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ABSTRACT

This- is a summary of a report which presents a method for conducting
comparisons of US and Soviet economies during recovery from nuclear war.
Comparative issues are identified and their general rationale discussed.
The report suggests that previous comparative studies have been too limited
in scope and did not employ a method for systematically isolating key dif-

ferences between the two economies.

DISCLAIMER
The view and conclusions contained in this document are those of the
authors and should not be interpreted as necessarily representing the of-
ficial policies, either expressed or implied, of the Federal Emergency
Management Agency or other agencies of the United States Government.

CONTRACTUAL NOTE

Technical Note CEPR-TN-7932-2 and its summary were prepared in ful-

fillment of Task Two under Contract DCPAQ1-78-C-0309.
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number of issues are thought to have effects on recovery capability. The

1. OBJECTIVE

The objective of the report is to develop an approach to and identify
kev issues in a comparative assessment of the ability of the US and USSR to

recover from a major catastrophe, such as for example, a nuclear attack.

11. BACKGROUND

The analyvsis was undertaken as part of the Federal Emergency Management
Agency's (then the Defense Civil Preparedness Agency) support to the Joint
Chiefs of Staff's Comparative Recovery Study (COPRA). In the early stages
of that effort it became clear that a socio-economic framework needed to be
formulated to evaluate each country's potential to recover from various post-
nuclear war situations. The majority of previously completed recovery

analyses focused on just the economic portion of the total societal system,

with particular attention given to the process by which productive capacity

would be rebuilt for both defense and non-defense purposes.

I11. ORGANIZATION OF THE REPORT

The report begins with a description of the factors which influence the
development of an analytical framework. Next, important new approaches to the
studv of comparative economic systems now appearing in the literature are
discussed. These involve a focus on the decision-making functions that have
to be performed in all economies in order for economicactivity to take place.
The report then discusses some of the salient features of the US and Soviet
economies within the categories of this structural-functional method. 1In

{ts final section, the report identifies issues areas and within each a

next steps in the development of net assessments of US/USSR post-nuclear

recovery potential are also outlined.

Stated simply, what is suggested is that the structural-functional approach ;
provides the basis for isolating key differences between the US and USSR as 3
assessments are conducted for each major recovery issue. The results of the y
systematic evaluation of the individual issues are then integrated to complete

P tor g

a net assessment of comparative recovery capability.
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IV. FACTORS THAT INFLUENCE COMPARISON OF RECOVERY POTENTIAL

Five factors influence our ability to measure recovery capability.
They are: (1) the stages of preparedness and recovery and the concept
of continuity of economic processes; (2) uncertainties in the initial
conditions; (3) distinguishing features of the recoverv environment; (4)

political and economic objectives, and; (5) the comparative time period.

A, Continuity of Economic Processes

Traditional analyses of recovery divide the phenomena into three stages:
survival; reorganization, and; recovery. This tends to understate the basic
continuity of economic processes which for all but the most severe cases of
industrial damage, can be expected to characterize key aspects of the eco-
nomv's functioning as it is transformed from a peacetime state, through
mobilization and transwar stages and then into the three distinct components
of the post-war environment. The continuity of economic process provides a

bound on the uncertainties associated with measuring economic capability and

performance.

B. Initial Conditions

While uncertainties exist regarding the probable damage to military forces
and capital stock, as well as population fatalities from a given nuclear ex-
change, a major problem for recovery analysts is that numerous items of
importance are not measured by existing damage assessment procedures. That
is. models constructed to evaluate attack effects do not include variables
which the recovery analyst considers critical to his or her assessments. What

i{s needed is a method to develop a consistent, comprehensive description of
the recovery environment.

C. Distinguishing Features of the Recovery Environment

Scenarios containing chronologically sequenced events have been the prin-
cipal analytical technique for evaluating recovery capability in previous

2
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government studies. Yet, scenario dependence of the comparative results has
often limited ability to generalize the findings. A survey of a wide range
of recovery scenarios led to the identification of a set of distinguishing
features which can be used to describe alternative environments. These
factors are: nature of political control; economic organization;-threats
and resocurces from the external world; nature of external relations, and

the initial recovery base.

The second major finding of the survey of recovery scenarios was that
key elements were often inconsistent. This led to the development of a
method which has been used sucessfully to formulate comprehensive statements
about alternative recovery environments. The major elements of this method
are: selection of a theme which conditions all aspects of political-economic-
military activities within the case study; development of national objectives
and policy guidelines, and; development of economic targets (statements of
desired performanceover time). Once completed in this manner elements of the
postulated environment can be tested to determine what makes a difference in
achieving specific political-economic objectives. It is from a series of

such analyses that one gains a better understanding of recovery phenomena.

D. The Difficult Problem of Setting Goals and Formulating Pelicv Guidelines

The national objectives which will provide the basis for preparing policy
guidelines are formulated to be consistent with the theme of the particular
recovery environment being examined. The national goals are broad in nature
but are the source of subsequent assumptions regarding policy guidelines;
plan formulation principles, and; behavioral characteristics relating to plan

implementation.

E. Comparative Time Periods

Reemergence of power in political, military and economic terms and the
willingness to use that power is the central comparative issue. Clearly this
ability will change over time during the post-war period. It is therefore
useful to examine the importance of particular recovery issues as they vary

3
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within three time periods: The immediate period following termination of

hostilities; the near-to-mid term period, perhaps two-to-six years following
termination of hostilities (considered the most important in comparative

_Tecovery analysis, it is in this period that any major assymetries in the

comparative ability to use effectively national power could significantly
affect US npaticnal interests); and the mid-to-long term period, perhaps

six-to-fifteen years following termination of hostilities. Of the three

Fer? J-. the mid-to-long term is probably the least important,
V. COMPARATIVE ECONOMIC SYSTEMS

One of the important new trends in the study of comparative economic
systems is the decision-making, functional approach. In this approach, the
focus is placed on the major functions, related to decision-making, in an
economic system, and the structures within a system for performing these
functions. There are several ways in which the functional structures,

affecting decison-making, can be delineated. One such scheme is as follows:

The system's objective structure;
Organizational structure;
Information structure;

Motivation and incentive structure;

m o9 O w >

Economic interaction, coordination structure.

This approach to the study of comparative economic systems views the

economic system as a set of interrelated structures for the making of decisions
in regard to the economic phenomena of production, distribution, and consumption.

The process of decision-making is seen to involve the establishment of societal

goals (the objectives structure), the distribution of authoritv and power to

make decisions (the organizational structue), the provision of information to

decision-makers to enable them to make meaningful decisions (the information
structure), the mechanisms by which decision-makers can implement their

decisions (the motivation structure), and the means for coordinating, on a

system-wide basis, the decision of individual decision-makers (the coordination

structure).
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The report in Chapter 111 explains in detail each of the functional
structures. The highlights of the descriptions are given in Table 1.
Brief descriptions are presented in Chapter IV of the salient features of
the US and Soviet economies in peacetime using a decision-making functional

structures approach.
VI. KEY COMPARATIVE ISSUE AREAS

The final section of the report identifies key issues that would

comprise major areas of study under a comparative recovery assessment. The

major steps in conducting a comparative assessment are also outlined.

A. Issues Areas for Comparative Analysis

BTV L PRI RSP

Comparative issues relate to a society's mobilization of resources and

use of institutions to achieve both domestic and external goals. Most pre-
viously completed recovery analyses have been limited to evaluations of
production possibilities for military hardware and expansion of economic
output. The figure-of-merit, for example, for economic output has often been
limited to simple criteria such as length of time to return to pre-war levels.

Relative neglect of non-economic factors is a serious limitation of those analvses.

The process of reemergence of power in the near-to-mid term can be viewed
as relating to three sets of goals, one external and two internal to a society.
A society desires to develop the capability to deter and, when appropriate,

; coerce adversaries. Second, the principal focus of the political leadership

during this period will be on a set of goals relating to domestic socio-
economic welfare. Third, achievement of both the external goals and those
relating to socio-economic welfare is dependent upon the leaders ability to
maintain political control.

Using these three classes of goals, sub-issues or comparative issues have
been identified. These issues relate to a recovery environment, that is, were
! we examining the functioning of the two societies in a peacetime condition then
the specific comparison issues would be different. The suggested list of com-
parstive issues are given in tables 2, 3 and 4.

E




TABLE 1

A STRUCTURAL-FUNCTIONAL APPROACH TO COMPARATIVE SYSTEMS ANALYSIS

Objectives Structure

Determination of objectives, 4s, by and large, & political process

Tends to be syvmmetric between centralization/decer<ralization nature
of systems objectives and other structures

Structure used to determine objectives may include elements of the
economic sector, e.g., role of capital market in determining growth
objective in a market economy

Orgarizational Structure

Pertains to the distribution of decision-making power in an economic
system

Distinction between formal authority and actual power important.
Under certain conditions, decision-making authority and power may
diverge

One major descriptive characteristic--degree of centralization. Moet
accurate when svstenh's vertical organization is clear

One can examine what role formal or informal plans play and the plan
construction and implementation process as the means toc scale centra-
lization of decision-making authority

Some recent US organizational theory has focused on the explanation

of vertical hierarchies on the basis of:

(1) the search, contracting and other costs of conducting trans-
actions in open markets

(2) advantages possessed by integrated firms in the face of uncer-
tainty, bounded rationality and opportunistic behavior of agents
dealing across markets

Specific advantages for centralized/decentralized structures can be
identified and related to decision-making during recoverv (see
Chanter 111, p. 5,6.)

Information Structure

Includes mechanisms and channels for collection, transmission,
processing, storage, retrieval and analyses of economic data.

Its function is to reduce the amount of uncertainty facing a
decision-maker

Elaborate formal systems exist in both societies., Their existence
provides continuity in crises but there are distinct differences
between status systems (damage, etc) and dynamic systems for economic
management

Y




Motivation and Incentive Structure

] Includes the mechanisms by which decision-makers implement their
decisions
. 0f interest is how decision-makers influence another's actions by:

(1) limiting sets of alternative actions,
(2) changing utlities attached to consequences, or by

(3) influencing perceptions of sets of possible actions, conse-
quences or utilities.

® Most societies use all of these means of motivation but in different
combinations

° Decision-makers may be motivated by tradition, acquisitiveness and
egocentrism, collectivism or coercion. The mix varies by type of

economy and nature of the environment (peacetime, recovery, etc).

Coordination Structure

o All systems require structure for multi-level coordination
. The two major mechanisms for coordination are the market and the plan
° The coordination structure is central to the process for integrating

needs of interest groups and relating expectations to reality

I L
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Table 2

EXTERNAL SOCIETAL GOALS: DETERRANCE AND COERCION

Nature and Degree of Political Will

Ability to Maintain Necessary Minimum Political Stabllltv:
Degree of Freedor from Coercion

Military Strategy: Utility of Military Forces (Role of
Forces in Achieving External Societal Goals)

Military Capability: Stocks, Equipment and Manpower,
Organization and Training

Military Potential:  Productive Capacity as it Relates to
Deterrance and Coercion
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INTERNAL SOCIETAL GOALS: SOCIN-FCONONIC VILVART

Provision of Goods and Services
Industry
Agriculture

Public Services (other than Health/Defense)
Provision of Defense Services
Provision of Health Services
- Public/Private: Services/Resources

- Preventative/Curative

Distribution, Transportation, Communication
- Trade Network (Flow of Goods)

- Allocation of Consumer Goods (Equity, Priority, Rationing)
- Information Flows (Social Mobilization, Political and Economic

Stabilization and Growth)

Effectiveness of Financial System: Ability to Transmit

Control over Resources

Use of Foreign Resources: Role in Achieving Objectives




Table 3
(Concluded)

INTERNAL SOCIETAL GOALS: SOCIO-ECONOMIC WELFARE

® Characteristics of Human Capital

Demographic Profiles: Age; Regional Distribution; Education;
Skills

Psychological Factors: Ability to Cope; Degree of Self Reliance;
Degree of Mobility

Participation in Personal Production of Essential Goods and
Services

¢ Characteristics of Physical Capital

Equipment and Structures
Sectoral and Branch Composition
Regional Distribution

Domestic and Foreign Origin

Age Composition

¢ Mechanisms

Organize Labor: Allocate and Shift into High Priority Sectors
and Regions; Maintain Desired Labor Utilization
Levels and Allocations

Inplement Plans: Effectiveness of Institutions; Role of Central

vs. Regional Imstitutions

10




Table 4

INTERNAL SOCIETAL GOAL: POLITICAL CONTROL

Ability to Maintain Domestic Order

- MACRO: Prevent insurrection, subversion, riots

- MICRO: Protection of citizens and property; crime

prevention and control

Ability to Maintain or Transform Political System Under

Stress Conditions

- Stress factors and responses

- Interest groups and decision process
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i‘ B. Steps in Conducting a8 Comparative Analysis

The essence of the suggested method is to analyze the US and USSR
political-economic system using the structural-functional method as described

in Chapter II1 of the report, in regard to each of these key issue areas for

comparative analysis.

The analysis will be performed in two directions. For each issue areas

a comparision (direct) will be made between the US and USSR, and secondly the
effect of each issue area on the overall performance of each economy will be

assessed. For each direction of the analysis, a composite "weighting" function

PR

will have to be derived. That is, not all of the issue areas have the same

importance in the direct, issue by issue comparison of the ability of the US

and the USSR to recover from the catastrophe of a nuclear attack. The same

is true of the issues as they affect the recovery ability of each system.

The derivation of these weighting systems presents great difficulties. Yet,
it would be possible to develop judgemental ranking procedures that require
experts to defend their rationale and thereby allow others to respond to their
logic.

The major steps in the conduct of acomparative recovery study are as
f~1lows:

° Step One: Description of the Recovery Environment

Under this task the theme for the environment is selected and assump-
tions made about its determining features. The initial conditions
resulting from the nuclear exchange relating to military forces,
capital stock and population are documented.

° Step Two: Formulation of Objectives and Policy Guidelines
Under this task the broad national goals are formulated and a
consistent set of political-economic and military guidelines developed.
The principles relating to plan formulation and implementation, as well
as the behavioral characteristics central to successful plan implementa-
tion, also are drafted.

° Step Three: Conduct of Comparisons by Key issue Areas
Using the structural-functional method, the two directions (US~to-USSR g
and overall US and USSR) analyses are conducted. ‘




® Step Four: Conduct of Selected Sensitivity Tests
Based on the results of task three, selected sensitivity tests are

. conducted to isolate key factors or to examine key areas of uncertainty.

. Step Five: Development of Conclusions
Based on the results of tasks three and four, conclusions are developed
regarding the ability of the US and USSR to recover from a nuclear

l exchange. Key strengths and wealnesses would be identified and impli-

cations for US preparedness and recovery programs, as well as nuclear

weapon employment policy, discussed.

In conclusion, use of the structural-functional approach provides a means
to isolate and examine key political-economic differences between the US and
Soviet Union during post-war recovery within major comparative issue areas.

The syste~atic development of consistent assumption set for alternative recovery
environments is an integral part of the method and provides the basis for as-
certaining what makes a difference in achieving specific political-economic

objectives.

g

13

v oE . T O Py P Y - - e 8
TR S N 1y Ty VR e L s IR R




CENTER FOR ECONOMIC POLICY RESEARCH

-4

g
<,
3

' ® SRI International

B
~
Vor

e i ———— e et o o e -

AN APPROACH TO THE COMPARATIVE
ANALYSIS OF THE US AND SOVIET

ECONOMIES
“Accesslion For '
Finel NTIS CRAkI
Report DDC TAB
Unannou::ced
Sspamber 1080 Justification
Technios! Nots By_
CEPR-TN-7932-2
Di'!trihm‘ion(
lwai]c e 44 Codes
By: :uhn 8. Lﬂﬁ: Avail and/or
. Mark Earle, &r. Djst specjal
Prepered for :

Feders! Emergency Mansgement Agency
1725 Eye Strest, NW.
Washington, D.C. 20472

Contract DCPAO1-78-C-0309
Work Unit 4341D

SR! Project 7932

Approved for public relesss; distribution unlimited.

FEMA Review Notios:

This report has been reviewed in the Federal Emergency Mansgement
Agency snd approved tor publication. Approvel doss not signify thet
the contents necesssrily reflect the views and policies of the Feders!
Emergency Management Agency.

P i‘, jl.; "

R



dd) X
AD A093308

REPORT DOCUMENTATION PAGE BER AL conPL EEme oM

2. GOVY ACCESSION NO. | 3. RECIPIENT'S CATALOG NUMBER

.

T land sisled . _ms..n&-am.lu PERIOD COVERED
X —

6. PERFORMING ORG. REPORT NUMBER
SRI Project 7932

. T - CONTRACT OR GRANT NUMBERIs!
Herbert S.|Levine / ‘L}— “ONTRACT OR ; ,9"
M. Marke|Earle, Jr ( DCPA1-78-C-p3g9”!
/ ’ /,TJ kA S S

e

J 77 CONTROLLING OFFICE NAME AND ADDRESS 80 }7
Federal Emergency Management Agency / / 4%%1 this report)

10 PROGRAM ELEMENT, PROJECT, TASK

9. PERAFORMING ORGANIZATION NAME AND ADORESS
AREA & WORK UNIT NUMBERS

SRI International
1611 N. Kent Street 22209 W.U. 4341D
Arlington, Virginia g [T12 REPORT DATE 13. NO. OF PAGES

Washington, D.C. 20472

T4 WONITORING AGENCY NAME & ADDRESELik-ew—tromrFontraiing Office) Unclassified
~
]
768 DECLASSIFICATION /DOWNGRADING
/Q \ SCHEDULE
_ N/A

16. DISTRIBUTION STATEMENT (of this report)

Approved for public release; distribution unlimited

ﬁ:ROACH TO THE{C@(PARATIVE }’NALYSIS 7 Final "eft'- 3
US AND SOVIEF ECONOMIES Sepn--nn-Sep-_ﬂgf
= - 7 o

| S—
17. DISTRIBUTION STATEMENT (of the abstract sntered in Block 20, if ditterent trom report)

N/A

18. SUPPLEMENTARY NOTES
N/A

19. XEY WORDS (Continue on reverse side if necessary and identify by block number)
U.S. Economy US-USSR Comparison
Soviet Economy Economic Potential

Economic Recovery Economic Systems

'T&'uﬂuct (Continue On reverse mde If necesssry end identify by Block number)

This report develops an approach to and identifies key issues in a comparative
assessment of the ability of the US and USSR to recovery from a major catastrophe,
such as a nuclear attack. Drawing on new approaches for the study of comparative
economic systems now appearing in the literature, the analysis focuses on the
decision-making. functions that are required for economic activity to take place
under any system. Salient features of the US and Soviet economies within the
categories of this structural-functional method are discussed. Finally, major issue

l

in comparative recovery analysis are identified and further steps in development of

e b i

SECURITY CLASSIFICATION OF THIS PAGE (When Dats Enter

712309

EDITION OF 1 NOV 68 IS OBSOLETE

DD.2.1473 -y

1)
T
Bt AL

Eoiemil e e -

g

> Tl R AR ""‘.’ PR .
R S e SIS .
e/ SFe T N 7'%& T — ST .“ -

. ; %4 TN

T

B3 ey o S

ST T

AW YOG Ly

o e




SECURITY CLASSIFICATION OF THIS PAGE (When Dats Entersd)

19. KEY WORDS (Continued)

20 ABSTRACT (Continued)

DD, 51473~ -

SDITION OF 1 NOV 88 1S OBSOLETE SECURITY CLASSIFICATION OF THIS PAGE (When Dete Entered) O




k
.
' f
Table of Contents &
¢
LIST OF TABLES i1 i
, FOREWARD 111 ’
ABSTRACT iv k
DISCLAIMER iv :
» CONTRACTUAL NOTE © v "4
1. INTRODUCTION 1 :
2. FACTORS THAT INFLUENCE COMPARISON OF RECOVERY POTENTIAL 3 E
2,1 Continuity of Economic Processes 3 f
s 2.2 Initial Conditions 5 :
2.3 Distinguishing Features of the Recovery Environment 6 *
2.4 The Difficult Problem of Setting Goals and Formulating Policy ;
Guidelines 9 £
2.5 Comparative Time Period 9 é
¢
& 2, COMPARATIVE ECONOMIC SYSTEMS 12 £
3.1 Objectives Structure 13 .
3.2 Organizational Structure 14 {
3.3 Information Structure 20 }
3.4 Motivation and Incentive Structure 21 :
« 3.5 Coordination Structure 22
4. OBSERVATIONS ON THE FUNCTIONAL STRUCTURES OF U.S. AND USSR 23
[ A
4.1 The U.S. Economy 23
4.1.1 Objectives Structure 23
¢ 4.1.2 Organizational Structure 23
4.1.3 Information Structure 24
4.1.4 Motivation and Incentive Structure 25
4.1.5 Coordination Structure 26
4.2 The Soviet Economy 27
t 4.2.1 Objectives Structure 27
4.2,2 Organizational Structure 27 !
4.2.3 Information Structure 34 !
4.2.4 Motivation and Incentive Structure 36
4.2.5 Coordination Structure 37
C 5. KEY COMPARATIVE ISSUE AREAS 38
5.1 Issues Areas for Comparative Analysis 38 ;
5.2 Steps in Conducting a Comparative Analysis 44 3
FOOTNOTES 46
e
APPENDIX A 48 .
APPENDIX B 56 i




Table

Table

Table

Table

Table

Table

Table

Table

Table

Table

Table

Table

1I-1

1I-2

II-3

III-1

List of Tables

DETERMINING FEATURES OF A POSTWAR ENVIRONMENT
ALTERNATIVE SOVIET RECOVERY CASES

NATIONAL OBJECTIVE: RESTORATION OF THE USSR TO
ITS PREWAR FORM

DEGREE OF CENTRALIZATION IN A PLANNED ECONOMY

MATRIX OF HORIZONTAL INTERACTIONS IN THE SOVIET
ECONOMY

EXTERNAL SOCIETAL GOALS: DETERRENCE AND COERCION
INTERNAL SOCIETAL GOALS: SOCIOECONOMIC WELFARE

INTERNAL SOCIETAL GOAL: POLITICAL CONTROL

EXAMPLE POLICY GUIDELINES: ECONOMICS

EXAMPLE POLICY GUIDELINES: POLITICAL AND MILITARY

PLAN FORMULATION AND IMPLEMENTATION PRINCIPLES SOVIET
RECOVERY CASE: RESTORATION OF SYSTEM TO ITS

PREWAR FORM

PRIMARY BEHAVIORAL CHARACTERISTICS OF PLAN IMPLEMENTATION

SOVIET RECOVERY CASE: RESTORATION OF SYSTEM TO ITS
PREWAR FORM

ii

10

17

31
40
41
43
49

50

51

55

ANERILIE T LN W

s v




-

FOREWORD

Acknowledgement 1is made of several inputs to our thinking
regarding the development of a more rigorous methodolory for
comparing U.S. and Soviet evonouwics under pust-attach ~onditiuns. F
Comments provided by Holland Hunter, Robert Stuart, Vernon :
Aspaturian, Aron Katsenelinboigen, Jim Anderson and Don Anselm
e were of assistance as we exumined the feasibility of adapting the
theoretical comparative systems wmaterial to the comparative
problems of evaluating the recovery potential of the two
econcmies,

s

A critique of the draft report by Eugene burbin, John Hardre,
3 Holland hkunter and Vliad Treml helped in many ways establish a
clearer pi-ture of the problems that would be encountered in
conducting a comparison using the approdach developed under tiiis
FrMA project,

PP NFINAR ) 00 T3 M0 S et

Tie report also benefited from comments provided by

? participants 1in a final in-process review workshop. Included in
this group were Don Angselm, PDave Thomas, 2.J. Uriscoll, and Bok F
rarker. )

o

| Two others contributed significantly to tne project. George
Divine of FHH!A, whu was our technical monitor, made numerous goud
’ sugpstions at various stages of the project. Charles Movit, as
with many, if not most, of tie studies conducted under ©SRI's
Soviet and Comparative Fconomics Program, orovided criti-al
support to all phases of the project, k

M, Mark rarle, Jr.
Herbert §£. Levine




e o ST A AR S o AP 5

e mn b A al

ABSTRACT

This report presents a method for conducting comparisons of
U.S. and Soviet economies during recovery from nuclear war. {c
identifies comparative issues and discusses their general
rationale. The report supgests that previous comparative studies
have been too limited in svope, failing to employ a method for
systematically isolating ley differcnces between the two

coonomies.
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1. INTRODUCTION
The objective of this report is to develop an approach to

and identify key issues in a «comparative assessment of the

ability of the Umited States and the USSR to recover from a major .

catastrophe such as, for example, a nuclear attack.

The analysis was undertaken as part of the Federal Fmersency
Management Agency's (then the Defense Civil Preparediness Ajzency)
support to the Joint Chiefs of Staff's Comparative Recovery Study
(CePPAY. In the early stages of that effort it bhecame - lear that
4 suciveconunic framework was oneeded to support cumprehensive
evailuation of each countrv's potential to recover from various
post~-nuclear war situations. The majority of previously
conpleted recovery analvses focused on just the economic nortion
of the total societal system, with particular attention given to
the process by whirh produ-tive capacity would be rebuilt for
both defense and nondefense purposes. As a result the earlier
studies were faulted both for the narrowing of their scope and

because they lacked a theoretircal or conceptual foundation,

The report begins with a description of the fa-tors that
influence the development of an analyti-al framework. Next, it
discusses inportant rew approaches to the study of comparative
economi.: systems now appearing in the literature. These
approaches involve a focus on the decisiovn~-naking Fun tions that

have to be performed in all econowies in order for coonomic

artivity tu take place. 7The report then discusses some of the




salient features of the U.S. and Soviet econumies within the
categories of this structural-functional method. In its final

section, the report identifies recoverv issue dareas and, within

each, a number of major factors that are thought to have Kkey

effects on recovery capability. It also outlines the next steps
in the development of net assessnents of U.8./USSR  post-nuclear

recovery potential.

Stated sinpiy, what is supaested is that the
structural~functional approach provides the basis for isolating
key differences between the United States and the USSR as
assessrments are conducted for each mijor recovery issue. The
results of the systematic evaluation of the individual issues are
then integrated to complete a net assessment of comparative

re<overy vapability.

v
)
ad
19
2
[47]

A scuond task of the study surveved the analyti-al sys
useful for tle evaluation of economics under recoverv. Tre
results uf that cffort we presented in a  ompacion report Y1

CFPR-T5-7232~1, entitled, "Peveloprment of doalvtical Svstems for

Lvaluation of U.v. Recoastiturtion and Pecovery Programs.”
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2. FACTORS THAT INFLUENCE COMPARISON OF RECOVERY POTENTIAL
Before developing the analytical frameworkh for comparing the
econonic recovery potential of the U.S. and Sovient economies, it

is necessary to discuss five factors that influence our ability

to measure recovery «apability. They are: the stages of

preparedness and recovery and the ~oncept of continuity of
econoni processes, uncertainties in the inritial conditions,
Jdistinguishiny, features of the recovery environment, politic-al

and ecnnomi- objectives, and the comparative time perioc.

2.1 Continuity of Economic Processes

Traditional analyses of recovery divide the phenomenon into
three stages: survival, reorganization, and recovery, This
division tends to understate the basic continuity of economic
processes, which~-for all but the most severe cases of industrial
damage--can be expected tu characterize kev aspects of the
econony's functioning as it is transformed from a peucetimg
state, through nmnobilization and transwar stages, and then into
the turee distinct compunents of the postwar environment.(l)

Figure [I-1 illustrates the transformation pror-ess.

Cbviously the scope aand depth of the actack will bte cre
wentral determinant of the nature of the recoverv proress., lither
factors are also inportant--duration of cobilization, sequence of
tne nuclear exciange, and specific conditions of war termination
are several of the iwportant ones. The continuity of econumic

process provides a bound on the wuncertainties associated with




{
:
3
Figure II-1 i
STAGES OF ECONOMIC PREPAREDNESS
AND RECOVERY :
8/ | 3
- | E f
w A |
) [ E
g 3
> l c‘
L l/"
z |
o]
g |
©
S |
| D
G
A. PEACETIME ECONOMY
B. MOBILIZED ECONOMY
C. TRANSWAR ECONOMY
D. SURVIVAL AND REORGANIZATION
E. MID- TO LONG-TERM ECONOMIC RECOVERY
TIME
T et

TR N R T e



1
|

o

measuring economic capability and performance. Of the various
stages, our ability to handle with existing quentitative methods

the transwar and survival phases is probably the most limited.

Much more detailed unalyses of behavioral factors is needed for

these two periods, but little evidence (or theory) exists by
which broader generalizations can be formulated and assessments

conducted.

For a «centrally planned economy, the ability to coordinate
econumic activity as the economv noves through the various stages
is superior to that of a market-oriented cconomy., The centrally
planned evonomy is thought in particular to be more etfective in
allocating and controlling resovurces in the immediate postwar
period. however, the political-economic characteristics of our
society are superior in «—oping with the <hallenges of personal
survival. We hope the method developed later in this report
extends our ability to integrate such differcnces to obtain a
more “holistic” wunderstanding of the two societies during a

recouvery pro.ess,

2.2 Initial Conditions
A recent Otfice of Technolopy Assessment report, The btffeots

of YMuclear War, concluded that "the efferts of a nuclaur war that
cannot be calculated are at leust as important as those for vhih
calculations are attempted.”(2) While uncertainties exist

regarding the probable dara;ze to military foreces and -~apital

stock as well as population fatalities from a ziven nauclear

PR RIREK

TRt




exchange, a major problem for recovery analysts is that numerous
b2 items o¢f importance are not mneasured by existing damage

assessment procedures. That is, models constru.ted to evaluate

attack effects do not include variables that the recovery analyst
: considers critical to his or her assessments. For exampie, the
degree to which regional party apparatus remains a viable link in
the vc¢xecution of centrally formulated directives will influence
avhievement of evonomic tarnets, but 1little study has been
conducted on how the soviet politi-al structure risht respond to
nuclear war, lLowever, the fact that key elements needed for a
comprehensive statement of initial conditions have not bheen
included in previous exchange analyses does not mean that they

cannot be included in future assessrments. What is necded is a

nethod to develop a consistent, <omprehensive description of the
recovery environment--one that gues considerably beyond that
obtainable if the nuclear exchange is described ounly as damage to
pre~ war stocks of wmilitary forces, industrial capital, and

population,

2.3 Distinguishing Features of the Recovery Environment

Scenarios containing chronolovically sequences events have
been the principal analvtical technique for evaluating recovery
capability in previous government studies. Yet  soundrio
dependence of the comparative results has often limited abilitv
to generalize the findings. A review conducted by a4 teaw from
Skl, RaND, Joint Htrategic Target Planning staff and tie Defense
Advanced Kesearch Project Agency of 1 wide range of recovery

6
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scenarios led to the identification of a set of distinguishing
features that can be used to describe alternative environments.
That 1is, it was possible to reduce all the descriptive material
to essential assumptions regarding internal and  external

conditions. These factors are in Table 1I-~1.

The second major finding of the survey of recovery scenarios
was that key clements are often inconsistent. This finding led
to the development of a method that has been used successfully to
formulate couprehensive statements about alternative recovery
environments. The majur elements of this method are selection of
a thene that conditions all aspects of
political-economiv-nilitary activities within the case studv,
development of national objectives and policv guidelines, and
development of economic targets (statements of desired
performance over time). dnve u framework has been cormpleted in
this manner, elements of the postulated environment <an be tested
to determine what makes a difference in achieviag specitic
political-econunic objetives, It is from a series of such
analyses that one yains 4 better understandine of re.overy
phenomena. Table 11-2 presents a con eptual framework for
analyzing three poussible Soviet recovery enviroameuts, ot
interest in the particular study under which these developed were
the Jdifferences ia investment prioritics that micht result from
three alternatives: the partv remaining in control, the
imilitary's replacing the party, or the emerpence of a nmure

reyionalized political structure.
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“ Table I1I-1

Pty g

DETERMININC FEATURES OF A POSTWAR ENVIRONMENT*

|
C Example for Soviet Union
1. Nature of Political Party in firm control of Armed 3
Control Forces and Fepublics. g
2, Econonic Organization Centralized economic management and
L and priority for national needs. ;
3. External WYorld: U.S./NATO a principal but not
Threats and irmediate threat; China a secondary
Resources threat. Modest arcess to non-Yest
) European resour-es; Council for

Mutual Economic Assistance (CHEA)
stru-ture esscntially intact,

4, Nhature of External Hlostile external world; Soviet
Relations Lnion somewhat isolationist and
only selectively aggressive.

5. Initial Kecovery 5U percent danave to total capital
Base stock selecled subsectors dara.ed
to very high levels; 20 per-ent
population fatalities.

*Pricr research  identitied these five factors as the

duetermining factors of postwar envirouments,
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2.4 The Difficult Problem of Setting Goals and Formulating Policy

Guidelines

The national objectives that will provide the basis for
preparing policy guidelines are formulated to be consistent with
the theme of the particular recovery environment being examined.
The national goals are broad in nature, but they are the source
of subsequent assumptions regarding priorities. Table [1-3
presents a possible set of Soviet national gouals under ~ond’tions
in which the objective is to restore the USSR to its prewar form.
Three sets of additional assumptions must then be formulated:
polizv guidelines, plan formulittion principles, ana behavioral
characteristics relating to plan implementation, In U.S. or
Soviet contingency plans, all these elenents wouid be explicitly
or jmplicitly uddressed. Examples, avain for the Soviet .ase,
are given 1in Appendix A. A comparable set can be developed for

the United States for each recovery environment under studv.

2.5 Comparative Time Periods

Reemergence of power in nolitical, military, and econonic
terms and the willingness to use that power dre tue centray
comparative issues. Clearly, power will 1ncrease over time
during the postwar period. It is wuseful to examine the
inportance of particular recoverv issues &3 tirey vary within
three tirme perioas. First is the period immediately tollowing
termination of thostilities. "This period is usually reierred to
as the survival perioa, but the term mav be misleading if the

attack 1s not severe {n the total-system sense, or {f the

9
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TABLE [1-3

NMATIONAL OBJECTIVE: ke STORATION OF THE USSR TO I1'S PRIWAR FURM

The postwar enviruvatnent is one in which ded isioamaking,

institutional roles, social organization, and npoal formuiation

are dominated by the central theme of reconstituting all major

aspects of tue [:SR in their prewar configuration. The
Ubjectives, therefoure, are:
- To vontinue, «oven Lhouglt  interrupted by sar,

pro-ess of socfalist - oustiu tivn of the L&sSR bascd
Marxist-Leninist princinles,

llalional

[LL‘
oun

-~ To mnaintain the Partv as the undisputed jpoliti al

authorityv,

- To restore regional, then worluwide soviet infuen e via

military strength, growth of proau tion capacity,
traditionallv subversive and propaganca tacti s,

atwul

- To ensure politicar and militarv integrity of borders.

FYSn. 3

..

v




etfectiveness of preparedness programs 1s high. Second is the
near- to mid-term period, perhaps 2 or 6 vyears following

ternination of hostilities, Tnis period is evidently the most

interesting for comparative recovery analvsis, Lt is in this

period that anv major assymetries in the comparative ability to
use national power etffectively could significantly affect L.S.
national interests. Third is the mia- to long-terrm reriod,
perhaps o to 13 vears following termination of twosctilities., Tnis
period covers rthe expected transformation of the respective
svstems  to more normal peacetime conditions--for oxampie, less
dire-t luabor allovation in the Soviet tnion and preater use of
prices  tor  resource allooation in the louited Statess Of the
three periods, the tild- to loug~term is  probably the least

decisive,

with this overview of the key factors that  intluence

re-overy, it is now possible to cxaniine a wthod for  disolatinog

he  lnitea  Ntates  ana the [ S0K oas

hev differences between t

AS[ESSIICNLS ale condtl Led Tor ed- ot the ~ajor Te ovVery 1SSt

Aledas,
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3. COMPARATIVE ECONOMIC SYSTEMS

: One of the important new methods in the study of comparative

economic systews is the decision-making, functional approach.(l)
In this approach, the focus is on the major functions, related to
decision making in an economic systenm, and the stru tures within
a system for performing these functions. 7The ways in which the
functicnal strustures sffe.ting decision-making - an bLe delineated

are several., oOne su-h scheme isolates the following elerents  of

~ Ubjectives structure 14
- Urganizational stru-ture
1

-~ Information stru ture

l 3 s . .
; ~ Hotivalion and incentive struture gt
!
~ reonopic interaction, voordination structure |
t
f
hese <onpdartments dre not air tievht., T[heir boarders tend to f
, . . . '
be «a hit tuzzy in the sense that the popnlation of elenents .
i
|
culd, as staced above, he trevrouped in other wvove, turthermore, i
t'e order 1n wneicb the stru tures are  listed is aot uniane. |
AMtborch the orderin:  has  sore secuential or recursive sense, !
teeabacks and  sirultaneitles  sre aiso within the  analvii al
svslen,
This  aeproa- b to the stuwdy ot onparative evonomic sveters '
! ¥
‘ views the econormic svstem as a4 set o interrelated structures tor
. {
, making de isions apout the o onomic phenomena ot | rouu Lioo,
1
! distribution, .nd  onsumption, The process of de Ision mesine
1 12




involves the establishment of societal goals (the objectives
structure); the distribution of authority and power to make
decisions (the organizarional structure); the provision of
information to decisionmakers to enable them to make meaningtul
de~isions (the 1information structure); the mechanisms by which
decisionmakers an implement their decisions (the motivacion
structure); and the means for :oordinating, on a system-wide
basis, the decisions of individual decisonmakers (the

wourdination structure).

3.1 Objectives Structure

In the analysis of an economic syster, it is important to
bepgin with the structure for determining the system's objectives
and the content of the objectives themselves, lLecause the overall
vbje.tives of a system strongly inrfluence the form of the other
functional structures. (enerally speaking, a svmmetry tends to
exist bhetween the centralization/decentralization nature of the
svstem's obje- tives and the - entralization/decentralization of
the other structures, For evanple, if tbe objertives for the
svster are established by a small oroup of political  leaders at
the -enter ard represent tneir rreterences rather than those of
the seneral populatiorn, then the other furrctional sStrecturos --
in parti ular de-isivn naking and information ~- will alsov tend
to be ventralizeds However, if the svsten's objertives represent
those of the veneral mass of the pobulation, tien a  tencencv

exists for the other tunctional structures to ne decentralized.

13




The determination of a system's overall objectives is, of
course, a political issue. However, the structure actually used
for determining these objectives may 1include elements of the
economic sector of society. An exumple of this fact is the role
of the capital market 1in the determination of the growth

objective in a market economy.

3.2 Organizational Structure

The organizational stru.ture pertains to the distribution of
decision~making power in an economic system-~that is, where the
authority and power to nuke decisivns are located in the system.
A useful analytical distinction can be made between the torms
authority and power., Authority refers to the formal,
constitutional de-ision-making right given to a decisionmuker by
the formal organizational structure; power refers to the actual
ability or capacity in practi-e to mnake that decision. Under
certain conditions, decision-making authority and power ray
diverge. For uxatiple, people with the authority to wmake
de' isious in an coonomic orpanization mav have their actual power
to wake those decisions severely constrained or even usurped by

those who cuatrol the flow of relevant information tv them.

The desurirtive <haracteristi- usually emploved in the
analvsis of a systen's organizational structure is its degree of
centralization/ vecentralization. Technicallv, thesce terms apply
onlv to hierar.hical systems (vertt ally orcanized syvstems, in

which a superior has deciston~making authoritv over

14




subordinates), a more general terminology being
concentration/deconcentration. However, following general (if
less precise practice, this report uses tle

centralization/decentralization terninology.

A major problem in the analysis of the organizational
structure vf an economy is the difficulty of measuring the degrce
of centralization of a4 system. For systems in general,
difficulty of uesigning a calculus to compare auvthority exer-iscd
in different forms is basic. Designing such a 1wasuring system
necessitates development of a weighting system to neasure the
relative importance of different types of Jdecisions. If this
development could be accomplished, it might then be vossible to
portray the distrivution of aecision~making authoritv in a svstem
through a Lorenz curve, in a manner similar to the way the
distrirution of income is portraved. =~n economic system might be
portrayed as one 1in whi-~ih, for example, 107 of the people make

S0z of the decisions.

I[n a less general wav, one author of this report has made an
attempt to develop a scheme for measuring the deuree of
centratization of decision-making authority in a planned e onomv
(rather than in a jeneral eccononic system).(2) The scheme
isolates specifiv chara-teristics of the ttree primary elemecnts
in a planned economy: the plan ftself, the constrution of the
plan, and the inplementation of the plan, For cach
characteristic, a descriptive scale poing from low degree of

15




centralization of authority to high degree of centralization was
developed. For example, in the first scale (shown below) the

argument is that the shorter the period <overed by the plan and

thus the more frequent the 1issuanve of new plans, the more .

intensive is the exercise of authority by the center. A final
step in the schieme was to derive an overall scaling of an econony
in regard to centralization of decision-making authority, from an
aggregation of the positions of an economy on each of the
individual scales. The scheme consisted of a series of
characteristics and scales under three general groupings as Tahle

I1I-1 indicates.

An interesting and potentiallv important contribution to the
analvsig of organizational Stru.-ture omes from the
Coase-Williams work in the field of organization theory. In
e¢ssenue, this work explains the existence of firms ana  their
expansion into wvertical hierar~hies on the basis of the scar:h,
contracting, and other costs of conducting transactions in  open
narkets, and the advantages pussessed vy integrated firms in Lhe
face of uncertainty, bounded rationalityv (the limited abilitv of
hurian  bheings to make complex calculations), and opportunistic

behavior of avents dealing across markets.

This work can bhe extended to say that the expansion  past
small private hierarchies to govermental units in an econemy is
not a function ot transaction costs or administrative costs but
of the perceived need to fulfill overall objectives requiring

16
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TABLE III-}

DEGREE OF CENTRALIZATION IN A PLaANNED ECONGMY

The Plan
A, Periodicity of the Plan
Long Term _ ___ Shore Term

R. Scope of the Pian
Small Part of FEconomy
C. Plan Coverare of Investment

Entire Fconomy

None I rntire
D. Plan Coveragpe of bistribution of Materials
None tntire
E, Level of betail in the Plan
Highly Acgregative Very Speciric

Construction of tne Flan
A, bxtent ot Parti- ipation hy the Periphery
High Participation . o Parti Ipation
B. ixtent of Participagfbﬁﬂgf—Fé?iphé;y—in the Construction
of the Investment “lan
High Participation o
C. Type of Participation by Foeriphery
Authority to Iuitiate Proposals Provision
of Inrformation unly
Implementation of the Plan
A, Attenpt to Implerent the Plan

No Participation

_stronyg Attempt

B, Meauns of lmplenentation
Manipulation of Parameters
birectives -

C. mumber and betwsil of Directives/Parameters

Issuing of

————————— e —— -

Low High
De ConL;?q;Tn}ﬁrKHjustméﬁt Mechanisms
Veak i Stron-s
te (mplcﬁgg;gffggr-lnceng?;p Mo hanign
Low Pressurq_____~_“_’w_____‘__hiph Pressure
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ma jor structural changes in the economy, or because of
coordination deficiencies that might, for example, result from

the existence of externalities.

Some of the trequently «laimed advantages of centralization
and decentralization of decision~naking authority will conclude
this discussion of the organizational structure of an e-onony.
These perceived advantages intluence how one chould weigh the
costs to political leaders coping with particular
political-stratepi. issues, such as recovery from a rmodern war,.
That is, inherent in the organizational structure are -omparative
acvantapges for one system over another in responaing to recoveryv

problenms.

The advantages claimed for a centralized decision-making
structure are several. The system's leaders are better able to
achieve their objectives, even if tueir objectives are not widely
shared by the system's members. An increased rossibility exists
of rapidly imposing iajor structural transformatiovns iu the
coonuny to rieet some energency or to bring about rapid econcmiw
change ., he central authority is more likcly to bhe uble to take
account of the costs and benefits of any Jecision over a period
of many years, and not oe lirited to shurt-run ~osts or heacrits.
This last is an advantage it evvaluation of the system is in terms
of the 1leader's poals, or, for instance, if a higher rate of
investment resulting from the longer time horizon hrinugs obout a

rore desirable result for consumers, It also entails n

18
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subjective judgment about the expertise of the <entral authority.
Moreover, a possibility exists of 1internalizing external
economies and diseconomies, taking into account, for example, the

benefit to the whole economy from the education of its youth, or

the <cost of pollution from an industrial plant, neither of which

enters the accounts of a single firm. Better information |is
centrally available on the interactions of various decisions at
the econcemy-wide lcvel. The lecaders are able to concentrate
scar.e resources, including  scientifically and technically
trained personnel in areas considered most iuportant, Finally,
greater uniformity and stanuardization of products is possible,

thus avoiding the "wastes” of extreme product differentiation.

The advantages claimed for 4 greater degree of
decentralization are also several. The dispersion of authurity
aids in protecting the individual's political, personal, and
economic freedom. The economic system is protected from the
dangers of verv larpe errors on the part of central authorities,
Creater flexivility and the abiiity to adjust nore quickly and
casily tou certain types of changes in te-hnology or Jderand are
possible, ualthough, us noted above, vcerntralization 1is often
considered an advantage when very larpe chanrcs must be made
rapidly. It is possible to base decisions more on e-onomic thon
political consideraticns. Creater s ope cxists for the exer.ise
of inftiative and 1innovation, thus providing a better trainiag
sround for future Cdecisionmakers. Finally, the cost of

information and communication is likely to he lower and its

19

e

PR

NS =508 "NOHROE 15~ O~ AR Y~ S

PO W




ez s s ey e
r Y T "
e e e e . .

qualicty hisher, because many decisions are made when the
information is generated. Peripheral agents often base their

subjective probabilities on information and impressions that

would be difficult to capture in formal communication with a

centralized agency.

Sune of the claiwmed advantages of «centralization and
decentralization could benefit all merbers of the organization,
as 1is the .<use with better use of information, flexibility in
responding to changes in tlie environment, or the internalizing of
external econonies and dise.onomies. Others will be viewed as
advantages by the central planners or by the private agents, hut
not by both--for ecxauple, the ability of the svstem's leaders to
achieve their objectives, or the provision of greater rrotection
apainst limitations on the individual's political, personal, or

e¢vononi freedon.

It should bhe obvious that sowe of the advantagzes and
disadvantages associated with different degrees of centralization
uf the orgenizational stru-ture are conditional upun the nature
of the system's inforration, incentive, and -oordination

structures.,

3.3 Information Structure

The information structure {n an  e-onomy includes the
nechanisms and channels for the «ollevtion, transmission,
processing, storage, retrievai, ang analysis of economic  aata.

Lt plays a cru iai role in the operation of an eronomy. Its
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function is to reduce the amuunt of uncertainty facing a
decision~maker., The success of decision~makers depends very much
on the quality and timeliness of the information they receive and
their evaluative skills. Thus, the real challenge in
decision-making, whether by firms in market systems or central
planning acencies, lies in identifying the relevant events and
relationships, and 1in gacthering ana processing inforration to

determine the probable consequences of differeat actions.

The subject of information structures is vast. Let it
suffice to add un a general plane tnat the information stru.cture
of an econuomy must, in order to be successful, develop the
channels and the lanpudave to varry manv different types of
information, including information on prefercaces, production
technologies, available stocks of resources, inputs and outputs,

and conditions and events in the evconomic environment,

3.4 Motivation and Incentive Structure

The motivation and incentive stru.ture is the necnenism by
which decisionmakers can 1enlement theic decisions--that is, the
way in which they gset others to - omply with their wishes. Oine
decisionmaker can intlucnce another's action bv iimiting the set
of alternative actions; by changinet the utilities attached to
these  consequences; or by influencing the perceptions of the set
of possible actions, consequen es, or utiliticvs,. Lost economin
svstems  include the use of ail these means of rotivation, but in

different compinalLions. The ncans ol moutivation that Tthas
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received the nmost attention in the economic systems literature

has been the determination of the consequences of actions, which
is what 1is meant by the incentive structure (the relating of

rewards and penalties to actions).

Fiaally, the comparative econonic systems literature views

decision-nakers as being motivated by:

~ Tradition

~ Acquisitiveness and egocentrisn

Collectivism

~ Cuercion

3.5 Coordination Structure

Very briefly, all economic systems require a structure for
the coordination of decisions rade by iudividual decisiovon-makers,
The two major mechanisns for the coordination of decisions are
the market and the plan. The equilibrating mechanisms of markvets
brirg counsistenry to the set of decisions, while in planned
svstens the achievement uf consistency arong decisions nas Lo pe
accomplistied cansciously by planners. In  theory, the
voordination structure of an economyv can be solely narllet  or
clannped, but in rcality all economic systers exhinit various

conbinations of both.
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4, OBSERVATIONS ON THE FUNCTIONAL STRUCTURES OF U.S. AND USSR
This section presents brief descriptions of the salient
features of the U.S. and Soviet economies in terms of the

decision~making functional structures discussed above.

4.1 The U.S. Economy

4.1.1 Objectives Structure

The overall objectives of the U,S, econorny are torred and
changed primarily in the polictical sector, alchough as previousls
stated, the desired rute of srowth is strongly 1nfiven ed by the
actions of decision~makers in the capital market, The lLiroad
objectives ot the Us¥e vcoonomy <an be said to inslude nigh
levels of enployment of productive factors, low levels of pri-e
inflation, steady growth of ecvonomic welfare with iinitation  of
economic fluctuations, and a fair distritution of in-ome. It
night also be said that other key features of the devisivn~making
authority structure, such as consumer sovereigntv, are also

objectives, firuly rooted in the general ideology of the svstem.

4.,1.2 Organizational Structure

In the theoretical model of a perfe-tly —~ompetitive market
economyv, authority is totallv decentralized to the level of
individual thouseholds ana firms, whic-h interact with each other
tnrough horizontal relationehips, In the real 1i.S. econonv,
competition is  inperre-tr, vecision-making .mthority has been
centralizea through internal vrowth of firms throush expansion of

capacity over tine; horizontal and vertical integration of firms;
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formation of coanxlomerates (the joining by merger or acquisition
of companies in diverse fields of production); forwation of
nultinational corporations; and the development of franchising,
especlally in regard to such services as travel, entertainment,

food (restaurants), health, and education.

Furthermore, in the real U.5. economy, fovcrment exer-ises
substantial authority through 1its regulatory and advisory powers,
its fiscal powers to tax «nd dire.tlv rurchase gpoods und

scervi-es, and its povers in revard to the roney supplv,

4.,1.3 Information Structure

Azain, in the perfectly corpetitive model of the t.5. rarket
c.oonony, Lhe information system among firms and houscholds is
totally deeentralized and efficient. Firms and houseliolds
exchange iunlornation about protduction costs and preterences
thruavh hwrizontal - hannels in the form of price and quantity
bids and offers. Firms develop their own ~ost information abhout
tre full ravve of their produ tion alternatives, —al-ulating the
Finimun o ost ror proauwcing each possible level of cutput from
cnyinecrineg infurmation about their produ tion functions and the
cariet prices of input fa-torse  And bousctholds develop thelr own
intornation about thelir own preferences, presurablv tiirouch a

process of repeated selt-interropation.

This model presents two najor problems, Even  on i
theoretical level pricing problems are (reated Ly externalities

and public voods and the need for not only present  pri-es  out
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future prices to use 1in the naking of decisions regarding the
tuture. 1In addition, when the perfectiy cumpetitive model s
replared by the impertectly competitive one, the firm ~an no
longer be assumed merely to react to the parametri- pri es ruling
on the narket, but must take into account the reaction of its
competiturs to any of  its own decisicns., [t must also devote
consiaerable eftfort and rescurces tu gathering and  analyzing
information in revard to techinolusical hanve, and to fore-asting
future Jdemanas, as well as supplies of  oumpetitive voods by otler
firms, and of resources by its supplicrs. It is of iaterest to
note the development of nany business organications in the LU.S,
econonmy that sell informtion to firms and households, trereby

providing an indirect torizontal information - hannel.

In general, prices in the U,S. economy provide information
of a relativelv satisfa-tory quality because market pri es
penerally adjust to changes in  relative s -arcities., However,
this judgrent should not be overstated, bhecause one of the
aspects of imperfect competition is the nreferenc-e for forms of
non~rrice ~ormpetition ard the desire to limit pric-e flexibility

(other than general inflatinn of the price level).
p

4,1.4 Motivation and Incentive Structure

The salient feature ot the t .8, economy in  regard to the
incen- tive structure is the changiny perception of wanagerial
obje.tives. The traditiviaal pusition of competitive theory views

profit maximization as the dominant managerial objective. Bt
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recent analyses difter from this position. First, it is
sometimes argued that managers resolve devisions 5o w8 tu ~arn o
target rate ot return on investrent. This pra tice {s in the
nature of a strategy refle ting manarvcrs' »otive of  moeximi.iox
their own  in ome and se uritv bv earioe a4 level orf proiits tagh

enouvh to satisfty the stockholders of the corpor.tions,

Second, it s darvuea that  capndasgers  atternpl to  maximize
something other than protits, oost ecotablv sales or orovth,
subject to a  constraint of  protits  hivh  epovah Lo e
stockholders bhappy. This position is based on the assunption
that nanagers try to satisiy a - onplex of their oun rotives  ond

needs, in parti-ular the Jdisire tor social recowenition,

A third ovosition holds  that sone nanacers, especially ot
large corporations, wehe decisions  in o wav ol auiding  the
“responsible - orporation” in pursuit of soie nic of stockbolder
enpluyees, and  societal  soals, LVnile ane mav be skeptival of
st h A position, larve -orrorations are  sunje-t to substantial
publi. s rutinv, and in their own prosperitv  ane  sarvival
interest wight feel {t ne essury ot times to jpursue  <ooially

responsible policies,

4,1.5 Coordination Structure

[n the Uene svstenm, the matket acts as the main cordinating

nechanisue. Covernment :ntervenes to corret for rarker tarlures

and fmperfections, and to pursuc socictal objctives. Ia

addition, inflation distorts the oferation " terhot
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voordination, while one of its .ures--pri-e .ontrols--distorts it
perhaps even riore. Clearly in a post-nu.lear environment the
coordination structure would differ substanticlly from the

present one.,
4,2 The Soviet Economy

4,2.1 Objectives Structure

A sivoificant distinguishing teature of the fovicer systenm is
its obje tives struture. Overall societal objectives are, to g
Lish dearee, established by politi ol lcaders. Fromn the !
19205 until the 1fbs  the Jominant  objective was tue rapid,
forced industrialiszation and growth vf the e onony in order to
catoh oap with the advanced capitalist nations of tle YWest, and to
Suild  the military strength of  the nation to its produ-tive
capa itve In the more re ent period, the additinnal) objective of
ciisurner Celtare Yos o teen establisted, and  is now ot sub-

stanti .l imrortan e to toviet roliti-al leaders,

4.2.2 Organizational Structure

The distritation ot cecist a~rakimy wthoritv in the Sovict
‘nion iu severedw oustraiocd by the  »olannea natere ot the
svotuer:  the role ot the plan o the hicrar bi oal form ot the

wtoanisaticnal  stra ture, fn anv s ale, it is a hinnly

enlbrartge, vitem,

Though the Soviets  castru t oplans ot various poriodi aties,

presently it is still the annual plan that plazs the ey role in

i
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the Soviet “"command ecconomy,”(1) for it is the data from the

¥ annual plan that form the basis of output targets and input

limits given tu Soviet enterprises. And since the Sovietr annual

plan is promulpated in the torm of a law, these targets and b
;

linits have the force of law. F
1

i3

3

Soviet producing units are administered in a verti-al, Eq

) ¥

liierarchical structure, by Dbrancth of the cconony, from the f§

; b

enterprises within a branh  at tie bottom, up to intermediary ,5
branch orcanizations, up to the branch ministry, and then up o i,

the exevutive bodv of the goverament, the -ouncil of ministers.

ln desian, this hierarchy is a —omplete one in whi-h all lines of
aucthority flow within the vertical hierarchv, In practice,
bowever, a ratler substantial set of lhorizontal interations

exist within the svstem, which warrant some attention.{2)
.

The horizontal interactions i the Scviet economv, whi-h
lovselv and without strivine tovr precise definitions mav be
reterred to as narket relations, varv in a aamber of  wovs, i
in luding cthe degree ot their levalitv, oot onlyv lepal narkets
ard iilepal bla k merkets exist, hot also an entire <pe-trun of 4
rulticolored narkets., Followiny #4 s here described by
Patsenelinboizen,(3) tihe ~olors from bright to Jdark des- ribe the

range ot narkets trom lecal rto illesals
1. Legal Markets

- Red Pri.es established centrally
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~ Pink Parcicipants 1in transactions have some
freedom to alter prices

White  rarti-ipants set prices

2. Semilecal !'arkets

~ Gray __ Trausactions illegal, but tolerated by the
authorities

3. Illecal iarkets

- Krown Transactions illeral, but penalty less

severe Lhan criminal prose.-ution
~ Bluck Transactions illewal, penaltv is criminal
pFOScTITEiOH
Table v presents a suimary maetrix  of  horicontal
interactions among the three major sroups of units in the Soviet
economy: state enterprises, «<ollective farms, and tonsenolds,
The ~olumns receive gonas &nd services from the rows, It is
instructive to note the wide ranse or murket tvpe mectanismrg in
the sSoviet coonormy. Fven in the first cell--in the rore element
ot foviet cormand mechanisms, the centrallyv plarned ooy
controllea material supply svsten~-there are elemonts nf
der ision-making discretion in horizontal relations, even thoivh a
user state enterprise must have o rationing document in order to

accuire input materials produced by other state enternrises. The

{ndi- ators in  Soviel plans are, to a substantial evtent,
agprepated with respect to nroduct and time detail. The
narticipants in these horizontal interactions have tlie

decison-making power to decide this detail, o lone as thev stav
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within the vontrol aggregates established in the plan.
Furthermore, in this centralized, rationing mechanism 1is an
embryonic market element in the form of money exchange., ‘oviet
enterprises, operating under a system of financial accountability
(Khozraschet ), make wonetary payments to proaucing enterprises
for the guods tihey receive from these enterprises ut centrally
established prices. This system was introdu-ed for its
adriinistrative rather than its economic decision-mawing
contributions. VYet 1t does bring a touch of market atmosphere to
the centrally planned, rationing interactions ar.ons state

enterprises,

In the absenre of an efficient svstem of intermediate goods
distribution and in ctte fae of supply unreliability uand
pressure to fultill output plan targets, Soviet enterprises are
stafted with cxpeciters who scour the economy in search of nceded
supplies, and who employ a variety of umonetary and unon-nonctary
(invluding tarter) reans to auquire these suprplies. This aspect
uf ifnter-enterprise reldations is well detailed in  the general
literature on the Soviet economy; it has often been des-ribed as
the grease in the horizontal relations that allows the ‘oviet

cowmand cconomy to function.

Finally, while this {is not the place to discuns at length
household to housebold relations, mention should be rade of  this
part of the "black”™ market, whi-h forms a mwajor part ot the

growing "second economy” existing in the Soviet Union. Suttioe
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it to say that it is composed of individuals who take state
4 property and sell it for private profit, and of 1individuals who j
illepaily produce consumer goods, usually with state property as !
inputs and, with use of state machinery, sell these poods for
 p ? private profit. These produ-ing units are often cuite lar:e and
well oraanized.  Furthermore, it is  interesting Lo note that

transa-tions iu  thiv  bla k market in the Coviet Union usually

involve legarl poods that are in short supply, rather than illegel L
suods;  little trade, tor exanple, 1is in narcoties, Any
asscssnent  of  soviet ¢ conemic recovery potential must cadress

this vorplex and not well understood component of the econonmy,

Even this brief description of the terrain of Thoricoutal

inter- actions in the Soviet Union provpts the guestion why such
use of market~type mechanisns in the  Soviet economv is  broad.

why are not all the horizontal interactions of the rationing

tvre? A full response to this question is not possible here, but
such a response could involve the following elements. The market
nechanisms that are observed in the  Soviet econony arise  for
three types of  reasons. The first is related to the inmense
amount of intormeticn requirea for entralized planning in a

large, developed econonmv, The Soviet leaders decided that, in

regard to the distribution of goods amung -onsumers with varving
preferen-cs, the ‘omputational costs involved in complete
rationing vastly outweighed the tenefits that mieht be gained

from central control. In the producers' goods markets, the

decision was the reverse. Yet current discussions ot wholesale
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trade in producers goods reflects the problcm of computational
costs, Markets, related to the diversity of needs and behavior
of individual units in an economy, especialy within the consuner
sectur, are observed in all large, non-primitive economies.
Therefore, they mayv be referred to as univeral markets. These
narkets include not only the "red and pinl.” mnarkets, but also
those "black™ markets that deal in poods protiibited in a society,

for whih a demand exists.

A second proup of wmarkets has resulted fror the soviet
planning svstem itself and its operationai veficiencies,
especially  the excessive tautness in  Soviet plans and the
resulting shortages ana supply unreliability. Frimary among
these narkets is the Tgrav" market in producers' goods.
Furthermore, due to shortages of consumer woods caused by
planniny deficienvies and governnent policies (high rate of
investment, artificially low prices on consuners goods), and due
to irresponsible attitudes towurd state pruperty (hioh level of
theft of stute propertv), the "black™ market in - onsumcr goods is
extensive. This proup of markets umuy be cailcd Soviet planning

markets.

A third group is compused of the markets that have appcared
in the Soviet Union in connection with the specific historical
conditions in the development of an agrarian country with a low
standard of living. In this group, called the low-level of

development markets, are the “white” and "gray” markets for

33

[P

=




R e

consumer goods and others.

This discussion of horizoutal relations in the Soviet
economy is not intended to deny the assertion at tie beginning of
the section that the Soviet authority structure is  hizh
centraiized. 1Indeed, in relation to most other economies-~~riarket
and planned-~it is a highly centralized structure. The intention
is to make c¢lear, howcver, that it 1is not a “completely
centralized” hierarchy. In reality, nore extensive liorizontal

relations cxist than are generally rewognized.

4,2,3 Information Structure

The doviets collect huge amuunts of information constructing
and controlling the implementation of plans (one large plant
submitted 17,000 papes of data for the construction of its annval
plan), Partly because of its huge volume and hecause of the
interrelationshir between the intormation structure and the
incentive structure (those who report data have a stake in the
date they report), the intormation system is beset with problens,
as  explained in the follewing passage from a survey arti-le
written over a decade ago by Richard Judy:

From this survey of existing Soviet econonic
information systems, it seems obviovs that a uajor

information «crisis faces Soviet c¢conomic management.
Each of several parallel Information systems impuses its

own burden uf reporting upon the enterpiises. This
requires repeated input of much primary data into each
system, a costly redunduncy. There is little

standardization and collaboration among the parallel
systems. Voluminous files are kept separctely in earh
system in spite of preat commonality of the data items
contained in them. VYroper fiic maintenance is diffi-ult
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hecause of poor file organization, inadecuately designed
inflow of updating information, and manual methods of
processing., For the same reason, information in the
¢ files can be retrieved for managemcnt use only with 1
difficulty and after prolonged delay. Pertinent ?
information is frequently not available to r
l

decision-makers even thouplh managerial personnel spend
most of their time in routince data proressing activities. 8
Lack of information and the delays in 1its availability j
diminish the system's ability to respond to <change. In !
short, intormation is inconplete, insuffi-ientiv
accurate, largely irrelevant, and slow., Furthermore, it
is expensive. This means that models are built by
intuitive puesswork, status intormation is inadequate and
inacurate, forecasting 1s nonexistent or unreliable,
plan directives are in onsistent and ambigucus, and
control is slack., Like the talking donkey, the wonder is
not that the system works badly but that it works at all,

All  the ills  just mentioned have persuaded  Soviet 4
authorities that major improvements in the system of economic

information are necessary if the centralized system of economic

e

nanagement is to be preserved. Academician K,P. Fedvorenko stated
in a recent report to the Presidium of the Soviet Academv  of

Sciences:

The existing svstem of economic information, its
methods of collecting, transmitting, and processing, can
barely attain even a balanced plan for an ageresate eroup
of products. The bazis of that svsten is data <ollected
by the Central Statisti-al Agency and by mcans ot an
enormous number of telephone conversations and neetings
held in organs of planning and manayement, 0f these
data, collected with a great delav, no morce than 10
percent are usced for purposes of planning and management.,
The country essentially lacks 2 more or less unitied,

scientifically based coefficient hase. An  encrmous
amount of planning-managerial information {is largely
subjective 1{in chara ter. Relyine vn such a system of ;

information, the organs of planning anu wanagcment often .
cannot formulate scientifically based plans even when
using computers and modern scientific methods; and the
economic organs cannot guarantee their implementation.




Judy's comuent about wondering how the system works at ail
should warn us against going too far in our negative assessuwetts,
The soviet econumic system does work., The guestion then is  to
fi,ure out hiow, with this sort of information stru ture, it does
worl.. The statement of Fedoremko sugpest one pussible answer:
the system does not rely exclusively on this formal informatioun

structure. It also uses supplenentary sources of informition,

4,2.4 Motivation and Incentive Structure

The salient features of the Soviet incentive stru ture,
well-  documented in the literature on the Soviet economv,(h)
include the relativity of the Soviet managerial bonus svstem, its
intertemporal "ratcliet” nature, aud its negative consequences on
nanaperial  behavior. In short, Soviet manayers are rewarded for
perforndnce relative to target. Up to the miu-19%60s, the taruet
was volume oif  output; since then it has been primariiv a
cormbination of volure of sales and profitability. But  its
relativity nature has remnained. This condition, <ombinca with
the practi-e of mal.ine towoirow's Larget greater than  todinv's
performance, and the practice of constantly  applying strony
pressure on Soviet managers to increvase their output, has led to
a number of dysfunctional consequen es-~that is, dvsfun-tional
from the point of view of the giowth objectives of the Soviet
leaders. Primarv among these dysfunctions is the Soviet
manager's resistance to innovation in the process of produ. tion
and even more in regard to the produ-t produced, Soviet manavers

also produce low~qualfity 2oods, wrone assortment,
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material-intensive goods, and hoard inputs, All this uecreases

the efrectiveness of the toviet econonmy.

4.2.5 Coordination Structure

The construction and irpiementation of the pldan embodies the
coordination structure of the »oviet e~onowy, While the Soviet
plan counstruction pro.ess does enable the political leaders to
raintain the structure of resour-e allocotion that it
desires~=that is, prowth oriented-~-it 1is not an effective
instrurent for achieving internal -on<isten vy and coordination of
the cconory. This view is hv nov standard in both the Soviet and
Vestern literature on tae Soviet economy, The information
gathering and processing requirenents of running a modirn econory
the size of the Soviet Union's are way beyona the capacities of
soviet planners. In practi e, their plans are wusuallyv poorly
coordinated, whi-h is one of the reasons for the larpe set of
unplanned horizontal transactions described above, Yet  the
voordination structure is in place, and at times of stress--such
as national mobilization and recovery, when the politi-al
directives would prodably carry preater weight  than  at
present--the ririd, formal stru ture would faciliate exe-ution of

national plans.
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5. KEY COMPARATIVE ISSUE AREAS

»
The purpuse of this final section is to identify key issues
that would constitute na jor areas of study under & comparative
¢ assessment  of the ability of the United States and the USSK to
L ]

. achieve their external and internal societal goals during
recovery from a4 nuclear attack. The section alsu outlines the

najor steps in conducting the compdarative asscssment.

5.1 Issues Areas for Comparative Analysis
Comparative issues relatc to o« sodiety's nmohilization of

resources  and use of institutions to da-hieve both donesti anu

external goals. Most previouslv coupleted recovery analyses lave
been limited tu evaluations of production possibilities for
wilitary hardware and expansion of economic output, The
fivure~of-merit, for example, for economic outrut has often been
limited to simple «riteria such as lenxth of time to return to

prevar levels. The lirditations of these anslyses are obvious.

One neceds both  comprehensive enumeration of a societv's

gouals and weiphted evaluation, in dynamic terms, of the

achievement of intermediate and final objectives. Numerous 4
taxonories for political~economic objectives exist. OUne of the §
more interesting prew out of attempts to develop social ;
indicators for evaluation of social prugrams. When developed, “
these indicators would play a role 1in social formulation

equivalent to the roles tnat various mceasures of inflation and :

emplovment and per capitai income distriprution (among other
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9

factors relating to evonomic well-being) plav in assessing the

effectiveness of the economic policies,

The process of re-encrgence of power in the near~ to
mid-teri: relates to three sets of goals, one external and two
internal to a society. A society desires to develop the
capability to deter and, when appropriate, coerce adversaries.
Second, the principul focus of the political leadership during
this period will be on a set of goals relating to dorestiv
souciveconomic welfare. Third, achieveinent of botin the externa;
pvals  and those reluting to sucioe-onomic welfare is depenaent

upon the leaders' ability to maintain political wontrol.

Using these three -lasses of goals, we identified sub-issues
or comparative issues. These 1issues relate to a recovery
environment, That is, were we examining the functioning of the
two societies in a peacetime condition, the specific comparisoun
issues would bhe different. The suggested list ot comparative

issues is in Tables V-1, V-4, anu V-3.

The essence of the sugpested method is Lo analyse the 1.8,
ana LS8R political-econonic systLems using the
structural-functional method as described in Chapter 111, in
revard to va-h of these kev issue areas for comparative aunalvsis.
The analvsis will he performed in two directions. tor each issue
area a comparison (direct) will be made between the United States
and the USSR, anu second the effect of each issue arca on the

overall performance of economy will be assessed. For each
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Table V-1

EXTERNAL SOCIETVAL GCALS: DETERKENCE ANIY COFRCION

Nature and degpree of political will

Ability to maintain necessary minimum political stability:

Degpree of freedom from cocrcion

Military stratcgy: Uttility ot military forces {rolec of
forves in a-hieving external socictal zoalr)

dilitary capahility: Stocoks, equiprient and manpower,
organization and training

Military potential: Procuctive capacity as it relates to
deterrenve and cocrcion

e e
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Table V-2

INTEENAL SOCTETAL COALS:  SOoCIerCoOROMIC WELFARL P

=

\)

° Provision oI goods and services
~ Industry

~ Agriculture

S
e o Sl ety

IR P

~ Public services (other than liealth/defense)

™ Provision of defense services

i

,.4___,

® Provision of health services

- Publi./private: Srvices/resources
- Preventative/curative
° Listribution, transportation, cormmunication
- Trade network (flow of guods)
- Allocation of consumer goods (equitv, priority, rationing)

-~ Information flows (social mobilization, political and econoemic J]
stabilization and growth)

[ ] Effectiveness of financial system: ability to transmit
control over resources

] Use of foreign resources: Kole in achieving objectives
o Characteristics of human capitasl

- Demographic profiles: Age, regional distribution, educzation,
skills

- Psvychoulogical factors: Ability to cope, degree of self-
reliance, degree of mobility

~ Participation in persunal production of essential goods and
services




Table V-2 (continued)

i
i
!
!
|

» . (tara teristi ¢ of phyeival capital |
- tguiprent ard structures :
- Sectoral and branch ~omposition

N - hegional distribution '

- Dbomesti. anc foreign origin

N

~ Afe conmposition

. hechanisns

sectors and regions; maintain oesirec labor utilizetion
levels anc allorcations

e e e L

e e e e

~ lmpilement plans: Effectiveness of institutions; role of

central vs regional institutions




Table V-3

INTERNAL SOCIFETaL GOAL: POLITICAL CONTROL

Ability to maintain domesti- order

- MACRO':  Prevent insurrection, subversion, riots

~ MICKO: Prote-tion of citizens and property; crime
prevention and control

Abilitv to maintain or trausform political system under stress

conditions

~ Stress factors anu responses

~ Interest vroups and decision process
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direction of the analysis, a composite "weighting” fun-tion will

have to be aerived. That 1s, not all of the issue areas have the
same inportance in the girect, issue~bv-issue corparison of the
ability of the United States and the USSR to recover from the
catastrophe of a nuclear atta k. The same is true of the 1issues !
as they affe-t the rerovervy ability of eah system, The
derivation of these welghting svstenms presents great
difficulties, Yet it would be possible to aevelop juuigmental i
ranking procedures that require experts to defend their rationale ?j

and thereby ailow others to respona to their logic. A

5.2 Steps in Conducting a Comparative Analysis '
From the discussion of the factors influcvnciug the conduct
of recouvery analyses--tie structural-functicnal method and kev
issues~~it is now possible to outline the ajor steps in  the
condiict of L.S.~UsSh recovery conparisons.
- Step (me: Des: ription of the Recovery kavironment
Under this task the theme for the environment is
selected and assurptions made abont its deternining
features. The initial conditions resulting from tue

nuclear exchanye relating to militarv forces, capital
stock, and population are documented,

- Step  Two: Formulation of Ubjectives and Policy '
Cuidelines Lnder ihis task the broad nationa] goals are 3
formulated and a consistent set of political-economic
ana military guidelines developed. The principles
relatiny to plan formulation and implermentation, as
well as  the behavioral characteristics centrsl to
successful plan implementation, are also drafted.

- Step Three: Conduct of Comparisons by Kev Issue Areas
Using the structural-functicnal method, the two
dire-tion (U.Coa=~to USSR and over U.S. and USSR)

analyses are conducted.
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Step Four: Conduct of Sclected Sensitivity Tests HBased
on the results of task three, selected sensitivity
tests are  conducted to  isolate key factors or to

exurine kev areas of uncertaintvy,

‘tep  Five: Developrwent — of Conclusions bascd on the

results  of  tasks  three anc four, .onclusions are
developed reparding  the ability of the 'nited States

and the I''SK to recovery from o nocicar eachangc. Fev
strengLis and  weaknesses  wovld be ddentified and
inplicaiions  for L.S. preparedness and recover

prorrans, as well as mr lear weapon emplovment poliry,
disrussed.
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APPENDIX A '

[:

' 4
EXAMPLE OF ASSUMPTIONS RrGaridING POLICY R

|

GUIDELIKLS, PLAN FORMULATIOw, AND IMPLEMFNTATIOK |

PRILNCIPLES AND BERAVIGRAL CHARACTESTSTICS

OF PLAN IMPLENENTATION

*Lxtracted from "The Interaction of Political/Militarv and

PR DU S .

Fconomi-  Facters in  Soviet Post~attack Recovery Planninu
bDocumentation of o Politi-al/kconomic Game"™, M, Earle, H. Hunter,
C. Movit; SRI  International: Informal “wwte SSC-IN~78~6, October

197+,
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SOVIET KRECOVERY CASL: RiSTOrATION OF SYSTEM TO 1TSS PREWAR FikM
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Table A-]

EXAMPLL. POLLICY GUILELINES: ECONMICH

Kestore, to the cxtent possible, the central directivn
of the national economy, and major interregional
links.

keconstitute the econounic base for the desired
military capability (durables and services),

Maintain the population at a standeru of living: enouvpgh
abouve subsistence level Lo ensure productive
participation in the labor force.

Kestore the economy in su-h a manner as to mininize
dependence on outside sourwces of supply.

Praw on  friendly and occupied economics, but do not
disable these economies. Instead, acquire an high
proportion of their output and some of their labor,
especially skillea labor and technologico.

Pursue restoration of established patteras in  the
econony: avert risks of innovative chanpe.
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SOVIFET RECOVERY CaASE: KESTORATICN OF SYSTEM TO [TS PREWAK FORM

TABLE A-?

EXAMPLE POLICY GUIDELINES: PFOLITICAL AND HILITARY

Kestore, as rapicly as possible, military capabilities
alony traditiovnal lines, emphasizing ground forces.

Maintain dominance of party over military, while
emphasizing the parallel military rank of higt:
political leaders.

Ensure, to the extent rprracticable, maintenan.e of
party-state awl -enter-periphery party refations as in
pre-atta: k. Keinfor:e hy dispatciing direct
representatives ot the Politburo and General Staft to
regional acministrative centers.,

Suppress separatist tendencies,

Strengthen role and staff of the Coun.il of befense to
ensure fulfillment of defense goals.

Maintain a nonagressive posture in foreign relations
but assure defensive capiabilities.

50

>

e

T T




TABLE A-3

PLANL FORMULATLION AND IHPLEIENTATION PRINCIPLES

SIWVLET RECOVERY CASk: KLSTORATIOR OF YSTEM TO ITS PREWAK FOR

A, conomic 'lan Constru-tion

Oy

1. btnhances command : stronger central direction 1in
eronoiii secisionmaking  than in  pre-atta k  perioc,
P especially in repard to allocation and reallocation of
i labor and wdapital, rationing of kev naterials ang
1 consumer soods. This «can sive wayv Lo S0r
decentralization as priority poals are met.
Reorganize sone union-~republic ana republicarn
winistries to allow for more centralized controis.

oy e

.

e s

2. The range of high-~priority activities 15 narrowed from
pre~ atta-li to those stronglv linked to military
production.

3. The number of centrally-planned wmaterial balances is
reduced, but includes those for critical defense
materials at a disaggresated level.

4, Variance exists in input norms for material balances,
since shortages, destru-tion, and te-honiral change
resuit in substitution ana qualitv chances. Together
with information problems, this variance results in a
disruption of old material balance methods.

5. Tre adominant enphasis in pian ~rnstruction, then, Iis
not over- all halance, Sienificant amounts of
materials will be maintained in the distribution
catepory called Keserves ot the Council of Ministries
tu be allo ated by the central authoritivs durine the
course ot the plan cvole as needs appear,

be Seaective tautness is introduced into input noves aud
ouput targets to relicve intense pressure on  priority
Sectors. nonessential finishing tasks (for exarple, !
metal platineg and painting) are dispensed with, |

7. Allow slippage in the qualitv of  output. Fliminate
all "frills"” on products.




i

8.

Encourage some increase in enterprise
self~sufficiency. A delicate bhalance exists, of
course, between the complexity of the central planning
task and central control over local economic activity.

Reconstruction: for high-priority establishments, use
cuentralized control; campaigns initiated to restore
urban centers using local materials and labor (this
will reinforce preattack concentrations of economic
activity) to restore structures within the framework
of priority rankings. bMobilize constru.tion labor and
equipnunt internal to nonessential industry.
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» T
B. Economi< Flan Implementation and Institutions
’ S
1. Heavy reliance on campaigns rather than smooth, 5
balan-ed approah to rcevovery,
2. Managerial incentives: §*
b
a. decrease in reliance on monetary incentives
1 oy
b. greater reliance on status/position rewards
and punishments, material prerequisites of ;.
status (physical goods and services, special 3
* stores and health facilities, ana the like),
c. greater relian ¢ on social and legal
Measures ;
;.
’ 3. Labor management ;
a. use, when neressary, of mandiatory labor :
assignments--place, occupation, hours, '
and anes
y
b. reduced reliance on monev-wage }_
differentials, ;
: I
¢, encourayc high labor productivity via:
(1) sperial rations
‘ (2) thousing
? (3) «culrural o tivities
(4) health facilities,
) 4, Keassert security of stocks of nwaterials, freeze wuse
: of critical materials.
5. Publi ize range of substitute input relationships and
paximum capacities (that is, reiaxed safety staudaras)
and mininum service requirements for machineryv; i
prepare inventory of underutilized regional resourves i
v and ~apital facilities, !
|
! 6. Strengthen centralirzred dire-tion and fun-tions of
: (GOOSNAB  (State  Coumrittee on Material-Technicai '
Supply). ¢
«
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7. Maintain and strengthen <entralized functions of
finan ial system; all surpluses (taxes, profits)
funneled through GOSBANK. to bhe allocated at the
center's discretion tu the periphery; freeze savines
aceounts.,

8. Repional considerations:
a., reconstitute repional patterns of
production and distritution
b. due to infurmation problems, strengthen the

administrative role of regiovnal todies
(Republic Counvcils of Ministers, tousplans).

Mobilize means of transportation under local authority
(for exanmple, truchs in agriculture, inland fleets).

e e e
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TABLE A-~4
PRIMARY BEHAVIOKAL CHARACTERISTICS OF PLAN IMPLIMENTATIGK
SOVIET RECOVERY CASE: RESTORATION OF SYSTEM TO ITS PKEWAF FORM E 3

1. The Party Pyrarid dorminates and infiltrates the
goverment ryrarid,

2. The decision of higltier bodies 1is binding on lower
bodies; the downwary tflow of orders dominates feedback :
: of information and opinion from below, 3

3. Tautness of overvommitment drives the syster.,

4. Information is c¢losely held. Secrecy anu censorship
are used to keep alliost evervone on a need-to-~know ¢
, basis, thus impairing domesti- decisionmaking and
hampering foreiaprn appraisal of Soviet developrients.

5. The authorities will stress continuity, their

knowledge of the laws of historical development, and

- the tactic of adapting to setbacks without a basic
change of source.

t. Usec strenuous campaigns in pursuit of major
objectives, replacing therm with fresh campaicns if
results arc not satisfactory.

7. People a.t on well-understuod implicit opriorities
(ethnic rankings, nourecoznition of demand
elasticitics, and the like).

8. At the same time, any loss of coanmuni-ation is
serious, since local people wait for orders,

9. Subject to limitations on expurt capacity, impurts can
be expected to make up for shortfalls 1in donestic
production, or at leiast reduce their impact,

10, After disalloa tions, peopie van be expe.ted to reverc
to familiar norms and behavior potterns, '

11. A seni-legal “secom! economy” can be expected to |
spring up when shortages 1in consmer poods appear,
redu-ing somcwhat the extent of unmet necds. i
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APPENDIX B

State—of-the-Art

As 1indicated in the introduction to this report, the
approach employed here to the comparative evaluation of economic
potential is a departure from most of the previous work on
postattack economic recovery. This is primarily because the
interaction between the performance of the total socioeconomic
system and the productive capacity of key industrial sectors was
usually ignored in favor of more narrow considerations linking
factors of production to output supporting defense and

non-defense end~uses of interest.

The companion study to this report, which addresses
analytical systems for the assessment of socio—economic
performance in the context of the U.S. economy, emphasizes the
requirement for a total system framework in order to provide for
meaningful analysis of any system component. In the comparative
context, the importance of asymmetries between economic systems
for economic performance, particularly in a crisis environment,
underlines the need for an analytical framework appropriate to
assessing comparative economic potential. The approach here,
then, reflects this need and draws on some rather innovative work

on comparing economic systems.
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Recently a series of articles and books have been published
reflecting enhanced interest in the newly developing theory of
economic systems. Perhaps the best survey of this literature is

contained in an article by David Conn.

e "Economic Theory and Comparative Economic
Systems," Journal of Comparative Economics,
355-381 (1978)

His article summarizes recent material on the component
structures of economic systems -- the information,
decision-making, and incentive structures - and on the

evaluation of the performance of economic systems.

The most commonly used text on comparative economic systems
is one by Egon Neuberger and William Duffy.
e '"Comparative Economic Systems: A Decision-Making
Approach," Allan and Bacon, Inc., 1976.
The analytical approach of Neuberger and Duffy, as
indicated in Chapter III, influenced our thinking regarding the

comparison of the U.S. and Soviet economies under post-nuclear

attack conditions.
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