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FOREWORD

As approved by USIB on 14 April 1965, NIE 11-L-65: Main Trends in

Soviet Military Policy stated:

The question of defense expenditures for

v 196k is currently under study, .and a
Memorandum to Holders of this estimate,
covering this subject, will be pub-

lished when this analysis is completed.

This contribution, prepared to serve as a basis for such a Memorandum
to Holders, consists of three sections. The first of these is a pro-
posed draft of the Memorandum for Holders. The second section presents
in some detail the basis and results of ORR's most recent study of
Soviet defense expenditures upon which the proposed draft memorandum is
based. The third section discusses the differences between this current
series and, respectively, an.garlier series used in NIE 11-4-6L4* and the
final IAP-64 expenditure series, published in CIA/RR MR 6L-1,** which
was based on information current as of September 196k.

As will be seen below, a relatively brief Memorandum for Holders of
NIE 11-4-65 is recommended. This proposed Memorandum and its support.-

“ing table are at about the same level of detail as past estimates in

this series. The second section of the contribution includes relatively

* Main Trends in Soviet Military Policy, 22 April 1964 (SECRET/

¥  Soviet Defense Expenditures and Their Economic Impact Through 197C.
December 196 (SECRET, '
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detailed taﬁles on various aspects of Soviet defense expenditures which
provide the data needed by the representatives in their consideration
of the Memorandum for Holders. The lengthy detailed third section --
explaining the differences between the current séries and earlier
series -- has been included in response to several requests for a rela-
tively detailed review of the changes that have taken place over the

past year and a half.
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SOVIET MILITARY EXPENDITURES, 1955-6h

I. Proposed Draft of Memorandum to Holders of NIE 11-L4-65:
THE . PROBLEM

To report on an analysis of trends in the level and allocation of
Soviet defense expenditures implied'by Sbvie£ military programs and

activities.
SCOPE NOTE

NIE.ll—h-65, MATIN TRENDS IN SQVIET MiLITARY POLICY, 1b April 1965,
assesses the main trends in Soviet military thihking, policy, and pro-
graﬁé. .I£ does not éontéin an expli¢i£ stétémént df Soviet defense
expéﬁditufes,.because the énaiysis:of these ékpéhditures through 1964
had noﬁ béen compleféd at the time of the puﬁliéation of the NIE. This
Memorandﬁm suppleméﬁfs paragréﬁhs i6 éna 17 of the Diséussion in NIE 11-

4-65 by presenting the results of the analysis of this topic.

v
DISCUSSION

1. Our analysis indicates that annual Soviet defense expenditures
have remained at about 17 billion rubles during the 1962-64 period.*
Historically, however, these expenditures have shown considerable
change over the past decade, declining in 1956 and 1957 and then rising

from about 1 % - billion rubles in 1958 to slightly more than 17 billion

*¥ If US and Soviet expenditures are adjusted to attain comparability,
the 1964 level of the dollar valuation of Soviet expenditures would be
about 80 percent of US expenditures.
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in 1963. As indicated in Table 1, the main impetus for the growth dur-
ing this period was provided by the continuing buildﬁp in forces for
strategic attack and defensé aﬁdAby extensi?e research and development
and space programs. These increases were partially offset by a con-
tinuing decrease in expepditures for general purpose forces. Although
expenditures for strategic defense forces and research and development
continued to increase, those for strategic attack forces decreased
somewhat in 1963 and 196L, reflecting the completion of the MR/IRBM
deployment programs and the pause between the end of the deployment
program for second-generation ICBM's and the beginning of the new
single-silo ICBM program. | |

Table 1 also shows a marked shift in the allocation of expenditures
within the military establishment. About 30 percent of the 1955 ex-
penditures were allocated to strategic defense and strafegic éttack
forces and research and development; by l96h, more thaﬁ 50 percent of

the much larger total was allocated for these purposes.
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Table 1

Estimated Distribution of Soviet Defense Expenditures g/
" Selected Years, 1955-64

Billion 1955 Rubles

1955 1958 1962 1963 1964

Strategic Attack Forces 1.8 2.0 3.1 2.8 2.4

Strategic Defense Forces 1.8 1.9 2.6 %.6 2.8

General Purpose Forces b/ 8.6 6.5 6.1 6.2 6.0

Command and General Support ¢/ 2.7 2.4 2.1 2.1 2.1

Research and Development d/ 1.0 1.8 3.1 3.5 3.8

Total 15.9 14.6 17.0 17.2  17.1
Percent

1955 1958 1962 1963 1964

Strategic Attack Forces 11 14 18 17 15
Strategic Defense Forces 11 13 15 . 15 16
General Purpose Forces b/ 5L L5 36 36 35
Command and General Support c/ 17 16 13 12 12
Research and Development 4/ 7 12 18 20 22

a. Most of the figures in this table are derived from detailed calcu-
lations of the estimated magnitude and cost to deploy and operate indi-
vidual program elements of the Soviet military establishment. These
calculations produce numbers which suggest a high degree of accuracy.
In fact, however, these numbe®s are subject to considerable uncertainty
and should not be considered as precise measures. The totals shown in
this table are based on unrounded data; the components are also based
on unrounded data but have been adjusted where necessary to add to the
totals shown.

b. Including estimated expenditures for ground forces, tactical and
naval aviation, military air transport, and naval forces (except
ballistic-missile submarines, which are included in Strategic Attack).
c. Including estimated expenditures for reserve forces, paramilitary
training, and militarized security forces in addition to command and
support for the active military establishment.

d. Including estimated R and D expenditures for military equipment,
nuclear energy, and all space programs. These figures are derived

from analysis of published Soviet financial data and do not represent
detailed calculations of R and D activities.




II. Analysis of Soviet Defense Expenditures* for NIE. 11-4-65

The estimates of Soviet defense expenditures, l955-6h, presented
below are the result of a continuing effort bj ORR to construct and
maintain an expenditure series which, on the one hand, is consistent
with current estimates and, on the other, includes improvements in our
understanding of historical trends in forces, programs, and activities
based on accumulated information. The research effort for NIE 11-4-65
was an attempt to construct a single-valued "best" estimate of Soviet
military expenditures and activities during the past decade. Evidence
for the period since l955vwas systematically reviewed in order to re-
state, from the vantage pbiht of April 1965, the historical pattern of
Soviet defense programs (procurement, deployment, and so on). For the
period 1961-6L (covered by IAP-6L4) an attempt was made to select the
set of "most probable" programs from within the ranges of uncertainty
presented there, taking into account the latest evidence and the most
recent revisions of Section I, II, and III of IAP-64. Certain prbjec‘
tions beyond 1964 were made in an effort to preclﬁde an unrealistic
sagging (a "tired-arm" effecty'in the expenditure series'forvl963-6h
by taking the effects of longer lead times of future procurement pro-

grams into account.

Compared with IAP-6k4,** no significant methodological change was made.

Prices and expenditure factors were reviewed and some adjustment made.

* The data on expenditures presented in this contribution conceptually
include all outlays for personnel and other operating costs, procure-
ment of all hardware used by the military establishment (including
nuclear warheads), construction of facilities, military and nué¢lear
research and development activities, and all space programs. Many of
the funds required to cover these expenditures come from sources other
than the budget account labeled "Defense" by the USSR.

**  See MR 6L-1.
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The femainder of this section is divided into three parts. The
first summarizes the expenditure implications of the fofcé strﬁcfﬁre
in rubles and discusses the salient fegtures of the constituent parts.
The second presents the dollar equivalents of these expenditures and a
comparison of them with US defense expenditures. The third presents
the detailed data on which the discussion in this and the preceding

section is based.

A. Trends in Soviet Defense Expenditures, 1955—6M

1. Total Expenditures

Estimated total Soviet defense expenditures for-1955-6k, as
may be seen in Figure 1,* decline from a leﬁel of 15.9 billion rubles¥**
in 1955 to a low of 14.3 billion in 1957. In.l958 these expenditures
begin a climb that gon£inues through 1963, wﬂen the level of 1T7.2 billion
is reached. This level is essentially maiﬁtained in 1964. For the most
part,“throughoutlthe entirevperiod the changeé from year to year are
relatively gradual, with an increase of 21 percent from the low in 1957
to the high in 1963, an average annuai rate of slightly more than 3 percent.

The most dramatic change is an increase of 11 percent from 1961 to 1963.
v

2. Composition of Expenditures, by Military Mission

a. General
As Figure 1 indicates, there have been sizable changes

in the level of expenditures for the major missions over time. The

¥ See smlso Tables 2 and 3. :

%% Unless otherwise noted, all ruble values in this contribution are
based orn the 1955 Soviet price structure but have been expressed in new
ruble terms by dividing by 10. In concept, when these prices are applied
to the physical quantities, the product expresses the cost of the under-
lying physical quantities had they been purchased in the USSR in 1955.
Price information on newer military equipment is particularly sparse.
Also, the extent of Soviet price movement in general is not well known-
Therefore, it is jncorrect in principle to compare the series in this
contribution with any series of Soviet military expenditures that is
based on.current (as opposed to fixed year -- here 1955) prices.
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STUTTET

increase in total expenditures is due to. the growth of the Strategic
Forces and Research, Development, Test,.Eveluetion,vand.Space (RDTE&S).*
The largest increase in expenditures for Strategic Attack programs occurs
from 1958 threugh 1962. On the other hand, those .missions for which ex-
penditures experience the largest growth -- Strategic Defense and RDTE&S --
show a steady increase throughout the entire period, with one minor excep-
tion -- a small decline in expenditures for Strategic Defense in 1957.

The trends in expenditures for the remaining two missions are downward,
however, with a steady decline in expenditures for General Purpose Forces,
except for a slight rise in 1962 and 1963, and for Command and General
Support throughout the entire period.

The most impressive change, RDTE&S aside, 1s in the ex-
penditures for the Strategic Defense Forces which showran increase. of
nearly 60 percent, most of which occurs between l958Aand,196%._ The pri-
mary reason for this growth is the extensive Soviet deployment of SAM's.
The somewhat smaller increase in Strategic Attack is also of nofe, with
the l96h level of expenditures being some L5 percent greater than that

v
of 1956. The MR/IRBM programs account for the largest share of expendi-
tures in this mission through 1962; thereafter expenditqres for the ICBM

program are larger than for any other system in the mission.

~ The shares of the totaL expenditures devoted to the
Strategic Attack and the Strategic Defense Missions are of interest.
Although the shares are equal inrl955 (11 percent of the total) and
only slightly different in 1964 (15 percent for Strafegic»Attack and
16 percent for StretegicbDefense), the trends between these two points

are quite different. The share devoted to Strategic Attack increases

* All expenditures for RDTE&S are included in a separate mission and
no expenditures for these purposes have been allocated to any other
mission.
_7..
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_
more rapidly to a high of 18 percent in 1962 and then declines to its
1964 level. The share devoted to Strategic Defense meanwhile experiences
a relatively smooth increase from its 1955 level to its high of 16 per-
cent which is not reached until 1964.

Expenditures for the General Purpose Forces are those
that decline most rapidly during the period, as would be expected with
the trend toward more sophisticated, less personnel-intensive weapon
systems. Even though the General Purpose Forces experience a substan-
tial decline in manpower (most of which occurs in the Ground Forces),
they continue to account for a large share of the total expenditures.
Their share of the total declines from Sh percent in 1955 to 35 percent
in 196k4; however, it still remains higher than the combined shares for
the Strategic Attack and Strategic Defemnse Forces. The expenditures for
Command. and General Support Forces follow the same downward trend as
that of the General Purpose Forces, from 17 percent of total expendi-
tures in 1955 to 12 percent in 196kL.

The RDTE&S Missiog shows the steadiest, and by far the
largest, increase. Its share of the total grows from T percent in
1955 to 22 percent in 1964. The rising expenditures -for this mission
reflect the dynamic technical changes which began in the 1950's. The
complexity, sophistication, and quantitative requirements for testing
advanced weapons systems, together with entirely new programs such as
space, have multiplied the costs of RDTE&S. Development costs alone '
can, at times, outweigh even those of subsequent deployment. Indéed,

the cumulative amount estimated to have been spent for Soviet RDTE&S




during the period 1955-€L4 is as large as the cumulative expenditures
for the Strategic Attack Force and larger than-that for Strategic
Defenée Forces.

b. Strategic Attack

The estimated expenditures. for the Strategic Attack
Forces* in general follow: the same trend as that of the total, except
that the mission peaks and troughs lead those of the total expenditures
by a year. The trend and composition of the expenditures for this mis-
sion may be seen in Table L. The mission total declines slightly from
1955 to a-level of 1.7 billion rubles in 1956 and then begins. a steady
c¢limb to a peak of 3.1 billion rubles in. 1962, after which it declines.
%astofWlemMﬁw%,m%emr%mm@cmwﬁgmwﬁm
about 11 percent in 1955-56 to a peak of about 18 percent in 1962.

The decline in the share of.total expenditures and in
the expenditures for this . mission after 1962 indicates the relative -
importance of the expenditures for MR/IRBM‘S, Although theexpenditures
for ICBM programs in 1963 and 1964 are larger than ever before, they
are not large enough to offse; the decline caused by the approaching
completion of the SS-4 and SS-5 MR/IRBM deployment programs. Although
deployment of ICEM's is very costly, the magnitude of the Soviet MR/IRBM

deployment programs is so great that the cumulative expenditures through

* The expenditures for Strategic Attack Forces comprise all expenditures
for personnel, procurement, operation and maintenance, construction, and
nuclear weapons for the conduct of long-range attack. All expenditures
for research, development, test, and evaluation (RDT&E) are included in
the RDTE&S Mission. This mission encompasses surface-to-surface mis-
siles with a range of 600 nautical miles and more; ballistic-missile-
launching submarine systems; and all heavy and medium bombers and

tankers assigned ‘to Long Range Aviation, including supporting personnel
and equipment.

-9_
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1964 for‘MR/IRBM forces exceeds those for ICBRM's by about 35 percent.
The further decrease in expenditures for the StrategiC~Attack Mission
in 1964 is due to the transition from the deployment‘of multiple-
launcher ICBM sites to single-silo launchers. The degree to which ex-
penditures on this mission will recover previous high levels will depend
primarily on the magnitude of these new ICBM deployment programs.
Although expenditures for the procurement and operation
of strategic bomber forces decreased throughout the 1955-64 period,
for the decade as a whole these expenditures -- mostly for medium
bomber forces -- are quite large, amounting to nearly 90 percent of
the expenditures for ground-launched strategic missile systems. Expendi-
tures for submarine;launched ballistic-missile systems were about one-
tenth the total expenditures on strategic missiles over the past decade.
An examination of the Strategic Attack Mission by geo-
graphic orientation reveals other useful insights. The mission total
islmade up of expenditures on forces for intercontinental attack,* on
forces for peripheral attack;** and on nuclear wegpons and joint sup-
port units.¥¥* The allocation of‘%xpenditures betweén the interconti-
nental and peripheral sub-missions reflects both the Soviet concern
with Furasia and its periphery and the earlier development of capabili-
ties against these areas. The allocation to peripheral attack forces

during 1955-62 exceeds that to intercontinental forces. As

* Long Range Air Forces heavy bombers, Strategic Rocket Forces ICRM's,
and Naval Forces ballistic-missile submarines. ’

**  TLong Range Air Forces medium bombers and Strategic Rocket Forces
MR/IRBM's. :
*¥% Long Range Air Forces headquarters and logistical support units
that serve the forces of both intercontinental and peripheral attack.

~ 10 -
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capébilities for peripheral attack approach the present levels,
there is a shift in the relative emphasis, and since 1963 expenditures
for intercontinental forces aré greater than those for peripheralA
forces. Nevertheless, cumulative expenditures on peripheral forces
for the decade as a whole exceed those for intercontinental forces by
about 4 billion rubles (more than 60 percent).

c.. Strategic Defense

Expenditures for Strategic Defense Mission¥ rise con-
sistently throughout the entire period, with the excéption of a slight
drop in 1957. The expenditures for this mission have the steadiest
rate of growth and the largest percentage increase of any of the mili-
tary missions other than RDTE&S. During this period the share of the
total expenditures devoted to Strategic Defense increases from 11 per-
cent in 1955 to a high of 16 percent in 196kL.

Ground-based missiles and control and warning have
the greatest effect on the mission total. Expenditures for ground -
based missiles for 1964 are nearly four times the 1955 level, primarily
reflecting the growth of the §A-2 forces. The cumulative expenditures
for ground-based missile systems account for nearly one-third of the

2l.7-billion-ruble cumulative total for the mission. The estimated

. * The Strategic Defense expenditures comprise all expenditures for
personnel, procurement, operation and maintenance, construction, and
nuclear weapons primarily assigned to the defense of the USSR against
~air attack. All expenditures for RDT&E are included in the RDTE&S
Mission. This mission encompasses the control and warning network and
all SAM's, ABM's, and aircraft assigned to the PVO Strany (Air Defense
of the Homeland). Personnel and equipment in direct support of these
units also are included. (See Table 5.) ’




expenditures for constrol and warning increase steadily, and the level
for 1964 is nearly 2% " times higher than the 1955 level, reflecting
primarily the increase in the number and éomplexity of Soviet ground-
based radar.

Other important changes in expenditures for this mis-
sion include a decrease for interceptor aircraft (expenditures for 1964
are one-third less than those for 1955) and a phase-out of expenditures
for antiaircraft artillery units in a strategic defense role.

d. General Purpose Forces

Expenditures for the General Purpose Forces Mission*

are -larger than for any other mission despite the fact that the share
for this ‘mission deélines steadily over the period, from 5S4 percent
in 1955-to 35 percent in 1964. Expenditures for this mission exceed
those for Strategic Attack and Strategic Defense combined in each year
of the period under study.

" . The impact of expenditures for the Ground Forces on
the total expenditures for General Purpose Forces can be illustrated
by noting that the Ground Forces, Encluding their nuclear weapons,
account for more than one-half of the total General Purpose Forces in
every year through 1961 and are never lower than 47 pércent of the total

after that. The decline in expenditures for the Ground Forces, due

¥ Expenditures for General Purpose Forces comprise all expenditures for
personnel, procurement, operation and maintenance, construction, and
nuclear weapons for conducting land warfare and opposing enemy naval
forces and shipping. All expenditures. for RDT&E are included in the
RDTE&S Mission. This mission encompasses the following: (1) theater
forces, which include ground combat forces, tactical rockets and missiles,
and tactical air forces plus their associated command, support, and ser-
vice elements; (2) military air transport and airlift elements; and

(3) naval forces, which include the Soviet naval surface fleet, the

naval air forces, and the submarine fleet except the ballistic-missile

submarine forces. (See Table 6.)
S 12 -
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primarily to the reduction in military‘manpower, acqounts,for most of
the decline in .expenditures for the General Purpose Forces from 1955
through 1964. As shown in Table 6, the remaining elements follow a
general downward trend for the period with.the exception of expendi-
tures for nuclear weapons and military air transport.

e. Command and General Support

Expenditures for the Command and General Support Mis-
sion* are made up of those for Command and Support, Civilian Defense,
Reserve and Retired Personnel, and Militarized Security Forces. Con-
sidered as a whole, the mission's share of the totai expenditures de-
creases slowly throughout the period, from a high of 17 percent in 1955
to a low of 12 percent in 1964. Within the mission, two counteracting
forces are at work. The expenditﬁres for Command and Support and the
Militarized Security Forces decline steadily -- the 196L figure being
nearly 0.9 billion rubles, or more than 40 percent less than 1955 --
and expenditures for Reserve and Retired Personnel and Civilian Refense
rise steadily, with the 1964 figure being nearly 0.2 billion ruble

higher than that of 1955.

¥ Expenditures for Command and General Support comprise all expendi-
tures for personnel, procurement, operation and maintenance, and con-
struction for the following elements: (1) Command and Support, which
is made up of units which contribute directly ‘to the support of more
than one mission, such as Ministry of Defense, major depots, hospitals
and schools, military district headquarters, and the like; (2) Civilian
Defense, which is the military establishment's support of DOSAFF (Vol-
untary Society for Cooperation with the Army, Air Force, and Navy);

(3) Reserve and Retired Personnel costs; and (4) Militarized Security
Forces. All expenditures for RDT&E are included in the RDTE&S Mission.
(See Tables 2 and 3.)

- 13 -
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f. Research, Development, Test, Evaluation, and Space¥

The element of estimated expenditures that acts to in-
crease the total expendiﬁures more than any other is RDTE&S. Expendi-'
tures for RDTE&S in 196k are estimated to be nearly 3.7 times those for
1955, or an average annual rate of growth of more than 15 percent per
year over the entire period, in contrast to an average annual rate of
growth of slightly over 3 percent in total expenditures from 1957
through 1963. During this time the share of total expenditures devoted
to RDTE&S grows from 7 percent in 1955 to 22 percent in 1964. Thus
the mission is second only to General Purpose Forces in terms of share
of "overall expenditures.

The method used for deriving the estimated Soviet ex-
penditures for RDTE&S is basically different from that used for deriv-
ing the expenditures for the other missions. The latter are derived
from explicit assumptions as to the size of the forces and other under-
lying physical quantities, whereas the expenditures for RDTE&S are de-
rived in a more general way as a monetary aggregate and are based on
published Soviet data pertaining’%o expenditures for "Seéience." The
estimated costs of military manpower for those personnel in the armed
forces who are involved in RDTE&S projects are added to the resulting

base series.

* Expenditures shown here are broader in their coverage than the ex-

- penditures for research and development reported by the US Department
of Defense. To obtain comparable coverage on the US side, the expendi-
tures for research and development of the Atomic Energy Commission and
all expenditures of the National Aeronautics and. Space Administration
must be added to the expenditures for research and development of the
Department of Defense. (See Tables 2 and 3.)

-1k -
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3. Composition of EXpehditures, by Category of Expenditure¥

As discussed above in the case of the distribution of ex-

penditures by mission; outlays for RDTE&S*¥* programs contribute greatly
to the growth of total expenditures. Fluctuations in the estimated
expenditures for investment -- procurement and construction of facili-
ties -- are the principal reason for the fluctuations in total expendi-
tures, while the estimated expenditures for operating costs -- personnel
and operation and maintenance -- are a stabilizing influence. A large
increase in RDTE&S expenditures and a modest rise in the operations and
maintenance portion of operating expenditures are responsible for the
increase between 1955 and 196h. Between 1958 and 196l the trend in the
personnel expenditures is the only segment operating downward in opposi-
tion to the upward trends of all the other segments of the total.

When the categories are considered in the light of their
share of the total expenditures, RDTE&S expenditures account for 6 per-
cent in 1955 and 21 percent in 1964. The share accounted for by in-
vestment fluctuates within a narrow range, decreasing from its 1955
level of LO percent to a low ;f 37 percent in 1957, then rising to its
highest level of 42 percent in 1962. Its share then declines to 39 per--

cent in 1963 and continues its downward movement to its lowest level of

36 percent in 196L.

* See Tables 7 and 8.

** Although they are almost conceptually equivalent, there is a minor
difference in coverage between the RDTE&S mission and the RDTE&S cate-
gory. In the case of the RDTE&S mission, expenditures related to mili-
tary personnel on active duty who are engaged in RDTE&S work arg added
to the estimated value of all RDTE&S work carried out directly for the
military establishments as well as to all space programs.
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The'fluctuations_in_investment_as a share of the total are
accounted for by movements in outlays for procurement because there are
no significant changes.in expenditureé for constfuction of facilities.
Basic changes in the composition of procurement over the past decade
are more marked than the movement of the total suggest, because of
divergent trends. Although the overall total for procurement is never
more than 10 percent above its 1955 level, expenditures for missile systems,
ground-based electronics, and nuclear warheads grow very rapidly through
1962 wheﬁ-they are about four times their 1955 level. Thereafter, they
decline somewhat and in 1964 are more than three times their 1955
level, mainly because of a decrease in the procurement‘of MR/IRBM's
and SAM's. In terms of their share of total procurement, these systems
represent about 16 percent. in 1955, but in 1964 these systems account
for 56 percent of the total. Procurement of all other types of equipment
in the aggregate fall during the decade to about one-half the 1955 level.

The growth of expenditures for RDTE&S together with that
for the procurement of missile systems, ground-based electronics, and
nuclear warheads -illustrates the géonomic impact of advanced weapon
systems. Total-expenditures for these purposes in l96ﬁ are nearly L
times the 1955 level and 2 times the 1958 level.

The share of the total expenditures accounted for by operat-
ing posts declines gradually from a high of 54 percent in 1955 to a
level of 41 percent in 1962, then increases to 43 percent in 1964. The
most significant occurrence within this category is the rather steady
decline in personnel costs, from 39 percent of total expenditures in
1955 to a low of 26 percent in 1962 through 1964. It should be noted

- 16 -
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that expenditures for operations and maintenance increase from 15 to 17
percént‘of the total over the same time span. This is another indica-
tibn.of the increased complexity of equipment within the Soviet military
structure. Even though personnel costs and the overall level of man-
power continue . to decline, the cost of maintaining the new systems
grows steadily and'becomeé a larger share of total operating expendi-
tures.

A further indication that the Soviet military establishment
is becoming more hardware intensive is noted in the trend in expendi-
tures incurred in the development, acquisition, and deployment of
weapon systéms4v- RDTE&S, procurement, and construction of facilities.
In 1955 these expenditqres account for_about 45 percent of the total,
and the share rises§;%éédily.” By 1962 they account for nearly 60 per-

cent and remain at about this level through the end of the period.

B. Dollar Valuations of Soviet Military Programs

Soviet defense programs for'l§55;6h have alsé‘been valued in
1963 dollars¥* -- that is, conceptually, the dollar amounts it would
have taken in the US in 1963 ;; purchase the.goods and services re-
quiréd to support the military programs which have been discussed above
in terms of 1955 rubles. -

The results of such a comparison made for 1964 on a mission
basis are shown in Figure 2. The data used for comparison apply to

calendar year 1964 in the case of the USSR and to fiscal year 196L in

the case of the US. Adjustments to the accounts as presented in other

* See Tables 9 through 13.
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"Footnotes to Figure 2

a. Because detailed expenditure data on US defense ﬁrogram;lon a mis-
sid# basis doznot éxist{:thg ﬁS si&e éf tﬁis comparison is on the basis
of ﬁlanned totéiiﬁbliéatiéﬁéi authorify.UFAlso, in the interest of
édmpérabiiity, military assistance and ciyil defense have been ex-
ciuded oﬂ'both sidés' it should also be noted that the US expenditures
aré for fiscal &éaf 1964 and that Soviet expenditures are for calendar
year 196L4. |

b. V”Stfategic Retgiiatdry” is the designation used on the US side.

c. It ié.ﬁof poésible at this time to distribute estimated Soviet
RDTE&S expenditures by mission; therefore; on the US side, all research,
de;é;opménf, tést, énd eﬁaluation (RDT&E) for the respective programs
haﬁe beéﬂ inéiuded iﬁ RDTE&S. Furthermore, becauée the Soviet nuclear
eﬁeréy RﬁT&E aﬁd space programs are covered conceptually by the esti-
mate, actﬁéi.expeﬁditureé-by NASA fdr 1964 ($h.17 billion) and actual
USYeXpenditﬁfes for RDI&E pfograms:b& the AEC ($i.50 billion) have
been inéluded‘here. - |

d.. On the US éide, expenditures for general support, retired pay,
reserve, nétionalbguard, and the nuclear enérgy program (excluding
RDT&E) are includéd. On fhe Soviet side, expenditures for command
ana.geﬁeral support; reserve, miliﬁariéed security forces, retired

Ppay, and the nuclear energy program (excluding RDT&E) are included.

- 19 -
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sections of this contribution were necessary to provide as much compara-
bility as possivle.
If the Sovietnmiiitery package for 198& were to be purchased in

the US, the resulting expenditures after adjusting both side to attain
comparebility would equalvabout 80 nercent of the expenditures planned
by thevﬁS.for fiscal year 1964. The ratio for'Sfrategic Attack Forces*
expendltures is the same, Soviet expendltures being about 80 percent of
those of the US. In tne case of General Purpose Forces, Soviet expendi-
tures are about 85 percent of those for the US. The 1ergest difference
occurs in Strategic ﬁefenee where>the Soviet figure is more than three
times as large as the US figure.

| The estlmated Us expendltures'for "Other act1v1t1es are nearly
two nimes those of the USSR. This grouping includes expenditures for
command and support forces, reserve forces, natlonal guard (Us), mili-
tarized securlty forces (USSR), mllltary.pen31ons, and nuclear energy
proérams ' Nearly the entire dlfference (more than $8 bllllon) between
the expendltures in the US and those in the USSR may be attributed to
expenditures for command and supﬁort forces. It is difficult to assess
vhether the actual difference is this greaf, because'it concerns those
forces and-asnects of thevSoviet military establishment about which the
least is known and for whicn expenditures are most likely to be under-

stated.

* The comparable US designation is "Strategic Retaliatory."
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C. Statistical Tables

The detailed data on which the di§cussion in earlier parts of
this section and in the previous section of this contribution is based
are presented here in tabular form. The data are carried in billions
to two decimal places to make it possible for the reader to get some
pérception of smaller movements in the underlying physical data, not to
suggest that the accuracy of the data is such that significance can be
attached to the second decimal place.

The tables which follow are of three types. The first describes
in several levels of detail the seriés ﬁsed in NIE 11-4-65 for Soviet
defense expenditure in terms of rubles. The second expresses the
salient features of these ruble values in terms of percentage distribu-
tions. The third expresses estimated Soviet defense expenditures in

terms of equivalent dollars.
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ITT. Comparlson of the Current Estimate of Sov1et Defense Expendltures
with Previous Estimates

A. General
The purpose of this'séctioﬁ is to ideﬁtify'ﬁhe major factors
underlying the differences between the defense_expenditures series
that was prepared in éuﬁport of last year's estimate (NIE 11—4;6h),
the twé series in the:final,version of IAP-6H,*_and the current
series prepared in support of this year's estimate (NIE ll-h-§5)t
Thus this section wili be dealing with fouf‘different series. In the

interest of brevity these series will be identified as follows:

1. NIE—6h~ The serleé that was prepared as a contri-
bution to NIE 11- h 64 and from which came the statements concernlng
1958 and 1963 which appgar in the published estimate. ‘

2. Low iAP?6h: The series that was preparedjfo reflec£
the implications of the low side of IAP-64. This series 1n flnal
form was published as part of CIA/RR MR 6h 1 but does not 1nclude
the revisions of expend;tures 1mp11ed by subsequent, more recently
updated versions of Sections I, fi, and IiI:ofvthe IAP. |

3. High IAP-64: Same as 2, above, except that the
series reflects the high side of IAP-6L.

L. NIE-65: The present series prepared by ORR as a

"best" estimate to be used for NIE 11-4-65 and as such is the basis

*¥ See CIA/RR MR 64-1.




for the proposed draft. Memorandum to Holders of=NIE'll-h565 contained

in Section I, above.

A general discussion of the nature of estimates of Soviet de-
fense expenditures -and the reasons for the differences among them is
& necessary prerequisite to a detailed discussion of specific numeri-
cal differences. Over the past decade, Western observers of the
Sov1et economy have came to appreciate that the single-valued state-
ment: of expenditures for Defense announced each year by the USSR
includes only some. fraction- of those Soviet expenditures which are
generally understood to be for "defense." In order to assess the
overall magnltude of the SOV1et defense establlshment and its programs,
various methods have been developed to obtaln more meanlngful measures
of these expendltures. The methodology used in thls contrlbutlon is
based on the assumptlon that enough is known about the underlylng
act1v1t1es, forces, and programs to construct estlmates from the com-
ponent parts. As a result the ORR estlmate of Sov1et defense expendi -
tures is dependent on a w1de yerlety of other estimates to a greater
degree than most quantltatlve estlmates Because these component
estlmates change as 1nfornat10n and understandlng develop, the over-

all estlmate of defense expendltures also changes.




" In compiling ORR estimates of Soviet- defense expenditures;

three types of subordinate estimates are used,‘as follows: '

L. Estimates ih physical terms, such as force levels,
orders of battle, and production of items of military procurement.

2. '"BEstimates of prieés to be applied to these physical
measures.

3. "Estimates in fiscal terms of activities and pro-
grams for which information is either: too fragmentary or -the activi-

ties are too diverse for- expression in physical terms.

A comparlson of estlmates of expendltures developed by ORR

over the years shows some varlatlon 1n the total and component
parts As 1n the case of other 1ntelllgence estlmates, the obJec-
tive behlnd these changes 1s the 1mprovement of the estlmate. The

sources of these changes are varred
" .lhe.prlnc1pal source of varlatron in expendlture estlmates is
thevchange in the physical esplmates that the 1ntelllgence communlty
makes when later 1nformat10nwresdlts in a rev151on of a previous esti-
- mate. “ hecent examples of such changes 1nclude revrsed estlmates of
Sov1ep\m1lltary manpower, of the ICBM program, and of aircraft orders

of battle. In this connection it should be noted that revision of an

estimate for a given year may imply changes in earlier years. For




exémple, changes in estimates of orders..of battle of'ten imply changes
in. estimates of the number of weapons produced'in various years,
aithoughasuch implications may not be treated explicitly in intelli-
gence documents.--

The pricing element by which physical estimates are converted
to estimates of expenditures may change for a varigty of reasons.
Better estimates of the performance and physical characteristics of
a weapon system. may raise or lower the price assigned. Information
derived from US: experience with the costs of advanced weapon sys-
tems may: also cause revision iﬁ the prices assigned Sbviet weapon
systems.

Some defense activities, by their very nature and because of
the. paucity of information available, defy measurement in physical
terms. In order :to make comprehensive estimates of defense activity,
these activities must}be'estimated from a variety of sources in terms
of fiscal series. The outstanding example of this situation is the
estimate for RDTE&S. ORR analyzes Soviet announcements of what the
Soviets claim to have spent Br plan to spend on "Science," from both
budgetary and nonbudgetary sources. Two major problems are encountered
in‘deriving expenditures on military RDTE&S from these announcements.
The first is related to whether the announced expenditures include all
military RDTE&S activities or whether such items as nuclear research

and hardware used in the missile test program are excluded. Soviet

descriptions of the scope of the "Science" accounts, although somewhat
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ambigudus; provide the basis for the assumption that these announce-
ments are. comprehensive. The second:-problem ‘relates to the determina-
tion of ‘the share of these expenditures which is appropriate to consider
as being for military, nuclear, and space activities -- that is, the
share of the total to be included in total defense expenditure esti-
mates. In this instance the assumption is based on an extrapolation of
the treﬁd in certain unexplained residuals in the Soviet "Science"
accounts for 1950-57. As more is learned about these two primary fac-
tors and other relevant factors, it is hoped that the estimates of
Soviet RDTE&S expenditures will improve. At this time, however, the
uncertainty for this account is probably gréater than that for other
major components of defense expenditures. The influence .of this un-
certainty on the estimates of aggregate defense expenditures increases.
through time as the size of the RDTE&S accouﬁt increases.

erfforts:to improve the methodology aléo cause changes in the
estimates of defense expenditures. Usually these changes. are minor
and are not significant enough to be reflected in the data presented
in finished documents. However,:nw change in methodology made in
‘the past year particularly affected the previous estimate for 1959-63.
The change involved the way in which expenditurgs for some- weapons
systems are distributed over time. Expenditures for such weapons as
ICBM'S,-Which take more than one year to produce and deploy, are now
allocated to the years in which the expenditures are estimated to have

occurred, rather than solely to the year in which the weapon became

operational. This kind of computation, called "spreading," lowers the
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iﬂvestment expenditures in the peak year of'deployment‘somewhat'because
it spreads the costs over the full span of years during which these
costs would have been accrued.

One additional factor which may change estimates of defense ex-
penditures is related to- planned efforts over the next year or so to
update the base-year prices being used. At present, the estimates are
based on 1955 ruble prices. Although the Soviets often imply that cur-
rent prices for most industrial products and other goods and services
have not changed since 1955, significant changes in some products
probably do occur as new products are introduced. :Although the pricing
of new products affects the priée level in‘the general economy to a
limited extent, the effect on the prices of military hardware is almost
certain to be more significant. The effect of a shift in prices from
the 1955 base to some recent base is likely to be an increase in the
level -of expenditures in current and future years relative to past
years.

A note of caution is necessary concerning the comparability of
estimates of Soviet defense 2xpenditures and the defense. expenditures
ammounced by the USSR in its annual buagets. Not dnly are these
announcements misleading because they do not include some expenditures
that are generally included in such accounts in the West, but they
' also lack direct comparability with the estimates of defense expendi -
tures presented in this contribution, because the Soviet announcements

"

are in terms of "current" prices whereas the estimates are in terms of

"constant” prices. To the extent that Soviet prices for goods and

o B O D T
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serviceé purchased by the military havé increased since 1955, the part
of Soviet defense. expenditures included in the budgeﬁ.annoﬁncements is
higher than the comparable portion of the estimates of defense ex-
penditures in 1955 prices. TIdeally, estimates of defense expenditures
should be made in both current and constant prices, but at present our
knowledge of Soviet price movements, particularly for military items, is
‘not sufficient for the preparation of a series in current prices. Of
the two types of estimates, the one in constant prices is more useful
because it is designed to measure the change over time in the quantity
and quality of resources devoted to military and space purposes.

B. Comparison of the NIE-65 and NIE-64 Series

‘One basic difference between the NIE-65 series and the NIE-64
series is their relative timeliness. As noted above, the NIE-65
series is based on a very recent and detailed review of the historical
development of Soviet military programs .and the-exbenditures.they imply.
The NIE-64 series was an updating of a basic series prepared in late
1962 for NIE 11-4-63. This updating reflected an attempt to take
account of only first-order effeg%s of - the major changes in the com-
munity's estimates of Soviet military programs between late 1962 and-
early l96h -- many of the second-order effects were not taken into
account. Thus the time difference in the basic research underlying
NIEf6h and NIE-65 is greater than one year.

- Another basic difference is-the degree to which the historical
period was re-examined when the two series were produced. While the

NIE-64 series reflected some effort to make the estimates for the

- Lo -
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1950's consistent with those for the 1960's, the NIE-65 series is based
on an explicit, detailed review of each of the major Soviet military
programs over the entire time period. Thus the new series reflects a
direct effort to make an estimate of the historical developments from
the vantage point of April 1965.

A third difference in the two series reflects the improvements
that have been made in both the substantive inputs and the methods used
in preparing estimates o6f military expenditures as indicated in the
general remarks above.

Finally, there are significant differences between current NIE's
and those of the 1962-64 period concerning the size and nature of some
Soviet forces énd military programs. These differences in physical
estimates, in turn, imply differences in military expenditures.

1. Total Expenditures

Despite differences,there is a fair degree of consonance
between the two series in many of the major aggregates for the time
period as a whole. The sum of the estimates of defense expenditures
for the entire 1955-63 period¥in the NIE-65 series (14O billion
rubles) is only 1.4 percent less than that for the NIE-6L4 series (1L2
billion rubles). Figure 3 reveals, however, that this small net 4if-
ference is not uniformly distributed over time. The NIE-65 series is
somewhat higher than the NIE-6L4 series for the 1955-58 period; in the
iamer period the relationship is reversed. This flatter trend of the
NIE-65 series relative to that of the NIE-64 series is the result of

a combination of the basic differences outlined above.
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There are, of course, significant differences in the de-
tailed composition of the estimates that do not necessarily conform to
the difference in the total. A detailed comparison between the com-
ponent parts of the two series is presented Below, and the principal
causes for the differenées are discussed both by category of expendi-
ture and by mission.

2. Expenditure by Category

a. Personnel

As shown in Table 14 the differences between the NIE-64
and the NIE-65 personnel series illustrate the way in which the various
factors can influence the levels and trends of expenditure series.
Although the cﬁmulative ekpenditures fof the two series are approxi-
mately equal‘(QS.T billion rubles for the NIE-64 series and U4.T bil-
lion rubles for fhe NIE-65 series), the trends of the two series are
quite different. The NIE-6k4 series decreases by 20 percent, but the
NIE-65 series decreases by about 30 percent over the 1955-63 period.

Tﬁese differences are the result of changes primariiy
in the estimated number of mgh in the Soviet military establishment and
to a lesser extent in the average personnel expenditures per man. In
the 1955-58 period the physical manpower series used for the NIE-65
serieés is‘higher (about 75,000 men per year on the average) than that
‘used in the NIE-64 series. In the 1959-63 period the NIE-65 series
is on the average more than 400,000 men per year lower. The difference
for 1963 is more than one-half million men; this reflects the recent -

Judgment of the intelligence community (NIE 11-1L4-64) with respect to

- L3 -
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Soviet military manpower. ThiSnldrge:difference in the underlying
physical series is partially offset, however, by an increase in the
average cost per man used in the NIE-65 series. This increase is the
result of the changing mix of military manpower ---.a decrease in the
number of men in the lower cost ‘general pur#ose and support functions
and an increase in‘the number assigned to higher cost components asso-
ciated with advanced weapons systems..

b. Research, Development, Test, Evaluation, and Space’

The NIE-65 RDTE&S series is lower than that used for
the«NIE—GH series ovér the entire period. In general, these diffefe
ences increased throughout: the period and account for a major. portion
of the differences. in total defense expenditures in the last few years.
For ‘example, about two-thirds of the differences in total expenditures
in 1962 can be explained by the differences in the two series. Like
the decreased rate of growth of the NIE-65 series for personnel, the.
lower rate of growth in the RDTE&S series tends to lower the rate of
growth of the total expenditures series. Unlike the negligible cumu-
lative differences in the per;;nnel series, however, the difference
between the two series is about 15 percent -- the sum in NIE-64 was
20.7 billion rubles and in NIE-65, 17.9 billion rubles.

Thevchénge in the RDTE&S series is primarily the.pesilt
of a revision of the basic estimate. It should be noted that for both
series the basic methodology was the same -- %hat-is, the analysis of
announced Soviet budgetary and financial data. The more recent Soviet

budgetary announcements pertaining to RDTE&S expenditures suggest that

- 45 -
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our earlier.brojections»may have been too high.. Therefore, a new series
was derived for the NIE-65 series to conform more closely to-.the later
information. - . ..

c. Procurement

The cumulative sums of the two.procurement series are
almost the same, 49.2 billion rubles for. the NIE-64 series and 50.0
billion for the NIE-65 series. TFigure -4 shows, however, that there is
a significant difference in the trends of the twovseries which is
similar to the .difference in the trends of total defense expenditures
shown in Figure 3. These observations suggest that. the most important
differenCe:between:the two procurement series;isatiming, but such a -
conclusion would be misleading. The differences in-the expenditures
fOrﬁthevvarious types of procurement are. neither proportional to nor
all:in the same direttion as the differences in the. total procurement
series. The levels and trends of expenditures for land:armaments and.
aircraft illustrate this point.

In the case of land armaments, the NIE-65 series is
consistently and appreciably bel$; the NIE-6L4 series;. This shift is
primarily -a result of the judgment that the figures for procurement
underlying the NIE-6L4 series were substantially too high. In cumula-
tive terms the NIE-65 procurement series is about 3.4 billion rubles,
or about a third less than the NIE-64 procurement series. Further-
more, the NIE-65 procurement series decreases somewhat more rapidly
than the NIE-64 procurement series and contributes to the general

flattening of the total defense expenditure curve.
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The trends in the two aircraft procurement series are
almost identical, but the NIE-65 series is consistently and signifi-
cantly higher (about 35 percent) than the NIE-64 series. In contrast
tp the series for land armaments, the differences in the series for
aircraft procurement are primarily due to an upward revision of the
prices of certain military aircraft in order to reflect better. the
increased complexity of such Qomponents of the aircraft as electronic
equipment and armament.

As far as the remaining elements of the procuremgnt
category are concerned, most of the annﬁal differences are insignifi-
cant and are due to éne or more of the basic differences in the NIE-65
series discussed in the beginning of this section. However, the dif-
ference in 1963 between the two missile procurement series (about one-
half billion rubles) should be noted. Although part of this difference
is due to some changes in price and reallocation of expenditures from
1962 to 1963, it is primarily due to the fact that various Soviet ﬁis-
sile programs did not progress in 1963 and 1964 as rapidly as previous
estimates had projected. v

d. Construction of Facilities and Operations
and Maintenance '

The differences between the series for construction of
facilities and that of operations and maintenance have g negligible
impaét on the differences between the total expenditure series. Most
of the differences in the facilities line are due to "spreading" of
the costs to conform better to acﬁual timing and to an upward revision

of the costs of fixed missile sites. The minor changes in operations
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.
and malntenance are basically the result of changes in the estimates of

the size of some elements of Soviet military forces

3. Expenditures, by Mission

Before making a direct comparison by mission between the
NIE-6L and NIE-65 series, it should be noted that there are differences
in the scope and definition of some of the missions in the two series.
To the extent poss1ble, these deflnltlonal dlfferences have been
eliminated by reclassifying the NIE-65 series to conform to the defini-
tions used in the NIE-64 series before the comparisons were made in
Table 15. Tt should also be néted that expenditure data oh a mission.
basis for the NIE-64 series are available only for the 1958-63 period,
so that comparisons cannot be méde on a mission basis for the years
1955-57.

a. Strategic Attack

For the period 1958-63, although the differences in in-
dividual years seem significant, the cumulative expenditures for stra-
tegic attack in the t&o series differ only by iO'percent (see Figure 5
and Table 15). This fact také; together with the fact that the NIE-65
series exceeds the NIE-6L4 series in all years but 1963 suggests that
changes in timing are the primary cause for the differences between the
two series. The major contributing factors are (1) a more realistic
allocation of expenditures to the years in which they actually occurfed
(spreading) and (2) an upward revision of the unit costs of certain
of the strategic missile systems for the NIE-65 series as compared with

the NIE-64 series. The principal reason for the negative difference
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in 1963 is that the deﬁloyment (and therefore the procurement) of
Soviet strategic missiles (both ground-based and submarine-launched)
did not increase as much in 1963 and 1964 as the intelligence community
had estimated previously. Another factor contributing to the shift in
the timing of expenditures for this mission is the shift in the alloca-
tion of expenditures for nUCleafwwarheadstrom later years to earlier
years.

b. Strategic Defense

Like expenditures for strategic attack, the cumulative
expendiiures for strategic defense over the entire.period iﬁ the two
series do not differ greatly (about 3 percent). In this case, as shown
in Figure 6 and Table 15, the NIE-65 series is somewhat higher than
the NIE-64 series in the first 3 years, primarily because there was an
upward adjustment in the prices for fighfer aircraft. In the last 3
years the NIE-64 series is above the NIE-65 series because of a higher
estimate for the ABM program and greater allocation of nuclear warheads
to the air defense mission. The NIE-6k4 séries also includes expendi-
tures for the operation afzigizable conventional PVO antiaircraft
artillery force through the 1961-63 period while the NIE-65 series does
not.

¢. Ground Mission

As shown in Table 15, expenditures for the ground mission
in the NIE-65 series are lower than those in the NIE-64 series for each
of the years. The principal causes for these differences, especially

for the years 1960-62, are the lower estimates for the procurement of
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land armaments, tactical_missiles,vand”the level_of_personnel assigned
to. the ground mission. - Another factor to a smaller ektent responsible
for differences is that the*NIE-Eh series contains a larger allocation
oﬁ,nuclearxwarheadsiin'the;earlier-years; for 1963 this allocation is
larger in. NIE-65 thus offsetting some of the other decreases to some
extent.

“:d.. Command and General Support

The NIE-65 series of expenditures for command and
general support is‘somewhat higher than its NIE-64 counterpart for
all but the last year (see Table 15). The major cause for these dif-
ferences is that the NIE-6H series did not make adequate allowance for
the;procuremenf of military transport aircraft, especially in the
earlier years. -

- e. _Other Missions

- There is no.significant difference between the two
naval series. The differences between the research and development
series have been explained above under the discussion of expenditures

v

by category.

C. - Comparison of ORR Contribution to IAP-6L
and the NIE-65 Series*

This section identifies the major féctors underlying differ-
ences between the estimated expenditure impliéafibﬁs of TAP-64 that
appear in detail in CIA/RR MR 64-1 (the Low and High IAP series) and

the NIEQGS Séries. A majbr cause of differences is the change over

* For comparability with the IAP-64 data, the NIE-65 data in this
section excludes expenditures for militarized security forces.:
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time in‘the-underlying physicalvestimates -~ for example, force levels, .
orders of battle, production, or procurement. In most cases this par-~
ticular cause is the principal one, and in the present context it
operates to an even .greater extent than normally because of the funda-
mentally different way in which the physical quantities were determined.
The context in which IAP-64 was prepared called for a range of physicgl
quantities within which the ac¢tual number was believed to fall. This
approach, of course, resulted in a range of expenditures. The purpose
of the NIE-65 calculation on the othervhand was to establish for the
historical period a single-valued "best" estimate of the actual
physical: data and the resulting expenditures. It could be expected, ~ -
therefore, that -the NIE-65 series of expenditures would fall somewhere
between the Low and the High IAP-6k4 series of expenditures, and thisj
with few exceptions, is the case. In some cases, ORR has improved the
estimates of the prices of Soviet military equipment. The differences
between the NIE-65 series and the IAP series in both total expenditures
and components of expenditures, both by categories and by missions, are
analyzed in detail below. Becaus® the IAP series cover the period
1961-70 énd the NIE-65 series 1955-64, the discussion here is limited
to the common period 1961-6L.

l. Total Expenditures

As may be seen in Figure 7 and Table 16, the NIE-65 series

falls between the High and Low IAP-64 series in each of the years of
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thé l96l—6hbperiod.*' The NIE-65 series in 1961 is closer to the Low IAP
vseries, being only ‘some U percent above the Low, but it is 15 percent
below the High IAP-6k series. - For 1964, however, the NIE-65 series is
closer to midway between the High and Low IAP-64 series, being about :12
percent’ above the Iow :and about l6-percent below the High. The 1964
level of expenditures for the NIE-65 series is about 10 percent greater
than the 1961 level; ‘for.the High IAP-6L series the comparable figure

is 21 percent and for the Low IAP-6k4 series, 3 percent.*¥

2. Expenditures by Category,
‘a.- Personnel
. In marked contrast to the position. of total expenditures
with respect to the IAP range, Table 16 shows. that expenditures for per-
sonnel in the NIE-65 series fall within the range only in 1961. For
the remainder of the period, the NIE-65 series is slightly lower than

the Low IAP-6L4 series. In percentage terms the NIE-65 series of

* There is no official IAP expenditure series for the 1955-60 period.
However, in order to assess the economic impact of military programs
from the mid-50's. through 1970, an expenditure series designed to re-
flect the IAP implications bgck to 1955 was developed. The average
annual rates of growth in defense expenditures based on this series
and used in MR 64-1 are compared here with NIE-65 data, ascfollows:ows:

Percent

MR 6L4-1 NIE-65

11956-58 .2k 2%
-1959-63 e © |
1956-63 ol . 31

¥%¥ The IAP-64 series were the only current series at the time NIE 11-
5-65, Soviet Economic Problems and Prospects, 22 January 1965 (SECRET/
CONTROLLED DISSEM), was prepared. Accordingly, the statements in this
‘paragraph constitute a comparison of the series underlying the discus-
sion in NIE 11-5-65 and the NIE-65 series.
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expenditures for personnel are as much as 17 percent lower than the
comparable High IAP-64 sefies-(l96h) and a minimum 11 percent lower
(1961). These differences are primarily a result of different under-
lying physical quantities. The recent downward revision of the esti-
mate of Soviet active military manpower suggests an average difference '
for the L-year period of about -.one-half million men per year. In
effect, the current estimate of military manpower in cumulative terms
is now about equal to the low end of the IAP range.

b. Research, Development, Test, Evaluation, and Space

The NIE-65 RDTE&S series falls between the High and
Low IAP series with the absolute differences reaching a high of some-
what over a billion rubles (see Table 16). These substantial differ-
ences are explained almost entirely by the difference in ground rules
between IAP-6L4 and NIE-65 referred to above. Thus, in concept, the
differences in expenditures are not the result of revised physical
estlmates, rev1sed prlces, Oor new. data.‘ The differences in expendi-
tures are- rather the’ result of stating a best estimate of actual ex-
pendltures as’ opposed to statlng a range w1th1n which the actual ex-
penditures are believed to fall. |

c. Procurement

The explanation of the differences between the NIE-65
and the IAP-64 procurement series in Table 16 is more complex than is
the case with either persqnnel or RDTE&S. Only in 1961 does the NIE-65
total for proéufgment7fall outside of the IAP range, béing_about 5 per-

cént below the Low TAP-6L4 figure. For 1964 the NIE-65 figure approaches
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the‘midpoint of the IAP range, being about 18 percent above the Low and
about 15 percent below the High.

There are a number of important differences which. to
some extent are obscured in the procurement total because of offsetting
changes within the category. The three procurement accounts with the
greatest differences in expenditures are Land Armaments and Ammunition,
Aircraft, and Missile Systems. The differences between the NIE-65
series and the IAP-64 series -- both High and Low -- for land armaments
and ammunition are pronounced. In cumulative terms the NIE-65 series
.equals only about 50 percent of the Low IAP-64 series and about 4O per-
cent of the High IAP-6k4 series. This shift, as indicated earlier, is
primarily the result of a judgment that the quantities used for pro-
_cgrement in the NIE-64 series were substantially too high, and these
same. quantities provided the basis for the quantities used in the High
and Low IAP-64 series. The extent of the shift in this account is
illustrated by_the fact that the cumulative difference between the
NIE-65 series and the High IAP-6l series is about 2.6 billion rubles,
or the equivalent of abaut tw%-thirds‘of the total difference in pro-
curement.

With the exception of 1961, when the NIE-65 and High
IAP16h series are about equal, the NIE-65 series for procurement of
.aircraft is higher and tends to offset the large differences in land
armaments aﬁd ammunition. For the most part, the differences in air-
craft are accounted for by the substantial price increase discussed

in B, p. 39, above. In addition to price changes, however,
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thére are differences in the physical estimates. The total number of
aircraft estimated to have been procured during the périod for the
NIE-65 series exceeds the numbérs used for both the High and Low IAP-6.L.
Thus the physical estimates reinforce the effect of the price change.

In the case of procurement of missile systems, the-
NIE-65 series starts out in 1961 below the Low IAP-64 series and in
196k is roughly midway between the High and Low TAP-6k series. ’Cumu—
latively, the NIE-65 series is some 0.3 billion rubles (L4 perqent) be-
low the Low IAP series. Lower estimates of expenditures for ICBM's and
tactical cruise missiles,'paitly'offset by higher expenditures for other
missile systems, are responsible for this différence. A downward re-
vision of SS;7 costs, resulting from improved price data on US missile
costs, accounts for a large part of the difference in the ICEBM programs .
Similarly, the difference in expenditures for cruise missiles is attribu-
table to a substantial downward revision in price and some.program re-
duction. ~“Although there are a number of minor differences for other -
missile systems, the only sizable difference is the result of an NIE-65
estimate for -ABM programs that i;'about 0.1 billion rubles lower in
1964 than the High IAP-64 figure.

The differences for the two remaining major items of
procurement -- nucléar weapons and ground electronic equipment -- are
rel?tively minor. The NIE-65S series for nuclear weapons is exactly
midway between the High and Low IAP-64 series. The differences for
this account are entirely the result of the difference between a range

‘and a best estimate. The differences for electronic equipment also
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nevér exceed 0.2 billion rubles, but in this case the NIE-65 series
tends to be closer to the High IAP-64 series.

Construction of facilities and operation and maintenance
are the two remaining major categories of expenditure shown in Table 16.
- The differences in the facilities category are hegligible and, there-
fore, will not be considered further. Expenditures for operation and
maintenance deserve some mention, however, because the NIE-65 series
is close to the high end of the IAP range. This is primarily because
of a higher estimate of expenditures for civilian personnel than ap-
peared in either the High or Low IAP-6l4 series. The estimate of
civilian personnel expenditures was revised upward for the NIE-65 series
to reflect more realistically what is currently believea to be the
Soviet requirements for civilian employees performing direct functions
for the military establishment.

3. Expenditures by Mission

a, Strategic Attack

Table 17 shows that for the years 1962-64 the NIE-65
series of expenditures for the Strategic Attack Mission fall within the
IAP range. The NIE-65 figure for 1961, however, is about 5 percent be-
low the Low IAP-64 figure and is accounted for by the differences in the
missile programs discussed above.

b. Strategic Defense

As in the case of Strategic Attack, the NIE-65 series of
expenditures for the Strategic Defense Mission is within the IAP range.

(See Table 17.) The general tendency of the NIE-65 series to be
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éloser to the High IAP series,thgp_tqzthe_Low;isﬁthe result of the
higher prices of aircraft referred to above and:a substantial increase
in the estimate of. personnel associated with SAM units plus some in-
crease in SA-2 and SA-3 'missile requirements. - Factors that tend to
offset these increases are. the exclusion of the Fiddler aircraft from
the NIE-65 series on fighter, production and some reduction in the esti-
mates of production of -air-to-air missiles.

c. General Purpose Forces

Experditures for General Purpose Forces in the NIE-65
series follow the general pattern set by Strategic Attack in that they
fall within the.IAP-range of expenditures in all years except 1961.

A comparison of the data in Table 17 reveals that for General Purpose
Forces ‘the level of expenditures in the NIE-65 series is some 2 per-
cent below the Low IAP figure in 1961 and thereafter is within the IAP
range, but in this case the level remains closer to the Low TIAP-64
series. The major factors that tend to restrict the level of expendi-
tures for General Purpose Forces in NIE-65 are the new lower estimate
of military manpower, which fé-reflected primafily in the NIE-65 ex-
penditures for General Purpose Force personnel; the substantially
lower estimate of Soviet production of land armaments; and the lower
estimate for the tactical cruise missile system referred to above.
Tending to offset the impact of these factors are the higher estimates
for aircraft procurement -- both fighter and transport aircraft --

resulting from the higher prices and production estimates in NIE-65.

- 63 -




d. Command and General Support

The NIE-65 series of expenditures for Command and
General Support functions is close to the Low IAP-64 series. The dif-
ferences between the NIE-65 and High and Low IAP-6k4 series for this
mission, shqwn in Table 17, are primarily the result of the reduced
estimate of total military manpower. Although most of the impact of
the new esfimate of military manpower falls on the Ground Forces, it
also has a significant effect on the command and support structure of
the Soviet military establishment. The full effect of the reduced
estimétébqf military”mahpOWer is not evident in Table 17, however,
because fhe increased-exﬁenditures for civilian personnel, referred to
abgve, are iﬁcludédfinlthis mission and these increased expenditures

tend to offset the lower expenditures for active military personnel.
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