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Foreword

As the Sovict cconomy continucs to deteriorate, more and morc attention is
being given o the notion that at some point the leadership might attempt

to prop up the Soviet Union's faltering economy by shifting some resources
from arms production to civilian cnd uses.

To be sure, there is no evidence that any resource shift is under way, or
cven that Soviet leaders are seriously contemplating onc; the dominant
feature of Sovict defense spending has been the persistence of its growth,
Nevertheless. as cconomic problems mount—and as the strugglc for
leadership intensifics in Moscow—the possibility of a resource shift
requires that Western policymakers have some grasp of the Sovict system’s
technical capacity to accommodate such a shift if. in lact. a decision of this
s0rt were Lo be reached or even considered.

Apart from ideological imperatives. perccived national security nceds. and
the personal commitment of Soviet Icaders to growing military power, the
very structurc of Sovict defensc plaaning and production, which is vastly
diffcrent from ours, contributes heavily to the momentum-of defensc
spending tn the USSR and makes any shift of resources out of the defense
scctor morc difficult than would be the case in a market economy.

In the United States. the allocation of resources for the production of both
guns and butter is carried out in the free market. Government’s role is to
allocate enough money to provide the mintmum number of guns judged
necessary 1o assure the national security. A political decision to expand or
contract the US military sector, once reached, is implemented merely by
raising or lowering the defensc budget. The frec market then reallocates re-
sources, and it 1s an cfficicnt mechanism for doing so. By contrast, the cn-
tire Sovict system—with its fivc-ycar plans, its comprehensive resource-
allocation process. its command cconomy-—is designed and managed by the
goverament 10 provide a high priority 1o defense production. A political
dcecision 1o alter the guns-vs.-butter ratio requires far morc from the
goverminent than merely a budgetary adjustment: production plans must be
changced: financial. material, and human resources must be reallocatcd:
production must be rescheduled in government plants: and the actual goods
and scrvices that emerge must be given prices and assigned to customers—-
all by government officials.
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After brielly outlining the Soviet industrial structure, this paper cxamines
the technical capacity of the Soviet Union to shift resources {rom military-
related production to civilian end uses—assuming a Politburo decision to
attempt such a shift. 1t cxamines the time that a significant resourcc shift
" would requirc and thc impact of such a shift on the Sovict Union's
economic performance and military prowess. After outlining the role of
Western economic assistance in maintaining the Sovict Union’s current
resource allocation scheme, this paper discusscs the difficultics that the US
Intelligence Community would have in detecting and monitloring a rc-
source shift from arms production to civilian cnd uses.




Key Judgments

Can the Soviets - -

“‘Stand Down™ Mili(arily’.’

On the basis of observed military activity, we expect that Soviet defense
spending will continue to grow 4 to 5 percent a ycar through at lcast 1985,
Sustaining this policy over the long term will be increasingly difficult,
however, especially if economic conditions worsen beyond our projcctions.
Indeed, a new leadership by mid-decade will ‘eel grealter pressure (o reduce
the growth ratc of defense expenditures to frce up labor. capital, and
materials—-resources urgently needed in key civilian scctors

An absolu’lc cut in defense spending on the order of 20 percent by 1990—a
hypothesis discussed in this paper—could result in meaningful cconomic
changes. A gain in per capita consumption growth of up to one perecentage
point a year would be likely, and there could be a moderate increase in the
growth of GNP. We believe such an abrupt shift is highly unlikely in the
short run. I{ it were made at all, it would be phased in gradually after
1985. ’

Absolute cuts would almost immediately free up raw materials and some
semifinished goods su¢h as high-quality steels, construction matcrials,
chemicals, and fuels. Thesc could help eradicate bottlenecks in such critical
economic sectors as cnergy, agriculture, and transportation. Many military
production [acilities could begin prod-icing goods for the civilian sector
within a reasonable period of time. Capacity currently used in.armored
vehicle and tank production, for example, could be converted in roughly a
year to support increased production of a broad range of civilian vehicles—-
for example, railway rolling stock, tractors. trucks, and construction
cquipment

Absolute cuts in military programs would probably impact most on theater
air. naval, and“land arms. possibly causing a major restructuring of
missions and postponing replacements. The Sovict strategic forces could
emerge refatively intact

The military wculd object strongly to a resource shift of this magnitude,
but the objcctions would be manageable once the Politburo decision was [i-
nal. (s)

The credit. goods, food. and tcchnology provided by the West have helped
Moscow maintain its current resource allocation scheme. If the West werc
able 1o deny or limit Moscow’s access 1o these forms of assistance. pressurc




would be increased on the Soviet leadership to shift resources from arms
production to the civilian cconomy. By curtailing the Soviets' import
capacity—primarily by restricting credit but also by hampering their oil
and gas production and thus their hard currency cxports—the West would
further raise the cost to the USSR of maintaining its present resource
allocation policy.

ft is, of course, impossibie 10 say for certain that the Soviets would respond
to Western pressure by shifting resources. However, it is important to notce
that in some instances they have deemed a shift 1o be in their best interests
and have directed the military-industrial complex to support the civilian
economy.
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Can the Soviets~
“Stand Down™ Militarily?

The Syviet ladustrial Structure
The Planning Process

Sovict military-industrial policy is established by a
small group of senior officials, many of whom have
long experience in dealing with defense issucs. These
officials are advised by the military and by several
government agencies, which in turn formulate pro-
grams, plans, and budgets to implement policy deci-
sions. Military programs arc given considcrable mo-
mentum by the vested interest of key officials, tac
policymaking and planning process itself, and resist-
ance to change within the production system

Key Officials and Organizations.

The ultimate decisionmaking authority resides with
the Politburo. the chief executive body of the Commu-
nist Party. The Politburo includcs the top officials of
both the party and the government and considers the
full range of domestic and forcign policy issucs. Many
of the important decisions on military-industrial mat-
ters. however, probably are made by the Dcfensce
Council, which is composed of the hall dozen top
party and government officials with national security
responsibilities. With Brezhnev as its chairman, the
Defense Council operates by consensus, so that mem-
bers are collectively responsible for decisions. The
Council of Ministers, which is in charge of the
cconomy. claborates policy decisions and is responsi-
ble for ensuring that the cconomy mecets the military
requirements approved by the Defense Council

Policvmaking bodics are scrved by a large number of
military. parly. and government organizations that
are collectively responsible for the planning and over-
sight of military-industrial activity. Four of these
organizations significantly influence policy decisions
and cxert primary control over their implementation:

o [he General Staff of the Ministrv of Defense. the
main executive organ of the armed forces. 1t appar-
enth serves as the seeretariat for the Defense

-Council—providing agendas. lists of attendeces, and
decision papers. 1t prepares threat assessments that
arc used to assess defense requirements, and it
preparcs and defends military plans for the procurc-
ment of weapons and rclated material.

The Military-Industrial Commission (VFPK). con-
sisting of the top cxccutives of Sovict defense indus-
trics and a supporting staff. The VPK monitors the
work of the nine defense industrial ministrics and
coordinates party and government decisions for the
development of major weapon systcms. It also close-
ly monitors weapon programs. cnforcing schedules
and cnsuring that technical and performance speci-
fications arc mcl.

The State Planning Committee (Gosplan), the na-
tional cconomic planning agency. is the final techni-
cal authority on the ability of the economy to mect
overall military necds. It has a military-cconogic
department—manncd in part by officers from the
General Stalf—which coordinates with the civiliag
scctors of Gosplan and enforces military priorities in
the economic planning process.

e The Party Ceniral Committee apparatus—especial-
ly its Dcfensc Industrics Department. Central Com-
mittee departments help goverament agencics inter-
pret policy decisions when plans and programs arc
prepared. These departments alsa maintain
indcpcndent party channcls rcaching into all levels
of Sovict military and industrial organizations. )
through which they gather information on compli-
ance with the leaders’ dircctives.

Officials from these organizations cooperatc closely

on militarv-industrial matters. They resolve conflicts
through compromisc or. failing that. through appeal
to scnior officials




The organizations that impicment decisions- the

- military scrvices and industrial ministrics —influence
policy through their special expertise and their control
over information. The scrvices originate requirements
for ncw weapon systems, and cach competes with the
others for missions and resources. Military officers
stationed at development and production cstablish-
ments enforce military claims and maintain high
standards of quality control Officials of the industrial
ministrics have information on development and pro-
duction capabilities that is not routinely availabie 10
the top Icaders and planners

Crucial positions at all levels in the military-industrial
complex usually are occupied by officials with long
experience in defensc affairs. Brezhnev was responsi-
blc in the party for defense industrial matters before
hc assumed the leadership, and current Minister of
Dcfense Ustinov has been a defensce industrial man-
ager since the 1930s. Frequeatly. key officials in
planning and managemcent agencies arc recruited
after successlul carcers in defensc industry or the
military, and somectimes they move between major
agencics. Important military industrial managers usu-
ally have long tenure and wicld considerably more
influence in party and government channcls than their
civilian industrial counterparts.

Plans, Programs, and Budgets

Defense Plans. Soviet defense plans sct forth the
principal goals and lines of development for military
forces. The 15-ycar perspective defensc plans deal
with broau goals rather than specific programs. The
more dctailed five-year and annual defense plans arc
prepared by the General Staff on the same cycle as
the corresponding national economic plans. (The Sovi-
ct five-year defense plan is presumably reviewed and
adjusted periodically, but it is not completcly revised
and cxtended cach year as ts the US Five-Year
Dclense Plan.) Gosplan and the VPK review the parts
dealing with procurement of weapons and other mili-
tary matericl before the plins arc submuted (o the
Defense Council

We belicve the five-vear defense plan contains:
« A threat projection chat dentifies foreign mihtary
srengrhs and weaknesses

e An anatysis of current Sovier military capabilitios

Tt

* A sct of<argets for improving the C:;‘l_(l{)-llil-ic\' and
~ mceting the threats. o e

The plan probably shows projcctions of militiry ex-
penditurces and manpower requirements and the share
of national ccanomic resources that will be required (o
fulfill the targets. This information would cnables the
Sovict lcaders to assess in general the potential costs
of their dcfense programs

Economic Plans. The praduction necded to mect all
civilian and military requirements. including thosc of
wcapon programs, is organized and dirccted by cco-
nomic plans. Fivc-year and annual cconomic plans
cstablish production targets. and annuai plans allocate
tie material resources necessary 10 meet these targets.
The cconomic planning process affords the best oppor-
tunity to assess tradc-offs between military- and
civilian-industrial claims, but the ability of decision-
makers (0 make such asscssments is iimited by the
planning procedures

Gosplan and other agencics participating in economic
planning do not have the technical capability to
compare all potential resource applications when
making plan assignments. Instcad, Gosplan tends to
allocate resources scquentially. {n plan preparation, it
takes carc of military requirements first, relying on its
military-cconomic department to develop the specific
production and supply relationships within the defense
industries. Once these requirements have been estab-
lished, officials resist adjusting cconomic plans be-
cause cach change requires further changes through-
out complex actworks of production and supply
relationships. When plans must be adjusted. Gosplan
tcnds to apportion available resources according (o the
priority of the user—again favoring the military.

The military also has scveral advantages in disputcs
with civilian intercsts. Because of the priority cnjoycd
by the military. civilian economic planning officials
usually cannot cffectively challenge specific military-
industrial uses of resources. When they <o attempt a
challengc. the decision is usually governed by political
rather than cconomic considerations. General Staff

ty




and other defensc officials have wide access Lo civilian

industrial plans. They participate and wicld consider-
able influence in the resolution of disputcs over
resources.,

These characteristics of the Sovict decisionmaking
process impart considerable momentum to military
programs. They limit the ability of civitian claimants
(cxcept at the highest fevels of the leadership) to
challenge the military's priority access o resources,
and they promote a basic contlinuity in the develop-
ment of Sovict military power.

The Production System

There are three types of industrial plants in the Sovict
Union: thosc that produce primarily military cquip-
ment, those that produce military cquipment plus a
substantial amount of civilian equipment (called dual-
use plants). and those that produce civilian cquipment,

There arc morc than 1.000 production (acilitics under
the control of the defense industrial ministries. The
Soviets «. Ticially categorize nine of their 63 ministrics
as “"defensc industries™ (table 11. Over 100 final
assembly plants manufacture the bulk of major weap-
ons systems. These production facilitics arc supported
by several thousand producers of major components
and combal support cquipment

Dual-Use Plants

Several hundred plants produce both military cquip-
ment and a substantial amount of civilian cquipment.
For example:

« The Kirov Plant in Leningrad is the Soviets largest
producer of marine gas turbine cngines. supplying
the GTU-20 turbinc for civilian freighters and the
TV-12 turbine for submarines. It also produces the
T-700 heavy tractor for Soviet agriculture and is the
prime developer and prototype producer for the
T-64 tank. According 1o one {ormer plant cmployce,
the T-700 tractor linc can be converted 10 tank
production within 48 hours.

At lcast one submarine building vard produces’pipc
W transport ¢l 2nd gas.

. Kazan Aviation Plant 22 (producer of the Backfi:e
bomber) alsaproduces the IL-62 civilian transport”
aircraft and has produced some consumer good:

Dual-usc plants fall under the control of their respec-
tive industrial ministrics. Tank plants arc under the
Ministry of Dclense Industry. while shipyards are
under the Ministry of Shipbuilding Industry. Sovict
organization and bookkeeping practices do not single
out dual-usc plants for unique forms of control

Civilian products made at defcnse plants may or mu
not be the same products made in civilian indgslry:

* Clectronic components generally are not produ\*gd
outside of the Ministry of Electronics Industry---y
“defensc industry.” Thus there is no civilian indus-
try available for comparison. Maay of the types of
computers made by the Ministry of Radio Industry
(MRP) are delivered 10 both military and civilian
custoraers and have no identical counterpart made
by the civilian Ministry of {nstrument Making. The
Kazan Computer Plant of the MRP is the solc
produccer of the ES.1030 computer. Although its
developmeat and cntry into production were under
the aegis of the VPK, the ES-1030 has been pro-
duced for both civilian and military customers.

The Ministry of Defense Industry producces the
same type of rail cars, locomotives. turbines. and
steel as the civilian ministrics of Transport Machinc
Building. Power Machine Building. and Ferrous
Mcuallurgy. For cxample, Nizhniy Tagil Plant 183.
the producer of the T-72 tank. also makes rail cars
very much like those produced at civilian plants in
Dncpr\odcrzhinsk and Kaliningrad

The quality and cost of civilian production at defensc
plants may differ from those of similar production at
civilian plants. depending on several circumstances:

« Consumer goods produced at defense plants as a
small sidclinc have a reputation for greater reliabil-
ity and quality than identical products from civilian
plants. This is probably becausc defense plants
temporarily divert some sophisticated machinery
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Table 1 ’ ' T

Principal Military-Related Product Lines of
Selected [ndustrial Ministries in the USSR

Defense Industeial Ministiies - , o
H Aireralt, acrodynamic missiles, spacecraft. air-to-air missiles (AA Mz,
. defensive wiissiles (both tactical and strategicy, tactical air-to-surface
missiles JASMs), and ASW missilcs.

Liquid- and solid-propellant ballistic missiles including submarine-
launched (SLBMs), SLBM fire control systems, space launch vehicles
(.S.!_Vs'):_ggg_c_cc_:_ra.f},_gnd sy_(_fzc;_-lo_sur[ac: cruise missiles.
Conventional ground force weapons., mobile solid-propellant baltistic
missiles, optical systems. antitank guided missites (ATGMs). tactical
e o surface-t0-air missiles (SAMs). lascrs. and ASW missilcs.

Ministry of the Shipbuilding Industry ) Naval vesscls. naval systcms, mincs. turpedocs. submarine detection
Systems, naval acoustic systems, and radars.

Ministry of the Avfa(icn {ndustry

Ministry of G;:v;cral M}chinc Building

Ministry of the Defense lndustry

Ministry of the Radio Industry . Radars. communications. navigatior equipment. computers (special
_ purposc], guid_a_ncc_aind control systems. and lascrs.

Ministry of Mcdium Machinc Building Nuclear weapons and high-cncrgy tasers.
Ministry of Machi
Ministry of the Electr try_ S
Miaistry of the Communications Equipment Industry Communication cquipment. radar compunents, clectronic warlarc (EW}
cquipment. military computers, and facsimile cquipment.

ilding Conventional ordnance munitions. fuzing. and solid propcliants.

ics fndustry Electronics parts, comporeats. and subasscmblics.

Other Key Dc(ense—_th(g{lﬁm!yﬁs_(_r_ill'Minisgfics . . - -
Minislry'of the 'At{(_orrgo_(_i\fc_!pd.usl.ry_

Trucks, armored personne! carriers. and hcavy equipment transporters,

Ministry of Heavy and Transport Machinc Buildi Armored vehicles, diesel engines, and gencrators.

Ministry of the Electric Equipment Industry Batterics. clectrical components. communications cquipment, radar
componcents, and biological fchemical warfare detectors.

Ministry of Instrument Making. Automation Equipment. and Computcrs and instrumentation cantrol systems.

Control Systems
Generatars,

Fucls, fiberglass components for rocket motors, propellants, chemical
warfare matcerials, and plastics

and Agr (gl_h_d_a_chén::_ﬂui_[ding o Tag_\l»nslgpg tracked vehicles
Ministry of the Petroleum Refining and Petrochemical Industry  Tires. rubber, fucls. and lubricants

Minisiry of Tractor

\

and manpower usually used on military programs. Kharkov Plant 75. the same foundry that casts
Publizhed Sovict data suggest that unit costs are cngine blocks for the T-64 tank ak.) casts cngine
significantly higher in the defense industrics than in blocks for diesel-clectric locomotives. To the extent
the civilian industrics because of the higher wages that the civilian products of a dual-use plant sharc
and averhead charges in the former. some of the labor, workshops. and production proc-

csscs of the military products. the quality and cost
Where a large portion of a defense plant is dedi- of the civilian product could be higher at the defensc
cated to producing durables such as railroad cars. plant than they would be at the civilian plant.

the machinery and manpower involved is generally
tatlared to the requirements of that program. At




Civilian Plants

There are at least 20.000 plants in the Soviet Union
that produce civilian-sector equipment. These plants
arc under the control of their respective civilian
ministries. Many of these civilian plants. however,
have spccial production lines for military cquipment.
Somc of these lines are idle but maintained at a state
of readiness as partof the Sovicts' mobilization
program °

Potential Resistance to dnd
Support for Any Shift of Resources
From Military Production to
Civilian End Uses

Sources of Resistance to a Resource Shift

Ministry of Defense and the

Armed Forces Chiefs

Proposed resource shifts from the military to the
aivilian sector would be strongly debated by the -
miiitary, but once the Politburo made a decision,
residual resistance could be worked out between
civilian and military authorities. The military estab-
lishment would be most concerned about the loss of
weaponry that would ensue from the shift. lts opposi-
tion would be reinforced by the realization that plant
and equipment in place in the Soviet command ccono-
my acquire a strong incrtia that is hard 10 reverse.
Once dedicated to civilian products. converted cstab-
lishments would tend 10 remain in that field. The
battle between the scrvices over the atlocation of cuts
would probably be intense but would be largely
contained within the Ministry of Defense

Defense Industries

While the defense industrics wou'd not suffer the
absolute losses experienced by the military. their
cxccutives might feel their carcers threatened by the
shifts and by requirements to meet new schedules and
performance targets. They also would probably be
concerned about the disruption of sclected networks of
contractors and subcontractors devoted to specific
(pes of weapon syatems

" The Incetite System.

The Sovict system of targets. bonuses, and rewards
that attemplts to stimuylate productivity would place
initial roadblocks in the way of shifting resources
from armaments production. Schedules and targets
nccessarily emphasize short-run achicvements. Dis-
ruptions caused by a resourcc conversion program
¢ouid mean some drop in bonuses. and both workers
and managers would resist changes. In the long run.

. however, onace the resources began to be employed

eflectively and new targets and bonuses were insti-
tuted, their objection to resource shifts could weaken,

Sources of Support for 2 Resource Shift

Gosplan

Gosplan’s role in providing guidance and managing
the resource flow for a significant shift would he
important. Management of the thousands of supply
and decmand balances would have 10 be efficient in
order to minimize the ensuing disruptions and to
lessen constraints becausc of the cuts. Planncrs of the
civilian cconomy, however, would welcome the oppor-
tunity to havc additional resources at their disposal.

Civilian Industrics

The civilian benceficiaries of a resource shift would
support the Politburo’s policy because it would pro-
vide resources nceded to climinate bottlenecks and
improve cconomic performance. Morcover, a shift of
resources would give the civilian industrics more

-clout—including. perhaps. greater representation on

the Central Commiticee.

Capacity of the Soviet System To Shift
Resources

The pace of conversion would be determined in large
part by the naturc of the planning system. Changes
madc 10 annual plans would probably be restricted to




* raw material, semifinished goods. and current produc-
ton of the most readily convertible product lines.
Other conversions would have to be prepared in the
context of annual plans, as dramatic changes in the
middlc of an annual plan would cause disruptions that
waould outweigh the value of the small amount of time
gained.

Most fundamental shifis in facility use. tooling, and
capital investment would probably be made in the
course of staffing out the aext five-year plan. If the
Soviets sought to make these shifts too quickly, the
result would be short-run waste and disruplipns to the
ceonomy. For example. the Soviets reprogramed morc
than 17 billion rubles for the chemical industry in the
last three weeks of preparation for the 10th (1976-80
Five-Year Plan. The resulting disruptions and sched-
~ule fatlures only succeeded in carning the responsible
minister an official party reprimand.

In our judgment, the Soviet system is safficiently
flexible 1o shift enough resources from military to
civilian production to transtate into 2 10-percent
reduction of the defense budget in roughly three vears
and a 20-percent reduction of the defense budget in
roughly cight vears without large-scale cconomic re-
form. Far example:

o A wide variety of matcrials could casily be trans-
fereed from the nulitary to the civilisn cconomy.
These include high-quality steels. nonferrous met-
ads. construction materials, chemicals, and fucls.

« A large portion of the clectronics and radio indus-
trics could be immediately converted from military
croduction. Microcireuit development and produc.
tion lacilitics within the Ministry of Blectronics
Industry could continue o produce the same ad-
vanced clectrenie componcents for use 1n civilian
cquipment. The same s true for computers and
nuiny ypes of radios.

Other dual-use production activities could be re-
directed o civihian uses with some redesign of
products Aareralt and shipbuilding facilities could
cetool wathen roughly o vear Tor therr respective
Cproaduction of transport areraft or heavy -hift hehi-
copters and such ships as tankers and freighters,

Capeaty currently used in armared vehicle and

—ertT

tank productioncould be-converted in“roughly a
vear by replacing jigs and fixtures 10 support in-
creased production of a4 broad range of civilian
vehicles. These could include tractors, medium
trucks. heavy mining and construction equipment.
dicsel-clectric locomotives, and railcars.

Mo« dual-usc production facilities would require
some mijor retooling. The essential skills and machin-
cry used in foundry. forging. and machining oper-
ations would be retained. however. Little manpower
retraining or capital construction would be required.

The rate of conversion of dual-use production facili-
tics would depend on the demand within the Sovict
cconomy and its abtlity to absorb the increased output
quickly and cfficiently. The Sovict cconomy could put
1o immediate usc railroad rolling stock and trucks to
overcome bottlenecks in transportation. While the
demand for computers and other civilian clectronics is
great, the Sovicts suffer fromanclficiencices in the
actual usc of this cquipmient. Thus increased deliv-
cries to civilian industrics of computers. for example.
would probably not yicld a corresponding improve-
mcent in industrial productivity

Individual mussile and munitions development and
production cstablishments nught have 10 be idled
after conversion to civilian production. At a4 minimum
they would require fur more capital construction.
machinery. and lubor reiraining than would the dual-
usc production facilitics. As a bonus. however, the
Soviets would be able to phasc out incflicient facili-
tics. thereby raising the overall efficiency of the
defense industry. The basic muachine shops might
form the nucleus for a differcat civilian nroduction
program. but much of the highly speciatized (abrica-
tion_ assembly. and testing operations in missile,
nucicar weapons. and munitions factories would have
to be discardeo

AT the conversion program s driven by the need 1

strengthen particularly eritical cvilian activitics
(cather than to find 1 uscful role for existing defense
plantsi, technicz! requirements could foree significant




"Qp.\'(rgum" changes in capital and operations.” For
cxample. major changes in capital cquipment would
probably be required before assets in the defense
industrics could contribute to the production of cner-
gy-reiated cquipment such as drilling rigs. platforms,
ur pipe. High-temperature componcnts madc by the
airzraft industry could more readily contribute to the
production of compressor equipment ror the eas pipe-
linc projects. Increased production of turbincs and
transformers for electrical power would also requirc
shifts of skills and machinery to the civilian clectrical
equipment producers from the defensc industries.

Even though the conversion of facilitics not “dual-
capable”™ would involve the sacrifice of machinery, the
maltcrials used by these facilitics could be redirccted
to alternative civilian production with greater casc.
Conventional materials such as steel, basic chemicals,
and aluminum could be reallocated immediately to

- alternative civilian uses. Powder metallurgy used in

the production of munitions could be redirected to the
production of drill bits for petroleum cxtraction. This
would involve little chunge in the manpower. machin.
cry. and facilities used in the preparation of materials,
Limitations in dcmand would probably only affect the
rcdirection of truly cxotic materials unlcss, for exam-
ple, civilian spacc exploration was also a beneficiary
of the redircction of resources.

Where manpower would have 1o be shifted. features
of Sovict industrial practice suggest that extensive
retraining would not be nccessary. The Sovict use of
general purpose machine tools and 3 high degree of
standardization in much of the production of weapons
systems lacilitates the direct use of defense industrial
labor on the same processes for civilian goods. Where
delense industrial manpower would have 1o shift 1o
new civilian processes, the higher skill levels found in
the defense industries would minimize the retraining
required---though at a sacrifice of some skill levels

The transferability of militars rescarch and develop-
ment personnel and facilitics to civilian tasks would
vary from industiry 1o industry somewhat in the same
Cashion as production facilitics. The more exotic the
R&D effort. the more difficuls it would be to convert
the resources productively. For example, o physicist
working on nonacoustic ASW seasars probably would
need a period of acclimatization belore becoming

" - productive, and the lubaratory. cquipment

. ¢l and ma.(cri:
als in his lacility might be of little usc o the cconomy.
O the other hand. an clectronies engincer who
1.~igas cir. titry for missiles could adjust fairly casily
to work on numerically controlled machinc tools—an
arca of backwardness for the Sovict machine tool
industry.

A resource shift along these lincs is unlikely cither 10
requirc or 10 precipitate a fundamental reform of the
Sovict economy. In fact, it might case pressurcs for
reform, since the transfer of resources would relicve
some tautness in the economy. On the other hand. the
post-transfer period might be a propitious time for
reform, since reforms arc more casily implementcd
when an cconomy is relatively free of strains

Economic Impact of a Resource Shif(

_ The impact on overall cconomic growth would prob-
ably be modcrate, but the redistribution of resources
implicd by a 20-percent cut in defense spending could

.have a sizable impact on per capita consumption. We
have cxamined the impact on GNP and per capita
consumption using four different assumptions with
respect to labor and capital productivity and cnergy
avatlability. The increases in GNP growth by the end
of the decadc vary from around 0.2 10 1.2 percentage
points, depending on the amount of productivity as-
sumed for the released defense resources. Our judg-
ment is that a gain in GNP growth in the range of 0.2
10 0.5 percentage point is most likely. The ultimate
cffect of lower defense spending on the Sovict econo-
my would be an increasc in availability of goods and
scrvices for houschold consumplion; a gain in per
capita consumption grow(ir of up to | pereent a vear
appcars likely. Further details on the four cascs
considered in this analysis arc presented in the appen-
dix.

The greatest and most immediate tmpact of a defense
cut and the resultant resource shift would occur at the
microcconomic level




Eradication of Bottlenecks

The resources most readily transferable- --high-

quality steels, construction materials, chemicals, fuels
are some of the ones most needed to alleviate or

cradicate bottlenccks ia suca trizizal economic seetors

as energy. agriculture, and transportation.

In the encrgy sector. increased availability of steel for
drilling rigs and tubular goods, as well as specialty
stecls (for cxample. powder metallurgy now uscd to
produce munaitions) for drill bits, production equip-
ment, and submersible pumps, could slow the immi-
ncnt decline in oil production and help the Soviets
mcet their gas output taigets. In addition, special
stecls for the manufacture of turbine blades could
increasc the rcliability of gas turbines used to power
clectric generators and pipeline compressors. Con-
crete, usphalt, and other construction materials would
help 16 overcome the serious lack of infrastructure
(all-weather roads, housing) in crucial areas of encrgy
devclopment such as West Siberia. Transfers of fuels,
particularly petrolcum products. from the military
would also easc production bottlenccks.

Sovict agriculture would benefit from infusions of
specialty stecls to increase the availability of certain
agricultural equipment. Chemicals for fertilizer and
pesticides could increase production of food and in-
dustrial crops

The transierred materials turned into producer dura-
bies could be used to improve the transportation
network. The transportation sector's most serious
bottleneck is insufficient railroad rolling stock. Spe-
cial higk-strength steel is the key material which

could be transferred for the manufacture of railroad
' cars (wheels and axles). Much of this equipment is
produced in dual-use facilities that also manufacture
milttary vehicles. tanks, and other hardware. An
increasc in rolling stock would go a jong way in.
solving distribution problems plaguing tnnumerable
sectors of the Sovict economy by boostiag delivery of
grain_lumber. fucls (especially coaly, and other needed
materials and semifinished products. The highway
network also could be improved by the infusion of
roadbuilding and grading cquipment.

Examples of other. less criticak commoditics that

.. could Bc.dUiclgly diverted from military 10 civilian

application include-synthgtic rubber ifor tircs and
drive belts), aluminum (for construction. machinc
building and metalworking. und high-voltage power
lines}, und ferroalloys. particularly lungsten and nick-
cl. Advanced plastics, fibers, and rare metals would
undoubtedly serve civilian requirements as well.

Factor Productivity

Rcallocating resources from defense 1o civilian uses
could stimulate lagging factor productivity—the effi-
cicncy with which labor and fixed capital arc used.
First, the {reed resources might well go into higher
quality machinery and cquipment. which is crucial o
any rise in productivity. Sccond. to the extent that
somc of the relcased goods and scrvices were immedi-
ately devoted to increased production of consumer
goods, the morale of the populace might be improved.
with bencficial cffects on labor productivity.

Though it would incrcase 1otal civilian output. a
_simplc increasc in investment in the civilian scctor
unaccompanicd by improvements in technology and
customer usc might not Icad te improved productivity.
Computers incefficiently uscd would not yield dramat-
ic improvements in industrial productivity.

Rate of Innovation

A transfler of military R&D resources to the civilian
sector could improve the current slow rate of innova-
tion and technological change, which has scriously
impaired Soviet cconomic growth. Modernization
could also be enhanced if released resources went into
cxports, which in turn would cnable the Soviets 1o
increase their hard currency purchases of certain
Western cquipment and technology




The Military Costs of 2 Resource Shift

Tablc 2 illustrates our best assessment of how the cuts
might be allocated across different resource catego-
rics, assuming a decision by the leadership to make
the cuts roughly proportional to total military cxpen-
ditures. * :

The categories of procurement and research, develop-
ment, testing, and evaluation (RDT&E) are roughly
two-thirds of Savict defense costs and would thus bear
the brunt of reductions. Substantial cuts in the other
categories could be made by 1985, but their contribu-
tion to overall cconomic improyement would not be
significant, and overall they might do more harm than
good. Dcbates on where 1o make the cuts might
involve the following:

« With a reduction in RDT&E. devclopment of weap-
ons that did not show ncar-term promisc would be
slowed or halted by 1985. Work on systems already
well along would continue. but, as they eventually
were deployed, the pace of research on successor
systems would be slowed. Exotic rescarch gn areas
with spcculative payolfs probably would be halted.
Even by 1990. however, there would be sufficient
resources to continue major. though scaled back,
R&D on systems that show promise.

Ships and aircraft account for about half of procure-
mcal. and their production would probably have to
be greatly cut back to achieve the assumed savings.
Cutbacks in armored vehicle production would not

provide substantial savings. but the resources could .

be transferred relatively casily and could be used to
alleviate major bottlenecks in the Sovict cconomy.

Opcrations and maintenance are a small part of the
scrvices budgets. National command and support
functions consumce about onc-third of all Q&M, but
they would probably be relatively immune {rom
cutbacks. thus limiting cven further the scope for
cuts in this catcgory.

The assumed 2-billion-ruble cut in personncel costs
corresponds to a reduction in manpower of | million
mcen. Total uniformed nulitary manpower currentlh

Table 2. Builion 1970.Rubfe

Assumed Reductions in Soviet Defense Spending

Resource 1982 10-Percent  20-Percent
Calegory Spending Overalt Cut  Ovecall Cut
e _[_i;t_irr_\a(c by 1985 by 1990
Research, development, 19 —-1.5 -4.0
tgir!!. and evaluation
Procurement . . 36 =40 =10
Operations and 1" -10 =20
maiatenance
Peonnel 9. -10 <20
(_"o_gfgu_qion 3 -0.5 =10
Total 78 -8.0 -l6.0

makes up only 3 percent of the working-age popuiz-
tion. Thus. 3 reduction of | million men could be of
somc. but not a major. help o the economy.

« Military construction is likcwisc a smzll part of the
Sovict defense budget. The contribution of these
resources to the civilian cconomy would probably be
small but could be usclul in frecing construction
matcrial and cquipment nceded for Sovict agricul-
turc and cnergy

Within the resource categories of ROT&E and pro-
curcment of military hardware. the choice of which
forces to cut would depend almost entirely on Sovict
perceptions at the ume the Politburo decision wis
madc. Based purcly on economic rationality, choices
might be made on the following .giounds:

« Facilitics for conventivnal weapons production
would be most casily converted. Many shipvards
and plants producing naval ships and urmorcd vehi-
cles arc dual-use facilitics which alrecady have cvil-
tan product hincs. Morcover. nearly all plant spacc.




*tooltng. materials, and manpower in these facilities-
are suitable for civilian ships or vehicles. Many
pliants now producing military aircraft also produce.
ar have produced. civilian aircraft.

Facilities for the production of strategic weapons
probably would be morce difficult 10 convert than
those devoted to conventional weapons. Plants pro-
ducing stratcgic weapons use highly specialized
processes and tooling, gencrally dissimilar to those
for civilian products. Nevertheless, some manufac-
turing and fabrication capabilitics could be used for
products such as refrigeration equipment. and con-
version would release cnergy and critical products
such as high-strength steels for uses such as turbine
components and cutting tools. In addition. the qual-
ity resources (manpower and cquipment) used in
R&D for strategic weapon programs could be used
to increase the technical level of some sectors of the
civilian cconomy -

Conclusions drawn from cuts based on military im-
peratives are largely compatible with those based on
ccogomic rationality. A simulation exercise conducted
by ihlclligcncc analysts and a panel of cxperts in 1980
_sought to rank the programs most likely to be affccted

Y by one of several budget reduction scenarios. bascd
solely on their relative military usefulness to the
Soviets. It was concluded that an absolute reduction
in defense expenditures would require a restructuring
of roles and missions of general purpose forces. but
would have a more limited impact on Soviet strategic
force structure and capabilitics. The most destabiliz-
ing strategic systems—such as the SS-18 heavy mis-
stle program and an invigorated ABM program- -
would remain esseatially intact

Within the ground forces. lower weapon production
rates after several vears would begin 10 degrade the
operational readiness of Soviet forces and 1o affect
madernization programs. The average age of cquip-
ment in unit inventories would increase. resulting in a
greater maintenance burden. (ven it current produc-
tion tevels, the average age of Soviet naval shipa s
mnereising

- The Role of the West in the Current
AlldcatiorScheme

It is now recognized that a key clement of the Sovict

lcaders” ability to keep their country’s faltering econo-

my going has been help from the West in the form of

credit. goods. and technology. Dissatisficd with the

nation’s cconomic performance but unwilling to im-

prove it quickly through a far-rcaching program of

domestic reform, Moscow has sought relicf through

East-West trade and technology transfer. In particu-

lar, Moscow has sought help in:

« Raising the technological level of Soviet fixed
capital.

* Rclieving industrial supply bottlenccks.

= Increasing living standards.

Accordingly. imports of machinery. ferrous metals.

and foodstulfs have dominated Soviet-Western trade

{table 3!

Although the USSR has had difficulty in assimilating
the cquipment and technology acquired from the
West. imports from the West unqucstionably have

~helped the USSR dcal with some critical problems.

particularly in certain manufacturing sectors:

* In the 1970s, imported chemical equipment. ac-
counting for about onc-third of all Western machin-
cry purchased by the Sovicts, was largely responsi-
blc for doubling the output of ammonia, nitrogen
fertilizer, and plastics and for tripling synthetic
fiber production.

« The Soviets could ncver have accomplished their
ambitious 15-ycar program of modernization and
expaasion in the motor vehicle industry without
Western help. The Kama River truck plant. which
was based almost exclusively on Western cquipment
and technology. now supplics ncarly onc-half of the
Sovict output of heavy trucks.

« large computer systems and minicomputers of
Western origin have been imported in large num-
bers (1.300 systems since 1972) because they
(a) have capabilitics that the Sovicts cannet maich.
{bl usc complex soltware that the Sovicts huve not
decvcloped. and (choften arc backed up by cxpert
tratning and support that the Sovicts cannot dupli-
cate
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Table 3

Soviet Hard Currenéy Imports

i

19N 1972 1973 1974 1978 1976 977 1978 1979 19%0
Million US 3 I
Total 2943 4157 6547 B448 14257 IS316 14645 16951 20585 26017
Grain 185770 1423 509 2323 2627 1354 2360 3219 4360
(_')l_hcrazriqg!_(_l_t_r_al products 475 __'__‘4?_3m 3. :273 I.Slj 1.458 1.836 1,478 287 4.4C0
Machinery 960 1282 1339 2334 4393 5074 5114 5969 60N 6039
Rolled ferrous metals L_366 489 B84 1905 2565 2251 LIO 2503 3413 3469
Chemicals 213 200 4260 610 &1 1203 1ses
Other 1702 2501 3276 3921 3810 SIS 6.84
Milion 1970USs — e T
Toul 2,705 74247 S118 7268 8254 7470 1292 8430 916
Guin g 133 130 19 997 1.257 670 937 1iur 1asx
Other agriculturalproducts 484 298 339 61S 51 s 649 an 157 1419
Machinery 9461149 1353 1622 2700 2929 2827 2716 2512 2350
Rolled ferrousmevals 215 321 SB3 1074 1030 1447 909 1413 1423 1330
Chemicals 11 253 2l 510 460 376 307 347 435 580
Other 664 793 976 - 1.101 1330 1830  2.108 1708 2203  2.99

Imports from the West also played a key role in
supporting the energy and agricultural sectors. Be-
causc of Sovict deficiencies in drilling, pumping,

and pipcline construction, the USSR bought about
$5 billion worth of oil and gas equipment alone in the
1970s. Such purchases covered a wide range of equip-
mcnt that will add substantially to future energy
production. US submersible pumps are estimated to
have added roughly 2 million barrels per day to Soviet
oil productiot: in recent years. Similarly, the Soviet
offshore cxploration effort would not be nearly as far
along as it is without access 1o Western equipment
and know-how. West Germany and Japan have pro-
vided most of the large-diameter pipe necded for gas
pipcline construction.

As for agriculture, Sovicl grain imports averaged 14
million toas per year in the past decade. In 1981,
grain purchascs coupled with record imports of meat.
sugar. vegetable oil, and soybeans and meal totaled
about $11.5 billion. accounting for 40 percent of hard

currency expenditures. Without Western grain. Sovict
consumcrs would not have had the increase in meat
consumption that they received in the carly 1970s.
and the fall in per capita consumption of mcat in the
latc 1970s would have been far worse \ .
Western imports have also contributed to Soviet
dcfensc capabilitics. Some products of the imported
cquipment and technology are used by the Sovict
military—{or cxample. trucks from the Kama River
plant. Other imports help in the production of imnor-
tant inputs for defensc industries—({or cxample, nu-
mcrically controlled machine tools, specialty stecls.
and plant and technology te produce them. Finally.
because most defense industrics also produce for the
civilian cconomy. purchases of Western machincry for
the civilian sector help ward off the encroachment of
civilian requirements on the production schedules of
dclensc plants.




- Prospects for a Resource Shift

To be sure. on 4 “micro” level the Soviet military-
industrial complcx has on occasion been directed to
help reduce Sovict dependencs on Western imports by
shifting resources to the civilian cconomy. We have
information that suggests the defensc industrics arc
now charged with helping to modernize the civil gas
turbine industry so that the Sovicts will be able to
producc their own efficient turbines for gas pipelines.

The Soviet cconomic predicament is in many ways a
‘product of Moscow’s own choosing. By plaging a
priority on military research and production, the
[cadership has slighted the civilian sector, thus help-
ing to create pronounced imbalances in the cconomy.

Although the Soviet economy is in deep trouble, the
country’s present leaders do not believe the time has
come for drastic action. They are convinced—and we
concur—that some growth remains to be squeczed
from _the present resource-allocation scheme. In a
sense. Soviet leaders have reached the point of bang-
ing and shaking the ketchup bottle to get out a few
morc drops—the effort is tremendous and the return
is small, but at least there is a return. The Soviet
cconomic bottle is not yet empty—so to speak—and
until it is. the leaders are likely 1o remain unwilling to
launch a program designed to improve economic
performance by shifting resources.

Any near-term dccision by the Sovict leadership to
shift resources from the military 10 civilian investment
15 unlikely for other reasons as well:

« The Sovicts recognize that military power is their
principal currency as an international actor and that
continucd high levels of defense investment arc
necessary 10 sustain the present dimensions of Mos-
cow’s global role.

.

The Saoviets” assessment of their securnity require-
ments for the 1980s would probably hold little
prospect for reduction in defense spending. The
recurrence of instabilits in Eastern Europe. the
prospect of an increased arms competition with the

Serpt——

United States. and coatinuing hostility with China
will maintain the-pressuge for continued high levels
of military outlays.

« G.ven the curreat support within the Sovict clite for
maintaining a strong military position, advocacy of
dcep cuts in military spending would nccessarily
involve formidable political risks for any faction
within the Politburo inclined 10 move in this dircc-
tion. This would be particularly truc during 2
succession period, when those maneuvering for pow-
er would be reluctant to advocate major changes in
defense policy.

No faction would propose a resource shift, and the

Politburo as a whole would be unlikely to authorize a

shift, unless in the judgment of the Soviet leadership,

a resource shift were economically necessary. More-

over, Sovict leaders would resist the idea of a resource

shift unless and until they had reason to beiieve that
the West would not scize the opportunity to forge
ahead militarily whilc the Sovict Union “'stands
down."

Nonethcless. the Sovicts could at some time feel

impelied to reduce defense expenditures if:

« Economic conditions in the USSR turn out to be
poorer than we currently project (for example, a
series of disastrous harvests causing an actual re-
duction in economic output).

« Extraordinary political shifts occur, such as a Sino-
Sovict rapprochement, a general lessening of ten-
sions with the West. or a move by West Europcan
countrics away from US influcnce.

« Sovict political leaders who are sympathetic 1o
consumer nceds come to power




Implications

Since the credit, goods, and technology provided by
the West have helped Moscow to maintain its curren
allocation scheme, it follows that if the West were’
able to deny or limit Moscow's access to these forms
of assistance, pressure would be increased on the
Soviet lcadership to shift resources from arms produc
tion (o the civilian economy

The action that would impinge most quickly on the
resources available for military production would be :
dcnial of machinery and materials used cither to
produce machinery or to supplement domestic ma-
chinery production. For examplc: .

* An embargo on specialized cil and gas production
cquipment would force Moscow to allocate militars
oricnted metaliurgical and machine-building facili-
tics to produce such cquipment; reduced Soviet




petrotcum output in the interim would aggravate

. civilian industrial problems and r_riight. thercfore,
causc additional civilian cncroachment on defense
production. » - )
An embargo on large-diameter gas pipc and other

" high-quality stcel products could fi)oss.ibly_'cut into
production of such military items ‘as submarinc
hulls. : :

An embargo on equipment for' plants'manutacturing
cards, trucks, and mining and construction vehicles
(as well as an cmbargo on such'vchicles themselves)
could increase the pressure in the Soviet' Union to
produce thesc items in military pl;mls"‘ o

+ . 1}
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Western denial of grain and other agricultural prod-
ucts would also hamper the Soviet military effort. For
_exampleto increase domestic farmi‘output, Moscow
might have to allocate more factary, space to produ-
cing farm machincry instead of tanks and armored
personnel carriers.’ A Western embargo on selling
farm machinery or on building the facilities that
manufacture such machinery would-also put pressure
on cxisting prioritics. Reduced per capita food con-
sumption would work against Sovicet cfforts 10 raise
worker productivity, increasing the problems facing
industry

By curtailing the Soviets' import capacity—primarily
by restricting credits but also by hampering their oil
and gas production and thus their hard curreacy
exports—the West would further raise the cost to the
USSR of maintaining its present pelicies on resource
allocations.

_ It is, of course, impossible to say for certain that the
Soviet.leaders would-respond. to Westéern pressure by
shifting resources. However, it is important 1o note

some instances they have deemed a shify 1o be
* best interests and have directed the military-
industrial complex to support the civilian cconomy

(sce page 12). -
.
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Appendix -

The Impact on the Economy
of Cuts m Defense Spending

To estimate the impact of a shift in resources from
defense to the civilian economy, we analyzed the
impact of the assumed reductions in Soviet defense
spending on our microcconomic model of the Soviet
- cconomy, using four postulations of labor and capital
productivity and energy availability. The results are
shown in the figure on page 16. The four cases
considered are as follows: ,
A. Reduced Defense Spending
This case assumes that the extra investment resources
from reduced defense spending have the productivity
characteristic of the overall cconomy. {t also reflects
the period since 1975, which has shown especially low
productivity of additional investment.

B.—Plus Higher Productivity of Defense Cepital
This case assumes that the extra investment resources
from reduced defense spending have doubled the
productivity of those rescurces usually devoted (o the
civilian sector.

C.—Plus Fewer Bottlenecks

In the period of 1966-74, the Soviet cconomy did not
suffer from as significant energy and raw material
shortages as it does now and probably will  the
future. This case estimates the impact of lowver de-
fense spending, assuming that the extra investment
resources allow a return (o earlier levels of overall
productivity. :

g
D.—Plus No Energy Coastraint -
Finally, this casc assumes that extra investment is
cnough to remove any remaining constraint on pro-

. R
duction due to cnergy problems'
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