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MEMORANDUM FOR: . The Director of Central Intelligence - '
FROM ;o William W, Wells = . = 7
Deputy Director for Operations. . .
SUBJECT . MILITARY THO
. Progress. and lask
Ecanmistsjj~u;'~

:z'Tééhnoldgical
I Soviet Miljtary

UGHT (USSR®

1. The enclosed Intelligence Information Special Report is
part of a series now in preparation.based on the SECRET USSR
Ministry of Defense publication-:Collection - of Articles of the
Journal "Military Thought'".. ThiS article reflects the trend of
using economic analysis in-the operations-of the Ministry of
Defense to determine the most economically advantageous and.
‘effective policy in regard to the dllocation of funds for =
defense, 'Although the'value 'of ecoromic ‘analysis .is. .recognized, -
the author maintains that inadequate attention is paid to it,
resulting in certain deficiencies, such.as the lack of
appropriate ofganizﬁtidn;Lfot&WOriiﬁt-but;militaTYteéonomic
problems and cases where the scopé -and level:of military economic
research do not meet the requirements for:building the military
establishment, This article appeated in Issue No. 1 .(77) for
1966, | ]

2, Because the source of this report is extremely
sensitive, this document .should be handled on:a strict :
need-to-know basis within recipient agencies, . For ease .of
reference, reports from this publicgtion/havf.beenﬁassigned
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COUNTRY USSR

DATE OF A S pate. . 20 May 1977
INFO. Early 1966 R T .
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MILITARY THOUGHT (USSR): Technologi¢al Progress and ‘Tasks
: — . -of Soviet Military Economists

SOURCE Documentary

Summary: . . Lo ¥ . o . .

Tﬁe following report is a translation from Russian.of an
article which appeared in Issue No, 1 (77) for 1966 of the SECRET
USSR Ministry of Defensé publication Collection of Articles of
the Journal "Military Thought". ~The @UTHOT Of this article is
CoTonel General of Quartermaster Service!V. Dutov, This article
deals with the introduction of methods of economic.analysis into
the operations of the Ministry of Defense, particularly in the
area of research and development of new-.armament and combat :
equipment, to facilitate the:.selection of.the most: economically
advantageous and effective policy in regard to the:allocation of
funds for building the military establishment, The author
examines the specific' application of.economic research and the
tasks confronting military economists, and.also cites certain
shortcomings which exist such as the:'lack of appropriate.
scientific organizations for working out military.economic
problems, and cases where the scope and level of military
economic research do not meetithe requirements:for building the
military establishment,. = .0 oot
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| | Comment: - oo 0 . S

olone eneral ot Quartermaster Service Vladimir Nikolayevich
Dutov has been identified: as Chief of the Central Finance
Directorate since 1962, |
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Technolog;cal Progress and Tasks
of Sov1et Milg‘ary Economists
v o
Colonel General of Quartermaster Serv1ce V Dutov
N
The September Plenum of ‘the- Central Commlttee of the. CPSU

(1965) presented economic.science with.a. number of major
problems, the solution of which is of enormous: ‘national
importance. In the material of the Plenum, in particular, it was
emphasized that at the present stage in. the development of Soviet
economics, science, technology, and culture, efficient and
economical management at absolutely every stage takes on dec1s1ve
1mportance. : T R IR T R L e

The decisions of the September Plenum of the Central
Committee of the CPSU dealt entirely with: bu11d1ng ‘the military
establishment in our country. The development of "the armed
forces and the improvement of their technical ' equipping. embrace a
wide range of problems, including to a large. extent economic
problems. The role of calculating the economic factor in
building the military establishment has grown espec1ally in the-
modern era, a period- characterlzed by a rap1d rate of
technologlcal progress. : o S

In solving economzc problems of bu11d1ng the m111tary
establlshment the main criterion, as.we know, 'is ito .achieve our
goal with the least amount of expendltures. that is; to ensure
military and military technical superiority over ,a probable enemy
with the minimum expendlture of materlal resources and monetary
means. _ v s S _

The goals of bu11d1ng the m111tary estab11shment in the USSR
are clearly outlined in the:Program of our party: ".i.The CPSU
considers it essential to maintain the defensive might of the
Soviet state, and the combat readiness of its Armed Forces, at a
level which will ensure a decisive and complete rout of any enemy
who dares to encroach on the - Sov1et Homeland " e

To fu1f11 the tasks laid down by the Program of the CPSU -for
the Soviet Armed Forces, we must. contlnually improve the
technical equipping of the troops in accordance with the
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scientific forecast of the nature of a future war. Technological
progress makes it necessary to .develop corresponding branches in
our defense industry,  If we take into account the close
connection between the.defense industry and many other branches
of the national economy, it.is easy ‘to understand the intimate
cgnnection between strategy and the economy of the country as a

The presence of objective interdependence: between the. .
economy of the country. as ‘a whole and strategy, naturally raises
the practical necessity of studying .and calculating the numerous
"factors and conditions which determine and reveal the basic
patterns of this interdependence, . . . . .- o

Military economists therefore now face: new tasks' of economic
analysis in order to facilitate the selection of the most
economically advantdageous and effective policy. in the field of
building the military establishment, Military economists are
expected to become active assistants ‘to the organs.of strategic
leadership in the development and implementation of measures in
the field of building the armed forces,: Studying the military
economic capabilities.of the state and ways .of effectively '
utilizing them for the.country's defense, analyzing the effect of
strategic decisions on the development of branches of the
national economy, economic research in determining the .
development and correlation between branches of the armed forces
and branch arms, economic evaluations of the development and
putting into service of new systems of weapons and combat
equipment, ensuring economy in the use of armament. among the
troops, etc. -- this is far from a complete enumeration of the
economic problems which military economists must ‘solve,

The problem of the most effective.allocation-of military
expenditures -- which is a quantitative expression.of. the.
interdependence between ‘building the military establishment and
the economy -- takes on particular: importance ‘under modern
conditions, As we know, the military budgets of the imperialist

powers are now at a .level unprecedented for peacetime, = = -

v On the whole the capitalist countries are spending 15 to 20
percent of their entire national: income on armament and their
armed forces, The citadel of world ‘imperialism -- the USA --
spends up to 70 billion dollars-annually for military purposes,
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As we know, for the 1965 66 flscal year the US Senate
appropriated more than 15 billion dollars for the development of
new types of weapons alone.- S .

Under conditions. where the 1mperialists are prepar1ng for a
new world war, the Soviet Union and ‘the socialist countries have
been forced to approprlate large sums to. strengthen their
defensive might. Thus, expenditures for defense in 1966 were
fixed by the state budget of the USSR at 13 4 b11110n rubles.

The problem of the effectlve use of the m111tary budget is
exceptionally complex, because many of the factors which must be
taken into account in analysis do not lend: themselves to
measurement and are. dlfflcult to compare.."'-- G s

The problenm of eff1c1ent allocatlon of the mllitary budget
has attracted the attention’ of- prominent’ specialists' in a number
of countries of the world, “In the US, for example, a number of
major works by C. Hitch, R. Makkln, K Knorr, ‘and others, are
devoted to military economic. problems and ‘questions of:-the
efficient allocation of appropriatlons among the maln types of
armament and combat equ1pment.- o R

The best energies of univers1ty professors, numerous ‘
spec1alists, and advisers to. governmental organs: and private
companies, have been enlisted abroad to work on the problems of
military economics, 1nc1uding the question of the eff1c1ent use
of the military budget. Also engaged in study. and applied
research in the field of the most efficient distribution and use
of resources earmarked for military: ‘needs. are- special scientific
research institutions:. the. Institute . for:Defense Analysis, the
Hudson Institute, and. the Rand Corporatlon <= "3 research and
development corporation', These organizations, closely connected
with the Pentagon and the Central Intelllgence ‘Agency, are
engaged in theoretical and app11ed research in the f1e1d of
military economics, - : S e

Of course, the work of bourge01s spec1allsts has as its
basic purpose the substantiation and strengthening of the
aggressive policies .of the imperialist powers, - However,
individual methods of economic ana1y51s of m111tary vroblems also
can anH must’ be practiced‘by us.vgyj , .
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Quantitative economic ana1y51s in maklng dec151ons on the
scale of the armed forces is an_ important aspect of the problem
of developing military -economic; thought in .our. country. The
theoretical elaboration of economic: questions ‘connected with the
development of m111tary affalrs has become an integral part of
Soviet military sciehce, = . " L _

Unfortunately, it must be stated that the research we are
now doing on large-scale military economic- problems in the
organizational and scientific sense still serlously lags behind
the tasks awaiting’ practlcal solutlon.; : _

The fact that the approprlate sc1ent1fic organlzatlons for
working out 1mportant military economic problems have not been
established, is evidence .of ‘the: 1nadequate attention. given to
these problems, The scientific efforts of the Soviet Academy of
Sciences and those of the .individual Soviet. republics have not
been ex 101ted to anywhere -near their" ‘fullest capaclty for .
research in military economic problems as prescrlbed in the plans
of the Ministry of Defense. i EE

In the Academy of Sc1ences of the USSR and those of the
Union republics, for..example, practically no orders have been
received from the Ministry of Defense for work on large -scale
military economic problems.- Close . along these lines, ‘there is
also the situation that requests for- funds from the ‘branches of
the armed forces and branch arms, like the allocation . of
approprlations within the branches of the: armed forces, do not
contain strict scient1fic substantlatlon.e;. SO

Incidentally, it should be mentloned that Wh11e g1v1ng
economic analysis its due in solving large- scale military
problems, we must not forget another equally important task --
the need to find efficient solutions to individual problems of
developing military equipment, controlllng troops, organizing
materiel-technical supply,’ and others, 'This is why a
scientifically based approach to the allocation of appropriations
within the branches of the armed forces and branch arms. is so
important, S o BT _ e ;

Political, morale. and other factors, which cannot be -
measured by calculatlons or formal. methods; are of great
1mportance in solving large scale problems.: OF great'
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significance here is the experlence of the people who make
decisions, which must be based on scientific principles which
combine experience with the comprehens1Ve analysis of social .
phenomena on the basis of the Marxist dialectic method, with due
regard for the material factors in the development of soc1ety and
of military affairs,’ P R U SR L

In solvzng 1nd1v1dua1 problems it is often. p0551b1e to
formulate quantitative criteria for achieving a goal, -For
example, when selecting . a. type of fighter-interceptor for air
defense aviation, the number of ‘actual" interceptions can serve as
the criterion. A less .expensive. ‘fighter ensures a smaller number
of interceptions than one which is more improved and expensive,
But on the basis of indices of economic’ expedzency, ‘it-may be
much more advantageous to acquire more fighters of the first type
with the funds available, and thus inérease the total number of
probable interceptions, ~Economic: research methods make 1t
possible to establish :the. ‘
of bombéTrs and bombs fot the'destructlon of a551gned targets. and
to answer many other less genersl, but. extremely 1mportant
practical questions which: constantly arise when attempting to
solve various problems of building the military establishment,
The complex1ty and’ diversity of ‘the factors affec¢ting the combat
effectiveness of military items makes it 1mpossib1e to determine
their comparative military value without quantitatlve analysis,
This is why in solving large-scale problems, as well as’
individual problems of building the. milltary establishment, the
development and quantitative analysis of different types of
models of various combat systems, -as opposed to. methods ‘of -
economic analysis, are of great 1mportance. 3 ‘

The results of 51m11ar research should serve as the basis on
which qualitative factors are developed when making: decisions on
the most efficient use of forces and means within the. framework
of appropriations for malntalnlng and equipplng the armed forces
as a whole, 5 o . , .

The common tasks of m111tary economlsts in solv1ng
individual problems of building the military establishment are:
constant economic. "weighing" of. each. measure. pertaining both to
the development of means of armament.and combat equipment and to
their use; systematxc study ‘of ‘advanced native and foreign
experience in the most effectlve use of funds approprzated for
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development; the productlon and 1ntroductlon of armament and
combat equzpment. o : : :

Considering the importance of.the problems 1nd1cated and
foreign and native experience, it is probably. advisable to
designate (from among those ‘available) a head scientific research
institute, which would be responsible for deveéloping methods for
solving so-called individual problems. of: bullding ‘the military
establishment, and would resolve spec1f1c practical tasks-of such
a problem which are ordered.by the General Staff, branches of the
armed forces, branch arms, ‘and the Central ‘Finance Directorate of
the Ministry of Defense, The organization itself of- mllitary

Q\xfonom1c research must flnalgx_ econe . the subJect of

- "the military field. As we know,

comprehensive stud .4

In examining the tasks of mllitary economlsts in. the light
of technological progress, we should dwell particularly on the
role of economic research in" the ﬁrocess of .conducting studies in

igh combat éffectiveness in the
armed forces is inconceivable unless the latest achievements of
science and technology are.put-into.practice in military affairs.
It is precisely this circumstance which -necessitates the =
allocation of enormous. funds each year for sc1entif1c research on
the country's defense.- » L

The proper and effect1Ve use of funds appropriated for
scientific research has enormous 51gn1f1cance for -the national
economy. The newness and complexity of military development
projects, and their high cost and relatively. -rapid obsolescence
(in view of the rapid pace" of ‘development: of 'science and .
technology), make it urgent’ to:consider the economic factors in
organizing and carrylng out scientific research and exper1menta1
design work, and xncorporatlng its results._pj;v

The scientific validlty of dec1510ns made whlch 1nvolve a’
certain level of expenditures for the technical rearmament of the
armed forces will depend largely on: the completeness and
authenticity of economic' research within. the framework of
specific ‘'scientific research and experzmental design work to
develop new types of armament and combat equlpment._

The princ1pa1 attentlon of mllitary economlsts when
conduct1ng research should be concentrated on analyz1ng the
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economic indicators of m111tary systems (items) Whlch are being
developed, The numerous indicators reflecting: the ‘economic side
of this quest1on may be reduced it seems ‘to us, to two " bas1c
groups, _ L . .

The first should include' the volume of expend1tures for the
develo ment, production, and introduction of. military: systems
(items); expenditures for their operatlon and maintenance; a-
monetary assessment of the impact which may result from the
introduction of new developments, and the time required to
develop and 1ntroduce the_new systems (1tems) . _

This group” of 1ndicators makes 1t possible to compare'
systems (items) of various types (or. of different functional
purpose) with each other, . Such a comparison is'possible as a
result of using a un1versa1 equlvalent - money'-- as the basis
of these ind1cators. . _ Lo _

An assessment of the economlc pract1cab111ty of new items is
one practical way of- using the 1ndicators 1n the f1rst group.

Under conditions of rapld technological progress the -
economic necessity arises to.develop military: systems, and
organize their introduction w1th1n rather rigid time limits. But
these time limits depend, as we know, on the capabilities of
industry, the preparedness of. "customers">’the number of stages
involved in the introduction of these: systems, etc,: A delay in
introducing new technical ‘means. can lead to.: 1ncreased costs due
to obsolescence, which in turn will require a reassessment of
questions of preference ‘and ‘the economlc adv1sab111ty of
incorporating the results of résearch,”  This: is why, .in examining
the time limit for 1ntroduc1ng complex systems having ‘a military
purpose, the economic.aspect can:be. decisive,  The fact .is that
work included in a plan may be completed theoretlcally, but may
not be able to be implemented. in: ‘practice because: of ‘the high
cost or limited production capabilities, or because of the length
of time required for their introduction, This .can be: foreseen
only on the basis of strict:scientific.analysis of the economic
indicators of the m111tary systems (1tems) belng developed

The second group of 1nd1cators, formed w1th regard to the
functional purpose of the: 'system (1tem), may include: 'the

effectiveness of the: system (1tem), the cost of increasing the
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mathematical expectation of the number of- 1nsta11ations -or
‘targets to be destroyed the prlce of surv1vab111ty or S
rellablllty, etc, _ . _ : i

The economic indicators in’ this group. reflecting SpeC1f1C
features of individual systems (items), have a.more-limited range
of application. They may be used as comparable characteristics
only for systems having the same functional purpose,  For
example, with the use of an indicator of the cost of . completing a
large number of operations, ‘information processing systems can be
compared, while by using an indicator of the value of
transm1tt1ng a million: characters,_communications systems can be
compared, and so forth SN . I

One practical approach to the utilizatlon of indlcators in
the second group might be, for example,: that of" substantiatlng
the selection of the most economical variant of ‘the system
(model) when achieving the: prescrlbed basic parameters which
characterize the purpose. of the research ' v

Economic 1nd1cators of both the first and second groups
unquestionably must be . considered when organizing; scientific
research and experimental design work, both while it is being.
done and when evaluating the results. obtalned . Without such
analysis there is very little. hope that the development will turn
out to be exactly what is. needed in practlce..,_;-.. R

Much attention is- being glven abroad to’ questlons of -
technical-economic analysis of research being conducted for
defense (war) departments, - Accordzng ‘to the foreign press, in
the USA since September 1963 techn1ca1 -economic analysis has been
included in most contracts both for. the delivery -of. m111tary
equipment and for the conduct of ‘scientific research, _
Technical-economic analysis:- has been “‘given the task. of reducing
the cost of military contracts by 100 million- dollars, . A special
guide on technical-economic: ana1y51s has been 1ssued by the us
Department of Defense,* - RET R R

-----------------------------

* "Electronics", No,”37;;i'd3;zpj;§s;;vf,h,_
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At present 250 engineer-economists in the -US Defense
Department (and their number is expected to double by 1966) are
working on ways to achieve a saving of: 500 million dollars by
applying technical-economic' analysis of ‘the Department’'s. '
undertakings,.** L e e

It is difficult to overestimate the .importance of ’
considering the economic indicators of scientific: research and
experimental design work when planning the activities of -
scientific research institutions and design bureaus, . For
example, a comprehensive examination of economic indicators can
contribute greatly to the successful ‘resolution of ‘'such questions
as selecting the basic channels. for the effective allocation of
appropriations among ‘scientific research institutions, -
concentrating monetary and material resources on.the most
effective and promising scientific research work-being done
within scientific research institutions, monitoring the
fulfilment of thematic plans, and others, - . - - .- - .

The practical significance of ‘€conomic ‘analysis lies in the
fact that it enables the collectives of scientific research
institutions to organizejthgi:@researchjmoréhpurposefully.r It
exerts a positive influence on seeking ways of reducing the. cost
of the work being done, and serves to increase .the:responsibility
of the directors of scientific research institutions for the '
proper spending of funds, - - . . . o .

The experience of work confirms the great practical
significance and high effectiveness of economic research in the’
process of conducting complex scientific development projects and
experimental design work. ' :In practice, however, there are
unfortunately still many examplés ‘where inadequate attention is
being paid to economic analysis, Many instances are known where
the scope and level of work in economic research.lag seriously
behind the requirements involved in .the building of the military
establishment, There are often cases where whole Sections of
economic research are excluded from the plans of scientific.
research and experimental design work, and the.finished results
dre submitted and accepted without economic substantiation, etc,

*% “Electronics", No.flz;i  66;:p;[6Q;f{Jf f;flf;ffL“
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There is no doubt that these deficiencies have an adverse
effect on the effectiveness. of the’ activity. of scientific
research institutions, desigh bureaus,: and other organizations
doing work for the Ministry of - Defense. v

What, then, are the tasks of military economists in .
eliminating these shortcomings in the further development of
scientific economic analysis when performing screntific research
and experimental de51gn work’ = . :

Among the urgent tasks, 1n our opinion we should point out
the need to develop scientific: methods of forecasting
expenditures for the development of systems (items) of. military
purpose, methods of forecasting the economic effectiveness of
capital investments and new: equipment -the " importance of
introducing network methods of planning and . administering complex
development projects in order.to optimize the time required for
and cost of the projects.;;.“:,‘- prl e L S

The quality of military economic work and 1ts further
development will.of course depend not only on‘the completeness of
the theoretical solution of the tasks enumerated - ‘above, but
mainly on the breadth and: depth ofithe practical 1ncorporation of
the results of the research oL e

The successful solution of sc1ent1fic problems requires
systematic synthesis of the ‘experience of military economic
research and precise coordination of the work of the 1nst1tutions
engaged in economic research - R

Particular attention should be given over to the collection.
processing, and analysis of data from statistical observations in
the area of developing, producing and employing complex: systems
(items) of military purpose, 1nc1ud1ng those ordered by industry.

Practice shows that the organization of military economic
work is largely determined by how well the role and tasks of
economic research are understood by the: ‘people -in charge of
planning scientific research and experimental design work and
heading design and scientific research 1nst1tutions.

In this regard, we think it is adv1sab1e to’ enhance the

responsibility of staffs of the branches of the armed forces, and
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the chief and central directorates of_the Ministry'of Defense
which approve the subject matter of scientific research work by
scientific research institutions under their ‘jurisdiction and
receive the finished projects; for' carrying out orders and
directives from the Minister of Defense which predetermine
requirements for the’economic substantiation. of work done for the
Ministry of Defense, and for creating conditions in:

scientific research institutions:and higher military educational
institutions of the Ministry of Defense for ‘the conduct of -
military economic research, We must reach the point where not a
single major scientific research or experimental project is
assigned and carried out w1thout serious SClentlflc economic
analysis being done to justify 1t.=_. IR Lo

To achieve this it is- of course necessary to determine
precisely the goals of .new: projects and to compare their scope
against the capacity of the available material resources, and
their orientation -- with the tasks of the branch of the armed
forces, and to calculate what the new projects will cost the
state, B UL P TR

In 1965 a procedure was: establishedlin.the Ministries of

on new models of armament, before- ‘submitting their proposals to
the government, to prepare ‘advance designs with ‘a detailed.
technical-economic analysis of the anticipated cost of developing
prototypes, their mass: groduction .and their operation,. This
gndgubtedly will contri ute. to a more effic1ent expenditure of

N funds, . . N S .

In the development of military economic research it is
difficult to overestimate ‘the importance of the level of training
of the specialists who will be charged with carrying out military
economic work, - Skilled cadres of scientists and. military
economists, imbued with a spirit. of ‘innovation and creativity, to
a large extent determine success in solving. the central economic
problems of building the military establishment.-,z._

In view of the nece351ty of sharply 1ncreasing the scope and
level of military economic research, in’our opinion,the-need_ls
urgent for radical improvement in the existlng system of training
military economists._uThey'must have. mastered modern methods of
research, u51ng the 1Wteat achievements of technology, such as
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the queueing theoty. methods of mathematical plannlng. operatlons
?’Search the ‘use ot electronlc dlgltal cqmpg;gxs,:iﬁ&‘vthers.

For example, we should welcome the settlng up of spec1al
advanced courses for the further training of .officers engaged in
military economic research,. the allocation of places for graduate
work at higher military educatlonal dinstitutions and leading
scientific research institutions: where scientific researchers can
be trained in the field of large-scale: m111tary economic
problems, and the introduction of a special ser1es of lectures in
military academies on economlc ana1y51s..= :

And finally, there 1s the matter ‘of" the material interest of
collectives of scientific research institutions and higher
military educational institutions in doing the most effective
development projects and scientific research,. Such interest can
be achieved only if- work, ‘considered effective from'the -
standpoint of the state's interests, is most. "advantageous” both
to the directors of scientific research institutions-and to the
scientific researchers, To achieve this goal we must seek
economic levers which will make it possible to tie. ‘wages to the
effectiveness of the research ‘and the development projects being-
done., Specifically along ‘these:lines; we should explore. the
p0551b111t1es of maklng more. f1ex1b1e use of the exlstlng bonus
system, . g .

These, then, are some- quest1ons. the solut1on of which in

our oplnion, could considerably increase ‘the’ effectiveness of the

work of scientific research institutions.. We hope that the
proposals set forth in this article will contribute to a broader
discussion and study of questzons ‘of -‘the: development of military
economic research, as well as of methods for more. effective and
efficient use of mater1a1 and money.; o -
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The introduction. of methods of econom1c analysis into the
operations of the Ministry of Defense, and particularly into the
area of the organization of military technical development
projects, will help to significantly. 1mprove the expenditure of
budgetary appropriations, and thereby: 1ncrease the defenszve
capability of the Soviet Armed Forces.'~an. | :






