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NATO Common Funds Burdensharing: Background and Current Issues

Summary

Member states of the North Atlantic Treaty Organization (NATO) contribute to the activities of
the alliance in several ways, the chief of which is through the deployment of their own armed
forces, funded by their national budgets. Certain commonly conducted activities, however, are
paid for out of three NATO-run budgets. These three accounts—the civil budget, the military
budget, and the security investment program—are funded by individual contributions from the
member states. The countries’ percentage shares of the common funds are negotiated among the
members, and are based upon per capita gross national income and several other factors. The U.S.
shares for the three funds, which have fallen over the past three decades, currently range from
about 22%-25%. Twelve central and eastern European nations were admitted into the alliance in
1999, 2004, and 2009. As NATO has expanded, it has incurred certain additional costs to
accommodate the new members. These costs are being shared by all, including the new countries.
In 2005, members of the alliance adopted new burdensharing arrangements; the U.S. leve,
however, was limited to its current share. Additional changes in the cost share formulas are under
review. Congresswill likely examine U.S. contributions to the NATO budgets in the context of
the Defense and State Departments’ appropriations.
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Introduction

Members of the North Atlantic Treaty Organization (NATO) contribute to the alliance in various
ways. The most significant means by far isthrough funding, in their national defense budgets, the
deployment of their respective armed forces in support of NATO missions. As the alliance has
undertaken enlargement in the post-Cold War period, current member countries have been
providing bilateral assistance to prospective future members. Defense analysts point out that the
NATO allies also contribute to mutual security in many other ways.*

Several NATO activities, however, are coordinated and conducted by the alliance's headquarters
in Brussels. These operations are directly funded by three common accounts: the NATO Military
Budget, the NATO Civil Budget, and the NATO Security Investment Program (NSIP). The funds
are maintained by direct contributions from NATO’s member states.” Individual shares of the civil
and military budgets remained unchanged for decades, while NSIP shares were adjusted every
few years based upon relative gross domestic product (GDP), per capita GDP, and several other
factors. In 2005, members negotiated new burdensharing arrangements for all three funds—for all
countries except the United States.

Twice a year, ministers of NATO member countries provide guidance on general use of NATO
resources. But the actual management of the accounts is conducted by various separate
committees. As their names imply, the three funds are responsible for separate, but often
complementary, activities.

NATO Civil Budget

The NATO civil budget supports the alliance’s Brussels headquarters and its international civilian
staff, which is responsible for policy planning of operations and capabilities, liaison with non-
alliance partner countries, and public diplomacy.® NATO's international staff is headed by the
Secretary General’s office, and consists of civilian employees of member countries, often
provided to NATO on 3-4 year details. Among other activities, this staff supports the work of the
North Atlantic Council (the governing body of the alliance) and its more than two-dozen
committees.

The civil budget covers standard administrative tasks, such as personnel, travel, communications,
utilities, supplies and furniture, security, and the NATO headquarters project, for which
construction began in 2009. In addition, this budget is used for several program activities,
including public information, civil emergency planning, and the work of the science committee.

! Funding levels for deployment are difficult to assess and compare, as they can be calculated in different ways. See
CRS Report 95-726, Defense Budget: Alternative Measures of Costs of Military Commitments Abroad, by Stephen
Daggett, June 16, 1995. The Pentagon has emphasized that alies make contributions to mutua security in anumber of
ways. See U.S. Department of Defense, Report on Allied Contributions to the Common Defense. A Report to the
United States Congress by the Secretary of Defense. July 2003. Washington, D.C. The Defense Department ceased
publication of this annual report after 2004.

2 NATO' s web site notes that “taken together, these budgets represent less than half of one percent of the total defence
budget expenditures of NATO countries.” http://www.nato.int/cps/en/natolive/fag.htm

3 NATO Handbook. NATO Public Diplomacy Division. Brussels. 2006. p. 59.
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The civil budget also has funded the non-military aspects of structures related to enlargement,
including the Partnership for Peace (PfP) program and the Euro-Atlantic Partnership Council
(EAPC).* Thecivilian side of these bodies sponsors activities intended to strengthen European
security through creating stronger political and economic systems in former-communist countries.
In addition, the civil budget funds activities related to the M editerranean Dialogue, the NATO-
Russia Founding Act, the NATO-Ukraine Charter, as well as relations with the European Union.

NATO’s civil budget is financed by all member states, usually through their ministries of foreign
affairs. The U.S. contribution is provided through the State Department’s budget (Contributions to
International Organizations). The U.S. current assessment is 21.7394%. In FY 2009 and FY 2010,
the U.S. contributed $66.1 million and $84.1 million, respectively. For FY 2011, the Obama
Administration requested a total of $90.2 million in its FY2011 budget.”

NATO Military Budget

NATO’s military budget is, in most years, the largest of the three accounts. More than half of this
fund is used to pay for operational and maintenance costs of theinternational military staff, its
headquarters in Mons, Belgium and subordinate commands in different NATO geographical
aress, including the Allied Command Operations (ACO) in Casteau, Belgium, and the Norfolk,
Virginia-based Allied Command Transformation (ACT). This budget also covers the cost of
administering the alliance's military-related activities and organizations, including the
international military headquarters, the Airborne Early Warning and Control System (AWACYS)
fleet operations, which accounts for a significant portion of the U.S. share; the NATO pipeline
(referred to as the Central European Operating Agency); and the Maintenance and Supply
Agency.

Thelevel of the NATO military budget is reviewed and approved annually by the North Atlantic
Council. Individual member state contributions to the budget are based on a cost-sharing formula.
According to DoD, “The U.S. Ambassador to NATO and the Office of the Secretary of Defense
areresponsible for negotiating the cost share with NATO.” The U.S. contribution to NATO's
military budget is provided through the Department of the Army’s Operations and Maintenance
account (Support for Other Nations). The U.S. shareis approximately 25%. In FY2009 and

FY 2010, the U.S. contributed $408.051 million and $430.381 million, respectively. The Obama
Administration requested $ 462.488 million in its FY 2011 budget.®

“ Created a theinitiative of the United Statesin January 1994, PfP isintended to promote and develop concrete aspects
of security cooperation in Europe, aswell asto help interested countries prepare for NATO membership. In 1991, the
North Atlantic Cooperation Council was established to permit political consultation on security matters between NATO
and former Warsaw Pact countries; it was changed and renamed—the EAPC—in May 1997.

® U.S. Department of State. Congressional Budget Justification. Fiscal Year 2011 (Contributions to International
Organizations). Washington, D.C. p. 599.

® U.S. Department of Defense. Department of the Army. Fiscal Year (FY)2011 Budget Estimates. Operations and
Maintenance, Army. Justification Book. Val. I. February, 2010. pp. 474 and 479.
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NATO Security Investment Program

Formerly known as the NATO Infrastructure Fund, this program in the past was responsible
chiefly for funding military installations and construction projects. In May 1993, the functions of
the program were changed significantly to reflect the alliance’s new security policy. Known since
December 1994 asthe NATO Security Investment Program (NSIP), the fund’s activities have
been steered away from a static defense posture, appropriate during the Cold War, toward crisis
control, anti-terrorism and other tasks, which require more rapid force mobility and flexibility.

Accordingly, the NSIP budget now involves the collective financing of a wide variety of NATO
support functions, including, for example: command, control, communications and information
hardware and software; logistics activities; harbors and airfidds; training installations;
transportation; and storage facilities for equipment, fuel, and munitions. I1ts work is managed by
the NATO Infrastructure Committee, and individual projects are implemented by host countries
or NATO agencies or commands.

Because NSIP projects may be located in any of the member countries, this program has tended to
be somewhat more politically sensitive than the other two. Infrastructure and other NSIP projects
are decided upon through a priority planning process. Specific projects are generally awarded on
the basis of competitive bidding, and, once completed, undergo NATO-controlled inspection and
auditing.

According to the U.S. Department of Defense (DOD), the focus on new NATO missions and the
resultant redirection of NSIP activities have been relatively advantageous for the United States.
Among other benefits, a change made in May 1993 to the “ program’s funding criteria for
facilities construction and restoration all but eliminates NATO facility funding for the European
allies but continues full support for U.S. requirements at European bases.”” NSIP also helps fund
U.S. storagefacilities in Europe, as well as U.S.-based facilities for American reinforcement
forces assigned to NATO. DOD has noted that the United States has benefitted from NATO
infrastructure support for several military operations, including the 1986 air strike on Libya,
Desert Storm, Provide Comfort, Deny Flight, peacekeeping activities in the Balkans, as well as
military operations in Afghanistan and training in Irag. Finally, the Pentagon notes that U.S.
compani es have been successful in bidding on NSIP contracts.

In the 1990s, NSIP funding shortfalls were anissue. According to DOD, Congress had
“substantially reduced the Department’s budget request ... [and] a large number of U.S.-unique
projects could not be considered for NATO funding.” Pentagon officials state that in the post-9/11
defense budget environment, this has ceased to be a problem.®

NSIPis used in support of out-of-area NATO military missions. The U.S. Department of Defense
notes that “the highest Alliance priority is to support on-going military operations in Afghanistan,
the Balkans, and Irag.”®

" U.S. Department of Defense. Fiscal Year 2009 Budget Request: Summary Justification. Washington, D.C. February 4,
2008. p. 222.

8 lbid.
° Department of Defense. Military Construction Program FY2011 Budget. North Atlantic Treaty Organization
Security Investment Program. January 2010. p. 4.
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With the addition of two new members (Albania and Croatia), and the reappearance of Francein
the alliance's integrated military command structure in 2009, the U.S. share of the NSIP projects
is 21.7%, which represents a slight decrease from earlier years. The United States provides funds
to NSIP through the military construction appropriations. In FY2009 and FY 2010, the total U.S.
contributions were $330.867 million and $197.414 million, respectively. For FY 2011, the Obama
Administration requested an appropriation of $258.884 million for NSIP™°

Common Funds Burdensharing Issues

The majority of NATO-related expenses incurred by member states arises from the deployment of
their own armed forces. For this reason, the burdensharing debate in the United States has tended
to focus not so much on NATO’s common funds, but rather on the extent to which established
allies have been restructuring their forces and acquiring new military capabilities that enable them
to respond to both NATO's traditional ArticleV, aswell asits new, non-Article V missions—
particularly Afghanistan—and on the ability and willingness of the newer members to modernize
their militaries, make them interoperable with alliance standards, and develop niche capabilities.™

As noted above, the three NATO common accounts are funded by contributions from the member
states. How have these national shares been determined in the past? The 2001 NATO Handbook
noted that

[b]y convention, theagreed cost-sharing formul ae which determine each member country’s
contributionsare deemed to represent each country’ s“ahility to pay” . However the basisfor
the formulae applied is as much political asit iseconomic.'?

In May 1998, the U.S. Government Accountability Office (GAO), responding to a congressional
request, issued a report on the history and apportionment of NATO common funds shares.™
According to GAO, NATO cost shares had not been reviewed regularly, but had been changed in
response to requests from individual member states, or to major events, such as changesin
membership. Like all NATO decisions, burdensharing arrangements are based upon members
CONSensus.

NATO has revised relative member contributions based on “event-driven” changes. The GAO
cited thefollowing: (1) the 1966 French withdrawal from the military command, described
below; (2) the admission of Spain in 1982 (and the more recent enlargements in 1999, 2004, and
2009), for which shares were renegotiated among all members; and (3) Canada’s 1994 unilateral
50% reduction of its NSIP contribution, for which several European member countries agreed to
defray the cost among themselves.

19 The FY 2009 budget authority included a $100 million Overseas Contingency Operations appropriation. Department
of Defense. Military Construction Program FY2011 Budget. North Atlantic Treaty Organization Security Investment
Program. January 2010. p. 3.

1 Seg, for example, CRS Report RS21659, NATO' s Prague Capabilities Commitment, by Carl Ek.

12 North Atlantic Treaty Organization. NATO Office of Information and Press. NATO Handbook. Brussels, Belgium.
2001. p. 204.

3 U.S. Genera Accounting Office. NATO: History of Common Budget Cost Shares. GAO/NSIAD-98-172. May, 1998.
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In addition to changes caused by specific events, the alliance has periodically subjected sharesto
comprehensivereviews. In the early years of NATO, the alliance agreed to split up members
shares by grouping countries according to their economic strength, and then assigned members
within the different groups identical shares, referencing those countries’ contributions to the
United Nations. In 1952, the three largest member states (the United States, the United Kingdom
[U.K.], and France) each paid 22.5% of the budget, while the other countries were assessed
according to their ability to pay (i.e, their relative GDP). In 1955, NATO determined that each
country’s future contribution would be based on its average past expenditures for the civil and
military budgets, and also agreed not to continue to review cost shares annually. Since then,
relative shares of the civil account have remained unchanged.™

The military account was revisited in 1965, when the U. K. requested areview of that budget to
take into account changed relative economic conditions among member states. The following
year, France withdrew from the NATO military structure, and reduced its contributions (since
made on a unilateral, ad hoc basis); this change was accommaodated by prorating shares among
the other members. The net effect of both the British-requested review and the partial French
pullout was a small redistribution of shares of the military budget.™

Shares of the NSIP account have been examined somewhat more frequently. The changes have
been made through negotiations, but the compl ete rational es behind the share revisions have not
been made public. According to GAO, the alliance has sought to achieve an equitable distribution
of NSIP cost shares by considering several factors: (1) members’ capacity to pay; (2) benefits of
use of NSIP projects that accrueto individual members; (3) economic benefits of construction of
NSIP projects in member countries; (4) non-infrastructural security contributions made by
individual countries; and (5) “various political and economic factors.”*® In addition, the alliance
reportedly takes into account the scope and sophistication of member nations' defense industries.
These criteria are not, of course, fully quantifiable; NATO has sought to devel op such hard-and-
fast, objective guidelines, but has been unable to achieve consensus. Therefore, GAO concluded,
“the setting of cost shares is essentially accomplished through negotiations.” NSIP cost shares
were last reviewed and revised in 1990. However, in early 2004 the alliance’s European members
agreed to standardize the percentages that each participating nation contributes to the military
budget and NSIP.

When burdensharing contributions are negotiated, the alliance reportedly has taken into
consideration the United States' worldwide security responsibilities. For example, the 2003 U.S.
contribution to the NSIP budget was 23.8%—not too far above Germany’s 19.8%. But that same
year, U.S. GDPwas $10.3 trillion, while the combined GDP of the other 18 NATO allies was $8.9

¥ When Spainjoined in 1982, its share was negotiated, and the other members’ shares were prorated accordingly.
Shares were similarly reapportioned after the 1999, 2004, and 2009 enlargements.

Bin April 2009, a the alliance’s summit in Strasbourg, France and Kehl, Germany, France formally announced that,
after a43-year absence, it would rgjoin the NATO integrated military command structure. See CRS Report R40454,
NATO'’ s 60th Anniversary Summit, coordinated by Paul Belkin.

18 Although the GAO report does not describe these factors, a 1990 Cato Institute report identifies several likely
variables, including “numbers of active-duty, reinforcement, and reserve military personnel and amounts and types of
equipment and weapons systems each member-state contributes, [and] ... such less quantifiabl e factors as the member-
stat€' s geographic proximity to thelikely points of engagement...."” See NATO in the 1990s: Burden Shedding
Replaces Burden Sharing. By Rosemary Fiscarelli. Foreign Palicy Briefing. CATO Institute. June 26, 1990. p. 2.
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trillion. If NATO common funds assessments were based solely on GDP, the U.S. share that year
would have been 53.6% and Germany’s would have been 9.8%."

In addition, policy analysts long have argued that alliances save money. The 2001 NATO
Handbook, for example, noted that “to arrive at a meaningful conclusion” on the cost of
belonging to the alliance, “each member country would have to factor into the calculation the
costs which it would have incurred, over time, in making provision for its national security
independently or through alternative forms of international cooperation.”*®

Nonetheless, thetotal size and individual shares of the common funds have been the subject of
discussion in recent years. Prior to the 1999 enlargement, analysts estimated the cost of adding
new members at between $10 billion and $125 hillion, depending upon different threat scenarios
and accounting techniques. Some Members of Congress expressed concern over these cost
projections and were also worried that the United States might be left to shoulder a large share of
the expenditures; they questioned whether existing burdensharing arrangements should continue
and suggested that the European allies should be encouraged to assume a larger financial share
for the security of the continent. However, a NATO study estimated that enlargement would
require only $1.5 billion in common funds expenditures over 10 years, and a Pentagon study
concurred. It was further forecast that the 2004 round of enlargement would cost a similar
amount, “with greater benefits’ to U.S. security. Furthermore, the addition of ten new
contributors to the NATO common funds actually reduced the percentage shares of the
established members—including the United States.™

In preparation for the Bucharest summit in April 2008, NATO staff prepared estimates of the total
cost and the cost-sharing implications of a new round of enlargement. NATO staff concluded, and
aliesinformally agreed, that the methodol ogies and assumptions used to estimate costs and cost
sharing arrangements in prior rounds of enlargement were still valid, and that the addition of new
members in 2009 would not entail significant costs. The main expenses likely to be charged
directly to the alliance’'s common military budget would be for air defense upgrades,
improvement of in-country facilities (mainly airfields for deployment), and the procurement of
secure communications between NATO headquarters in Brussels and M ons, and capitals of the
new member countries. Any other common-funded projects in new members states would be
assessed and funded in terms of their contributions to NATO capabilities or support to ongoing
missions and are not directly attributable to enlargement.?

In mid-2005, after reviewing existing burdensharing arrangements, NATO'’s Senior Resource
Board recommended a new formula that seeks to be “fair, equitable, stable, and objectively based,
... [with] an automatic mechanism for regular updates.”** The new formula excludes from its

Y Data are from the website of the Organization for Economic Cooperation and Devel opment (OECD).

8 p, 202.

® CRS Report 97-668, NATO Expansion: Cost Issues, by Carl Ek, February 26, 1998. U.S. Department of Defense,
Report to the Congress on the Military Requirements and Costs of NATO Enlargement. Washington, D.C. February
1998. U.S. Congressiona Budget Office. NATO Burdensharing After Enlargement. Washington, D.C. August 2001.
U.S. Department of State. Bureau of European and Eurasian Affairs. Fact Sheet: The Enlargement of NATO.
Washington, D.C. January 31, 2003.

2 CRSinterview of U.S. Department of Defense official, January 11, 2008.

2 NATO Common Funding. New Cost Share Arrangements For Civil Budget, Military Budget and NATO Security
Investment Program and Review of Burden Sharing Arrangements. NATO Senior Resource Board. Memorandum. July
22, 2005.
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calculations the United States, which negotiated a celling for its cost share percentages at the
existing rate. The allies also agreed that if new members join the alliance, U.S. contributions
would decline on a pro rata basis.

The new pro rata apportionment will apply to cost shares after the limited U.S. share has been
subtracted. The military and NSIP budgets would be similarly adjusted to account for French
participation. The formula is being based on gross national income (GNI) data, representing an
average of figures using current prices and data measuring purchasing power parity, both taken
from the World Bank’s World Devel opment Indicators. The formula will use a two-year rolling
average of each country’s GNI to smooth out annual fluctuations. The revised cost share plan was
introduced in January 2006, and is being gradually phased in over a 10-year transition period.

After additional review, NATO staff recommended in mid-2006 that future burdensharing
arrangements take into account several other factors besides GNI, including nationally provided
staffing for critical NATO operational activities, NATO Airborne Early Warning, benefits from
NSIP and other projects, and NATO staffing levels. It was recommended that NATO biennially
review each nation’s contributions to specified NATO operations over the previous four years and
adjust thefinal share according to those contributions.

In recent years, the cost issuein general has received relatively little attention from policymakers
and the media. The focus has instead been on (1) specialized capabilities that new and existing
members can bring to the alliance, (2) member states' willingness to contribute military assets to
aliance operations, particularly in Afghanistan, and (3) operational restrictions (known as
caveats) that member states place on their national contingents. In their February 2010 mesting,
NATO defense ministers approved measures aimed at balancing the alliance’s budget, and also
“committed to inject additional resources into the budget this year, as well asto modernise how
NATO does its budgeting and looks for savings whereit can.”#

The second session of the 111™ Congress will likely review the new burdensharing
arrangements—as well as U.S. contributions to the NATO budgets—in the context of the Defense
Department and State Department appropriations.

2 Allies Agree Budget Package. February 5, 2010. NATO web site. http://www.nato.into/cps/en/SID-51C82DB3-
2C65FB8E/natolive/news _61313.htm
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Table |. NATO Common Budgets Contributions and Cost Shares,Arrangements
Valid From Accession of Albania and Croatia Until December 31,2009

(expressed in percent, with all 28 members contributing)

Member State Civil Budget Military Budget NSIP

Albania 0.0685 0.0685 0.0685
Belgium 2.3474 2.6424 2.6424
Bulgaria 0.3178 0.3162 0.3162
Canada 5.7484 5.0000 5.0000
Croatia 0.2550 0.2550 0.2550
Czech Republic 0.8800 0.8823 0.8823
Denmark 1.3203 1.7935 1.7935
Estonia 0.1018 0.1015 0.1015
France 12.9844 12.4002 12.4002
Germany 152315 16.6027 16.6027
Greece 0.64709 0.6500 1.1029
Hungary 0.6678 0.6700 0.6700
Iceland 0.0655 0.0550 0.0250
Italy 7.4757 7.8609 8.2550
Latvia 0.1337 0.1337 0.1337
Lithuania 0.2039 0.2043 0.2043
Luxembourg 0.1246 0.1587 0.1587
Netherlands 3.1862 3.3753 3.3753
Norway 1.2780 1.6051 1.6051
Poland 2.3705 2.3697 2.37697
Portugal 0.7974 0.6500 0.6500
Romania 1.0057 0.9986 0.9986
Slovakia 0.4205 0.4188 0.4188
Slovenia 0.2451 0.2447 0.2447
Spain 4.2958 4.2297 4.2297
Turkey 1.9935 1.8000 1.8000
United Kingdom 14.0937 12.0420 12.0420
United States 21.7394 224712 21.6542
Total 100.0000 100.0000 100.0000

Source: NATO.
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