OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON, L.C. 20301

DIRECTOR OF NET ASSESSMENT 18 SEP 1979

Mr. Richard Kaufman

Joint Economic Committee

Room G-133, Dirksen Senate Bldg.
Washington, D.C. 20510

Dear Mr. Kaufman:

The material at Tab A presents a summary of my views on (1) the value
of and problems with currently available estimates of Soviet Union
defense expenditures and (2) how Soviet and U.S. defense expenditures
can best be comparced. 1In general it follows tihe points I made in

our discussion a couple of woeks ago. Tab B contains a description

of the projects relevant to this general problem area whi:h this
office has underway, or intends to initiate in the fuyture. These
projects focus upon (1) the comparative size of U.S. and Soviet defense -
efforts and (2) the relative efficiency with which the U.S. and the
Soviet Union produce, maintain, and operate comparable military forces,
and the comparative effectiveness of the forces produced.

Properly conceived and executed analyses of comparative U.S. and

Soviet defense expenditures can provide valuable insights into the

status and trends of the two defense efforts. HHowever, current

official estimates of the Soviet programs have some serious shortcomings.
The "burden'" analyses concentrate toc narrowly on the cconomic opportunity
cost of defense, and neglect the important non~economic factors which
determine how this opportunity cost is perceived and reacted to by the
eifective decisionmaking groups. Lven with regard to the narrow cconomic
concept, current analyses are not convincing, for a variety of rcasons
discussed in Tab A. Soviet defense activities are much more likely to
absorb, in my opinion, 10 to 20 percent of Soviet GNP than the 6 to 8
percent indicated by past CIA studies. There are considerable uncer-
tainties in all those estimates, but over the course of the next couple
of years improved estimates and comparic<ons could be available.

I believe the methodology used to estimate the absolute dollar size
of Soviet military activity involves a number of shortcomings which,
on balance, undercstimate the Soviel size relative to the appropriately
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comparable U.S. defense expenditures. The general trends shown by
the compa:rative dollar size analyses do secem reliable, however. When
measured in constant dollar terms, the magnitude of Soviet military
activity has increased steadily since at least 1964, whereas the
comparable U.S. real expenditure levels decreased from 1969 to 1973,

inclusive,

The annual al’ocation of resources to Soviet military activity has
exceeded its counterpart in the United States in every year since
1971, inclusive, and in calendar year 1974 exceeded the counterpart
U.S. defense expenditures by at least the 20 percent estimated by the

CIA analysis.

These comparative sizing analyses of U.S. and Soviet military activity

focus on the size of the input of resources to the two military establish-
ments, and not upon the relative efficiency with which these resources

are used. The way in which the dollar cost of the Soviet program is
estimated does, however, reflect in part the different sorts of capabilities
the Soviets build into their weapons and forces. Doing this appropriately
is ‘a complex undertaking that I believe needs review and my office is
directing an effort to do that job better.

There are some interesting trends in Soviet weaponry that will affect
comparisons of forces and resources. Recent analyses indicate that the
major new Soviet land armaments and tactical aircraft introduced since

the mid 1960s are substantially more complex, and incorporate significantly
more military capability, than the weapons they are replacing. Such trends
as these imply that the Soviet forces can no longer be viewed as quan-
titatively large, but qualitatively second rate.

Much more can be done than has been done in the past in these difficult
issues of military efficiency, capability, and the military balance. A
number of studies we have started fccus attention on U.S. and Soviet
training, maintenance and other qualitative factors that are important

to the effective performance of tho two forces, We are trying to move
beyond the usual analyses that stop at counting men and equipment, and

the assessment of the technical excellence of weapons. When these studies
begin to produce results I would be glad to discuss them with you.

Sincerely,

,)_‘,'/,' 5
.':" ;o L Ol S s - .//\((_‘g('
/ ANDREW W. MARSIIALL
Director, Net Assessment
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OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON, D.C. 20301

16 September 1975

OIRECTOR OF NET ASSESSMENT

COMPARISONS OF US AMD SU DEFENSE EXPENDITURES

I. General Introduction

A. Outline of the Issues

In the literature and policy discussions which refer to com-
parative US and Soviet defense expenditures two distinct questions
are addressed. One is the "burden" question, which attempts to
shed light upon the strains which the production, maintenance, and
operation of the respective defense establishments impose upon the
two societies. The other is the '"sizing" question, wnich attempts
to provide a consistent measure of the relative magnitude of the

+ two defense efforts. The coucepts of "burden" cad "size' are not
precisely or uniquely defined even in abstract terms, and are fre-
quently inappropriately mingled in discussions and znalyses.

lines. The burden issue is focused upon the ability and willing-
ness of a nation to sustain real defense expenditures at a given

or increasing level over an extended period of time. What are the
physical (economic) factors which constrain the ability of a nation's
economy to carry the 'burden" of the military programs? What are

the non-economic factors that influence the nation's percepticn of
the economic cost of defense, and therefore influence the national
willingness to continue to allocate resources to defense at given
levels? Although an adequate treatment of the burden issue must view
a society's defense effort in relation to a number of parameters,

the point to be emphasized is that all of these parameters are
domestic, i.e., they are descriptive of the specific society in
question. Consequently, the burden issue is one which is internally
oriented, and the units of measure which are applied to a country's
defense program must scale that program to such other domestic
parameters as are considered relevant, in so far as these are
measurable.

4:) In general the two issues may be distinguished along the following

The sizing question, however, attempts to compare the magnitude of
one country's defense effort to that of another country. For this
task the units of measure which are applied to the defense activities
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of one country must be consistently applied to the defense
activities of the other country. In an important sense the

units of measure in the sizing analyses are arbitrary; what is
required is that comparable military resources be entered in

the sizing of one military force with the same weight as they are
entered in the other military force. This does not imply that

an adequate sizing of a nation's military effort can be achicved

by a simple linear combination of physical military elements using
straight forward or obvious value weights. The question of what
weights are appropriate for the entering of tanks, aircraft, men,
etc., is complex, and depends not only on their numbers and physical
characteristics, but also on the practices which determine how

these physical elements are organized, operated, deployed, and
trained. However, once a given system of measurement is selected
and applied consistently to each of two (or more) military efforts,
their relative size can be discussed (subject to the system chosen)
as one input to the question of the appropriateness of that relation.

The issues of burden and size are therefore distinct in concept,
in the questions to which they are oriented, and in the principles
of consistency app .opriate to each. With due acknowledgement to
the fact that principle§ are easier to state than to follow, these
distinctions are not always maintained.

B. Outline of the Estimation Processes

Estimates of Soviet defense activities are provided in dollar
and ruble terms. DBoth estimates begin with the detailed identifi-
cation and listing of the physical components and activities which
define the Soviet defense program for a given year. By a variety
of methods this common physical data base is converted into two
aggregates, one denominated in rubles, the other in dollars. For
certain components, conversions are made from one value base to
the other by applying ruble-to-dullar ratios which reflect the
estimated relative efficiency of the Soviet Union and the US in a
particular activity.

The point to be noted is that the ruble and dollar estimates of
Soviet defense activity are interdependent, both through the com-
mon physical data base and through the conversion factors. Biases
which appear in one estimate, therefore, can influence the other
in a similar fashion. This is particularly true of those errors
which affect the estimation of the physical resources actually
allocated by the Soviets to defense activities. In the following
pages specific examples of such biases will be discussed without
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repeating that they apply to both the ruble and the dollar
estimations. A listing of the major biases which influence
both estimates through the physical data base includes the
failure to fully represent:

—-Soviet defense resources provided by non-defense
ministries.

~-The resource requirements of extreme Soviet locational
and climactic conditions.

--Soviet manpower, cspeclally of the higher command and
gencral support levels.

--The increasing sophistication of recent Soviet weapons.
Burden Estimates
A. of Points

Burden analyses should be considercd as one input into
appraising the status and future of the long run competition
between the United States and the Soviet Union. How long can
the two nations continue to sustain large scale military forces;
which fecls the strain the most, and what are the implications of
these perceptions? Existing burden analyses have concentrated on
only a limited aspect of this question, the cconomic opportunity
cost of US and Soviet defense expenditures. A good assessment of
comparative economic opportunities cost would be very valuable.
But such a focus is too narrowly economic, and excludes important
bureaucratic, ideoloyical, historical and other factors which
influence how the eceonomic cost of defense is perceived by the
effective decision-making hierarchies of given nations. We need
to understand much more about these non-econowic factors, particu-
larly in the Soviet case. Until we do, comments to the cffect
that the burden of Soviet defense is not a heavy one are not

. ersuasive.

Moreover, even in their analyses of the opportunity cost of
Soviet defonse, present studies are not convincing. There are

a number of Soviet national policies which suggest that present
estimatecs of the proportion of gross national product absorbed
by defense sipgnificantly uvuder-represent che real resource drain
of the Soviet military. Several examples come to mind: the dis-
persion and location, for national security reasons, of civilian
oriented production units which may increase costs of production
or require more investment than would be needed in more economic
locations; selecctive streaming of resources to the military produc-
tion sector; the extraordinary costs of creating a supporting
environment for the Soviet force build-up along the Sino-Soviet
border.






In the past few years we have obtained some intelligence and
other information which suggest that Soviet military production
may not be as efficient relative to the Soviet civil sector or
to US production as has been assumed. This would mean, if it

is confirmed, that th': dollar-ruble ratios used by the CIA to
translate their dollar cost estimates of Soviet programs to
ruble estimates have underestimated the ruble cost of the Soviet

programs.

For these reasons and others past burden analyses which indicate
that Soviet military activities absorb only 6-8% of GNP are sus-
pect. The CIA now is much less confident that the percentage of
GNP is this low. I believe the more likely range is 10-207%,
which reflects an increase overall and more uncertainty as to
our current ability to measure the economic burden of the Soviet
defense programs. We need much more sophisticated analyses both
of the broader interpretation of burden, and more convincing
estimates of the opportunity cost of the Soviet defense effort.

B. The Cost Measure of Burden

1. Rationale and Measurement of - Cost

The issue of the burden imposed upon the US or Soviet society
by defensec programs arises in the context of the long run political-
military competition in which the two countriecs arc cngaged. Without
attempting to define the nature of that competition, it is clear
that there is in part an adversary relation between the two countries,
and that cach sees its military force as one dimension in the compe-
tition. How long can that competition be sustained? Which nation
is most burdened by the resource drain of military forces? Which
will find its "burden" too heavy to carry?

The resources allocated to a nation's defense effort represent one
dimension of the burden of defense. These resources are diverted
from other national objectives with perhaps more popular appeal,

and reduce the nation's capability to increase future produccion

in non-defense areas through investment. Allocation of resources

to defense, thecrefore, imposes upon a nation an opportunity cost in
terms of foregone achicvements in the other components of gross
national product. It is common to term this opportunity cost the
“burden" of defense, and to quantify it as a percentage of the nation's
GNP. For any given year, the percentage is calculated by dividing
the value of the resources allocated to defense by the value of that
year's GNP, where bhoth values are--or should be--calculated using






the nation's domestic relative price structure. However,
there are several points which should be raised.

First, the purpose of the percentage calculation is to

represent the relative size of the non-defense prouuction

which is foregone by allocating resources to defense. This
means that the defense resources and GNP must be measured in
terms of the same domestic relative price structure. The
assumption is that the domestic relative price structure
represents with some accuracy the relative value of the
resources in producing real product independent of the par-
ticular sector in which they are employed. Since the relative
productivity of resources will vary between cconomies, so will
the relative prices of those resources. It follows that attempts
to estimate the opportunity cost burden of defense to a given
society must involve in principle defense expenditures and GNP
calculated in terms of that society's realtive price structure.
No legitimate insights regarding burden can be drawn from Soviet
defense percentages calculated in terms of dollar weighted
variables, or from US defense percentages calculated in terms of
ruble weighted variables.

The second point relates to the assumption, noted above, that a
country's price structure represents the relative value of

resources in producing real product independent of the particular
sector in which they are cmployed. In an cconomy such as that of
the US, where prices are determined principally by market forces,
where industrial units producing military products are closely
integrated into the civilian product and resource markets, and

where the sets of incentives and constraints which apply to mili-
tary production arc not different in kind from those which apply

to civilian production, this assumption can be accepted as reasonably
accurate, and a dollar's worth of defense resources accepted as
implying a dollar's worth of divil output foregone. However, where,
as in the Soviet Union, those descriptive characteristics do not
generally apply, it is not likely that the productivity of resources
.5 independent of their sector of employment.

lfore particularly, there are two general reasons to beliecve that a
ruble's worth of resources transferred from the Soviet military pro-
duction sector to civilian production will not result in a ruble's
worth of real civilian output. First, the ruble prices of resources
in the Soviet Union arce cstablished by buieaucratic decision, and
not by the interaction of market forces. As a consequence they






cannot be accepted as reflecting the opportunity cost of the
resources to which they apply. A specific example is found

in the extremely low wage and benefits in kind paid to the
Soviet conscripts which comprise the majority of Soviet mili-
tary manpower. Current CIA estimations attempt to correct

for this distortion (and a range of others, including distor-
tions in the rate of return to capital between sectors) by
shadow pricing conscriptees at wage levels which scem reasonable
approximations of their (higher) opportunity cost. Similar
distortions permeate the Soviet price system, and suggest that
observed ruble prices can seldom be taken at face value as an
adequate reflection of resource productivity within the Soviet
System.

The second, and perhaps more pervasive type of distortion, involves
a whole range of Soviet national policies which are not fully
reflected in the current estimates, and which tend to increase

the real cost of Soviet national defense in ways not reflected in

established prices.

2. Soviet National Policies Not in Current
Burden Estimates

There are a range of Soviet policies or practices which accord
preferences to military production over civilian counterparts and,
on balance, increase the opportunity c¢~st of military activity in
ways not reflected by the price structure nor captured adequately
by current estimates. As a first example, selective streaming of
high quality human and material resources into the military sector,
and away from civilian oriented activity, has been practiced over
a long period. The military research and deveclopment (MR&D) sector,
for example, has clear preference over the civilian counterpart
(CR&D) in obtaining the best scientists in a broad range of fields
(applicd math, computer science, systems analysis, bio-chemistry,
bio-physics), and the resulting quality differentials are only partially
reflected in differential wages between the sectors.

Second, there are some reports of accounting practices which system-
atically under-price military production relative to civilian pro-
ductlon. MR&D and military production in general are more capital
intensive than their corresponding civilian activities. Since the
use of investment funds is subsidized throughout the economy, this
relative capital intensity conveys a cost advantage to MR&D over
CR&D. In addition, the allocation of overhead costs in plants which
produce both military and civilian goods is said to be done in pro-
portion to the respective shares of total labor costs. This appears
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to be an arbitrary accounting practice which may shift pro-
duction costs from more capital intensive military products
to more labor intensive civilian products. In so far as
observed ruble prices are used to ruble price Soviet military
activity and Soviet C'!P, such accounting practices would tend
to underprice the former relative to the latter.

Other sources of underestimation of the real cost of Soviet

military activity derive from direct or indirect subsidies
(financial or material) from non-defense Ministries, or the

society at large. As a specific example one can cite the

extensive system of pre-military training (PMT) which is

intended to prepare Soviet youth for military service. The

Soviet PMT does not receive budgeted defense funds, but is

supported financially and materially through a variety of sources
such as membership dues, donations from non-military enterprise,
lottery revenues, and state grants. Some state aid comes indirectly
through the Ministries of Defense and Education, with the latter
funding the estimated 75,000-100,000 instructors working full or
part time, as well as providing other assistance to the program.

The PMT program does not appear very efficient i« its primary goal of
early military preparation, and there are undoubtedly some aspects
of the program which benefit the civil economy. Nonetheless, by
inculcating patriotism and respect for the armed services, in pre-
paring specialists for the armed services, and in upgrading the
quality of conscripts and reserve forces, the PMT program contributes
to Soviet national defense and imposes a resource costc which is not
now included fully in our estimates of Soviet defense activity.

Resource requirement costs associated with peculiar locations or
climactic conditions impinge on both civilian and military activities
in ways which increase the costs of Soviet defense, but which also
are not adequately reflected in current estimates. We believe there
exists a national program for the dispersal of civilian produci.ion
units to remote areas for defense and other reasons. In many cases
this dispersal entails increased costs for infra-structure, construc-
tion, uaud transportavion which to some extent should be conslidered a
portion of the real cost of Soviet defense. A more direzt example

is found in the rccent build up of Soviet forces along the remote

and climatically hostile border with China. Based in the relatively
underdeveloped economic environment of the Soviet Far East, these
units have required far more in support resources than equivalent
units based to the west of Lake Baikal and the Urals, largely as

a result of the adversc natural conditions of the region, the long
distance from suppliers of goods and services, and the small scale






of regional demand for most items. The magnitude of this
east-west cost differential depends upon a number of factors
under cxamination, but a preliminary and conservative estimate
is that the Soviet general purpose forces in East Asia cost
about half again as m.ich as their average counterpart clsewhere
in the Soviet Union, and could easily cost twice as much.

A number of the foregoing remarks indicate areas in which the
physical quantities of real resources directly or indirectly
allocated to Soviet defense activities probably have been under-
estimated. Such underestimations apply not only to the ruble
based calculation of the opportunity cost burden of defense, but
also to the dollar based calculations which are used in the sizing
comparisons with US defense expenditures, to be discussed in
Section III, below. Indeed, since both the ruble and the dollar
valued calculations are based upon the same estimate of the physical
resources devoted to Soviet defense, any shortcomings in these
physical estimates apply equally as criticisms to the burden and
sizing analyses. There is one additional major methodological
problem which suggests that the quantity of physical resources
devoted to Soviet defense activities has been ur.'crestimated in
relation to the corresponding resources devoted to US defense, but
this will be trecated more conveniently in the discussion of sizing.

There is a further point which is peculiar to the opportunity cost
burden calculation: the assumed greater efficiency of the Soviet
military production sector relative to the civil sector.

3. The Relative of Soviet Production

Certain cf the factors discussed above, and others, have led
many analysts for some yecars to arguc that the military production
sector of the Soviet Union is highly efficient, both in relation
to comparable US production and to the Soviet civilian product ion
sector. This position has buttressed the conclusion that the oppor-
tunity cost of Soviet defense resources. calculated as a percentage
of Soviet ruble GNI' in a given year, wus relatively small, irae
current CIA estimate being in the range of 6-8% of GNP. The presump-
tion of high cfficiency in military production relative to the US
is expressed by the application of relatively low ruble-to-dollar
ratios when the previously calculated dollar costs of Soviet military
hardware are translated into ruble costs. The result is a lower
ruble cost cf Soviet military activities than would have been cal-~
culated had the military sector not becn assumed so peculiarly
efficient, and correspondingly higher ruble-to-dollar ratios used to
translate dollar costs into ruble costs. '
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There may well be a number of allocation, incentive, and insti-
tutional factors in the Soviet Union which cause military pro-
duction to be more efficient than Soviet civilian production;
this point is not seriously in question. However, there is some
cvidence which suggests that the magnitude of that efficiency
margin has becen over-estimated, at least for some major hardware
categories, and that, therefore, the ruble valuation placed upon
the estimated physical quantities of resources absorbed by the
Soviet military has been inappropriately low.

For example, in the past the CIA estimated the ruble cost of the
basic ship portion (i.e., total ship less armaments and electronic)
of major Soviet surface combatants by first estimating the dollar
cost to produce these ships within the US. These dollar costs

were then converted to rubles by applying a ruble-to-dollar ratio
reflecting the estimated relative efficiency of Soviet and US
shipbuilding. However, the CIA has recently analyzed Soviet mari-
time cost planning factors which have appeared in unclassified Soviet
publications. This analysis has determined that the previously
applied ruble-to-dollar ratios were too low, and that the actual
ruble cost of the hasic ship components was more than double the
estimated amount. The direct implication of this new appraisal
applies only to the ruble cost of Soviet major surfare combatants.
However, in general it supports the broader view of certain indepen-
dent analysts who believe that the relative efficiency of Soviet
wilitary production (relative to bothi the Soviet civil sector and

to US military production) has been overestimated, and that therefore
the ruble-to-dollar ratios applied to a wide range of Soviet hardware
are likely to requice upward revision.

Further evidence on the relative efficiency question is provided by
recent information being appraised by the intelligence community.
This information suggests, that actual and planned Soviet total
expenditures for defense in several yecars, were approximately double
the US ruble estimates for those years. It should be noted that

the information relates to certain categories of expenditures which
have becen cxuplicitely excluded [rom Lhe CIA estimates due to lack

of sufficient information upon which to base ecstimates. However,
the remaining difference is acknowledged to be too great to be
explained by differences in coverage alone. The greatest part of
that difference must be explained by some combination of real
resource omissions from previous estimates, and inappropriately

low ruble costing of those military activities which wvere included.

There is. then, some evidence that past official analyses have
overestimated the relative cfficiency of Soviet military production,
and thereby systematically underestimated the ruble value of the
resources devoted to Sovicet defense activity. In real terms this
implies that, for any given allocation of physical resources to
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defense, the Soviet opportunity cost has been larger than
previously estimated.

These recent insights regarding Soviet cecfficiency support the
preceding comments in suggesting that the resource  devoted

to defense activities in the Soviet Union are much more likely

to account for 10 to 20 percent of Soviet GNP than the 6 to 8
percent indicated by past official analyses. It is clcar,
therefore, that we require improved analysis of the economic oppor-
tunity cost burden of defense. Indeed, the range of uncertainty
as to what the actual level of this cost might be suggests that
we should not rely upon a single measure. We need alternative
and independent analyses which will provide checks upon improved
official estimates of Soviet ruble spending for defense. TFor
example, these could include manpower directly and indirecctly
involved in military programs, etc. We also need better analyses
of the broader and more complex issue of how the opportunity cost
burden of defense is perceived by the Soviet leadership.

C. The - » Problem in the Burden -

The narrow ceconomic opportunity cost concept is but one input
to the burden issue, and is by itself inadequate to the z2ssential
point of the analysis. How heavy is the burden perceived to be by
the nation's leaders? What pressures are they under to reduce the
burden? How long can they continue to carry the burden?

With regard to the Soviet Union specifically, the economic oppor-
tunity cost of defense, even if accurately calculated, is only a
preliminary input to such questions. What is critical is a better
understanding of how that opportunity cost is perceived by the

Soviet leadership and society. However united it may be to

extecrnal view, Soviet officialdom comprises many leadership posi-
ticns, each with a unique occupant and perspective, so what may be

a cost to a certain individual, group, sector, or region may simul-
tanecously be a benefit to another and even a larger cost to a third.
"o underctand thce burden of defense in any useful seuse we need to
know much more about how such conflicting and reinforcing views

work themselves out in the Soviet system. The answer to this sort

of questioun depends upon an understanding fo the internal bureaucratic
and organizational politics of the decision processes which determine
the allocation of resources. This suggests that not only is it
important to wmove toward more sophisticatz2d opportunity cost measures,
but also to try much more sophisticated analyses of the perception

of that opportunity cost of defense. There may be widely shared

goals for the non-defense sector that cannot be met. If that is
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true, the perceived burden of defense may be increasing over

time even though defense takes but a constant or declining share
of GNP. Therefore, it is impossible to address the problem of
the burden, or the Soviet perception of the burden, without knowing
how strongly the Sovicet leadership in general, or subgroups of
it, are attached to some alternative goals that could be obtained
by diverting resources from defense cven if the efficiency of the
shift of resources is low. Until much more progress is made in
these broader dimensions of the burden issue, statements to the
effect that the burden of defense upon the Soviets is great or
small will not be persuasive.

Estimates
A. of Points

Sizing analyses attempt to provide a measure of Soviet military
activity which is comparable to US military activity as represented
by US annual defense expenditures. To do so, the dollar costs are
estimated of "what US expenditures would be if the US pursued the
same decvelopment, investweut, and manpower progL.ms as the Soviets
and operated the resulting force as the Soviets do'" (SR IR 74-7,

p.- 13; SECRET). The estimated dollar cost of Soviel military activity
represents the magnitude of real resources allocated to the Soviet
military when those resources are aggregated using the corresponding
US dollar valves as weights. Therefore, comparative sizing studies
enhance our appreciation of the relative magnitude of the resources
used as inputs to military forces in the two countries; they do not
measure (nor claim to measure) the relative effectiveness or capa-
bilities of those forces.

The methodology used to size the Soviet military effort begins with

a detailed specification of the physical elements and activities of
the Soviet forces as revealed by intelligence community observation
and analysis. These physical dimensions are then dollar-costed and
aggregated for comparison to US defense expenditures as obtained

from official US budget documents. In the cowparisons of military
size, therefore, the Soviet and US data have been derived by signifi-
cantly different methodologics: the Soviet data by US intelligence
observation which cannot be exhaustive in its coverage of the details
of Soviet military activities, and the US data by reference Lo
official publications which are exhaustive of US defense outlays.
Although the CIA does make major adjustments to the US data which
improve the comparability between the two figures there arce a number
of factors which suggest that the observed and imputed physical
dimensions of Soviet military activity are under-represented relative
to their US counterparts.
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Once the physical dimensions of the Soviet and US military efforts
have been specified, there remains the question of how to aggregate
the disparate physical elements of cach nation's program to provide
commensurable aggregates for comparison. There is no system for
which a priori preference can be claimed. The Soviet program has
in fact been aggregated using US dollar prices for a number of
practical reasons. Soviet ruble prices in principle could have
been used to aggregate both the Soviet and the US programs, but

the empirical problems associated with an accurate ruble comparison
may be iutractable for US analysts.

Even within the dollar-price estimates of Soviet military activity
there are a range of legitimate estimates which can be made. It

is not a simple matter of aggregating the physical elements of the
Soviet effort by using their estimated dollar procurement or unit
prices. The resource costs which are functionally related to the
observable elements of military activity (men, ships, aircraft,

etc.) depend not only on the physical and performance characteristics
of the elements, but also upon the military practices which determine
how these physical elements are supported, deployed, maintained and
operated. Such pr .ctices differ significantly between the US and

the Soviet military, and the estimated dollar size of Soviet military
activity can vary greatly depending upon what mix of these practices
are assumed in the costing methodology. Of course, actual US

defense expenditures reflect US military practices exclusively.

The current CIA methodology used to dollar-cost Soviet activity,
however, embodies a mix of US and Soviet practices which results

in an estimated dollar cost of the Soviet defense program which

is relatively low; low, that is, in relation to other estimates

which would result from equally legitimate alternative assumptions
regarding military practices.

For these and other reasons the concept of the size of a military
program is complex and is to a degree inherently arbitrary. That
complexity and its associated uncertainty suggests that the important
policy issues to which sizing analyses are addressed would be better
served by a vaciety of supplenental measures of relative size. These
could be based upon ruble prices, alternative assumptions regarding
military practices, or real magnitude comparisons of major systems
procurcments by the US and the Soviet Union.

But dollar sizing of Soviet military activity is a perfectly valid
analytic process with important policy uses. I believe there are
serious problems in the current estimates which. on balance, under-
estimate the extent of Soviet activity relative to US defense expendi-
tures. Little confidence can be placed in the absolute size of the
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Soviet effort as now estimated. However, the general trend
between these estimates and US defense expenditures seems
correct: in constant dollar terms, the annual allocation of
resources to Soviet military activity has exceeded its US
counterpatrt in every ear since 1971, inclusive, and in
calendar year 1974 this excess was at least 20 percent.

B. Conflict

1.

The US defense expenditures which are compared to the
estimated dollar cost of Soviet military activity are taken
from official US documents that presumably provide an exhaustive
listing of US military spending. In contrast, the CIA process
for estimating the dollar value of Soviet activity (and also
its ruble value) begins with intelligence observation and analysis
to develop a detailed inventory of the numbers and kinds of
weapons and units that make up the Soviet armed forces. These
physical elements of the Soviet force, and the other material
support and activities which can be impuied Lo viem, are dollar
costed by a variety of means to arrive at the estimated dollar
aggregate. In principle, therefore, the US expenditure data is
exhaustive, while the estimated Soviet data can only seek to be
so. In fact, the CIA excludes certain significant categories of
US expenditures (for example, those for military aid and civil
defense) where the intelligence base is insufficient to permit
a reasonable estimate of Soviet counterparts. However, there
remain a number of areas in which the current estimates may
under-represent the physical resource base from which the dollar
estimates of Soviet military activity are derived.

2. Exclusions from the Soviet Base

As cited above in the burden section there are several
areas where significant resource inputs seem to be omitted from
Lhe Soviet estimate, including resources provided by non-deiense
Ministries in support of military activity. Some of these con-
tributions are captured, but the amount of civil-military inter-
action is so extensive in the Soviet Union that it is doubtful
that all of these have been adequately reflected. The additiomnal
resource costs entailed by dispersing civilian oriented produclion
units for nctional defense purposes stands as another relevant but
conceptually difficult arca. We have also argued that the resources
required for the Soviet buildup along the Chinese border casily may
be half again as much as indicated within the current estimates.
The cost factors for these forces have not adequately reflected the
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location and climactic conditions which suggest that forces
stationed in the Far East are significantly more expensive
in real terms than their counterparts in the western regions
of the Soviet Union.

Past estimates of Soviet defense manpower contain serious
uncertainties, particularly with regard to civilian and military
personnel in command and general support activities. A recent
intelligence community review focusing on these areas indicates
that, when all forces including the mi! itarized security forces
are considered, past estimates have understated the military
personnel involved by approximately 600,000. Although this
correction will presumably be incorporated in forthcoming sizing
and burden analyses, the omission from previous studies illustrates
the type of bias which the contrast in basic methodologies makes
probable.

3. Non-defense Inclusions in the US Data

Whereas the dollar costs accorded to the Soviets are
those rclated to observed military activities, the US documentary
data includes DOD expenditures which are not related to military
capability, or which make only a limited and indirect contribution.
Many of these are associated with certain manpower policies. 1t
is clear, for cxample, that retiree pensions and dependent and
retiree health, education and other benefits do nct contribute
significantly or at all to current military capability. Soviet
policies in these areas entail significantly lower dollar costs
than the corresponding US programs, and this contrast creates
difficulties in interpreting the sizing comparisons. These
problems will be discussed in more detail in Section D2, below.

There are a number of US DOD expenditures which are explicitely

in support of US non-defense values, such as expenditures for
environmental, conservation. and e¢qual opportunity programs, and
civilian skill transition training. Such expenditures may not be
individually large, but in so far as there are Soviet counterparts
they prohably are not included in the estimates of Soviet dollar
defense costs which are compared to the US data. Of course, there
are activities by the Soviet forces which are directed toward
principally civilian programs in Soviet society. Such activities
are known as "Sheftsvo" and include, for example, military troops
and cquipment assisting in crop harvesting and certain construction
projects. Not all Sheftsvo activities are totally civil oriented,
however, as troop involvement in the construction of the Baikal-

Anur-Magistral railroad near the China border illustrates. Nonetheless,






a more adequate comparative sizing analysis would attempt to
eliminate such civilian oriented activities from both the US
and the Soviet data.

4, Cost . Relations and the . of Soviet
Hardware

The dollar costs of most Soviet major weapons--aircraft,
missiles, and ships--are estimated through the use of cost estimating
relationships (CLER's) which represent what it would cost in the US
to produce the physical and performance characteristics of the
Soviet weaponry. During most of the post-WWII period Soviet weapon
development appeared to incorporate technology which was relatively
unsophisticated compared to US counterparts. Soviet design changes
were viewed as evolutionary, drawing heavily upon on-the-shelf com-
ponents and often involving little more than modifications of
existing systems. As a result, Soviet weapons have been described
as "simple, rugged, and easy to maintain', and as cheaper in dollar
terms to develop, produce and maintain than their US counterparts.
Indeed, when actual Soviet equipment was attained, in some cases
it was less sophisticated than had heen assumed and ther=forc cost
less in dollar terms than had been estimated.

This presumption of relatively unsophisticated weaponry may no
longer be justified. Recent analyses indicate that the major
Sovizt land armawents and tactical aircraft introduced since

1965 are substantially more complex than initially estimated,

and substantially more complex than the weapons they have replaced.
There are some cases in which the increcased complexity and asso-
ciated incrcase in capability entail lower dollar costs. But in
most cases the unit production costs for the present generation of
Soviet land arms are substantially higher than for older equipment
performing similar missions. Some new weapons—--such as the

2SU 23-4 anti-aircraft gun and the BMP infantry combat vchicle--
are far more costly in dollars than their closest US counterparts.

Tr is neot krewm how widecpread may be this trend toward increased
sophistication in Sovict weaponry. Its cost implications will

extend beyond procurement costs to the training and maintenance
structures required to support more advanced weaponvy, and the
effects in these arcas are also uncertain. But it is certain that
we have underestimated the complexity and capability of specific
Soviet weapons. As a result, the CER's ured to determine the dollar
costs of these systems have resulted in significant underestimations.

C. Aggrepgation Problems: Dollars, Rubles, and "Bias"

I. The _of Size
The concept of the silze of a military program is inherently
a matter of definition. In the dollar-cost estimates of the size
of Soviet military activity, the structure of U8 prices has becn
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used as the cowmon unit of measure with which the disparate
physical elements of Soviet activity are aggregated. But,

in principle, Soviet ruble prices could be applied to the

physical elcments of both the US and the Soviet military for
comparative sizing pu:poses. For a number of practical reasons
the dollar base has been used: the US audience is more familiar
with aggregates expressed in dollar terms; we know much more about
the structure of US prices than about that of Soviet ruble prices;
and the use of dollars requires that orly one military activity
(the Soviet) neceds to be aggregated, whereas the ruble base would
require that two aggregations be done (Soviet and US). A ruble
based comparison would face such extreme practical problems that
the degree of uncertainty associated with the result would be
large in relations to that felt regarding the existing dollar
comparisons. Given the magnitude of these problems it seems more
fruitful to concentrate upon improving the dollar based comparison
before devoting the extensive manpower required to produce reliable
ruble based comparisons.

It is true that the relative size of the two military activities
as portrayed ty a ruble baced compariscn would | obably differ
from that indicated by the dollar comparison; indeed, cven the
time trend in relative size may differ. This is an inescapable
problem with index numbers in gereral, and derives in this
specific case from two empirical factors: first, that the forces
of the Soviwt Union and the United States are composed of military
elements in different proportions; and, second, that the relative
dollar prices of these clements differ from their relative ruble
prices. One would expect as a general consequence that the ratio
of Soviet military activity to US military activity would be
higher when the indexes are based on dollar prices than when they
are based on ruble prices.

Although the trend in a ruble based sizing cowparison in principle
can differ from that shown in a dollar based comparison, such a
contrast is not necessary. Moreover, preliminary and rough com-
parisons in ruble terms reveal the same general relative trend as
the dollar based comparisons.

More importantly, such differences as could appear would not neces-
sarily be significant for the policy issues to which the comparisons
of military size relate. But if the two approaches should have
policy implications which conflict, the reaction should not be one
which attempts to discredit sizing comparisons as an analytic
approach, nor, necessarily, any of the particular indexes involved.
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After all, any index is a short-hand aggregate representation

of a number of disparate elements which are considered too
numerous and too complex in their interrelationships to be
considered individually as a normal rule. In certain cases

the aggregation of an index number or index comparison may
obscure the underlying factors relevant to a particular question.
In such cases, as in cases of conflict between indexes in general,
alternative analyses should be available to aid in interpretation.
Therefore, although comparative sizing analyses in ruble terms
would be useful if they can be done with adeqguate reliability,

we also need further supplementary measures of size. Especially
useful would be comparative real magnitude time series of US

and Soviet annual procurements of major weapon systems (missiles,
ships, aircraft, land armaments; cach broken into significant
functional categories). If such measures were presented within
the sizing documents, the interpretation of the value-aggregated
data would be enhanced.

D. Dichotomies in Practices and the - of
_nsizen

1. Statement of Issue

The fact thzt the concept of size is open to various defini-
tions presents a range of complexities even after accepting a par-
ticular value structure to use as the agigregation measure. Tn
particular, the dollar sizing of the Soviet force is not a simple
matter of using straight forward or obvious dollar procurement
costs to aggregate the various physical elements involved. Within
any military estuablishment, the costs which are functionally related
to the qguantity of a particular military resource go far beyond the
procurement costs of that resource, and are determined by the mili-
tary practices which define how the resource is supported, deployed,
maintained, trained or operated. Such practices are often significantly
different between the US and the Soviet military, and the dollar size
estimated for Soviet defense activity may vary widely depending upon
whether the US or Soviet praciices, or sume wmix of tne two, are
assumed in the costing methodology.

It might be assumed that the appropriate practices to assume for
costing the Soviet force are those followed by the Soviets; after
all, the Soviet sizing is in some sense an attempt to represent in
a manner cemparable to US data the real iresources which the Soviets
actually allocate to their military, and these will be deterwined
by the way the Soviets in fact use their forces. But the issue may
not be so clear. It will help to clarify the point in question

by referring to two quotations from the relevant CIA document which
describe the mcethodology and interpretation of the Agency's dollar
cost of the Soviet force.
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"Estimated dollar costs of the Soviet defense effort
are estimates of what it would cost the US to purchase
the same military equipment and supplies; pay the same
number of people; and carry on che same types of RDT&E
(research, develorment, testing, and evaluation) and
operations and maintenance programs as the Soviets. Con-
ceptually, the Soviet defense program in this context can
best be considered as an alternative US defense program."
-=-SRIR 74-7, p. 5, SECRET

"Estimated dollar costs of the Soviet defense effort
show what US expenditures would be if the US pursued the
same development, investment, and manpower programs as
the Soviets and operated the resulting forces as the
Soviets do. In essence, the dollar estimates present
the Soviet military force as an alternative US force
equipped with Soviet weapons and manned, operated, main-
tained, and improved on the basis of Soviet practices
and priority decisions."

~-SRIR 74-7, p. 13, SECRET

Although care should bhe talken in the exegesis of such summary
quotes, the implication of these statements is that Soviet
practices are the basis of the dollar costing methodology.

But is this consisteutly the case? How are the dollar purchase
prices of Soviet equipment determined? llow is it detcrmined
what the United States would have to pay to raise the same
number of military personnel as the Sovicts (active duty?
reserves? civilians?)?

In the case of military hardware the general procedure is to
develop, on the basis of the equipments' particular physical

and performance characteristics, cost estimating relatiorships
(CERs) indicating what it would cost US firms to produce that
Soviet equipment in the US. Here, clearly, US practices are
embedded in the estimating process. Those iavolved in the CRs
are US industrial practices, not military, but their inclusion
causes the resulting estimate to diverge from a representation

of the resources which the Soviets actually expend on military
activity. The point here is that the actual estimation process
contains a mix of Sovicet and US practices which leaves the inter-
pretation of the final dollar cost estimate of Soviet military
activity unclear. A more specific--and perhaps more significant--
cxample of this mixing of US and Soviet practices, and the resulting
ambiguity of the estimates, will be provided in the following
section.
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However, none of these remarks should be taken as arguing

that the CIA estimates are "wrong' due to their assumption

of a mix of US and Soviet practices. Given the essentially
defined nature of the "size" of military establishments, the
CIA methoudology can a'd does provide useful insights into the
status and trends of the US-Soviet military competition. But
the following objections can be made. First, the specific
mix of assumptions embodied in the current CIA estimates is
only one of a set of legitimate assumption mixes. The documents
which contain these estimates present ithem without adequate
acknowledgement of the ambiguity of the 'size" concept, and
without any indication of the differences in magnitude of the
Soviet estimate which would follow from certain specific alter-
native practice assumptions. Second, as will be illustrated
below, the particular mix of US and Soviet practices assumed

in the current estimates tend, on balance, to provide a dollar
cost estimate for Soviet military activity which is relatively
low; low, that is, in relation to many legitimate alternative
estimates which could be made. And, third, that the current
Soviet estimate under-represents relative to US defense expendi-
ture what the US would have tu spend in ovder Lo veplicate
within the existing US contoext the phyzical dimensions and
operational capabilities of the Soviet military.

The procedures used to dollar cost Soviet mannower provide
a striking exzample of how US and Soviet mwmilitary practices are
mixed within current estimates, with significant consequence for
the resulting Soviet figure. Reference to the first quotation,
above, indicates that the estimate represents "what it would
cost the US...to pay the same number of people...as the Soviets.'
But how inclusive is this concept of "pay"? How inclusive should
it be to achieve a dollar estimate of the Soviet force which is
comparable to US defense expenditures for a variety of purposes?

These quustions do not have clear-cut answers. 1Is the siziwg
estimaote to be interpreted as a dollar price aggregation of the
actual resources allocated to Soviet delense? Or is it to be
interpreted as the dollar cost required to replicate the physical
clements and operational capabilities of the Soviet forcza in the
United Stuabtes? Both interpretations can be found in the literature
on the subject; the former secems most consistent with interpretations
of international cconomic comparisons in yeneral, the laitter most
consistent with the official interpretation as represented by the
quotations on pare 18. Both are reasonable intevpretations. Unfor-
timately they scem to imply conflicting assumptions regarding the
particular mix of US and Soviet practices which should form the

basis of the Sovict dollar estimate. The conflict can be illustrated
by the present methodology used to estimate the dollar costs
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associated with Soviet military manpower.

The CIA methodology begins with the calculation of US per man

pay factors for each US service by dividing total pay, allowance,
and fcood expenditures for cach service by its respcctive total
manpower. The factors are then applied to the manning levels of
the corresponding Soviet services to determine the dollar cost

of Soviet military personnel (SR IR 74-7, pp. 8-9, SECRET). As

a preliminary point it can be noted that already a selection has
been madc between US and Sovielt practices, i.e., the assumption

of the US rank structure and its associated relative pay scale.

In essence the assumption transforms the actual Soviet proportions
between officers, NCO's, and enlisted personnel into the different
proportions of the US system. Given that the choice of one rank
structure rather than the other will have an influence on the
resulting dollar sizc estimated for the Soviets one can reasonably
ask why the particular choice was made. Are the differing rank
proportions and salary differentials thought to be determinants

of military capability, more or less consciously selected in
relation to the mission emphases of the two military establish-
ments? Or are they unrelated to caprhility, and more thz product
of the social and cconomic environments in which the two systems
are cmbeddcd? Even if the answers to these questions are ambigu-
ous they seem to be important consgiderations for the interpretation
of the sizing estimates. Their trclevance can be illustrated by
exploriug further the concept of the dollar cost of Soviet manpower.

The manpower costs reflected by the manning cost factors discussed
above are only a limitcd portion of the costs which are functionally
related to the quantity of manpower in any military system. Con-
sider only an illustrative listing of other activities in which the
resources expended are deterwined wholly, principally, or in per-
ceptible part by manpower levels: training, personal equipment,
transportation, professional education, active duty health care;
dependent health care, overseas services for dependents (housing,
transportation, education), retiree pension, health, and other
henefite In cotimating the dollar cost of these aciivities for
the Soviets, the CIA assumes Soviet practices, reflecting in

dollar teims the actual resources which the Soviets allocate in
those areas.

For the activities listed before the semi-colon this "Sovietization"
seems apnropriate.  Such activities presuaably are determinants of

the military quality of personncl. The differences between US and
Soviet practices in such arcas can be assumed to reflect the dif-
ferent mission emphases of the two forces, and the different tradeoffs
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between quality and quantity which each side has made in
pursuing military capability, however defined. TFor either
interpretation of the sizing analyses it scems appropriate
that such mission and capability related activities should
be estimated on the basis of Soviet practices.

But the same logic does not apply to those activities which

follow the semi-colon. Services and other benefits accorded
dependents and retirces in either military system have no

relation -or only the most tangential relation-—-to military
capability or mission cmphasis. They constitute a part of the

real wage of military personnel. Differences in these payments
between the US and Soviet military are rather to be explained

by the wide range of social and economic characteristics which
define the different national contexts in which the military
systems are embedded; for example, the contrast in the general
standard of living and the corresponding difference between the
recal wage needed to induce pcople into military service as

opposed to that required to sustain a largely conscript force.

Yet US practices in such areas inflvence the functional relation
betwzen the quant’ 'y of military personacl raised in the US and

the magnitude of misinpower related costs. TIn essence, a US military
person enters US defense expenditures with a2 dollar veight determined
not only by those practices which relate to military capability,
but also by those which reflect the non-defense characteristics

of US society. Soviet practices which determine the Soviet counter-
parts of these dependen: and retiree programs cost less in dollar
terms per man than do tlie US programs. Conssequently, to assume,

as the CIA does, Soviet practices in such areas, is to underweight
the dollar cost of Soviet manpower relative to US wanpower, and

to do so in a way not rcpresentative of quality diffeventials.

The resulting dollar size of Soviet military activity therefore
underestimates what it would cost to raise a Soviet manpower level
within the US systcm.

Let me summarize the preceding argument. TFirst, in mony cases
unrelated £o capablility, Sovice practices provides fewer benefits

and absorbs fewer resources than the corresponding US practices,

and therefore result in a lower dollar estimate than if US practices
were assumed.  Second, if ihe Soviet manpower level was raised within
the existing US system, the hipgher costs associated with US practices
would be required. Third, the cited cxpense categorics have only

the most indirect-—-if Gny--relation to military capability. Con-
sequently, the assumption of these Soviet as opposced to US practices
can hardly be justified as reficecting the quality/quantity trade-offs
which other practice dichotomics may represcent. And, fourth, 0S
military personncl are entercd into 0§ defense expenditures with
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dollar weights which reflect exhaustively the full range

of US manpower practices. Therefore, to dollar cost Soviet
personnel by in part reflecting Soviet practices with lower
dollar costs than the corresponding US practices is to
under~represent the quantity of Soviet manpower re‘ative to the
quantity of US manpower reflected in US defense expenditures.

In short, the particular mix of US and Soviet manpower practice
assumptions used in the current estimate underestimoates (1) the
quantity of Soviet military manpower relative to US military
manpower, or, what is an alternative interpretation, (2) the
dollar cost required to raise in the United States a military
manpower level equal to that of the present Soviet force.

3. I + to the Practice - Issue

It was said earlier that sizing analyscs do not measure
military capability, and this point is maintained. However, they
are one type of input relevant to judging the adecquacy of US
defense activities, and this question does require complex con-
siderations of capability. Although exceptions are protable,
it seems intuitively sound to argue that the relation between
"size'" and capability is positive. That is, most persons exposed
to the sizing analysis, on observing an increasc, say, in US
defense expenditures relative to the estimated dollar size of
Soviet activity, would view this change as prima facie evidence
that the US has increased its capability relative to the Soviet
Union. Given this tendancy to associate positively changes in
"size" with changes in capability, it is important that the
estimate of the size of Soviet military activity avoid the bias
caused by the use Soviet practice assumptions which, while unrelated
to capability, entail resource rcquirements with different dollar
valuation than the corresponding US practices. Such '"Sovietization'
will distort what relevance to capability, and to the adequacy of
US defense efforts, the sizing estimates reasonably may be
interpreted to possess.

1

We have discussed at length onec example of this bias. Others

are pervasive. Ulany are related to personnel factors, such a

the creature comforts considered neccessary for shipboard personnel
which influence the differences between internal and external
configurations of US and Soviet naval vessels. Others derive from
other societal influences, such as those thich may constrain
practicable US mobile ICBM concepts to a limited and more dollar
costly subsct of the range of alternatives open to the Soviwct
Union. Although such influences do not bear all in the same
direction, the differcaces between the US and Soviet socicty in

S -
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general suggest that, on balance, the effect is to under-
estimate the extent of Soviet military activity relative to
US defense expenditures.

The issue is complex in concept and ites treatment ‘ifficult

in practice. Yet there are major examples, such as that
relating to personnel costs, where alternative sizing calcu-
lations can usefully be made: one "Sovietized" as in existing
estimates, another (or others) employing a mix of US and Soviet
practice assumyptions selected to eliminate those practice
dichotomies which do not bear on military capability. Consis-
tent with a theme which has run throughout this paper, the
policy issue to which sizing analyses are directed would be
better served if several complimentary estimates of Soviet
activity werc available and appropriately documented.

E.

The foregoing remarks have outlined a number of areas where
there appear to be major conceptual or empirical shortcomings in
the existing dollar cost estimatces of Soviet military activity.

On balance, the current estimates tend to undercstimate the size

of the Scviet activity relative to US defense expenditures. Little
confidence is held, therefore, in the absolute magnitude of the
Soviet dollar figure specified by the CIA documents.

However, the analytic uncertainties which have been discussed

above do not appear to negate the basic relative trend between

the two forces which is indicated by the comparative dollar cost
time series. In real terms the Soviet Jdefense effort has undergone
a steady and significent expansion since at least 1964, whereas

the US effort has declined from 1968 through 1973. 1n constant
dollar terms, the annual allocation of resources to Soviet military
activity has exceeded its counterpart in the United States in every
year since 1971, inclusive, and in calendar year 1974 cxceeded US
defense expenditures by at least 20 percent.
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28 August 1975

CURRENT AND PROJECTED NET ASSESSMENT PROGRA''

The major objective of the net assessment program is to support the
Secretary of Defensc by supplying assessments of military balances,
contrasting US and Sovict strengths and weaknesses, major trends and
their underlying causes, and emerging problems and opportunities.
Additionally, we wish to establish and institutionalize within DOD
net assessment as a distinctive style of analysis. This will require
the development of improved and appropriate methods of comparison
over the course of the next several yecars.

The Secretary has indicated special interest in the following topics:

of US and Seviet and
Institutions

Broad concern is for the comparative efficiency of US

and Soviet military efforts. The US must have an effective,
efficient military and industrial establishment over the
longer run and to have geod stratcgies for competing with
the Soviets in developing and maintaining military forces.

~ A more comprchensible and credible job of estimating the
comparative size of US and Soviet defense efforts must be
available.

- Assessments are necded of how well we are doing in efficicently
competing with the Soviets. What 1s driving the US costs of
competing up? Where are the major areas of future US tech-
nological advantage? How can we exploit areas of strong US
technelogical or military cconomic advantage?

--The World-Wide -

- Assessments are needed of the current state of the world-
wide balance, treunds, c¢merging problems and aveas of advantage:

o Key sub-balances arec:
Strategic Nuclear
Nato Central ¥Front (and ¥Flanks)

Downgrading Auth: pi
Downgradingr Dlr/escio/r/?;z“’\/OCA
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. Maritime (specifically to include land-based
air power)

. Comparative capability to project military power
to potential crisis areas. We have been far ahead
here but problems may cmerge in the next decade
given trends in Soviet forces and increasing foreign
base availability.

A selected list of specific projects underway or contemplated follows:

COMPARATIVE ECONOMICS

1. Project 186. Comparative Economics of US and Soviet Military
Programs. This project is aimed at comparing US and USSR military
programs and forces, with respect to resource allocations, roles
and missions, and capabilities achieved.

a. Phase I (Ground Forces)
b. Phase II (Tac :ical All Programs)

2. Comparative Sizing of US and Soviet Defense Program ‘Joint CIA/OSD
study). The objective of this project is to produce credible and
useful comparative measures of the size of the two military prograuws.

a. Real Military Resouirce budget comparisons. This project
focuses upon certain inconsistencies in the present com-
parative sizing analyses of US and Soviet military expendi-
turca. The general thrust is to improve the accuracy with
which the analyses represent the real resources devoted to
defense by the two countries.

b. Comparison of US and Soviet procurement of military hardware.
This project is developing consistent US and Soviet real
magnitude time scries for major military hardware categories.
The product is 1intended Lo supplement the comparatlve detense
expenditure analyses.

c. Documentation of CIA Strategic Cost Analysis tlodel. As an
ald to understanding and improving present techniques used
to develop Soviet defense expenditure estimates, the CIA is
to produce a complete review and documentation of the estima-
tion methodology.



3. Rand Projects

a. Long term competition characterization and analysis.
This is an attempt to compare the way the US and USSR
conduct their continuing competition to produce and
maintain military forces. It should also produce
methods of analyzing strategies for competing and to
assess the present status and trends in the competition,
How does one measure or assess good strategies? Is
there a rationale for cost imposing strategies?

b. Costing of Soviet military programs. This is primarily a
search for alternative means of assessing such costs. A
specific study examines the extraordinary costs of the
Soviet military buildup along the Sino-Soviet border.

4. Soviet Military Manpower. This project encompasses a compre-
hensive set of studies which compare the Soviet and US military
manpower envirooment, practices, and potential problems. The studies
are seen as inputs into the analyses of the relative efficiency of
Soviet and US manpower practices, thelir impact upon present and
_future defeunse expenditureg, and the abilities of the two countries
to sustain large scale military forces over the long run. Represen-
:) tative topic areas are specified below.

a. and its US counterpart. (Military Shefstvo is
the use of mwilicary resources for civilian purposes in
the areas of cconomic and political-socialization objectives.)
b. Civilians and uniformed women in DOD and }MOD
c. Pre-military training programs
d. Studies of Officer Corps management
e. Studies of Enlisted TForce management
f. LEconomic/demographic constraints on wilitary manpower
5. Sophistication Study. This study was undertaken to check the
hypothesis. sparked by some Soviet cquipment captured in October 1973,
that newer Sovict equipment is far more sophisticated, complex, and

expensive. Also of interest is the total (dirccet and indircct) impact
on Soviet program costs.






COMPARATIVE TRAINING AND MAINTENANCE STUDIES

These projects are comparative examinations of US and Soviet training
and maintenance practices for major weapon systems. These aspects

of military activity have significant impact on the effectiveness

with which weapon systems can be employed. The project includes studies
of US and Soviet pilot training, tactical aircraft maintenance, tank
crew trainin?, tank maintenance, naval surface ship training and main-
tenance.








