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August 12,2005 

TO: Stephen J. Hadley 

c c :  The Honorable Dr. J.D. Crouch 

FROM: Donald R u m s f e l d 9 ,  0 . 
SUBJECT: Funds to help transform NATO 

Van Galbraith has come up with an idea that is described in the attached paper. I 
believe J.D. Crouch is familiar with it. Van has been talking to key people about it 

-- some at Treasury and elsewhere. 

My suggestion is that you folks take a look at it, and possibly have the PCC or the 
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Deputies' Committee take a look at it. It might be something that would be good 

to broach at an early NAC meeting at the ambassador level, or in a discussion, for 

example, at the informal NATO Defense Ministerial meetings in Berlin that are 

upcoming next month. 

I would appreciate it if you would take a look at it, and give me some guidance as 

to how you think we ought to proceed. 

Thanks. 

Attach: 4/29/05 Paper: "Money Needed to Transform N A T O  

DHRss 
081205-03 

FOUO 

f 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
Certified As Unclassified 
January 9 2009 
IAW EO 12958, as amended 
Chief, RDD, ESD, WHS 



FOR OFFICIAL USE ONLY

Money Needed to Transform NATO

NATO Is btifldlng an expeditionary capability. It has entered the War on
Tarorism and sent trots to Afghanistan -. the iutcation is to reduce da U.S. Forces in
4&fghanistan and merge them Into a NATO Command. A NATO lrainMg center is being
stootup S Iraq. NATO ships are ¡utadicting suspect maritime traffic in the
Mediterranean. NATO has 17,000 troops in ICosovo and retains an office In Bosnia.

The original puzpose of NATO, to defend !ope, ynnsinc but the War on
Terrorism reçúres NATO to be capable of projecting force end assistance outside of
Europe. To this end, NATO has crested a NATO Response Porco (NR?) w send upto
20,000 war fighters rapidly into a hostile foreign environment NATO's cqaditionary
experience, albeit limited, confuta the NRP's mission, and the vaine of a NATO
capability to the United States is manifest. Howeva, the cold reality is that NATO Allies
now Imow modern expeditionary wwfwc is cxpoesfVt The cost to Prance of its 45 day
peace-keeping nhitclon to the Congo (est. $500 million) and of containing the revolution
in the Cote d'ivoire ($675 million poe year) has caused Prance to hollow out forces and
cat back on ¡rocurement. The UK's operational tempo in Iraq, Afgbanitan, and the

k" has, caused delays in force modernization, e.g. aircraft carriers

This reality of inereased costs could soon render NATO impotent. Our Allies e
reluctant to respond to SACEtJR's force generations ShSlls of men and equipment
are the nile, not the exception, even though bòth are available to Allies. Moreover, the
United Stares often has to supply expensive enablers - airlift, logistics, combat services
and support, force protection, special forces Intelligence, etc. The United States bas
spent $2.5 billion per year to building Afghan National Anny (ANA), a prerequisite to
the U.S. and NATO reducing their forces ii Afghanistan. The Ailles spend relatively
linie for an ANA capability. The Italians were wiilhtzg to send 5,000 frocps to provide
security for the Afghan elections In September2004, but the United States bad to provide
airlift and logistical support at an estimated cost to the U.S. oESE mUllos. thder a MOU
with CENTCOM, NATO is spared millions in free protection for the NATO Provincial
Reconstnictlon Tains (PRTs) and S NATO forces in Kabul. A mitn sWay is
developing in Iraq. Allies would not be abk to stand up the 350 taimas for a NATO
training center without the perimeter protection and logistical support supplied by the.
United States at a large cost of uvops and money.

The chances for meaningful Increases in the defense budgets of our Allies nc nil.
Most have large budge deficits and senta! are in violation çflw EU 3% GD?
limitation. And time will not heal the wound. The macru economic oudook in Europe is
poor and it will take years before the U.S. economic locomotive overcomes the built-is
obstacles to European growth.

The defense hinds which were hoped to bave been recoiped by Allies cutting
Sot oriented defense cost have proved illusory. Transformation bas not and will not
generate sufficient resources to pull the Allies up above the defense poverty level.
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The Seactaxy Getterai of NATO, leap de Hoop Schafer end SACEPR, GeneS
loza, both cal! for common flinding of operational expenses by Mlles. They feel the
NEF may otherwise fail. If so, NATO would give way to ad hoc Coalitions of the
Willing with each nation paying ¡u own toop costs and t. U.S. patg for t. enablers
and logistics. Coalitions have worked e.g., twice in Iraq, but If NAiV bad its on
capital a NATO coalition would be broader and dewer, Allies would be one inclined to
send tvops and materiel If NATO assumed the cost. Moreover, the United States which
has the largest share cf the NATO military budget (22%) would bazcflt the most by not
having to pay the usual outsized portion of operational expenses. Thus, the United States
could save hundreds of millions or more by the Allies using NATO'S capital and not that
of the US. As significant, the reduction in te use of U.S. fornes and equipnnt would
be substantiaL

The U.S. ¡s sevetely cutting Its defense budgets to pay for operations io Iraq and
Afghanistan. U.S. procurement will continue to slip until these operations rim dons,
causing force nioderniation and wansformadoD to be adversely afectet Any reduction
in on outlays M support of NATO would be welcome elsevitere t ow detSse budget

Capi&rMg NATO

Today, using only the several guarante of the Ailles (not the jgg guarantees),
NATO could raise several billion os or dollars of long term flnancln& Presently,
nations can walk away from their commiuzient to the NATO budget With a bond fl
the nations' commitments will nur to the bond holden. TsI4ng the 11.5. (22%) and Allies
at their psesent abate of the NATO militwy budget, an nsnple of the terms could b

Amount l-3 billion, dollars or euros.

Marurìtv 30 yen single, bullet payment Acceleration In the event of default,

Tsaii Special pwpose of NATO.

Otiarantors: NATO, and each member severally liable up to its percentage oft.
military budget.

onn and Denominations: Bearer bonds of e.g., 51,000,000,5100,000 or
$50,000.

Prevavnient Prepayment pcnalty.

Jnterest rate; 4.5% - 5%. Payable every txnonths.

OfferiDg and Lis1ñni Offered internationally and listed on the Ixxetbowg
stock exchange.
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- (a) NATO's legal authority fbr it and its subsidky to issue th e m  the gmantcu to bcthc biading full faith and ncdit o f t k  
guaraatr*r 

undcrwritinn: Theizsucoftbcbondswouldbevndawnaea ' and sold by m 
i n d o n a l  syndicattof financial instiaficnr. 

. .  
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l r n c c a S t ~ C a p i t d i z h g N A T 0  

A A Congredod apppidon woddpbablyk nccessay to dow the U S  
Tnasmg to @wantee the US.portionofbcwdr ianred by N A T 0 d  thismay 
be d i f f i d t  Athrtbc receipt ofmy letter ( h i a d  16,2005) ths 
Undcmcmmy ofthe Tramry lloceptal in I long telephone Convaation 
~31.2005)thattheproposalshouldgtnsrrtcri~cantsavingstorhs 
U W  States aud he opined that Trasury would& "slrpportivc" in &g 
Congmsional approval to help the US. to 6nn mo&y and rcduce carualtia. 

B. 'betsathattbe Trcsslpy could borrowrtacbeaparrrtethaaNAT0 creates 
an llgrrmerd cha it would be Caesper fbr rho US. to supply tub toNATO 
insuadofitsguarcmttt, ?bisargumentMsfartworcasons. One,the 
amount saved by thc reduction in the U.S.% paying f6r tbc opuating apcnzes 
of other Allies dwuf3 the differrntial In &erest ntrr between NATO bond# 
and Txtamies. Second, whik the US. might be willing to supply NATO 
with 22?4 of IPL expanded military budget in cah, other nations win n e  and 
as the nations do not pay their sham, the amount paid by the US. would 
increase. For most nations it will bepoliticallyeaJia to issue agwlrantoc and 
if thc U.S. wa not to pdcipatc, &cjoiatpmj& would fall aput. 

C. It has bccn said the US. should not be II party to au effort by Alliesto 
cirnrmwnt thdrparUaments. Our reply is thathe U S  does what h must do, 
bul k W d  not ny to judge how othe demorsacics conduct their hmchg. 

D. Some pueStion how NATO will j i q  rtu iutcrcst and repay the pindpal on &e 
bonds; it bas no taxing power. The invcmm will be looking to the p m n z e  
and to avoid the embarrassment of having to make good on such guarmteg. 
ndms will pay into NATO marding tom agreed schedule. Ihe timds 
raised Win not be span immtdirndy and will bplt to work to e m  intaedt 
and ifintaat rates rist. to buybaok beads hdingklow the issue price. 
sometime b e f h  30 ymm NATO will do whatgovcnrmcnts usually&, 
~tfinance debt with mother issue ofbanda For every SI bilIion ofbonds a 
aunual inttrea cost of $45 to 50 million M a  b e e ,  dimlniskd by in- 
earned and repurchase pro& for a total cost of say $25 million per year, i.e. 
only S5.5 million fm the U.S. 
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The .Way Forwad 
~ 

It is oaen wid in Washington, by to& politid parties. that the W.S. should do 
mrc with NATO. Unless NATO is capitalhi, thae may sooil be vuy M e  it can do. 

. .  
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