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The Honorable Harold E. Stassen
~ Specisl Assistant %o the President
The White House .

Dear Mr. Stassen:

The attached analysis vas prepared on a rush basis at the
request of Mr. William Tidwell of your staff.

- I would like to emphiasize that, in the absence of specific
assumptions with respect to the details of the disarmament arrange-
ments under consideration, we have hed to establish ecmevhat
arbitrary assumptions and parameters as the basgis for our analysig.
I believe, however, that the papsr dogs present some useful gen-
eral conclusions regsrding the possible impact on the Soviet
economy. I hope you will find thia paper belpful for your current
discugeions here in Washington. '

Sinecerely,
/sl

Rebert Anory, Jr.
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22 May 1957

Estinated Effect on the Soviet Beonomy of the
Level of Disarmament Implied by Recent Soviet Proposals

1. Any substantia) cut in Sovieg armed forces and procurement
would contribube significantly to the productive capability of the
Soviet civilian economy. The propessl to reduce military maunpower to
1.5 million men would releage 2.5 million frum the armed forces pres-
ently estimated at about %4 milliom. o

~ 2. Although the Soviet economy is presently experiencing some econ-
omic difficulties due to a temporary shortage of raw waterial production
capacity, ¢he averege anmusl rate of Soviet industrial growth probably
- will continue to exceed greatly that of the U.S. Hevertheless, the USSR
probably would welcome developments which would permit the assignment of
more resources to industrial investment, if assured that these develop-
ments would be. welcomed particularly in view of the rising costs of in-
dustrial materisls and declining increments to the Soviet labor force
resulting from the extremely low vartime birth rates. The increments
to the labor farce resulting solely from increeses in persons cut of
-8chool of laboring age will be 4.5 million for the five years 1959-1963,

compared with 7 million actually added to the labor force for 1951-1955.
3. Any substantial reduction in armed forces and agssocisted PO~

Rore easily chanmeled into this program than civilians from other areas.
By 1959 the profductive contribution of the demobilized. personnel would
assuzs greater importence as the raw materisls shortages are overcome
and the demobilized servicemen are integrated into the civilian economy .
The 2.5 million men released wvould equal sbout five percent of non-
agricultural employment and would be the equivalent of the natural
1;6crea.ae in the total labor force expected in the three years 1961 to
1963.

Y. Over a scmewhat longer period {1960 and later) the labor,
materials and industrisl capacity reledsed by eny demobilization could
be integrated fully into civilian production. The impsct cen then be
appraximated by the ruble value f these released resources. The 2.5
million persons released from the armed forces could be expected to
add about 20 billion rubles to the annual velue of production.

5. In order to assess the extent of possible reductions in the
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Precurement sector of Soviet military expenditures,® these expenditures
were classified in five broad groups described in the attached table.
It has been celculeted for current Rationel Intelligence Estimates that
the expenditures involved in procurement of these activities amounted
to 114 billion 1955 rubles in 1956 and in the absence of dissrmament
would grow te 154 billion in 1560. In order to determine how the 1960
expenditures for these items might be affected by a force level cut
from about 4.0 million to 1.5 million men and possible changes in
specific programs, two erbitrary disarmement examples were comstructed
to illustrate the range and orders of magnitude that might be involved.

6. In Cage I, which might be described as a relatively small cut,
theprocmntlevelsofthemiwgroupsofitmweread,}nated '
according to the assumptions in the table. The table also presents
the adjustments assumed for Case II which might be described as a
relatively large cut. The effects of these two sets of asgumptions on
the 1960 expenditures for these groups together with the values for 1956
and 1960 which were prepared for current Fational Intelligence Egtimates
are presented in the table. The large cut would reduce the projected. 1860
expenditures for theee items by 64 billion rubles or 42 percent, while the
small cut would reduce the 1950 expenditures by almost 17 billion rubles
oer 11 percent. - )

T. The resources relessed by reduced procurenent and demcbilization
of personnel constitute the gain to the civilian productive economy. The
subsistence of the relsased service persomnel is not included since it
vill simply become consumption for civiliaps. The gains in dbillions of
1955 rudbies to the economy in 1960 under the two brocurement asswmptions are:

- ~ Cage I - Case II
Labor 20 ' 20
Material a7 , 64
Total 37 . 84

- 8. These emounts could have & significant impact on non-mil:¢ary
production and can be compared with a projecied total investment of 390
billion rubles for 1960. Kot all but most of the above. amounts could
b sllocited to investwent. The allocation to investment of a major

. portion of the more drastic cut (Case II) could perhaps, over a five-

year period, recult in a level of industrisl output. five to ten percent
higher than that attainable without such a cut.

¥ Includes all expenditures for military materiel, only part of which
is included in the announced budget account, "Defense Expenditures.”
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Estimated Soviet Military

SeEaCaR~BeT"

Procurement Expenditures for 1956 and 1960,

and for Assumed 1960 Disarmament Alternatives a/

‘Billion 1955 Rubles

Procurement Expenditure Groups

Assumptions .

__Deseription

Materiel

Case II

th relatively low rates of
solescence. W\ :

tems whose procurement is
€losely related to manpower

""Items with high obsolescence
- -rates and relatively low man-
povwer requiremsnts for
_operation.

Items partly a function of
force level and partly a
function of equipment levels.

Expenditures invoived in
- research and development
-activities for military
‘purposes and nuclear
~energy activities.

ems in heavy supply in USSR~

Armoured fighting vehicles, other
ground force weapons, ammnition
and ngval surface vessels. .

Autamotive equipment, transporta-
tion services, and general equip-
ment, waterials and supplies.

Aircreft and missiles, radar and
alr defenge coammmnicaticas and
submarines.

Petroleum, coammmnication and
construction activities.

_Case 1

. Cut "to 50 percent of .

Cut to 37.5 percent
of 1956 levels.

Projected at same
levels as were
" e¢stimated for 1960.

. Cut to 90 percent of
" projected 1960
levels; based on a
vgighted average of
cuts in above groups.

wn.&wnema at sams
levele as were
estimated for 1960.

Cut to. 10 uw.n.noua. of -
1956 levels.

Cut to 37.5 percent
of 1956 levels.

Projected at same
levels as 1956. ¢/

Cut to 66 percent
of 1956 levels, baged

.on a weighted average

of cuts in above
groupe. :

Projected at 1960
levels, except .
research and develop-
meat expsnditures
reduced by 25 percent.
for reduction in weapon
testing and product
development,.

Totel

As Estimsted for

Assumed

Current NIE's 1960 Digazmament
195 1990 CTase T Case II
S8 w9 o F
1 12 b 4
| 50 81 81 © 50
© 10 12 1n T
25 2 R 21
114 154 137 90

O.U’W

» Includes all expenditwres for military meteriel, only part of which is included in the enncunead budget account,  Defense Expenditures.’
These items would be available not only to support lower manpower levels for longsr periods, but also to aquip reserve forces at call-up,.
- Because of the growing complexity of items in this group, 1956 expenditures will-procure in 1960 a smaller numocy of weapons than in 1956,




