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Future Trends in Military Build-Up and Economic Growth
in the Soviet Union

—An Analysis of Econometric Simulation on the 10th and 11th FYP—

Haruki Nmwa*

I. Outline of the Model The Trade-Off Relationships
In the present study, the author has paid specific attention to the analysis of

the two trade-off relationships: that is the trade-off between “military production” and
“fixed capital investment”, and the trade-off between “military production” and “labor
power allocation” (especially ‘“agricultural employment”) in Soviet economy. The
most common pattern of economic analysis on such a problem might be an approach
to trade-off relationships between “investment and military expenditures” and “con-
sumptions” in GNP. Unfortunately, such macro-level approach to “consumptions” as
a whole is sometimes quite misleading as far as the Soviet economy is concerned;
which has a large share of agricultural sector, rural and urban uneven-heterogeneous
pattern of consumptions, and relatively crude type of consumer’s life.

As many specialists on the Soviet economy suggest, the decisive factor for real

consumption in the Soviet economy would be soft-consumer’s-goods production, which

* Professor of comparative economic systems, Department of Economics, Kyoto Sangyo
University, Kyoto, Japan.
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is determined by the supply of raw materials of agricultural origin. Though the
author’s model described below has rather a complicated consumption sector composed
of fourteen variables related to consumptions, its most important causal link is exactly
this relationship which is mainly provided through a few behavioral-technological
equations (See the O,—»M—O, relationships with time lag in the abbreviated graphic
presentation of the model shown in Graph 1).

As for the production of consumer’s durables, since its relative importance is still
rather small in the Soviet economy, it could be treated as an exogenous policy variable
which is derived from some official planned targets of FYP.

Being necessarily affected, directly and indirectly, by the effects of changes in
investment policies and military build-up, almost all the variables related to real
consumptions are determined endogenously as the dynamic solutions of multiequation
system.  However, if the total level and structures of real consumptions are mainly
determined through the causal links cited here from the supply side, and in so far as
the volume of fixed capital stock has been determined by the investment activities in
the preceding years through the capital formation function with time lag (See K; and
K, in Graph 1), the remaining three triangular trade-off relationships should become
more noticeable (See Graph 1).

They are ;

(i) Trade-off between “military production” and ‘“agricultural employment” (which
is an important indicator for allocation problems of labor power) where the
total volume and allocations of investment are given;

(ii) Trade-off between “military production” and “investment” where the level
of agricultural employment is given (i. e. the labor allocation between
agricultural and non-agricultural sectors are given) ;

(iii) Trade-off between “investment” and “agricultural employment” where the
level of military production is given.

It seems that the analysis of these three trade-off relationships may be more

important and strategy-oriented than conventional GNP approach.

As cited below, the author’s econometric Model No. 5 “revised 2” of Soviet
economic growth which has been estimated for the present study is composed of two
sub-models, Model A and Model B. The trade-off relationship (i) is based on the
causal chain of Model A, and the trade-off relationship (ii) follows the causal pattern
of Model B.

Both the problems of military production or military expenditures and the prob-
lem of labor power allocation are the hottest issues for most of Western specialists
of Soviet economy. In the Soviet 10th and 11th FYP, the official planned goals for
investment increase are available. In the present study, therefore, efforts for econ-

ometric simulation analysis are mainly concentrated on the first two trade-off prob-
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lems, (i) and (ii), out of the three. Thus, the author intends to forecast the future
trends of Soviet military expenditures and economic growth.

Models A and B include 29 exogenous variables and 49-50 endogenous variables
each. Obsevation of statistical data for “structure estimation” covers the period of
1934-1975 (excluding 1941-1949).

II. Summary of Analysis

The most mysterious feature of the Soviet 10th and 11th FYP is the surprisingly
low rate of increase of fixed capital investment. In this regard, the results of simu-
lation work provided by the present study are very suggestive.

The simulation work by Model B probably suggests that the Soviet economic
strategy during the 1975-85 period will be to push up the growth rate of military
production at a large sacrifice of fixed capital investments. (See Graphs 2 and 3, also
see Tables 3, 4 and 5.)

This means that for the 1975-85 period, as compared to the actual figure for
1970-75, the average annual rate of growth of fixed capital investment will be cut
down to the level as low as 1/3 or 1/4 and the average annual growth rate of military
production will increase by 30%. In other words, the forecasted average annual rate
of growth of military production reaches to around 7%. (See Graphs 2 and 3.)

A similar kind of result is derived from another simulation which is worked out
with the use of Model A. 1t also suggests that the growth rate of Soviet munitions
production will be 7% per annum in the 1975-85 period. (See Graph 4.)

Thus we may conclude the most probable figure of the average annual rate of
growth of Soviet military production would be around 7% for the period of 1975-85.

The same forecasting method aforementioned (by Model B) has been applied to
the further future period of 1985-90. Compared with its forecast value for 1975-85,
the rate of growth of Soviet military production in the latter half of the 1980s will
probably be decreased markedly (See Table 5). This will occur because of a more
general lag in Soviet economic growth. And, of course, part of such a lag will come
from the above-mentioned large sacrifice of investment activity.

In the comparison of the official Soviet planning figures of the 10th and 11th
FYP and the forecast results for major indicators by the author’s Model No. 5

“revised 27, the author’s forecasts are more pessimistic than official Soviet targets
(See Tables 3 and 5).
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