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THE ECONOMIC PROBLEMS OF THE CONVERSION OF THE DEFENCE COMPLEX ENTERPRISES.


Five years have elapsed since beginning of the elaboration & realization of the programme of the large conversion, at first it the former USSR, then in CIS countries. In the early eighties the  Military complex become a exhauting load for USSR economics. The available appreciations, the Military  Complex enterprises & army absorbed more than 36% of the country national revenue,produced  20-25% of the gross output. Therefore, the conversion even the former USSR become inevitable.


The practice of defence ministry conversion in the USA, Japan, Germany, Great Britain, Russia as well as Ukraine”s conversion lessons manifest  that conversion is a complicated process that requires a complex approach & a long-term strategy.


Nowadays it”s an axiom that positive results in this extremely complicated process can only be achieved on the condition of dynamic approach & long-term state strategy. We can”t hope for success without recognizing conversion as one of economic priorities.


The conversion program me for 1989-1991 proved to be utterly ineffective, it was noted by many experts.Today we can already state that all the attempts to carry out “physical conversion” in the former USSR & CIS countries, i.e. to reprofile former military enterprises to output civil purpose products have brought more problems & difficulties for the economies of these countries rather than any benefits. Almong the reasons that have further complicated the conversion process the following  can be singled out:


a) there are no concrete plans for conversion procedure;


b) wrong choise of conversion priorities as well as ways of utilizing resourses released in the course of conversion;


c)leaving out of account regularities of industrial production diversification & specifics of military production proper;


d) deficit of public financial resources necessary to correct errors committed.


Experience of countries having carried out conversion with unequal success shows that one of the most matters is designing timely plans for restructuring military-order  enterprises & matching those plans with actual production capacities.Administration of the enterprises to be reprofiled should be informed of military order reduction terms & scale at least two years before the conversion starts, so that they can specify concrete measures in this field. Just by that time the enterprises should have a distinct idea of conversion priorities, dynamics of military production financing & amount of money allocated for conversion proper.


A considerable part of the CIS defence factory managers took conversion as just a change in stste order profile. Acoording to expert estimates more than 30% of military-industrial complex director corps in Russia & Ukraine take a passive wait-and-see attitude while nearly 45% of them are just beginning to show initiative & about 25% have   adapted to market economy conditions rather successfully.


In 1993-1994 a downward tendency in military-industrial complex production & insufficient financing kept developing.The produce output fell down most drastically in electronic,aviation & communication industries.The number of manufacturing personel is reducing in the military-industrial complex faster than in industry taken as a whole.The wage level is kept on down (70% below the average one). In 1994   40% of military-industrial complex enterprises idle time accounted for 20%  of total labour time fund. Approximately half of idle time & stops is caused by lack of demand for their production,insolvency of CIS population,default of material resources,raw material;s,complete parts that is also conditioned to a considerable extent by the non-payment problems.


The state policy related to defence complex conversion enterprises is rather chaotic. Financing is non-rhythmical.


There is an increasing outflow of skilledd man-power from enterprises.For 1994 military-industrial complex scientific enterprises of Russia & Ukraine lost about 700 thousand people,while industrial enteprises lost more than one million. An increasing number of specialists emigrate.


Success & efficiency of the defence complex conversion process in the CIS states may ensured,provided that the following malor problems are solved:


1.Orientation of converted industries to actually existing demand & investment sources.


2.Differentiation of conversion financing sources.The role of regions & local budjets is increased. A special-purpose regional conversion fund may be an effective form of accumulating resources,its inflow being formed due to deductions from the local budjet,contributions of enterprises or commercial firms concerned as well as founder” contributions.


3.Real changes in proprietorship relations, creating large-scale competitive companies on the basis of industrial-financial groups,elemenating enterprises that have no business prospects.Through above measures the military-industrial complex enterprises should be reorganized into really operating poweful enough market entities capable of adapting to market laws & persuing an independent economic policy.


What should be the framework for conversion? Quite common is the following view which includes four basic principles of objective formulation:


preservation of the scientific & technical potencial of the military-industrial complex switched to the peaceful tracks;


long-term research work programm designed for several decades;


inevitability & necessity for the humanity of such work;


readiness af all nations in the world to finance it .


Western experience shows that among the range of well-reputed measuires that make conversion more efficient are: consentration of current assets at the stage of scientific research & development effort,civil companies merger with  & acquisition of some military-industrial complex enterprises,sale of redundant fixed assets of military factories & search for new civilian markets for dual-purpose technologies.


Conversion should be conducted within the framework of a comprehensive programm of economy demiletarization & conversion.It requires introduction of new organizational & legal framework  in the sphere of the military-industrial complex.


The success of structural transformation of the country”s whole economy largely depends on the success or failure of conversion.


With participation of the authors, at the some Military Complex enterprises, researches, permitted to determine the managers,engineer staff & workers attitude to conversion was conducted. Then, at the Aircraft Repair Factory ( Belaya Tserkov,Ukraine)  questionning of the 58 employees of this enterprise was held.


Tables  1, 2, 3  represent the information about educational profile, work experience at the different areas of activity & positions of respondents.


Comparing the situation in the civil & military spheres the opinions of the people have been divided .They are represented in table 4. 





�
Table 1.


Educational Profile of Sample


Type of Education�
Code Used�
Number of respondents�
�
No Formal�
1�
8�
�
Secondary School�
2�
26�
�
General Higher�
3�
50�
�
Specialist Higher�
4�
16�
�
Postgraduate�
5�
-�
�
Candidate of Science�
6�
-�
�
Doctor of Science�
7�
-�
�



Table 2.


Experimental Profile of Respondents


Area of Specialist Knowledge�
Number of Respondents�
�
Marketing & Sale�
6�
�
Design�
15�
�
Production�
30�
�
Accounting & Finance�
7�
�



Table 3.


Position of Respondents


Position Categories�
Code�
Number�
�
Senior Staff (the Director,Deputy Directors,Experts)�
1�
6�
�
Divisional Managers,Deputy Divisional Managers�
2�
8�
�
Devisions & technical Departments engineering & technical personel�
3�
20�
�
Economists,Accountants,Marketing area personnel�
4�
9�
�
Work force�
5�
15�
�



Table 4.


The Opinion of Respondents concerning differences between military & civil customers.


Respondents Opinion�
Number of respondents ( % )�
�
No difference at all�
60%�
�
There are differences in financing�
15%�
�
There are differences in the nature of orders�
10%�
�
Military customers are more disciplined but a little conservative�



7%�
�
Different opinions�
8%�
�
�
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Figure1. Age of respondents.
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Figure 2. Experience of respondents of Aviation Repairing Factory 


(Belaya Tserkov).








All without exception specialists who were iterrogated marked the advantages of simultaneous carrying out military & civil programmes at the same plant. More than 35% among them (the majority of factory divisions & technical departments engineers) think that it provides more intensive usage of production capasities & financing sources; 30% of respondents accentuate higher economic stability of the enterprise & the opportunity to pick out more profitable customers. 15% of respondents emphasize on the fulfilment of social programmes.The simultaneous carrying out the programmes is belived to permit the enterprise to keep on skilled personnel providing them with job & wages.


And 70% of interrogated specialists are sure that simultaneous carrying out military & civil programmes at one and the same enterprise has no drawbacks at all.


20% of respondents consider as a short coming the dependence on the Defence Ministry while fulfilling civil programmes,and 10% more are against transferring(retraining) specialists from one program to another.


All high ranking administration officials see only positive sides of simultaneous implementation of military & civil programmes but the respondent K-3 who sees a serious disadvantage in the fact that “there are problems in the spheres of supply & sale”.


In the determination of the product specifications military & civil customers take part in the following way:


more than 50% of respondent note,that military  & 45% of civil customers are involved in the production acceptance’


more than 20% of respondents carry out the author”s supervision,control over manufacturing process & production quality;


15-20% of respondents consider that military & civil customers are involved in the Specs designing.


21% of respondents consider that military customers are moderately involved in designing production, 21% consider that they are greater involved in it &  10% - that they are very greatly involved.About 30% of respondents note that they are moderately or little involved. 


Specialists give practically the same appreciation of civil customers involvment in designing stage. So, 27% of respondents note little participation of civil customers,52%-moderate &  a great one & only 3% of respondents consider it significant.


Good & great participation in the production process of the military customers is noted by 64% of respondents & only 27% note the same degree of participation of civil customers. At the same time, 16% of respondents consider,that civil customers don”t participate in the process of production at all,the same opinion about the military customers is inherent in 5% of specialists only.


Respondents consider that the attempts to transfer from military to civil activities (and vice-versa) were successful or unsuccessful in the following spheres:





Construction & Designing.                                       Manufacturing.
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Financing & Accounting.
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50% of the production sphere specialists consider that the output of military & civil production needs different professional skills & 50% -the same professional skills.


They see the following principal differences:


specificity of the military equipment (armament,lifting-transport equipment)-35%;


availability of the electronic equipment & arms on board of the military aircaft-40%;


necessity for staff retraining -15%.


50% of the production sphere respondents had to be transferred from civil to military sphere,40% - from military to civil. Half of these specialists find the transition easy, the other half find it difficult.


The same opinion the respondents have concerning their colleagues who made such transition.


62% of respondents have the experience of the “dual-use” production.For 30% of them this “dual-use” work was easy, for 41%-not too difficult, & 29% had certain difficulties.


Specialists name the following principal stages of the production process wich are different in the military & civil sphere:


repairing the supplementary equipment & arms on board of military aircraft;


organization of the production.


So, 70% of respondents consider that stages of production processes don”t differ.


More than 55% of specialists adapt quickly & easily in a new team. 70% of specialists won”t agree to change their job  giving more money in an other team & this shows good moral & psychological climate.


40% of respondents consider that the leading role should belong to organizing & technical factors while passing from military to civil orders for the sake of raising administration labour productivity. Social & psychological factors should come second; 35% don”t agree with this point of view; 25% of respondents depending on the establishment.


Investigations into the situation at defence industry enterprises have made it possible to draw the following conclusions:


1.The Armed Forces reduction in the CIS countries has led to a sharp reduction in the number of operating factories & employment numbers at the military industrial; complex enterprises.


2.Through a questionnaire defence industry specialists have indicated that their transition from  military to civilian production was not easy. At the same time about 75% of  them  have said they might easily adapt themselves at their work places to the new rules & ways that considerably differ from what they have been used to.


3.Aircraft repair factory employees in response to the questionaire have expressed the view  which is in tune with the view of the local (regional, city) authorities, that defence industry conversion is a process that is objectively necessary. But, at the same time , it requires considerable financing to restructure enterprises operation to produce for civilian consumers as well as taking urgent measures by the Government to provide social protection for employees of enterprises being converted (retraining, job placement, etc.)


4.The success & efficiency of the process of Ukraine”s defence industry complex conversion can be ensured on condition that the following key problems be solved:


orientation of erterprises under conversion towards actual demand & sources of financing;


conversion financing sources differentiation with the use of local budget contributions;


actual transformation of property rughts,setting up large competitive firms based on financial-industrial groups,closing failing enterprises.


These measures are aimed at the transformation of military-industrial complex enterprises into large viable operating production agents in the market capable of adapting to its rules & performing independently.
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