in that case. As, however, the Permanent Commission will consist
of representatives of all countries, and consequently the States will be in a position to
raise any questions concerning themselves in that Commission, it does not appear necessary
to provide for other measures in this respect beyond merely providing that the Permanent
Commission should have the power to consider whether, as a result of a revision of limits
for one State, a readjustment of the limits of the other contracting parties would also be
justified.

This possibility of extending the procedure would certainly be of great value in the
case of universal fluctuations in the purchasing power.

F. CONCLUSIONS. 1

In conclusion, the Technical Committee considers that, if violent and at the same time
very rapid changes affect the purchasing power of currencies, and if these changes are not
universal and occur at different times and in a different measure for various countries,
the system of limiting expenditure could no longer function.

But if price fluctuations are not too violent, the Committee is of opinion that the
" living system " which it recommends will allow of a readjustment of the limits that will
enable the latter to retain their full contractual value.

1 NOTE. - M. WORBS (Germany), Major-General BARBERIS '(Italy) and M. ANDO
(Japan) are, like the other experts, of opinion that the only solution enabling fluctuations
in the purchasing power of national currencies to be taken into account is to have recourse
to a living organism-i.e., to the Permanent Disarmament Commission.

They think it advisable to draw the Expenditure Commission's attention to the
following points, some of which have not only a technical but also a political character,
which is not within the Committee's competence:

(i) The figures of the limits fixed for each State in national currency at the
time of signing the Convention will not always remain the same during the period
of the Convention, but may have to undergo modifications in the case of a greater
or smaller number of States;

(2) The Permanent Commission might have much too extensive powers as
regards budgetary limitation;

(3) In certain cases it will only be possible for the Permanent Commission to
give its sanction a long time after the fluctuations in purchasing power have taken
place. For this reason its practical efficacy will be very small.

The above-mentioned experts wish to emphasise that the present economic situation
of nearly all the countries of the world does not justify the hope that the purchasing
power of national currencies will in future undergo no fluctuations, or will only show
fluctuations of small extent If, however, important fluctuations occur in several States,
the proposed system will be unable to operate.
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Chapter XIII.

FIXING OF LIMITS SO AS TO ALLOW FOR VARIATIONS IN

EXPENDITURE FROM ONE YEAR TO ANOTHER.

1. Principle of The system of limitation laid down in Articles io, 24 and 29
the Limitation of the Draft Convention set forth in detail in the report of the

of ANNUAL Committee of Budgetary Experts and in the present report is
Expenditure. based on the limitation of the annual expenditure of the contracting

parties. The fixing of annual limits is, in the Technical Committee's
opinion, essential alike for the practical application of the Convention by States and for
the efficacy of international supervision provided by the Convention.

2. Deliberations of (a) Possible The Committee of Budgetary Experts
the Committee variations in felt that, if all that was done was to fix

of Experts expenditure equal annual limits for each year during the
on Budgetary from one year to period of validity of the Convention, States

Questions. another. would be obliged to ask for high limits in
order to meet the inevitable variations

which occur in the volume of payments during a number of consecutive years.

The volume of payments on account of national expenditure may indeed vary to
some extent in any one country from one year to another. The normal causes of fluctuations
in the volume of expenditure may be of several kinds.

(a) Financial difficulties or economic circumstances of an exceptional character may
make it impossible to carry out, in the course of the year, part of a programme for which
credits have been granted. Should the financial situation improve, it may happen that in
the following year both the programme for that year and the work that could not be
executed in the previous year will be carried out.

(b) Purveyors and contractors with whom the national defence services have
concluded contracts for supplies or construction sometimes effect delivery after the
prescribed date, the delay being due to strikes or to a glut of orders. Although, as a rule,
such delays carry with them penalties provided for in the contracts, they may assume some
importance, and the payments attaching to the deliveries in question which concerned a
specific year will not be made until the following year. If, the following year, the deliveries
relating to orders placed that same year are effected without any delay, the total payments
during the year will be greater than the total payments for the preceding year.

(c) The execution of big orders for material (guns, buildings, ships) may extend over
periods of two to five years. First, the plant is set up and the yards organised; next, the
raw material and semi-finished products which will be required for manufacture or
construction are purchased. Deliveries of finished products are effected serially or all at
once. Although, in order to ensure the continuous operation of undertakings, the practice
of paying certain sums on account whenever a subsidiary piece of work is executed, or even

paying advances before the work is begun, is becoming more and more general, the largest
disbursements are effected after delivery, at the time of final settlement. For certain orders,
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payments tend to follow an ascending curve and it may thus become necessary to make
particularly large payments during a given year.

(d) To obtain better prices, by taking advantage of favourable seasonal market
conditions or temporarily favourable prices for certain foodstuffs, raw materials or semi-
finished products, it may be expedient to make bulk purchases of the same nature at a
given moment. Non-industrial States may also find it advantageous to combine their
purchases of material from abroad in order to obtain better prices, for the unitary price
of materials varies in inverse ratio to the size of the delivery.

These fluctuations in the volume of payments are encouraged, moreover, by the
practice of carrying forward credits-i.e., by the possibility, which exists, in one form or
another, in nearly every State, of extending beyond the financial year, for a period of one
or more years, the validity of certain authorisations to incur expenditure. This practice
of carrying forward credits, concerning which the necessary details are given in
Chapter V of this report, does not, however, play any part in the mechanism for the
limitation of expenditure based on payments, since all payments effected during any one
year must be shown in the Model Statement irrespective of the nature and origin of
the credits.

(b) Necessity These considerations suffice to show that, even if no organic
of allowing a reason occurs to cause or justify an increase in expenditure, the

certain elasticity in payments effected in the course of several successive years may
fixing the limits. concern quite different sums. If, then, it is desired to ensure that

States will not be led to demand high limits in order to cover such
fluctuations in the volume of payments, it will be necessary to allow a certain elasticity
in fixing the limits.

But there is also one very important reason which would justify such elasticity.
As was shown in Chapter IV, the limitation of armament expenditure must have the effect
of limiting armaments themselves at the same time. In order to obtain the result, the
ideal would be to be able, by limiting the payments for any one year, to limit the armaments
manufactured during that year. This, however, is not strictly possible in any case.

Certain countries include in the annual accounts the revenue received and the
payments made during a period of twelve months. As a certain lapse of time necessarily
occurs between deliveries and payments, in order to carry out operations relating to
liquidation or " ordonnancement ", certain payments shown in the accounts at the very
beginning of the financial year correspond to deliveries effected at the end of the preceding
year. Again, at the end of the year of twelve months, material is delivered which will not
be paid for until the early days of the following year. Thus, in such countries, the limitation
of expenditure will limit not exactly the material delivered during the financial year, but
rather the material delivered during a period beginning towards the end of the preceding
financial year and ending shortly before the close of the current financial year.

To consider now countries which have additional periods: two cases must be
distinguished.

If the additional period is employed simply for the liquidation, " ordonnancement ",
and payment of deliveries which must necessarily be effected before the close of the
twelve-month year, it is certain that, in that case, the limitation of the payments shown
in the accounts for that year will involve a limitation of the services rendered and materials
delivered during the twelve-month year.

In exceptional cases, however, it is possible, as regards supplies of material, to effect
delivery during a part of the additional period; thus, the limitation of the payments
shown in the accounts for the year will have the effect of really limiting the deliveries
effected, not during a period of twelve months, but perhaps during a period of thirteen,
fourteen or even fifteen months.
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3. Proposal It will be seen, then, that the limitation of the payments
of the Budgetary shown in the accounts applies at the same time to different periods

Experts during which payments must be effected in order to be booked
with regard to an in the accounts of that year, and also that the effects of the

Average Limit limitation of expenditure on armaments manufactured will not
for a Period of be the same in every case. By limiting annual payments, it will
Several Years. therefore be impossible to effect the limitation of armaments during

the same periods for all States. For these various reasons, the
Budgetary Experts proposed that the limitation of payments should apply, not to
payments for each year, but to the average level for a period of several years. They
accordingly proposed the insertion in the Convention of the following clause:

"Each of the High Contracting Parties undertakes:

" (a) To maintain during each consecutive period of four years the average
level of its annual expenditure within the limits laid down in Articles Io, 24 and 29
of the draft Convention of the Preparatory Commission for the Disarmament
Conference;

" (b) Not to exceed during any given year this average limit by more than
a percentage fixed for the High Contracting Party in Table . .. "

Thus, according to the Budgetary Experts' proposals, States should undertake not
to exceed a specified total of expenditure during each period of four years and not to
exceed one quarter of that total in any one year. This last-named figure might, however,
be exceeded up to a certain percentage during part of the four-year period, provided that
any such excess were set off by corresponding reductions during the rest of the period.
Account could thus be taken of the normal fluctuations in the volume of payments during
the execution of the Convention.

4. Impossibility Having examined the Experts' proposals and recognised the
for the Technical necessity for an annual limit in accordance with the general

Committee provisions of the draft Convention, the Technical Committee does
to make Definite not see its way at present, particularly in the absence of indications

Recommendations as to the duration of the Convention and the relations that might
at the exist in fact between the figures for the actual expenditure of the

Present Stage of various States and the limits fixed by the Convention, to submit
the Conference's definite recommendations either as regards the duration of the

Work. period for which an average limit might be contemplated or as
regards the portion of the excess percentages or even as to the

conception of such a percentage. Only when the financial effects of the Conference's
decisions can be estimated will it be possible to express a definite technical opinion on this
point.

5. Considerations The Technical Committee is, however, of opinion that the
which should be period to which any annual average limit should apply should

taken into be long enough to provide opportunity during that period of
account. ascertaining how the States have proved that they are fulfilling

their obligations in respect of limitation. The period to which the
obligations in respect of limitation apply must also be short enough for the final evidence
in respect of the annual average limit to be obtained fairly rapidly.

Without wishing to deal here with the problem of fixing contractual limits, the
Committee considers that, from the technical point of view, apart from other
considerations, account must be taken of expenditure relating to military activities which
are not subject to any special limitation; moreover, the limits must not prevent the
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contracting States from ensuring the regular execution of programmes of manufacture
or construction of material drawn up by the various States within the framework of the
decisions taken by the Conference or of the limitations provided for by other conventions
remaining in force after the conclusion of the Disarmament Convention; nor must
the States be prevented from providing for the upkeep of material.

Lastly, the fixing of limits in the Convention, or on the occasion of the revisions
to be undertaken under Article 59 of the draft Convention, must enable the contracting
States to give their personnel and troops an adequate standard of living. 1

APPENDIX TO CHAPTER XIII.

PROPOSAL BY M. JACOMET.

Without wishing to prejudge questions regarding the fixing of an annual average limit and
a percentage of permissible excess, M. JACOMET (France) desires to submit to the National Defence
Expenditure Commission the following considerations, which might be utilised at a later stage
of the work.

i. Average Annual Limit.

If the principle of an average annual limit were established, there would be no objection
to allowing a State to exceed its average limit in any given year, provided that the average
expenditure incurred by it from the beginning of the application of the Convention should at no time
exceed the amount of its average limit.

If the limit is taken as L, then at the end of n years the State must not have spent a sum
exceeding n X L. In other words, a State cannot during the nth year exceed its average limit by
more than a sum equal to the difference between n xL and the amount previously spent by it
during that year or the previous years.

Example in the event of the period to which the average limit applied being four years. 
A country having an annual average limit of I O might spend, for example:

In the first year ........... go
In the second year .......... 95
In the third year. .......... IIo
In the fourth year ....... ... o05

The same State, however, would not be allowed to spend Io5 in the first year, IIO during
the second; 95 in the third and go during the fourth.

Under such a system, the State may utilise the whole of the sum it is authorised to spend
during the period of the Convention.

If the expenditure for the four years is denoted by a, b, c and d respectively, and L is the
average limit for four years, the following conditions will have to be fulfilled:

First year ............. a < L
a + bSecond year........ . .... .. < L

2

a - b q- c < LThird year . ....... < L
3

a + b + c + d < L
Fourth year .......... <L

4

1 NOTE. - Major-General BARBERIS and M. WORBS point out that in any case the
supervision of expenditure on a juridical basis will not be final until after a long period,
which might perhaps amount to six or seven years, and that consequently this supervision
will be ineffective.

They feel it necessary to emphasise that this constitutes a vital defect in the system
contemplated by the Budgetary Experts.
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2. Fixing of a Percentage.

The fixing of a percentage for an annual excess beyond the average limit may be useful
in giving the Convention more flexibility, in view of the fluctuations in the expenditure level
that occur in all countries. It would prevent States being led to ask for very high limits above
their permanent requirements, and it would be in no way incompatible with the system considered
above. The utilisation of the percentage should, however, be made subject to the following
conditions: if L is the average limit for four years and p the percentage of excess, then a State's
expenditure should in no case have exceeded:

At the end of the first year: L + p.
At the end of the second year: 2 L + p.
At the end of the third year: 3 L + P.
At the end of the fourth year: 4 L.

Example. - Suppose a State has an average limit of Ioo and an excess percentage of 5.
The State can spend in the first year Io5.
Suppose in the second year the State spends go.
In the third year, it can then spend IIo but not II5, because there can be no question

of allowing it to utilise the percentage from the moment that its annual expenditure already
exceeds the average limit plus the percentage (Ioo + 5 - I05).
In such a case, it is clear that the State cannot spend more than 95 in the fourth year.

Allowance may also be made for the possibility of a State's not using in a given year the
whole excess percentage to which it is entitled. It will be seen from the above formulae that,
in such a case, the balance of the percentage may be used in the following years.

Example. - A State spends I02 in the first year.
It may spend Io3 in the second year, or I02 in the second year and ioi in the third

year, etc.

The point of this proposal is that, for each year of the period to which the annual limit
applies, it enables the maximum figure which each State must not exceed to be fixed automatically,
while allowing States to make use of all the rights conferred upon them by the annual average
limit, and makes it possible to ascertain each year that the States have not exceeded the figure
thus automatically fixed.
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Chapter XIV.

TRANSFERS 1 BETWEEN THE LIM:ITS
OF THE THREE FORCES.

The question of transfers (virements) between the limits of the three forces could arise
only if it should be found possible to separate the expenditure of the three forces with a
view to the special limitation of such expenditure.

This latter question has been dealt with in Chapter IX. According to the conclusions
of this chapter, if the Conference decides that separation of the expenditure on the three
forces should be verifiable on the basis of figures taken en bloc, in a high proportion, from
the audited accounts, this separation is not possible for all countries as their accounts are
at present made up. Such separation, however, is not of itself impossible, provided that
countries which do not at present keep separate accounts for the expenditure of each force
agree to institute such a system of accounts. Only in case the Conference felt it should
accept, for the separation of the expenditure on the three forces, a distinctly lower degree
of controllability than can be achieved in isolating the total expenditure of each State could
separation of the expenditure on the three forces be regarded as possible.

The Committee was in favour of dealing with the question of transfers between the
limits of the three forces in the event of the Conference's discussing the separation of
expenditure on the three forces. But this question will be dealt with only from the
theoretical standpoint, particularly as any attempt to deal with it in a concrete manner
would encounter difficulties of the same nature as those which were explained in
Chapter XIII in connection with the average limit of expenditure for a period of several
years and the annual percentage by which this limit might be exceeded.

The question must be examined from three different aspects, to which the three
subdivisions of the present chapter correspond:

A. Should the possibility of transfers between the limits fixed for the three
forces be admitted or not ?

B. How should transfers, if any, be effected ?

C. Between what limits could transfers be allowed ?

A. SHOULD THE POSSIBILITY OF TRANSFERS BETWEEN THE LIMITS FIXED BE ADMITTED

OR NOT ?

It might be thought that, once separation of expenditure for the three forces is decided
upon, no variation between the limits should in theory be admitted, as this would be
contrary to the very principles on which the decision for separation was based.

Nevertheless, due account should be taken of the difficulties which exist, especially
in certain States, in effecting separation. These difficulties, the importance of which
was recognised by the Committee in Chapter IX, were emphasised in the Expenditure
Commission by the representatives of China, Czechoslovakia, Estonia, Finland, Germany,

Japan, Persia, Poland, Portugal, the United States of America, and Yugoslavia.

1 The term " transfer " has been employed by analogy with the terminology adopted in the Naval
Agreements, in which reference is made to the possibility of transfers of tonnage between the different categories
of vessels subject to limitation.
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On the same occasion, it was also asked that, if the principle of separation were

broadly admitted, exceptions should be allowed, for example, for States whose national
defence expenditure does not exceed a given figure 1 or for those placed in special situations

(Polish proposal document Conf.D./C.D.24 1).

The Committee, having recognised in principle that the degree of controllability in

present circumstances which can be achieved in separating the expenditure on the three

forces for limitation purposes is distinctly lower than that which can be achieved in

verifying the total expenditure of each country, considers that if, notwithstanding this

difficulty, the Conference thought it advisable to decide in favour of the separation of the

expenditure on the three forces, there would be no grounds for agreeing, in the case of

transfers, to exceptions which would be contrary to the principle of equality between

the signatory States. On the contrary, the difficulties in the matter of separation might be

reduced for all countries if it were possible to make transfers between the limits allotted

to the three forces, and this possibility, which would be a mitigation of the actual principle

of separation, might facilitate its acceptance and systematic application. Allowance might

be made for the major difficulties adduced by some countries by agreeing in their case to the

possibility of larger transfers between the limits of the three forces. These problems would

ultimately have to be considered.

Another case considered by the Committee was that in which direct limitation of the

armaments of one of the three forces (say, naval armaments) should already have been

admitted for a number of States, and it was pointed out that, in this case, the limit for

expenditure on this force should correspond to the rights recognised to each State in the

other parts of the Convention, and that consequently no transfer of funds could any longer

be admitted, since it would upset the balance between budgetary limitation and the

limitation of material.

This is quite true, but it may be pointed out that, even in this case, there might be

fluctuations of expenditure which would make it advisable to authorise certain transfers

between the limits. In such cases, however, a very small margin should be fixed for possible
transfers.

The question was also raised whether transfers between limits should apply even to

expenditure on war material included in Head IV of the Model Statement in the event

of the limitation of expenditure on such materials being prescribed.

It was pointed out in this connection that the said expenditure being included in the
totals of expenditure of each of the three forces, should the possibility of transfers between

the limits of the three forces be allowed, these transfers will also apply implicitly to the

expenditure of Head IV.2

As, moreover, the question of the limitation of air material. has never been referred
to the Committee, it cannot deal with the question of transfer of the expenditure relating

to this material.

B. How SHOULD TRANSFERS BE EFFECTED ?

The Committee of Experts on Budgetary Questions, in Chapter I5 of its report, dealing
with " virements " as between the limits of the three forces, drew attention to a proposal
submitted to it to allow virement within narrow limits in the event of its being decided to
limit land, naval and air expenditure separately.

The proposal might take one of two forms:

I. A limit (A) would be fixed for the aggregate expenditure on the three forces
and separate limits (a, b and c) for the total expenditure on the several forces, limit A
being less than the sum of a, b, and c;

1 See Minutes of the National Defence Expenditure Commission, page 48.
2 In Chapter X of the report, the Committee has made a technical study of the problem of the separation

of expenditure on land and naval material. For similar reasons to those given for the separation of expenditure
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2. A separate limit would be fixed for the total expenditure on each of the forces,
but percentages of virement authorised between these three limits would also be
prescribed. These percentages would be fixed by agreement between the Powers
represented at the Disarmament Conference for each country in accordance with its
special situation.

The Committee examined the two forms of this proposal:

Theoretically, the first is characterised by greater elasticity. The difference between
the total of the three limits a, b .and c and the limit A for expenditure as a whole represents
as it were a reserve fund which can be transferred for the benefit of one or other of the three
forces, provided that the individual limit fixed for each of them is not exceeded.

In practice, however, each of the ministerial departments, or each of the component
services of a single national defence department, responsible for providing for the needs of
the three forces must of necessity know at the very beginning of the exercice on what sum
it can count with certainty. In the first place, therefore, it will be necessary to fix three
lesser limits a', b', and c', which together must equal limit A; these lesser limits will
represent the sums to be placed at the disposal of the ministries or services responsible for
the expenditure of the forces concerned, with the proviso that they may be raised to the
higher limits a, b or c through the transfer of sums withdrawn from the credits allocated
to the two other forces.

As the difference between a and a', b and b', c and c' can be easily converted into
a percentage of a, b or c, the first formula would in practice lead to the same result as
the second, which has the advantage of being more readily understood.

It might be set out explicitly in the following terms:

Transfers shall be allowed between the limits fixed for each of the three forces,
provided that the resultant increase does not exceed for each limit the following
percentages:

Land Forces. . . . .. x °
Naval Forces . . . . . y %
Air Forces . . .. . . z %

The percentage might, of course, be the same for the three forces.

C. BETWEEN WHAT LIMITS COULD TRANSFERS BE ALLOWED ?

The excess percentages to be applied to the limit fixed for each of the three forces
would have to be fixed by the General Commission and the percentages fixed should
be low.

Attention should be drawn to the fact that the question of transfers between the limits
of the three forces belongs to the group of four questions relating to the fixing of the limits
and that, consequently, the conclusions to be adopted for each of them should be examined
within the general scheme for the fixing of those limits.

These questions are so closely bound up with one another that any attempt to reach
separate conclusions which did not take sufficient account of the necessity for estimating
the total effects of such a mode of procedure might lead to situations differing greatly for
the various Powers, and likely also to affect appreciably the original relationship between
the expenditure on the three forces.

on the three forces, the Committee considers that, on this assumption, it would be necessary to admit the
possibility, within each limit for the expenditure on land and naval forces, of transfers between the respective
expenditure limits for land and naval material and the other expenditure of each of the land and naval forces.
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Account must, however, be taken of other factors which would ensue, more especially
from the difficulty of separating accurately the expenditure of the three forces. As has
already been shown, such separation frequently necessitates recourse to estimates based
upon subjective criteria which in consequence can only be approximate. In the present
report, moreover, we have examined certain problems relating to the value of material
supplied by one service to another and also to the volume of payments in arrears. These
problems would be calculated to affect variations in the limitation figures as between the
expenditure on each of the three forces. Though for the moment it is unnecessary to
dwell upon the relationship between these questions, the foregoing considerations point to
the need for great strictness in regard to the possibility of allowing derogations or of
permitting fluctuations in the limits fixed if the limitation of armaments by the budgetary
method is to produce effective results. In the case under consideration, it would appear
extremely desirable to fix the percentage of variation which might be authorised between
the expenditure on the three forces at a very low figure.

In conclusion, the Committee considers:

(i) That the possibility of transfers between the limits of the three forces should
be allowed in the case of a separation of the expenditure for the three forces;

(2) That the maximum limit within which transfers would be authorised should
be fixed in the form of a stated percentage of the limit fixed for the expenditure on
each force;

(3) That this percentage should be low.

NOTE BY MR. LYON.

i. I do not think that this chapter deals sufficiently with the question of principle
implied in the proposal to permit transfers between the limiting figures for the Land,
Naval and Air Forces.

2. The question, of course, only arises if separate limits are fixed for the three
services. With a single limitation figure covering all three services, it is obvious that
Governments will retain the right of dividing that limiting figure in any proportion they
like as between the three forces. New circumstances or an invention, for example, might
render one force much more important than another, and, with a single limiting figure and
complete right of transfer, a State could develop this force at the expense of the
less important force or forces.

3. The prevention of this operation appears to me to be one of the main principles
upon which the desirability of having separate limits for each force is based. The right
of transfer would tend to facilitate the very operation which separate limits are designed
to prevent. The proposal therefore appears to me illogical.

The proposal also appears to me to be contrary to the spirit of the resolution adopted
by the General Commission on July 23rd, 1932 (document Conf.D.I36(I)),
paragraph III 2 (a) of which states that "the Conference shall decide . . . what
systems of limitation . . . of expenditure will . .. prevent the measures of
qualitative and quantitative disarmament . .. from being neutralised by increases
or improvements in authorised armaments ".

4. The proposals, moreover, appear to me to be unnecessary. If a limiting figure
is adopted for each service, this figure, if the Convention is to be logical, must presumably
reflect in money the rights to armaments permitted to Governments under the other
sections of the Convention or elsewhere. If this is so, each service (Army, Navy, Air) will
have all the money it needs and no transfer seems to be necessary.



- 37 --

5. If the limiting figure is not constructed on the above basis, I do not feel in a
position to arrive at any opinion on the subject without knowing the principles upon which
the limiting figure will in fact be constructed. In any case, I do not agree with the reason
for proposing the right of transfer, as given in the report of the Budgetary Experts of I93I

(Chapter 15, paragraph 2): viz., that transfer should be permitted because a State cannot
foresee " the development of expenditure which will follow the technical evolution of the
respective forces ". This reason seems to be opposed to the principle of the resolution
of the General Commission quoted above.

(Signed) K. LYON.
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Chapter XV.

SPECIAL PROCEDURE REGARDING CERTAIN UNFORE-
SEEABLE AND EXCEPTIONAL EXPENDITURE NOT
INVOLVING AN INCREASE IN THE ARMAMENTS OF
THE COUNTRY INCURRING IT.

In Chapter II of this report mention was made of certain unforeseeable and excep-
tional expenditure not involving an increase in the armaments of the country incurring
it. When, for example, in consequence of natural disasters-such as earthquakes, cyclones,
tidal waves, floods, serious explosions, and epidemics-the armed forces are called upon
to assist civilians, their intervention entails additional expenditure under such heads as
transport, increased rations, and wear-and-tear of effects or of certain material. It is
possible, of course, that such expenditure may be wholly or partly repaid by the recipients
of assistance from the armed forces. Such natural disasters or accidents may also involve
the loss or destruction of naval units or military material, the reconstruction or recon-
stitution of which will entail additional expenditure. Again, the suppression of internal
disorders, civil wars, and revolts in distant possessions, and the protection of the imperilled
lives and property of nationals, may call for the intervention of the armed forces and
involve exceptional expenditure. Lastly, in consequence of the reduction of armaments
itself, Governments may be obliged, on account of the withdrawal of certain garrisons,
to compensate municipalities which have already incurred expenditure for the accom-
modation of the troops. The cancellation of certain contracts for supplies or buildings
-e.g., the cancellation of a contract for the building of a warship-may entail the payment
of large compensation.

The Technical Committee is not entitled to prejudge any questions that may arise
in regard to the legitimacy of any particular case contemplated above; and, considering
the matter from the technical standpoint alone, it expresses the opinion that the Conven-
tion would be lacking in fairness if it did not provide a procedure enabling States to have
such expenditure excluded from the figures they would be called upon to produce in
evidence of the fulfilment of their contractual engagements. The Technical Committee
therefore recommends the following procedure for such cases:

When a State is called upon during a year to meet extraordinary expenditure in
respect of the cases enumerated above, it must, as was stated in Chapter II, include the
expenditure in the Model Statement produced in evidence of limitation, but it may
indicate to the Permanent Commission the nature and amount of such exceptional
expenditure, and may prove by definite evidence that that expenditure does not represent
an increase in its armaments. 1

Having considered that evidence, the Permanent Disarmament Commission would
examine:

(a) Whether the expenditure in question had really been applied to one of
the exceptional cases referred to above;

(b) Whether it had enabled the country concerned to increase the strength
of its armaments.

1 As regards the nature of this evidence, see Chapter XX.
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The amount of the said expenditure would be deducted from the Model Statement
produced in evidence of limitation, unless the Permanent Disarmament Commission

established by a reasoned decision that one or other of those two conditions had not

been fulfilled. Should the Commission establish that part of the exceptional expenditure

had had the effect of enabling armaments to be increased, the amount of the corresponding

expenditure would be maintained in the Model Statement produced in evidence of
limitation.

Should certain of the events enumerated above assume such gravity as to threaten

the national safety, the provisions of Article 50 of the draft Convention would be applicable.

The Permanent Commission would have to consider and indicate precisely the possible

effects of this special procedure should there be an average limit covering several years

(see Chapter XIII). 1

1 NOTE. - Major-General BARBERIS and M. WORBS make the same remark as on
page 127 regarding the procedure proposed by the
Committee would confer on the Permanent Commission.
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Part VI.

INSTRUMENTS OF THE MACHINERY
OF LIMITATION AND PUBLICITY.

Chapter XVI.

THE MODEL STATEMENT.

A. FORM OF THE MODEL STATEMENT.

In Chapter III of the present report, the Technical Committee has demonstrated
the necessity for a uniform presentation of national defence expenditure by means of
an international Model Statement.

In Chapter IX, the Committee, when considering whether it was possible to separate
the expenditure of the three categories of forces (Land, Naval and Air) and expenditure
on land material as also that on naval material, incidentally studied the structure of
this Model Statement.

At the risk of repetition, it may be worth mentioning here both the original form
which had been given to this statement by the Committee of Budgetary Experts and
the conclusions which the examination of the documentation supplied by the States
enabled the Technical Committee to reach as regards the final form to be adopted.

1. The Model It will be remembered that the Model Statement proposed by
Statement the Committee of Budgetary Experts provided for publicity of

proposed by the defence expenditure in the following form:
Committee
Cof Bmittee (i) A table for each of the three forces.of Budgetary
Experts. (2) Each of the tables for the Land Forces and the Air

Forces was divided into five columns representing:

Expenditure on the armed forces stationed at home;
Expenditure on the armed forces stationed overseas;
Expenditure on formations organised on a military basis stationed at home;
Expenditure on formations organised on a military basis stationed overseas.
The total for the above forces and formations.

(3) The table for the Navy omitted the columns relating to armed forces
stationed overseas and formations organised on a military basis stationed overseas.


