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FOREWORD

Few analysts of Soviet economic affairs accept the explicitly
announced defense allotment in the budget as an accurate representa-
tion of the total expenditures for military and space activities in
the USSR. Other allocations in the Soviet budget are probed system-
atically in this report -- particularly certain large unexplained
residual items -- in order to arrive at an estimate of the total budget
funds available for military and space activities during 1955-63.

These estimates are compared with the defense series asnnounced by the
USSR and with the most recent ORR estimates of total Soviet defense
expenditures.

The explicit section of the Soviet budget that deals with defense
is held to_ represent actual accounting and statistical "flows" within
the economy, even -though presented to the outside world only as &
single number. However, additional large defense expenditures are
believed to be concealed within other categories of the budget, and
the ratio of these expenditures to total defense expenditures can and
does vary widely. Concealment of data rather than outright falsifi-
cation is believed to be the method employed by the Soviet leadership
for disguising the size and trend of defense expenditures. Concealment
is simpler, less time-consuming, and, if uncovered, potentially less
embarrassing. ‘There are not two sets of books, one for private and
one for public use =-- just one set of books kept under lock and key.

Previous attempts have been made within and outside the intelli-
gence community to estimate the concealed funds intended for defense
by examining budget residuals. This attempt benefits from additional
budgetary material published by the USSR and described in the text of
the report.
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EnfoCoRalialen

POSSIBLE SOURCES OF DEFENSE EXPENDITURES
IN THE SOVIET BUDGET*

Summary and Conclusions

Total Soviet expenditures for defense during 1955-63, as independently
estimated by ORR, have been consistently larger than expenditures reported
in the Soviet State Budget*¥* under Defense, a fact that would indicate
that some defense outlays are concealed under other categories of the
State Budget.¥*¥ Moreover, the trend of ORR estimates of defense expen-
ditures differs from the trend of these expenditures reported by the
USSR. When certain unexplained residual allocations in the Soviet
budget are added to the Explicit Defense allocations,T the series ob-
tained, although exceeding the range of the ORR estimates in every
year, matches these ORR estimates much more closely than does the
Explicit Defense series that has been announced by the Soviet government.

The selection of these unexplained residuals rests on a hypothesis
concerning the location of defense expenditures in the Soviet budget.
The consolidated Soviet State Budget is composed of the All-Union Budget
and the budgets of the individual republics, including the local budgets.
The financing through the All-Union Budget of works of "national
(obshchegosudarstvennoye) significance suggests that those expenditures
for defense not financed through the Explicit Defense budget would be
included in certain unexplained allocations of the All-Union Budget.
These suspected appropriations appear as residuals within four major
categories of expenditures: General Expenditures, Financing the
National Economy, Industry and Construction, and Science. The resid-
uals are found by subtracting from the total expenditures in each
category (1) specified nondefense items and (2) unspecified nondefense
items identified from other information. Although the residuals still
include other nondefense elements, it is impossible with the available
data to estimate a net series that embraces only expenditures for de-
fense. For 1961-62 and the Plan for 1963, two separate series,

Variant I and Variant II, which are based on alternative assumptions,
are presented as estimates of these residuals.

¥ The estimates and conclusions in this report represent the best
judgment of this Office as of 15 November 1964.

*%¥ Also referred to as the Soviet budget.
*%% Tn addition to the conventional military outlays (for example,
personnel and procurement of armaments), defense outlays (or expendi-
tures) as used in this report also include outlays on the militarized
security forces, on research and development activities related to
military programs, and on all space programs.

¥ The consolidated State Budget allocation to Defense will be re-
ferred to as the Explicit Defense allocation or the Explicit Defense
budget.




A total budget availability series -- the Explicit Defense alloca-
tions plus the unexplained residuals -- which is derived from present
information, can provide only a hypothetical upper limit of possible
defense expenditures, whereas the Explicit Defense budget alone pre-
sumably furnishes a lower limit. Throughout the period reviewved,
1955-63, the independent ORR range of estimated annual defense out-
lays has been within these two limits, as shown in Figure 1 and
Table 1.*¥ From 1955 through 1957, all three series went down. The
budget availability series began to climb in 1958 and the ORR series
in 1959, but the Explicit Defense budget series flattened out during
1958-60. After 1960, although all three series were rising, both the
Explicit Defense budget and the budget availability series increased
more rapidly than the ORR range of estimated expenditures on defense.
Over-all, the trend of the ORR defense estimates does not agree with
the trend of the budget availability series any more closely than it
does with the trend of the Explicit Defense budget series. However,
the high ORR series agrees more closely in trend with both budget-
series than does the low ORR series and, in this respect at least, is
more plausible than the low series.

The sudden rise by 25 percent in 1961 in the Explicit Defense
budget was accompanied by a decline of 23 percent in the allocation
to another All-Union Budget category, Financing the National Economy,
and probably was the result of surfacing expenditures from this and
possibly other budget categories. Such a procedure would represent
& reversal of the Soviet govermment's policy before 1961 of reducing
that part of expenditures for defense presented in the publicly
announced Explicit Defense budget.

Annual changes in Explicit Defense expenditures may well be viewed
as more indicative of trends in Soviet political policy rather than as
indicators of change in absolute or relative levels of Soviet defense
spending. The official effort to portray a certain image of its de-
fense posture to foreign and internal audiences probably is the major
consideration in deciding the absolute and relative annual changes to
be announced publicly through the Explicit Defense budget. On the-
other hand, the ever-present possibility of shifts in the content of
the budget residuals makes the budget availability series a risky
alternative guide to short-run changes in the level of defense spend-
ing.

The categories of expenditure believed to be excluded from the
Explicit Defense budget include allocations for research and develop-
ment, for militarized internal security forces, and for some major
procurement. Although the allocation to Science probably covers
almost all military research and development and although the security

* P. 3, below.
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forces are financed by the residual under General Expenditures, no
single residual appears large enough to accommodate all of the pro-
curement thought to be financed outside the announced allocation for
defense. The residual under General Expenditures, the all-union allo-
cation to Industry and Construction, and perhaps some grants from union-
republic budgets for increasing state material reserves probably all
conceal some items of military procurement.
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I. Introduction

According to the Soviet .interpretation of Marxist principles, the
state appropriates the surplus value produced in the economy (the ex-
cess of labor's output above its wages as reflected chiefly in profit
and turnover taxes) and applies it to investment, defense, social
welfare, and govermment administration. The State Budget, administered
by the Ministry of Finance, is the principal instrument for carrying
out this redistribution of funds. Other major instruments for accom-
plishing this redistribution are accumulations by state enterprises,
collective farms, and the banking system.*

Expenditures in the principal categories of the consolidated State
Budget are summarized in Table 2.%* The category Financing the National
Economy provides funds for investment, additions to working capital,
and current operational costs to enterprises in all branches of the
economy. Under the category Social-Cultural Measures, funds are allo-
cated for education, science, art, press and radio, health and physical
culture, social insurance, and welfare. The budget category Defense
represents the officially announced defense allocations’ of the Soviet
govermment for support of military programs and is referred to in this
report as the Explicit Defense budget. Expenditures on Administration
support the national and local organs of state power; planning, finan-
cial, and economic organs; ministries, departments, and perhaps state
committees; councils of the national economy; and judicial organs.
Expenditures on Loan Service cover the retirement of principal and
interest payments on the public debt. The Reserve Funds of the Council
of Ministers of the USSR and of the republics are contingency funds
that are spent on the other categories as the need arises during the
year. In recent years, almost all of these reserve funds have supported
the category Financing the National Economy.

The Soviet State Budget is a consolidated budget, including all-
union, republic, and local govermment budgets. The Republic Budgets
finance activities under the control of the sovnarkhozes and the re-
public ministries, including almost all industry, state farms, internal
trade, municipal economy and housing, some transportation and communi-
cations, and various social-cultural measures. The Republic Budgets
also encompass local budget expenditures on these same activities. The
A11-Union Budget finances activities of national importance or "works
of all-union significance" such as defense, foreign trade, almost all

* State enterprises accumulate almost all of their own funds from re-
tained profits; collective farms accumulate theirs from annual deduc-
tions of a fixed share of gross receipts. The banking system is a
mechanism for redistributing funds through financing bank loans to state
enterprises. For additional details on the role of the State Budget in
the Soviet financial system, see source l/. (For serially numbered
source references, see the Appendix. )

*¥* P, 6, below.
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transport and communications, the Academy of Sciences, major scientific
research institutes, and some social-cultural measures. Expenditures

of the consolidated State Budget, the All-Union Budget, and the Republic
Budgets are shown in Table 3.

Table 3
USSR: Expenditures of the Consolidated State Budget

by Type of Budget
1955-62 and Plan for 1963

Billion New Rubles

' : 1963
Expenditures 1955 1956 1957 1958 1959 1960 1961 1962 Plen
Consolidated |

State

Budget a/ | 53.95 56.35 60.73 64.28 70.40 73.13 76.3 82.2 86.2

All-Union

Budget 39.85 '38.76 32.19 30.23 31.56 30.09 30.7 3k.2 38.9
Republic o

Budgets 14,11 17.59 28.55 3Lk.05 38.84 L43.03 45.6 L48.0 L7.3

a. Because of rounding, components may not add to the totals shown.-

. The announced allocation for defense, the Explicit Defense budget,
is believed to understate consistently the absolute size of ruble ex-
penditures* for military and space progrems. Some major reasons for -
rejecting the series of officially announced allocations for defense
as embracing total defense expenditures are (1) Soviet texts in the
* field of finance have intimated that certain defense expenditures are -
financed in budget categories other than Explicit Defense 2/; (2) the
persistence from year to year of large unexplained residuals in the
state budget is ground for suspicion that some "sensitive" activities
are being financed by these unspecified allocations; and, finally,

(3) a costing in rubles of Soviet military programs by Western intelli-
gence agencies produces estimates greatly in excess of the Explicit
Defense budget.

¥ 1In this report, budgetary expenditures are given in new rubles at
current prices. A nominal rate of exchange based on the gold content
of the respective currencies is 0.90 ruble to US $1. This rate, how-
ever, should not be interpreted as an estimate of the equivalent dollar
value of similar US goods or services. ORR estimates of defense ex-
penditures are given in new rubles at 1955 prices. For a discussion of
the impact of this difference on the comparison between budgetary num-
bers and the ORR estimates, see III, A, p. 23, below.
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The search for the sources of this additional financing of defense
has drawn the attention of Western analysts to several unexplained cate-
gories of expenditures in the announced annual budgets. These sizable,
unexplained allocations -- hereafter referred to as residuals -- are
not explicitly separated in Soviet reporting from the categories shown
in Table 2 but are derived by (1) deducting from the highly aggregated
major categories known ruble expenditures for nondefense elements and
then (2) deducting from these derived residuals those allocations for
some of the nondefense elements included therein, insofar as they can
be estimated from nonbudgetary sources.

Previous attempts to refine the budgetary expenditure residuals have
been confined to the residuals in the over-all consolidated State Bud-
get.* In 1962, however, the Soviet govermment published a statistical
handbook &/ that provided more detail on expenditures within the sev-
eral categories of the consolidated State Budget and also provided a
detailed breakdown of the consolidated State Budget into its component
budgets: the All-Union Budget and the Republic Budgets (including the
local budgets). From this information it was possible to construct
separately the all-union and republic components of the expenditure
residuals in the consolidated State Budget from 1955 to 1960.

As the All-Union Budget finances "works of national or all-union
significance," it is believed that almost all defense expenditures not
financed from the Explicit Defense budget are contained within the
All-Union expenditure residuals of the consolidated State Budget . **

In other words, expenditures made through the budgets of the republics
are not believed to be related to defense, with two exceptions:

(1) appropriations for the militarized security forces of the republic
"ministries for the preservation of public order" and (2) additions to
state material reserves for defense purposes, which possibly could be
financed at the republic level. )

The consolidated State Budget of the USSR is divided into its two
major components, and the budgetary categories that either are known
to contain or are believed to contain defense expenditures are indi-
cated in Figure 2. After known nondefense outlays are deducted,
these categories yield the principal residuals under the All-Union
Budget with which this report is concerned -- (1) the residual under
General Expenditures, (2) the residual under Financing the National
Economy, (3) the allocation to Industry and Construction, and (4) the
residual under the allocation to Science. '

This report presents estimates of and defines the scope of these
residuals in terms of the known or suspected but not quantifiable

* See, for example, source ;/.
** A recent Soviet source states, "Expenditures on defense are fully
realized from the funds of the union budget." 5/
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categories (defense and nondefense) remaining in them and then compares
the budget availability series (the sum of the unexplained sections of
the various residuals in the All-Union Budget and the Explicit Defense
budget) with the Explicit Defense budget and the ORR defense estimates.
The first two objectives are developed in IT, below, and the third in
ITT, below.

II. Scope and Content of the Expenditures Residuals

The four unexplained categories in the All-Union Budget that could
finance defense expenditures are the residuals under General Expendi -
tures, Financing the National Economy, and Science and the allocation
to Industry and Construction.* This section explains the derivation
of these residuals. These allocations in the budget clearly include
items of expenditure other than those related to defense, but large
parts of these unexplained sums probably were allocated to defense
programs.

The reliability of these estimated residuals is affected by a num-
ber of shortcomings in concept and data, and these weaknesses are dis-
cussed in the following sections. Although the budgetary residuals are
presented to the nearest tenth or hundredth of a billion rubles, the
sums are not that accurate. The unknown location of certain accounts
in the Soviet budgetary system necessitated some arbitrary classifica-
tions, and planned data have been used to supplemént the less detailed
actual data that have become available since 1960. The lack of de-
tailed definitions of budget categories in Soviet texts and the lack
of knowledge of the effects on the budget categories of the frequent
reorganizations of the economy since 1957 also have caused some im-
provisation.

A. General Expenditures Residual in the All-Union Budget

The steps followed in deriving the General Expéenditures residual
under the All-Union Budget are shown in Table L.** Categories 2 through
T of the All-Union Budget include the major groups of outlays in the
Soviet budget, and these outlays are the highly aggregated elements
that usually appear in the published version of the budget.

Categories 9 through 12 are the only known elements in this
residual under General Expenditures. 6/ The item Refund of Tax Reve-
nues covers refunds to enterprises and individuals for overpayment of
taxes in previous years. The content of the category Accounts with
Banks is not clear; it may include deposits directly allocated from

¥ AMlthough the allocations to Industry and Construction are not true
residuals, they have been included in the list of budget residuals of
possible defense significance because they are suspiciously large in
relation to that part of the Soviet economy that they are intended to
support.

** P. 10, below.




Table 4

USSR: Derivation of the General Expenditures Residual
in the All-Union Budget

"l. Total expenditures in the All-Union Budget
Less appropriations to

Financing the National Economy

Social-Cultural Measures

Administration and the Courts

Looan Service

Defense

. Reserve Funds of the Council of Ministers (plan only)

~ O\ =W 0

Equals

8. General Expenditures residual

Of which:
9. Refund of Tax Revenues
10. Accounts with Banks -
11. Ministry of Internal Affairs (MVD) and the Committee for State
Security (KGB) -- for 1955-59
12. Various Payments and Other Expenditures, including an un-

specified element (possibly related to defense)

the budget for granting long-term credits.¥* The category Various Pay-
ments and Other Expenditures is known to include minor outlays not
elsewhere classified -- expenditures for the manufacture of medals and
other decorations, reimbursement of postal expenditures incurred in
the transfer of tax payments, and the like. If defense expenditures
are included in the General Expenditures residual, it is believed that
they would be classified in this catchall category.

Although no information is available for estimating expenditures
under categories 9 and 10 and the nondefense elements of category 12,
the over-all ruble outlay on nondefense items is thought to be con-
siderably less than the ruble magnitude of the General Expenditures
residual in each of the years 1955-62 and the Plan for 1963 (see
Table 5).

¥ Such allocations would be in addition to the funds available for
this use from the budget surplus explicitly allocated for this purpose.

- 10 -
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With but two minor exceptions, defense expenditures probably
are not included in the budgets of the union-republics. One of these
probable exceptions relates to the militarized security forces of the
republic internal security organs. Until 1960, expenditures for the
internal security organs were financed at the all-union level, but in
that year the Ministry of Internal Affairs (MVD) was abolished, its
functions were transferred to the republic "ministries for the preserva-~
tion of public order,” and the financing of this element of internal
security was transferred to the budgets of the union republics. 2/
Expenditures for the other militarized security forces, the Committee
for State Security (KGB), probably are still financed at the all-union
level. Because expenditures on the former MVD organs after 1959 are
believed to have been transferred from the General Expenditures re-
sidual of the All-Union Budget to the Republic Budgets, the all-union
ruble series for 1960-62 and the Plan for 1963 have been adjusted to
include these expenditures on internal security forces.

Thus the adjusted General Expenditures residual shown in
Table 5 includes ruble outlays for at least one element of defense --
militarized security forces -- and probably other defense expenditures
as well. Some procurement of major military equipment very likely is
financed from funds in this residual.*

B. Residual Under the Allocation to Financing the National
' Economy

This budget residual under the allocation to Financing the
National Economy is obtained from the All-Union Budget by the pro-
cedure shown in Table 6.

Of the four unexplained residual categories considered, the
residual under Financing the National Economy is the smallest, and in
allowing for the probable inclusion of at least some nondefense pro-
grams, it is quite likely that this residual does not contain defense
expenditures. Soviet sources indicate that additions to "state re-
serves'¥¥ are partly financed from funds included in Financing the
National Economy. 19/ On the other hand, because the total magnitude
of these annual increments to reserves greatly exceeds the size of
the residual under Financing the National Economy, it is clear that
this source of financing plays a minor role. The greater part of allo-
cations financing additions to state reserves probably is divided among
the several categories, for example, Industry and Agriculture, accord-
ing to the type of commodity stockpiled.¥%x

* See III, B, p. 25, below.

*¥¥ State reserves refer to stockpiling of goods not normally avail-
able as working capital. Thus they are special inventories set aside for
emergency use in times of mobilization or of crop failure.

**% geveral Soviet sources have stated that one of the components of
state reserves is armaments -- "reserves of means of defense which have
a special nature." It is possible that [footnote continued on p. 13]
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Table 6

USSR: Derivation of the Unexplained Residual Under the Allocation
to Financing the National Economy in the All-Union Budget

1. Total expenditures for Financing the National Economy
in the All-Union Budget .

Less appropriations to

2. Industry and Construction

3. State Agriculture

L. Agricultural Procurement

5. Trade

6 Transport and Communications
T

: " Municipal Economy and Housing
Equals
8. Gross residual under Financing the National Economy:
Less
9. Premium payments for agricultural procurementé;(lQSS-SS)
10. Allocations to Ministry of Culture enterprisesr(l955-57)
Equals .

11. Net residual under Financing the National Economy .

Of which:
12. Additions to state reserves (nommilitary)
13. Unspecified (poss1bly related to defense)

To achieve comparability in coverage of this residual within
the All-Union Budget for all years between 1955 and 1963, minor ad-
Jjustments must be made for appropriations that were included in the
All-Union Budget only in the early years. Rough estimates are pos-
sible for these elements, categories 9 and 10, in Table 6. Direct
grants from the All-Union Budget were made in 1955-58 to agricul-
tural procurement organizations for the premium payments that they
made to farms for technical crops. Since 1958 these budgetary

defense-related accumulations to state reserves are financed directly
from explicit budgetary appropriations to defense. 11/

- 13 -
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allocations are believed to have been transferred to the Republic Bud-
gets. Before 1958 the entertainment and publishing industries operated
by the Ministry of Culture* received & small allocation from the All-
Union Budget. Since 1957 these budget grants also are believed:to have
been financed by the Republic Budgets.

The adjustments outlined above result in the net estimate of
the residual under Financing the National Economy for 1955-60 as shown
in Table 7. Because the USSR has not revealed actual budgetary ex-
penditures within this category during 1961-63, there is no basis for
obtaining a reasonably accurate estimate of the residual after 1960.
Rather this residual is lumped together with another category under
Financing the National Economy -- the all-union appropriations to Indus-
try and Construction -- which is suspected of containing expenditures
related to defense. The derivation of this latter series is'described
in the following section.

C. Allocations to Industry and Construction in the AllQUnion
Budget

The main reason for including allocations to Industry and Con-
struction in the category of budget residuals is the unaccountably large
size of these allocations during 1957-60, the years for which firm data
are available. During those years, budgetary appropriations through
the All-Union Budget to Industry and Construction were about 25 percent
of the total budgetary (consolidated) appropriations to all Industry -
and Construction (see Table 8%¥). Yet, in the same period, industrial
and construction enterprises of all-union subordination produced annually
only 6 percent of the gross value of industrial output in the USSR. }g/

This small part of total industrial output seems to have origi-
nated in enterprises controlled by three state production committees
subordinated to the Council of Ministers of the USSR -- medium machine
building, construction of electric power stations, and the gas industry --
and the state production committees that are engaged in defense. Be-
cause of the high capital intensity required in producing electric
power and nuclear materials (medium machine building), these all-union
enterprises may well require larger budgetary allocations in relation
to the value of their output. It is unlikely, however, that the
character of all-union enterprises explains why the ratio of budgetary
allocations to gross value of output for all-union Industry and Con-
struction should be 5.2 times as large as the ratio for Industry and
Construction that is financed from the Republic Budgets.

¥ This ministry controls the movie producers, ballet and opera com-
panies, and the like. Only a small number of printing and publishe
ing enterprises in the USSR are under the Ministry of Culture.

¥* P. 16, below. The balance of the budgetary appropriations -- T5
percent -- to Industry and Construction were channeled through the
Republic Budgets.
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Expenditures on other economic activities that may be included
under this category possibly provide for organizations whose functions
cross territorial and sovnarkhoz lines and therefore logically would be
financed through the All-Union Budget. For example, operational out-
lays on geological surveying, clearing land for nonagricultural activi-
ties, fish-breeding, and the like may be financed under the allocation
to Industry and Construction. The State Geological Committee of the
USSR is &a budget organization, and all of its activities are fully
financed by the State Budget. }§/ In addition, there is the possibility
that the allocation to Industry and Construction in the All-Union
Budget could finance accumulations of state reserves of an industrial
nature. If this is the case, then it is conceivable that accumulations
of reserves of some military hardware could be procured under this
allocation. The lack of available data prevents estimating appropria-
tions for geological surveys and for additions to state reserves of a
nommilitary nature from the allocation to Industry and Construction in
the All-Union Budget.

In the absence of a reliable method of estimating the share of
either the all-union enterprises or these other nondefense activities
in the allocation to Industry and Construction in the All-Union Budget,
the entire allocation is treated as a residual, with the understanding
that a sizable part of it is clearly of a nondefense nature.

For 1961-63 the residual under Financing the National Economy
and the allocation to Industry and Construction in the All-Union Budget
have been estimated jointly in two different ways. One method assumes
that the trends in the consolidated State Budget (a2ll-union and republic)
for components of Financing the National Economy are identical with
those for the same components in the All-Union Budget (Variant I in
Table 9%); the other method assumes that the joint residual moves over
time as does the index of total expenditures for Financing the National
Economy in the All-Union Budget (Variant II in Table 9%).

Under Variant I the All-Union Budget is assumed to have re-
tained the same relative share of the total allocations to nonindus-
trial components under Financing the National Economy. Allocations
assigned annually since 1960 from the consolidated State Budget to
State Agriculture, Transport and Communications, and Trade have re-
mained fairly steady. Variant II extrapolates the combined total of
the allocation to Industry and Construction and the residual under
Financing the National Economy in the  All-Union Budget on the basis
of the percentage change in expenditures for Financing the National
Economy in the All-Union Budget. Of the two variants, Variant I pro-
duced the high boundary of the range because it assumes near constancy
in outlays on State Agriculture, Transport and Communications, and
Trade, whereas Variant II assumes that the expenditures in these cate-
gories increase in direct proportion to the expenditures for Financing
the National Economy in the All-Union Budget.¥¥

* P. 18, below.
** Text continued on p. 20.
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D. Resijdual in the Science Budget

A statistical handbook on Social-Cultural measures that was
published in 1958 provided a table showing total expenditures for
Science that were made from the consolidated State Budget and a break-
down of these expenditures by "stat'ya," or "article" (such as wages,
equipment, and repair expenses). 28/ The sum of these "article" ex-
penditures did not exhaust the reported total. Furthermore, for the
years before 1958 the excess of disclosed expenditures (by article)
above the expenditures for Science in the budgets of the republics
roughly corresponded with the budgets of the Academy of Sciences and
the research institutes of the Ministry of Health. Therefore, it has
been suggested that those expenditures detailed by type of outlay in
the 1958 handbook covered outlays for nonmilitary purposes -- expendi-
tures on science by the union-republics, the Academy of Sciences, and
the health institutes -- but did not cover expenditures for science
related to defense. The undistributed part in this sense is here taken
as a Science residual that probably includes expenditures on research
and development related to defense (see Table 10).

This breakdown by article (or function) was not repeated in
the recently published budget handbook; therefore, the method cannot
be repeated for the years following 1957. In estimating those ex-
penditures for science not related to defense for the years following
1957, expenses of the Academy of Sciences and the health institutes
were estimated and then subtracted from the reported allocation to
Science in the All-Union Budget in order to obtain the Science residual.

The residual so obtained looms large as a share of the total
Science budget and probably should be viewed as the upper limit of that
part of the allocations to Science that are related to defense. The
boundary between military and civilian research and development is
vague. For example, it would be difficult to prorate between civilian
and military purposes research on the development of a nuclear reactor
that could be used to power a submarine or an icebreaker.

E. Sum of the Unexplained Residuals and the Explicit Defense
Budget

A total of budget funds available for defense -- the sum of the
unexplained residuals and the announced or Explicit Defense budget --
is presented in Table 11.* It must be emphasized that several cate-
gories of nondefense spending are included within this series. 1In
addition to those categories already discussed, nondefense expenditures
included in the budget availability series provided for (1) drawings
against foreign aid grants; (2) expenditures on special industrial
programs such as those for raising wages during 1957-61; (3) special
expenditures for regional development, such as the virgin lands program;

* P. 22, below.
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Sl Genlial,

and (4) some scientific research programs of & nondefense character
that might be included in the residuals under Financing the National
Economy and under General Expenditures.

ITTI. Comparison of Budgetary Funds Available for Defense with
Expenditures for Defense as Announced by the USSR an
as Estimated by ORR :

A. Over-All Comparison

Given the implausibility of the announced expenditures for de-
fense and the unknown range of error attached to ORR estimates of .
Soviet defense outlays, it is impossible to appraise with any confidence
the defense content of the budget availability series by comparing it
with the announced or estimated series. Because of the scarcity of
budgetary data and the inadequacy of available information on the scope
and content of the relevant budget categories, the budget availability
series at best can provide only an upper limit of possible Soviet de-
fense expenditures. The Explicit Defense budget presumably is a lower
limit. -

Another distortion in the comparison arises from the fact ‘that
both the budget availability series and the Explicit Defense series re-
flect current prices, whereas the ORR estimates of defense expenditures
are expressed in.1955 prices. Although an index of prices paid by the
Soviet military establishment does not exist, one can be approximated.
if it is assumed that the course of prices of military goods produced
by industry was the same as the indexes of prices in the branches of
industry that produce military goods. This price index dips 5 percent
between 1955 and 1958 and levels off thereafter. The whole of this.
decline is the result of a decrease of 15 percent in the level of -
prices in machine building and metalworking, the source of almost all
military hardware. Nevertheless, it is unlikely that the official
index accounts adequately for the introduction of new products at in-
flated prices. As the military hardware mix changed drastically during
1955-63, it is quite possible that the defense industry seized the
opportunities offered, and allowed by Soviet practice, to charge the
high temporary prices for new products. Instead of declining, a price
index of military expenditures that covered these new products cor-
rectly might have even increased somewhat after 1955. The best judg-
ment possible, however, is that the ORR estimates (1955 prices) can be
considered quite comparable to the budget series (current prices) through
1958 but that ORR estimates in current prices probably would rise some-
what more rapidly after 1958 than those presented in Table 1% and Fig-
ure 1.¥%

Although imprecise, the comparison presented in Table 1 dis-
closes some interesting facets. For each year of the period reviewed,

¥ P. 3, above.
**  Following p. 2, above.

- 23 -




i PP

1955-63, the range of the ORR estimates of expenditures for defense

has been within these two limits. During 1956-57, all three series
went down. In 1958 the budget availability series and the high side

of the ORR range rose. 1In 1959 the low side of the ORR range rose

" also; the upward trend in both series continued through 1962. In
contrast, the Explicit Defense budget series leveled off during 1958-60,
increased sharply in 1961, and continued upward in 1962-63.

In almost all years the range of ORR estimates for defense
lies much closer to the budget availability series than to the Explicit
Defense budget series announced by the USSR. The exception is 1962-63,
when both variants of the budget availability series climbed steeply.

If the ORR estimates describe the trehd in defense expenditures
correctly, there is little reason to prefer the budget availability
series to the Explicit Defense budget series as an indicator of annual
changes in the level of Soviet military spending. In l956~57, both
series move in the same manner as the ORR range; in 1958 the change in
the Explicit Defense budget is the better match for changes in the ORR
estimates; but in 1959 the budget availability series and the ORR esti-
mates rose, whereas the Explicit Defense budget series remained about
the same. After 1960, both the budget availability series and the Ex-
plicit Defense series increased much more sharply than did the ORR
estimates. However, the high ORR series agrees more closely in trend
with both budget series than does the low ORR series and, in this re-
spect at least, is more plausible than the low series. Part of the
difference in trend after 1960 between the budget availability series
and the ORR estimates may be explained (as discussed above) by the
understatement of the rise in expenditures in the ORR series caused
by the use of constant rather than current prices. Another part of
the deviation could result from the procedure used to estimate jointly
the residual under Financing the National Economy and the allocation
to Industry and Construction in the All-Union Budget during 1961-63.
The numerical basis for this estimate is clearly not as good after
1960 as it is in earlier years.

The pronounced hump in the budget availability series in 1959
points up the difficulty of using it as a herald of defense trends.
Unusual increases in the General Expenditures residual and in the
allocation to Industry and Construction in the All-Union Budget were
followed in 1960 by a precipitous decline in the General Expenditures
residual. In view of the generally accepted estimate of the trend of
Soviet defense spending in 1959-60, the decline in the budget avail-
ability series in 1960 may indicate sudden shifts in the treatment of
nondefense expenditures that remain in the residuals. For example, the
large increase in the General Expenditures residual in 1959 perhaps
might reflect an increase in funds made available to one of its com-
ponents, "accounts with banks." Because these funds, as noted in II,
A,* are believed to include deposits allocated directly from the budget
for the purpose of granting long-term credits, an increase in these

¥ P. 9, above.
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allocations can be suspected on the basis of the fact that, in 1959,
kolkhozes purchased on credit large stocks of equipment from the dis-
solved Machine Tractor Stations (MIS's) and the -fact that 1959 was
the beginning of a long-term plan, the initiation of which usually
places great demands on bank credit. . :

Another kind of shift may have occurred in 1961. When announced
defense expenditures rose suddenly by 25 percent, there was a decline
of about 23 percent in the allocation to Financing the National Economy
in the All-Union Budget. Thus part of the increase in Explicit Defense
expenditures probably represented s surfacing of expenditures from
Financing the National Economy or from other budget categories. Any
accounting changes that made the Explicit Defense budget more or less
inclusive of total defense expenditures probably reflect an official
effort to project a certain image of its defense posture for external
and internal consumption. : R

B. Content of the Explicit Defense Budget

That the announced Explicit Defense budget does not include
all defense expenditures has been intimated by Soviet sources 32/ and
corroborated by ORR estimates of the costs of Soviet defense progreams.
Total defense expenditures may be divided among seven major categories:

1. Pay and allowances for personnel

2. Expenditures on the operation and maintenance
of forces

3. Procurement of organizational equipment and
housekeeping supplies

L. Construction of facilities
5. Procurement of major military equipment

6. Expenditures for research and development, includ-
ing nuclear energy brograms, that are not covered
by the price of the final product

T. Expenditures on "internal security forces" -- the
forces of the republic "ministries for the preser-
vation of public order" (formerly known as the
Ministry of Internal Affairs).

This concept of defense expenditures excludes investment in fixed and
working capital for defense production and subsidies possibly required
for production of weapons. It also excludes research expenditures re-
lated to defense that are financed from nonbudget sources. '
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Soviet texts appear to include expenditures on personnel, opera-
tions and maintenance, and facilities in the Explicit Defense budget
but are vague on the ‘inclusion or exclusion of procurement expendi-
tures. 33/ The Explicit Defense budget is believed to include items
(1) through (4) and an undetermined part of (5) up to 1961. 34/

Between 1955 and 1957 the general trends in Explicit Defense
expenditures, ORR defense estimates, and the budget availability series
were somewhat similar, as shown in Figure 1.¥ Between 1958 and 1960,
however, Explicit Defense expenditures leveled off, while both the ORR
defense estimates and the budget availability series showed substantial
increases. It may be that the increased number of categories of pro-
curement that are financed outside the Explicit Defense budget and the
growing importance of -military research and development in these years
had the effect of making the Explicit Defense budget less inclusive of
total defense outlays.

This trend evidently was planned to continue into 1961, as
planned expenditures under the Explicit Defense category were set at
9.3 billion rubles. .But in July 1961, Khrushchev announced an increase
to 12.3 billion rubles in Explicit Defense spending. Actual expendi -
tures.in 1961 were given as 11.6 billion rubles, 700 million rubles
less.than the ‘revised plan but still 2.3 billion rubles sbove the
original plan. In contrast, the estimated actual defense expenditures
increased only 0.1 billion rubles (the low side of the ORR range) to
1.k billion rubles (the high side of the ORR range). If it is assumed
that all of this estimated increase in defense spending was included in
the increase of 2.3 billion rubles in the Explicit Defense budget, then
0.9 billion to 2.2 billion rubles of the increment may have represented
a transfer to the Explicit Defense budget from other budgetary categories.

The plan in 1961 for Financing the National Economy at the all-
union level, as shown in Table 12, originally was 12.7 billion rubles,
up 2.4 billion from the actual expenditures in 1960. By the end of
1961, however, only 7.9 billion rubles actually had been spent, a 4.8-
billion-ruble underspending of the original plan. This sum of 4.8 bii-
lion rubles can be divided roughly into (1) 0.9 billion to 2.2 billion
rubles representing categories that may have been transferred to the
Explicit Defense budget, (2) 1.3 billion rubles representing underspend-
ing of the total expenditures plan of the consolidated State Budget,
and (3) 1.3 billion to 2.6 billion rubles remaining as a sum transferred
to the Republic Budgets.

On the assumption that the content of the Explicit Defense bud-
get is that described above, the budgetary residuals would supply funds
for research and development and some parts of major military procure-
ment. It is also possible, howewer, that some outlays for facilities,
particularly those for advanced weapons systems, would be financed out-
side of the Explicit Defense budget. Little can be said about the

¥ TFollowing p. 2, above.
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Table 12

USSR: Planned and Actual
All-Union and Republic Budgetary Expenditures g/

1960-62
Billion New Rubles
1960 1961 1962
Expenditures Plan Actual Plan Actual Plan Actual
All-Union Budget
Total 35.8 30.1 34.8 30.7 35.7 3k4.2
Financing the National
Economy 13.1 10.3  12.7 7.9 10.7 (11.0) v/
Social-Cultural
Measures (7.4) 7.5 8.1 (8.1) 8.1 (8.2)
Administration (0.2) 0.2 (0.3) (0.3) 0.3 (0.3)
Loan Service (0.7) 0.7 0.8 0.8 0.8 0.8
Explicit Defense 9.6 9.3 9.3 11.6  13.h4 12.7 -
Reserve Funds of the
Council of Ministers 2.0 0 (1.8) 0 (1.8) 0
Residual (2.6) 2.0 (1.8) (2.0) (0.6) (1.2)
Republic Budgets
Total 38.8 43.0 42.8 45,6 hh.7 48.0
Financing the National
Economy ; 19.8 23.8 2l.2 2h.7  21.7 (25.2)
Social-Cultural
Measures (17.4) 17.%  19.0 (19.1) 20.6 (20.7)
Administration (0.9) 0.9 (0.8) (0.8 0.8 (0.8)
Reserve Funds of the .
Council of Ministers 0.8 0 (0.9) 0 0.9 0
Residual (0.1) 0.9 (0.9) (1.0) o.7- (1.3)

a. BSource 35/ unless otherwise indicated.
b. Data in parentheses are ORR estimates.

defense content of individual residuals other than that the internal
security forces probably are financed from the General Expenditures resid-
ual and that most military research and development is likely to be financed
from the Science budget under the allocation for Social-Cultural Measures

in the All-Union Budget.
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There are two reasons for doubting that all of the procurement
outlays not financed from the Explicit Defense budget would be financed
from any one residual: - first, of the four residual categories discussed
previously,* only the allocation to all-union Industry and Construction**
is large enough to embrace the total residual for such procurement, and,
second, there probably are in each of these residuals substantial nonde-
fense expenditures that cannot be estimated with present information.

A more likely, although conjectural, hypothesis is that total
military procurements are divided among the Explicit Defense category,
the General Expenditures residual, and the allocation to Industry and
Construction in the All-Union Budget. The Science residual logically
would not include procurements of major armaments, and the residual
under Financing the National Economy would be too small to hold a large
procurement category even if suspected nondefense components are not
included. Again, it is necessary to add that some military armaments
could be procured through the Republic Budgets under the accumulation
of state material reserves.

* See II, p. 9, above.
*¥* That is, the total including the allocations to the three indus-
trial and construction elements financed under the Industry and Con-
struction category of the all-union Financing the National Economy --
medium machine building, construction of electric power stations, and

the gas industry.
- 28 -

e a e o




APPENDIX

SOURCE REFERENCES

1. CIA. CIA/RR ER 60-37, The 1960 Soviet Budget, Nov 60. U.

2. Bachurin. A.V. (edr.) Finansy i kredit SSSR (Finance and Credit
in the USSR), Moscow, 1958, p. 148. U.

Plotnikov, K.N. (edr.) Finansy i kredit SSSR (Finance and Credit
in the USSR), Moscow, 1962, p. 93. U.

3. CIA. CIA/RR ER 62-34, The Soviet Budget for 1962, Nov 62, p. 23-2h.
U. '

4. Dundukov, G.F. (edr.) Gosudarstvennyy byudzhet SSSR i byudzhety
soyuznykh respublik (The State Budget of the USSR and Budgets of
the Union-Republics), Moscow, 1962. U.

5. Yefimov, A.N. (edr.) Ekonomicheskaya ents1kloped1ya, promyshlennost'
i stroitel'stvo, I (Economic Encyclopedia, Industry and Construction,
Volume I), Moscow, 1962, p. 195. U.

6. Commerce, Bureau of the Census, Foreign Demographic Analysis
Division. Soviet Fiscal Project Research Paper no 1, The Classi-
fication of Revenues and Expenditures in the Soviet Budget,

Mar 6h4. U.

7. Dundukov, op. cit. (4, above), p. 18-19, and T2. U.

USSR, Tsentral 'noye Statisticheskoye Upravleniye. Narodnoye
khozyaystvo SSSR v 1958 godu (The National Economy of the USSR

in 1958), Moscow, 1959, p. 902. U.
USSR, Tsentral'noye Statisticheskoye Upravleniye. Narodnoye

khozyaystvo SSSR v 1961 godu (The National Economy of the USSR
in 1961), Moscow, 1962, p. T6l. U. (hereafter referred to as
USSR, TsSU. Nar. khoz. SSSR v 1961)

USSR, Tsentral'noye Statisticheskoye Upravleniye. Narodnoye
khozyaystvo SSSR v 1962 godu (The National Economy of the USSR
in 1962), Moscow, 1963, p. 635. U. (hereafter referred to as
USSR, TsSU. Nar. khoz. SSSR v 1962)

Pravda, 11 Dec 62, p. 4. U.

8. Pravda, 21 Dec 60, p. 5. U.

Ibid., 7 Dec 61, p. 5. U.

Ibid., 11 Dec 62, p. 6. U.

Tbid., 17 Dec 63, p. 4-6. U.

Tbid., 20 Dec 63, p. 1. U.

9. CIA. CIA/RR ER 60-37 (1, above), p. 43. U.
10. Allakhverdyan, D.A., et al. Finansy SSSR (Finance in the USSR),
Moscow, 1962, p. 278.

Borodin, S., et al. Flnansy i kredit (Finance and Credit),
Moscow, 1963, p. 89. U.

Lavrov, V.V., et al. Finansy 1 kredit SSSR (Finance and Credit in
the USSR), Moscow, 1964, p. 215. U.

- 29 -




’?

11.

12.

13.

1k,

15.

16

17.

18.

19.
20.

21.

22.
23.
2k,
25.

26.

aT.
28.

29.
30.
31.
32.

33.

3k.

Salialalaliels

Bor, M.A. Balans narodnogo khozyaystve SSSR (The Balance of the
National Economy of the USSR), Moscow, 1956, p. 97. U.

Yefimov, op. cit. (5, above), p. 148. U.

Plotnikov, op. cit. (2, above). U.

USSR, Tsentral‘noye Statisticheskoye Upravleniye. Narodnoye
khozyaystvo SSSR v 1960 godu (The National Economy of the USSR
in 1960), Moscow, 1961, p. 213. U.

Dundukov, op. cit. (4, above), p. 18 and T1. U.

CIA. CIA/RR ER 60-37 (1, above), p. 11. U.

Garbuzov, V.F. "Reorganizatsiya MTS, novyy poryadok zagotovok
i zadachi finansovykh organov' (Reorganization of the MTS's, the
New Procedure for Procurements, and Tasks of the Financial Organs),
Finansy SSSR, no 8, 1958, p. 12. U.

Laptev, N. (edr.) Finansy i sotsialisticheskoye stroitel'stvo
(Finance and Socialist Construction), Moscow, 1957, p. 349. U.

Dundukov, op. cit. (L4, above), p. 18. U.

Ibid., p. T1i. U.

Tavrov, op. cit. (10, above), p. 217. U.

Dundukov, op. cit. (4, above), p. 18 and T1. U.

USSR. TsSU. Nar. khoz. SSSR v 1961 (7, above). U.

Dedkov, Ye. Razvitiye byudzhetnogo ucheta (The Development of
Budget Accounting), Moscow, 1962, p. 3. U.

Pravda, T Dec 61, p. 4-5. U.

USSR, TsSU. Nar. khoz. SSSR v 1962 (7, above). U.

Pravda, 11 Dec 62, p. 4 and 6. U.

Dundukov, op. cit. (4, above), p. 18 and T1. U.

Ibid.

Ibid.

Ibid.

USSR, TsSU. Nar. khoz. SSSR v 1961 (7, above). U.

USSR, Ministerstvo Finansov. Raskhody na sotsial 'mo-kul'turnyye
meropriyatiya po gosudarstvennomu byudzhetu SSSR (Outlays for
Social-Cultural Measures by the State Budget of the USSR), Moscow,
1958, p. 59-60. - U. (hereafter referred to as Raskhody na
sotsial'no kulturnyye) :

Dundukov, op. cit. (4, above), p. 51 and 86. U.

Raskhody na sotsial'no-kul'turnyye (28, above), p. 42 and 59-60. U.

Dundukov, op. cit. (4, above), p. 19. U.

USSR, TsSU. Nar. khoz. SSSR v 1962 (7, above). U.

Pravda, 11 Dec 62, p. 6. U.

Yefimov, op. cit. (5, above), p. 148. U.

Plotnikov, op. cit. (2, above). U.

Lavrov, V.V., et al. Finansy i kredit SSSR (Finance and Credit in
the USSR), Moscow, 1958, p. 283. U.

Allakhverdyan, D.A., et al. Finansy SSSR (Finance in the USSR),
Moscow, 1958, p. 283 U.

Allakhverdyan, op. cit. (10, above), p. 310. U.

CIA. CIA/RR EM_50—1§7 The Relationship Between Announced Soviet
Military Manpower Budgetary Allocation for Defense and Total
Military Expenditures, 1955-62, Sep 60, p. 8-9. S.

- 30 -

(S o=t ot - U




35.

e e L S

Pravda, 20 Dec 60, p. 5. U.

Dedkov, op. cit. (20, above). U.

USSR, TsSU. Nar. khoz. SSSR v 1962 (T, above), p. 637. U.

Pravda, 7 Dec 61, p. 5. U.

USSR, Verkhovnyy Sovet SSSR. Zasedaniya, 27-31 oktyabrya 1959,
stenograficheskiy otchet (Proceedings, 27-31 October 59, Stenographic

Report), Moscow, 1959, p. 53. U.

- 31 -



