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SOVIET ECONOMIC OUTLOOK

' TUESDAY, JULY 17, 1973

Concress oF THE UNITED STATES,
Joint Econonmric COMMITTEE,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m., in room 1114,
Dirksen Senate Office Building, Hon. William Proxmire (vice chair-
man of the committee) presiding.

Present: Senators Proxmire, Humphrey, and Javits; and Repre-
sentatives Reuss, Widnall, and Blackburn.

Also present: John R. Stark, executive director; Loughlin F. Me-
Hugh, senior economist; Michael J. Runde, administrative assistant;
John R. Karlik and L. Douglas Lee, professional staff members;
George D. Krumbhaar, Jr., minority counsel ; and Walter B. Laessig,
minority counsel. '

OPENING STATEMENT OF SENATOR PROXMIRE

Senator ProxmIre. The committee will come to order. .

The Joint Economic Committee has taken the initiative over the
years to analyze the economics of both the Soviet Union and Com-
munist China. These undertakings have proven eminently worthwhile
in acquainting the Congress and the American public realistically
with developments in those countries. , ' '

This year the committee has just released a study on the Soviet
economic outlook which we think is probably the most complete that
exists outside of the Soviet Union itself. Obviously, the whole ques-
tion of the Russian economy and their economic outlook has assumed
even greater importance for us in view of the recent Brezhnev visit
and the increase in agreements on economic matters between the two
countries. . o

These developments have, as we know, given rise to important
questions of public policy and it is our intention to explore these at
our hearings. Ameng the questions that we will ask are the following:

1. Has the recent improvement in Soviet-American relations in-
creased the possibility that fewer resources will be directed to Soviet
military programs?

2. To what extent is poor economic performance in the Soviet Union
likely to be a factor in both the reduction of Soviet military programs
and 1 the possibility of improved relations with the United States?

3. What scenario can we expect in regard to U.S. agricultural cx-
ports to the Soviet Union ?

4. Will the developing commercial relations between our two coun-
tries be as beneficial to the United States as to the Soviet Union?

1)
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These questions have a direct bearing on domestic and international
issues before the Congress. We face an urgent need to reorder our own
spending priorities and, in that regard, to shift some resources from
military to civilian programs. Obviously, our ability to do this will be
greatly influenced by what the Soviet Union does in respect to their
own military activities.

Moreover, if we are to take advantage of a growing Soviet market
for our agricultural products, we must, at the same time, be assured
that these sales do not produce excessive pressures on our own domestic
food prices or on our transportation system.

In respect to commercial relations, it is obviously very important
to us to have a little clearer idea than we do now of what benefits will
accrue to our economy in terms of employment, energy resources, and
balance of payments benefits.

It would be hard to assemble a better group of witnesses to begin
our hearings. Mr. David Rockefeller, chairman of the board of the
Chase Manhattan Bank, has recently opened banking relations both
with the People’s Republic of China and with the Soviet Union. He
has been helpful to this committee on numerous occasions. He is an
outstanding businessman and economist and we welcome him warmly
as our leadoff witness. )

Mr. Kenna, as president of the National Association of Manufac-
turers, organized a meeting of some 700 to 800 American industrialists
and Soviet commercial officials in Washington this February and has
been instrumental in the summit agreement on the establishment of a
U.S.-U.S.S.R. Trade and Economic Council. )

Prof. Abram Bergson of Harvard was perhaps our first leading
economist specializing in the Soviet economy. He is said to have taught
more of our economic specialists on the Soviet economy than any other
individual in this country. Certainly the influence of his seminal works
on Soviet national income places him in the forefront of Western
scholarship on the Soviet-type economies. Some refer to him as the
doyen of the field. : :

As our first two witnesses, Mr. Rockefeller and Mr. Kenna have
urgent business elsewhere, they have to leave, as I understand it, at
11 o’clock ; we shall take their testimony first and question them before
proceeding to Mr. Bergson.

As you know, gentlemen, we have a rule which we try to enforce of
allowing 10 minutes for the opening statement. Your entire statement
will be printed in full in the record. If you can appropriately brief it,
we would appreciate it very much.

Mr. Rockefeller, go right ahead.

STATEMENT OF DAVID ROCKEFELLER, CHAIRMAN OF THE
BOARD, THE CHASE MANHATTAN BANK, NEW YORK CITY

Mr. RockEFELLER. My name is David Rockefeller. I am chairman
of the board of Chase Manhattan Bank, N.A., of New York. I greatly
appreciate this opportunity to appear before the Joint Economic Com-
mittee to discuss our trade relations with the Soviet Union.

Over the past 10 years, I have participated in a group called the
Dartmouth Conference, which was organized in the 1960’s by Norman
Cousins to promote informal discussions between American and Soviet
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citizens. Through these discussions, I have gained a better under-
standing of developments in the Soviet Union, and my interest in the
country has been heightened by several trips there. The latest was in
May of this year when I took part in the official opening of Chase
Manhattan’s representative office in Moscow, and also had the oppor-
tunity to talk with Prime Minister Kosygin and other Soviet leaders.

Through these and other contacts, I have formed three impressions
about the Soviet Union that I would like to share with you today.

First, I believe that the changes we see taking place in the Soviet
Union’s relations with the West in general, and with the United States
in particular, are genuine, fundamental, and deeply rooted in eco-
nomic pragmatism.

The policy of economic isolationism that characterized the U.S.S.R.
for many decades is being seriously reassessed. It has not brought the
hoped-for benefits and rate of economic growth has been sluggish, if
not declining, since the mid-1960’s. As workers are expecting material
improvements, the Soviet leaders are responding by placing a high
gr’iority on raising living standards and improving the quality of the

iet.

In terms of technology, Soviet industry is generally conceded to
be lagging behind the West. Increases in labor and capital inputs no
longer can be expected to provide strong stimulus to growth as in the
past. The need, as indicated in the latest 5-year plan, is to raise out-
put per unit of labor or capital input. This means higher productivity.

Despite large capital outlays, productivity levels iri the Soviet Union
are still substantially behind those of the United States. A report issued
last year by former Secretary of Commerce Peter Peterson showed that
labor productivity in the T.S:S.R. was 41 percent that of the United
States in industry and only 11 percent in agriculture.

Their search for assistance extends to our country because the United
States enjoys the world’s technological superiority in precisely those
economic sectors that the Soviet needs to develop—agriculture, com-
puters, pipeline transmission, and heavy machinery for natural re-
source development. U.S. industry and our financial institutions also
have the ability to handle very large projects.

In the past, when economic difficulties occurred, the Soviet policy-
makers exhorted workers to work harder and consumers to hold down
consumption levels. Such belt-tightening programs now appear to be
less acceptable. The preferred alternative is to turn westward in the
expectation that improved economic ties with the United States and
other Western countries will strengthen the Soviet economy. At the
same time, the improvement in the world political environment, espe-
cially the ending of U.S. direct military involvement in Vietnam,
has—1 believe—made it possible for the Soviets to seek more enduring
economic ties with this country. :

The desire of the Soviets to use Western trade, credits, and tech-
nology to bolster their own economy hopefully could be accompanied
by their giving lower priority to military programs. The large amount
of resources they now devote to such economically nonproductive ac-
tivities—which is reported to be substantially greater in relation to
GNP than in the United States or any other major power—could
better be utilized to strengthen their economic capabilities. T hope that
this turns out to be so.
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At the moment, however, I think it is premature to conclude that
the military competition between the Soviet Union and the United
States is at an end. Much will depend on the program of current and
future negotiations on defense and security matters and on how agreed-
to-principles are in fact implemented.

My second main impression concerns the distribution of benefits
from the expansion of United States-Soviet commercial relations. My
own belief is that in the longer run we both stand to gain a great deal
in terms of both long-run political and economic benefits.

Initially, however, opportunities for the political benefits appear to
be the more significant, at least from our point of view. If the cur-
rently improved atmosphere leads to a world of real peace, then the
present efforts at detente—of which increased commercial relations
form an important part—will prove to be highly beneficial to the
United States as well as the rest of the world.

. I hope that this will occur but it is still too soon to be certain. We
have witnessed a few abortive attempts at coexistence in the past and
future efforts will be needed on both sides to make certain that the
current initiatives work and are solid and permanent in nature.

On purely the economic side, the Soviets do appear to gain an
advantage—if only for the short run—in increased trade. They stand
to benefit from U.S. technology, which they urgently need to strengthen
their economic structure.

Expanding their purchases from the United States through credit
can increase the availability of goods in their domestic markets thus
offsetting the negative effects of shortages of key commodities or
products. The corresponding expansion of U.S. exports, while very
desirable and by no means negligible, may be of less significance in
relation to our ecoriomy than the imports are to theirs.

The major economic benefits to the United States will become more
evident in the longer run, as commercial relations expand in scope
and depth. In particular, the extensive natural resources that are to
be found in the Soviet Union could help alleviate prospective U.S.
shortages, especially of sources of energy. :

While there could be a problem of too great a dependence on one
source of supply if we were to rely too heavily on the Soviet to meet
our domestic requirements, Soviet oil and natural gas resources would
help the United States satisfy part of our increasing need for energy
while seeking to expand our search for additional supplies domestically
and elsewhere in the world.

Moreover, even if the two major gas fields in Siberia, which are
currently under discussion, were fully developed and we were to get
all their output, which seems improbable, this would only provide an
estimated 4 or 5 percent of U.S. natural gas consumption by 1980. In
short, the risk of excessive dependence does not appear to me, at least,
to be too great. )

Also, as trade ties improve, there will be growing opportunities for
the export of U.S.-manufactured products, first for use by Soviet
industry and later for use directly by the Soviet consumers. It should
also be pointed out that if the United States fails to act now to gain a
foothold in the Soviet market, the penetration by companies of other
countries might well limit the ability of American companies to
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participate fully in the growth of this market which is already
weighted heavily in favor of Europe.

Western European nations presently export some $3 billion of goods
to the Soviet Union, mostly of machinery and equipment which
U.S. producers are capable of selling. This compares with $347 million
of U.S. exports in 1972. The manufacture of these exports would
create additional jobs for American labor if they were produced by
us, and it would be a benefit to our balance of payments.

There is admittedly a degree of risk involved when we consider
that é)olitical benefits are not yet assured and that major economic
benefits are still in the future. However, it is in the best American
tradition to welcome prudent risks for the challenging opportunities
they bring. The world of business and the world of international affairs
have always involved risks. We have learned to deal effectively with
these in the past, and I don’t see why we should not be able to deal
with them in the future—especially when the risks of failure to act
could also be great and when the possible benefits for us all are
enormous.

One approach to large-scale economic ties with the Soviets would
be the formation of multinational arrangements, supported by both
the public and private sectors, to undertake the financing of major
Soviet projects such as the exploitation of Siberian gas reserves. 1
personally believe this to be both necessary and desirable.

The third point I would like to make concerns most-favored-na-
tion—MFN—treatment for Soviet goods. It is my own view that,
despite understandable reservations, the United States should extend
most-favored-nation status to the U.S.S.R.

I say this fully aware that this is a highly complex and sensitive
subject, both here and in the Soviet Union. As you know, some of
the agreements that have been reached—such as the trade agreecment
and the lend lease arrangement—are conditional upon the Congress
granting MFN status. While the lack of such status may not ‘actually
be all that detrimental at present to Soviet sales to our market, it
does threaten the potential growth of such exports and hence the
ability of the Soviet Union to purchase American products: More-
over, it represents a real psychological barrier to improved relations
because the Soviets are opposed to doing business with countries that
discriminate against their goods.

- I appreciate the fact that there are certain aspects of Soviet life
that we as Americans don’t like. There are, to be sure, many aspects
of our society that they don’t like. I personally favor the free flow
of people and ideas across national borders and the full development
of every persons’ talents, in whatever fields they may lie. I welcome
the recent statement by Secretary of State Rogers at the Conference
on Security and Cooperation in Europe that human rights and free-
doms must not be ignored and that more human and cultural contacts
are needed.

The question, as I see it, is how best to promote such personal
contacts and exchanges of ideas which are-essential to the breaking
down of barriers between East and West. Increased commercial rela-
tions are one important way of getting each side to better know the
other. If the MFN issue proves a stumbling block to a broader range
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of economic exchanges we may lose a good opportunity to refashion
the world along more rational and more cooperative lines.

I fully recognize that commercial relations cannot be pursued in a
vacuum. The ultimate objective of commerce is a better life for the
peoples of the trading countries. Thus, it is important that, together
with an increase in trade, investment, and credits, there should be
an increase in the two-way flow of professional people, government
officials, industrialists, and tourists, as well as of information and
cultural contacts. The more we know about the Soviet Union and
the Soviet people, the better we will be able to assess their future
intentions. The more the Soviets know of the United States and the
American people; the better they will be able to appreciate our system
and values. o - ' ’ ~ :

To achieve these goals, flexibility and compromise will be required
on both sides. I believe there is already an indication that such flex-
ibility exists and I hope that Congress will not delay further in grant-
ing most-favored-nation treatment to the Soviet Union. ’ '

In conclusion, I support further efforts to expand commercial and
other economic relations with the Soviet: Union. I don’t see this being
done to the neglect of human values, but rather in the hope and
expectation of reinforcing such values. I would not expect the Soviets
to adopt our way of life, any more than we would want to adopt
theirs. But I believe that increasing contact between'two major so-
cieties will favorably ‘affect the atmosphere for peace and benefit our
citizens as well as theirs. : ’ a .

Thank you. ' S

Senator Proxmire. Before we go to Mr. Kenna, Senator Javits very
graciously came here this morning, although he is needed in the For-
eign Relations Committee and is also handling the War Powers Act on
the floor. I think out of courtesy, we will permit Senator Javits to
handle his time however he wishes and we will go then to Mr. Kenna.

Senator Javrrs. Thank you very much, Mr. Vice Chairman, for your
very kind consideration. ’

T shall ask only one question of Mr. Rockefeller, first expressing
pride at my State in having so eminent a banker and leader as David
Rockefeller, and the weight of the testimony which he gives before us
and other congressional committees. - ‘

T also would like to join our vice chairman, who has told me some-
thing about the work of Mr. Kenna in organizing the very major
effort in the Soviet-American economic relations field: I think busi-
nessmen should understand that we rate their service very high when
it is as much in the public interest as that in which Mr. Kenna is
engaged. ' : '

Mr. Rockefeller, I have just one troublesome question to ask you.
I appreciate your desire to get early MFN for the Soviet Union.
I am sure you appreciate, too, the feeling of 77 Senators and over
980 Representatives, who feel that we should not grant MFN unless
there is satisfaction over the fact that the Soviet Union will not—
in violation of the Declaration of Human Rights, which it signed,
as we did—restrain or intimidate many of its citizens, particularly
those of the Jewish faith who wish to emigrate: I am very hopeful
some way can be found out of that dilemma, but I would not wish to
underrate its impact.
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Now there is much concern about giving the Soviet Union a lot,
which you yourself acknowledged, especially when the benefits to us—
both political and economic—may well be deferred benefits. You men-
tion that in your statement in the following words:

The desire of the Soviets to use Western trade, credits, and technology to
bolster their own economy hopefully could be accompanied by their giving lower
priority to military programs. .

To which we all say, “Amen.”

Then you say:

There is admittedly a degree of risk involved when we consider that political
benefits are not yet assured and that major economic benefits are still in the
future. ' ‘

And the implication, of course, we are giving them everything they
want now if we give them the credit, et cetera.

“However,” you say, “it is in the best American tradition to welcome
prudent risks for the challenging opportunities they bring.” -

My question is this—and I am going to give you iy standard and
then see what you say about it—would you say tl}x,at 1t1s fair or unfair
to give ourselves a policy which has not more than a 5-year swing? In
other words, shouldn’t we put some maximum limits on these relations,
considering what we are going to give—which is immediate—and what
they may. give—which is prosepctive? Ought we not think of this
in terms no more than a 5-year turnaround? Would your judgment
tell you that that is a reasonable order of magnitude for how we think
through credits, returns on their part, et cetera? . =~ .

Mr. RocEEFELLER. Are you saying, Senator, that either the U.S.
Government or corporations not give credit in excess of 5 years?

Senator Javirs. You know, I am a corporate lawyer myself, and T
am not trying to be that doctrinaire, but I am just thinking of the
order of magnitude in thinking through when we ought to begin
seeing things coming back to us as compared to when we are paying
them out. And on a credit-worthiness basis, taking those equations,
would a 5-year swing give or take, always a little bit on each side, be a
fair way tolookatit? o ‘ . :

Mr. RockererLLER. It might be a fair way but I am not sure it would
be satisfactory to them. The difficulty is that the European countries
have extended credit of much longer duration than that already in
substantial amounts. As a matter of fact, some of the credits that have
been given, I believe by Great Britain, have been as much as 15 years.
Therefore, if we are going to be at all competitive with European
nations and corporations, I am afraid, realistically, we are going to
have to grant credits longer than that.

Indeed, some have already been granted, as you probably know, in
relation to the Kama River Truck Plant, which is being financed
partly by the Export-Import Bank and partly by the Chase Man-
hattan Bank. Our term runs for 10 years. This, of course, has to do
with the export of equipment and capital goods from some 30 U.S.
corporations which will enable them to build this plant.

Senator Javrrs. I was thinking also in terms of getting anything
back on the political side, and using.the 5-year swing idea. Do you
think it is fair to expect that, assuming the period you are naming as
a reasonable period, as 10 years, which I gather from what you say,
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what about political returns? Do you think we have a right to expect
those within 5 years?

In other words, when do we see the returns flow in ?

Mr. RockereLLer. I would hope we would see the benefits coming
in long before then, long before 5 years. As a matter of fact. I think
we alrea,dy do. The very fact that General Secretary Brezhnev has
recently been in this country and spent some time with President
Nixon, following a similar trip to the U.S.S.R. by the President, and
with an invitation already extended for President Nixon to return
next, vear.

This certainly spells a relaxation of relationships that didn’t exist
previously. The fact that our bank and subsequently two other banks
have been invited to open representative offices in Moscow after a great
many years of very little contact seems to me to be an indication of
improved relationships.

So. my own feeling is that while we won’t know for a few years
“whether this is the real thing this time, rather than just a flash in the
pan, I think there are a]ro‘tdv benefits. I don’t think we should by
‘any manner or means dlscount those benefits or assume that they are
only going to be temporary in nature. I would hope they would be
much more lasting.

Sem,tor Javirs. I am glad to hear vou sav what you dld about the
flash in the pan, because we all know from bitter evpemence that the
Russians know when to smile and frown, and we can’t put too much
of onr money on that cart.

But I did want to get from voun some order of magnitnde. Am I
‘right in concluding, both from what vou said and its implications, that
Americans ought to see political benefits in a few years and economic
benefits within a 10- -year swing ?

Mr. RockererLLer. 1 feel that v ery strongly and I -think it is quite
“possible that both will be flowing considerably sooner than 10 years.

Senator Javirs. And that therefore in schediling what we do, we
ou_crht to consider both those time parameters?

- Mr. RockrreLLER. I think that would bé very reasonable but we have
to recognize that we have competitors in other parts of the Western
World, particularly in Western Europe. Unless we offer terms which
are re‘xsonablv competitive with the others, that probably the flow of
trade will not be a very significant one.

Senator Javirs. Would you mind if I interject one point about
that? For 11 years—to my personal knowledge, because I was there
in 1962—we faced the same thing. The Soviets have been talking about
European competitors and reading us shopping lists from which they

-said they can buy anything anvwhere So why don’t we sell them,
too, the Russians were saying; they can get it anyhow?

But yet they still come here and are Wllhn(r to put out an awful
lot to deal with us. In my own judgment, there is a big element of
respectability involved as well as competition, and personally T hope
we won't overlean in our policy toward economic considerations. If we
need to, we can live without the Russian trade.

I think, therefore, the Americans have the right to expect that we
will have a view of our trade relations which includes total policy
rather than just the fact we want some business.
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Mr. RockerFeLLER. Very good, hard-headed advice. I agree with you,
Senator Javits. 4

Senator Prox»ire. Now we go to Mr. Kenna. Mr. Kenna, you have
an excellent prepared statement, too. It is a little more detailed than
Mr. Rockefeller’s, and we would appreciate it if you could summarize
it and give it to us in 10 minutes or so.

I might say to the new arrivals, both Mr. Kenna and Mr. Rocke-
feller have to leave by 11 o’clock and Mr. Bergson will be our wit-
ness after that. : ‘

STATEMENT OF E. DOUGLAS KENNA, PRESIDENT, NATIONAL
ASSOCIATION OF MANUFACTURERS

Mr. Kexna. Mr. Vice Chairman and members of the committee, I
am E. Douglas Kenna, president of the National Association of Manu-
facturers. We appreciate very much having an opportunity to make
our views known on this very important subject.

‘We have become increasingly interested 1n international trade and
international affairs in the past few years because of the great interest
shown on the part of our membersip. We are currently involved in
mutually reinforcing projects on trade legislation, trade negotiation
planning and nontariff barriers, multinational investment, and
implications of taxing foreign source income, and monetary reform.

As you mentioned, Mr. Vice Chairman, we have become intensively
interested in the Soviet-United States trading arrangements in the
past few months and have been extremely active working in this par-
ticular field.

Specifically, today, I will confine my remarks to the political and -
economic importance of MFN treatment and to an assessment of the
economic gains in expanding United. States-Soviet trade for the U.S. "
economy. h

I am prompted by very strong membership interests which initiated
a series of activities recently, starting with the meeting that you men- -
tioned between Soviets and United States trade groups. This was at-
tended by a very large and interested delegation from the United
States. Subsequent to that, we have forced an East-West Task Force
to follow up on this particular meeting and this interest expressed by
the U.S. business community.

This has resulted in a proposal being made to the Secretary of Com-
merce for the establishment and methods of establishing a joint United
States-Soviet Chamber of Commerce.

I will furnish for the committee copies of this proposal for your
consideration. A copy of the proposal is appended to my prepared
statement.

Senator Proxmire. Yes, they will be. We will be happy to include
that in the record with your prepared statement.

Mr. Kenna. Viewed from the Soviet perspective, the absence of
MFEN currently affects only about 10 percent of Soviet exports to the
United States. This would include such things as plywood, cotton,
manmade fibers, fabrics, and apparel, manganese ore, semiprecious
stones, vodka, and fish products.

Over the next decade, this Soviet export product mix could change
significantly with the shift in Soviet economic output. At the present,
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most items impacted by MFN treatment are industrial products. For
example, the exports from Czechoslavakia and East Germany are sub-
ject to much more substantial discrimination due to lack of MFN, im-
pacting 73 percent and 85 percent of their exports respectively.

To some extent, these figures reflect differential rates of industrial-
ization. Significantly, the Soviet Union is now actively engaged in
augmenting its industrial growth rate. Nonetheless, the Soviet Union
perceives nondiscriminatory trade access as to the United States—as
embodied in MFN treatment—as the formal recognition by the United
States of the trade agreement signed in October 1972, and a natural
outcome of improved diplomatic relations.

The Soviet Union attaches paramount importance to a fair, equi-
table trade with the United States. It believes the extention of MFN to
be an accepted principle in customary international law. Clearly, MFN
extension would underscore the importance the United States attached
to its stated objective aimed at a stronger, more peaceful relationship
with the Soviet Union. - :

NAM believes one essential cornerstone of improved and expanded
East-West economic interchange is the extension of MFN treatment to
centrally controlled, nonmarket economies, not just the Soviet Union.
In particular, MFN is vital to the successful continuation of trade ex-
pansion with the Soviet Union and other nonmarket economies.

In looking at the potential economic gains to the United States, I
would like to make these remarks. In recognizing the relatively small
volume of United States-Soviet trade, a valid question for U.S. deci-
sionmaking is, “What is in it for us?” What effect will United States-
Soviet trade have on the U.S. economy as a whole? Clearly, particu-
lar sectors, such as petroleum and grain, have already benefited from
expanding trade with the Soviets.

However, we believe that -as trade developments over the longer
term, the multiplier benefits of expanded exports and imports will in-
volve direct and indirect benefits to the U.S. economy as a whole.

Beyond the individual sectors which have already been benefited,
the major economic interests in expanded Soviet trade would appear
to be the following: S ‘

1. A surplus trade account over the intermediate term.

2. Export multiplier effect on domestic employment.

3. Greater economies of scale for domestic industry output.

4. Energy/raw material sourcing through development of Soviet
natural resources. -

5. Increased trade with other nonmarket centrally controlled econo-
mies of Eastern Europe—both the Soviet Union and Eastern Euro-
pean economies are seeking hard currency exchange in the West. -

So, against this background of U.S. economic interest, the Soviets
have already concluded transactions with U.S. companies in the fol-
lowing categories:

1. Large-scale petroleum and natural gas extraction facilities, in-
cluding transmission and distribution systems.

2. Management control systems utilizing computer facilities.

3. Mass production machinery output such as truck and car
assembly.

4. Animal husbandry as characterized by the U.S. agricultural
business.
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5. Tourist systems, including hotels, package tours, and transporta-
tion. '

Therefore we feel clearly there are significant economic gains which
the United States can achieve by providing goods and services that
the Soviet Union is seeking. The projected acceleration of bilateral
trade may be very impressive, carrying with it a potential trade sur-
plus for the United States of at least $1 billion annually by the end
of the decade.

Depending on the key variables in trade, including MFN extension,
three alternate dollar volume levels seem possible.

Should we continue on our present route,”we would expect trade
ranging up to $800 million in annual turnover with changed credit
and export structures; perhaps up to $2 to $3 billion in trade if MFN
status is granted to the Soviets, and if Soviet foreign trade organi-
zations give priority to exporting industrial products; and, with major
joint venture development, up to $4 to $5 billion when we get into the
massive developments of Siberian liquefied gas products.

Recognizing the chronic condition of the U.S. balance of payments,
the potential positive contribution of this United. States-Soviet trade
surplus should be carefully weighed in the decision re arding MFN.

For almost two decades, Soviet trade with the ingustrialized West
and Japan has increased at a faster rate than has world trade as a
whole, a very fruitful development from which the United States was
self-excluded. We now believe the real loser from these continued
restraints on trade will increasingly be the U.S. producer and worker,
not the Soviet consumer or the Soviet economy. ;

We must keep the obvious firmly in mind, and that is, if the United
States is unwilling to sell the Soviets what they need, our trading
Eartners, particularly Japan and Western Europe, are anxious to

11 these increasing orders.

On the important source of energy, the abundance of Soviet raw
materials in energy fuel sources and the Soviet’s willingness to ex-
change these natural resources for technological assistance and de-
velopment may prove to be the major common denominator over the
intermediate to long term in United States-U.S.S.R. commercial rela-
tions. :

Within each of these basic transaction categories cited above, in-
cluding energy source development, additional approaches are being
explored through licensing arrangements for technology exchange. In
addition, some transactions are being considered as joint venture
possibilities engaging in new dimensions of risk as well as opportunity
for both sides.

Despite the positive gains to be derived from increased East-West
trade, as outlined above, NAM believes relations with nonmarket,
centrally planned economies must be approached with' firmness, not
with rose-colored glasses. American workers and manufacturers can
benefit from increased trade with such economies, but proper precau-
tion must be taken. - '

In a centrally planned economy where production and resource
allocation are controlled by the state, there is no recessary corre-
spondence between price and cost. In addition, such economies are state
traders and internal and external prices may diverge significantly.
Coupled with a desire to earn hard currencies, the nonmarket economy
may be tempted to use its price obscured products for rapid interna-
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tional market penetration. Such action holds the potential for market
disruption within free market economies trading with the Soviet
Union.

In this regard, the NAM believes the safeguard measures proposed
in the administration’s Trade Reform Act of 1973, HL.R. 6767, and
those measures outlined previously in the October 1972 commercial
agreements, would minimize the danger of market disruption arising
from trade with the Soviet Union and Eastern Europe.

In conclusion, we believe that a rational approach to commercial
normalization between the United States and the Soviet Union should
not be construed as an end to all of our differences. The disparities
between our economic systems will continue to complicate commercial
transactions. Complementary demands in both consumer and non-
strategic industrial sectors are likely to serve as a stimulus to increase
East-West trade.

- We no longer live in an era of stark, bipolar military confrontation.

Rapid political and technological change hold an unparalleled op-
portunity, we believe, for promoting the progress toward the oppor-
tunity through the commercial field. Extension of most-favored-nation
treatment with attendant trade safeguard and national security con-
sideration factored in, will constitute a positive step toward new direc-
tions in East-West trade. Beyond MFN lie major challenges accom-
panying Soviet trade with the United States, which will be far more
important to the long-term success of economic relations between the
two countries.

Among these problems will be the resolution of legal and institu-
tional impediments on both sides. The U.S. business community and
the NAM believe we should get on with it now.

Thank you.

[The prepared statement of Mr. Kenna follows:]

PREPARED STATEMENT oF E. Doucras KENNA

ExXPANDED SoOVIET-AMERICAN COMMERCIAL RELATIONS

Mr. Vice Chairman and members of the committee, I am E. Douglas Kenna,
President of the National Association of Manufacturers. NAM member coni-
panies, large, medium and small in size, account for almost 75 percent of the
nation’s manufactured goods, as well as the employment of approximately 15
million persons. NAM’s own interest in international economic affairs, as related
to U.8. industry, has grown sharply in the past few years. For example, NAM has
developed a “systems” approach to international activities which involves
mutually reinforcing project on trade legislation, trade negotiations planning
and non-tariff barriers, multinational investment and implications of taxing
foreign source income, and monetary reform. In addition, growing interest in
commercial relations with the Soviet Union and other non-market, centrally
planned economies has led NAM to begin an intensive study of this area of
international economic relations.

Mr. Vice Chairman, NAM appreciates this opportunity to appear before your
Committee. We are cognizant of the major policy decisions facing Congress as
regards foreign relations with the Soviet Union and other non-market economies.
In the aftermath of the recent Summit talks, we believe U.S.-Soviet relations
to be in a crucial period of transition. It is in support of an emerging era of
detente between the Soviet Union and the United States—underscored by the
impressive series of commercial and military arms limitations agreements—
that NAM offers the following testimony. Specifically, I am here today to express
NAM’s active support for extending most-favored-nation treatment to non-
market economies and the implications of expanded East-West trade for the
U.S. and the Soviet economies.
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My remarks will cover the following general points :

1. Recent NAM activities related to trade expansion with non-market, cen-
trally-planned economies, focusing on commercial relations with the Soviet
Union.

2. The political and economic importance of most-favored-nation treatment.

3. An assessment of economic gains in expanding U.S.-Soviet trade for the
Soviet economy.

4. An assessment of economic gains in expanding U.S.-Soviet trade for the
U.S. economy.

5. The potential challenges and problems that may arise from increased eco-
nomic ties with non-market economies, particularly as they relate to recent
experience with the Soviet Union and methods to surmount these difficulties.

Background

During the past two years, relations between the U.S. and the Soviet Union
have decisively shifted directions. This was particularly evidenced by the estab-
lishment of the Joint U.S.-U.S.S.R. Commercial Comniission at the May, 1972
Summit Conference and the subsequent signing of a comprehensive set of trade
agreements on October 18, 1972 between the two governments. Through this
agreement, a number of issues, including lend lease repayments, were resolved
and foundations were laid for opening new channels for commercial relations
with the U.S.S.R. .

Prompted by strong membership interest, NAM initiated a series of activities
aimed at promoting better industry understanding and awareness of the prob-
lems and opportunities surrounding expanded trade with the U.S.8.R. For
example, NAM co-hosted a high-level conference on U.8.-U.S8.S.R. trade in Feb-
ruary 1973, providing industry with a forum for frank, two-way discussion
workshops with U.S. and Soviet government officials, on prospects and issues
surrounding expanded East-West trade. A special delegation from the Soviet
Union, led by Vice Minister of Foreign Trade, V. S. Alkhimov, participated ‘in
the mutually productive and stimulating interchange. The overwhelming support
and enthusiasm generated at the conference on behalf of U.S.-Soviet trade led to
significant changes in Association policy. In April, 1973, NAM’s International
Economic Affairs Committee recommended, and the Board of Directors approved,
a new policy position regarding trade with state-controlled, non-market econ-
omies. (See Appendix A.)

In accordance with this new policy and in order to effectively pursue interest
expressed - and activities initiated at the U.S.-Soviet Conference, NAM estab-
lished a special task force on East-West trade. This group has done much to
facilitate increased understanding of Soviet-U.S. economic issues. In addition,
the Task Force has submitted NAM’s proposed reeommendations for the creation
of the new private-sector organization established in accordance with the June
22 Protocol signed by Secretary of the Treasury, George P. Shultz and Soviet
Foreign Trade Minister, N. S. Patolichev (which called for a U.S.-U.S.S.R.
Chamber of Commerce). In addition to providing an organizational structure, this
NAM proposal outlines extensive guidelines and recommendations to facilitate
reciprocal commercial relations between the United States and the Soviet Union.
It would provide an independent organization for the private sector to channel
in ideas on special problems into the Joint Commercial Commission. The new
organization would also work toward bringing buyer-seller relationships between
the Soviet Union and U.S. into clearer focus. For example, the U.S. sales repre-
sentative often encounters layers of bureaucratic intermediaries without ever
dealing directly with the final user of the product.

MFN Extension: Political and Economic Importance

Recognizing the Soviet Union’s announced intention of placing “substantial”
orders for U.S. machinery, plant and equipment and agricultural products, with
sizeable benefits for U.S. exporters, the issue of most favored nation extension
takes on paradoxical overtones. Since 1951, through the Trade Agreements Ex-
tension Act, (Section 5), the United States has denied the MFN treatment to
the Soviet Union for political and security reasons. Now it appears, at least
over the short term, to be more advantageous for the U.S. to extend MFN to
the Soviet Union, than it is for that nation to grant comparable treatment. How-
ever, most-favored-nation in the context of immediate U.S.-U.S.S.R. relations
is of more political and psychological than economic significance.

Viewed from the Soviet perspective, the absence of MFN currently affects only
about 10 percent of Soviet exports to the United States. This would include
plywood, cotton, and man-made fibers, fabrics and apparel, manganese ore, semi-

23-245—73——2
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precious stones, vodka and fish products. Over the next decade this Soviet export
product mix could change significantly with a shift in Soviet economic output.
At present most items impacted by MEFN treatment are industrial products. For
example, exports from Czechoslovakia and East Germany are subject to much
more substantial diserimination due to lack of MFN, impacting 73 percent and
85 percent of their exports respectively. (See Appendix B.) To some extent, these
figures reflect differential rates of industrialization. Significantly, the Soviet
Union is now actively engaged in augmenting its industrial growth rate.

Nonetheless the Soviet Union perceives non-discriminatory trade access to the
U.S. (embodied in MFN treatment) as the formal recognition by the U.S. of
the Trade Agreement signed in October, 1972 and a natural outcome of improved
diplomatie relations. The Soviet Union attaches paramount importance to a fair,
equitable trade with the United States. It believes the extension of MFN to be
an accepted principle in customary international law. Clearly, MFN extension
would underscore the importance the U.S. attached to its stated objectives aimed
at a stronger, more peaceful relationship with the.Soviet Union.

NAM believes one essential cornerstone of improved and expanded East-West
economic interchange is the extension of MFN treatment to centrally controlled,
non-market eéconomies. In particular, MFN is vitdal to the successful continuation
of trade expansion with the Soviet Union and other non-market economies.

As for the United States, we must ask ourselves to what extent the denial of
most-favored nation treatment has actually contributed to our national security.
TFailure to grant MFN may have slowed down military and technological prod-
uct development. But this is a dubious proposition in most areas where the free
flow of information and ideas permits scientific innovators to monitor develop-
ments. Admittedly, trade and scurity safeguards'in certain technologically sensi-
tive areas remain necessary. However, the export control system applied to com-
mercial exchanges involving strategic technologies and binding on transactions
with all trading partners would be applied with equal stringency in trade with
the U.S.S.R. : .

In addition to these more general considerations, failure to grant MFN has
contributed to other deleterious consequences : !

1. Along with export controls, lack of ‘MFN has been a continual source. of
friction between the U.S. and her allies desiring to pursue trade with the Soviet
Union and Eastern Europe. . .

2. Indirectly, it may have inhibited the maturation of the Soviet Union and
other non-market economies by limiting their access to consumer .goods that
would contribute to a rising standard of living.

3. It has contributed to the United States lack of business experience in trad-
ing with these countries, and contributed to the static levels of trade character-
izing U.S. commercial relations with these non-market economies.

‘4, It has prevented U.S. businesses and corporations from establishing a viable
market position as opposed to other Western European competitors.

Assessment of Ecomomic Gains in Ezpanding United States-Soviet Trade for
Soviet Economy . .

Assuming the extension of MFN, NAM foresees mutually beneficial economie
relations unfolding over the longer run. However, the fruition and magnitude of
a U.S.-Soviet trade relationship will depend on a reciprocal, two-way exchange
through which the Soviets can earn hard currency. In this context, Soviet cur-
rency earnings will depend upon: :

1. Soviet willingess to shift their exports of coal and gas from other markets,
including other non-market economies, to the U.S,

2. The size of U.S. government and private sector credits and guarantees ex-
tended to the Soviet Union for the purchase of U.S. equipment and services.

3. Soviet ability to undertake production of industrial goods which it can mar-
ket in the West. } .

4, Most favored nation treatment extended by the U.S.

Nearly all estimates of U.S.-Soviet trade levels have been surpassed in the
past few years. In 1972, two way trade reached a volume of $642.1 million, nearly
tripling the previous year’s level ($218.1 million). This figure far exceeds the
level of Soviet-American trade for any year since 1946, but does not begin ap-
proaching even conservative projections charting trade levels to reach $4 billion
by the end of the decade. ’ :

The recent increase in the volume of East-Weést trade reflects a number of
policy changes in non-market economies undertaken by non-market economies.
For example, the ninth Five Year Plan, initiated in the Soviet Union in 1971,
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indicated a new commitment to improving the consumer goods: food, clothing,
personal transportation and housing for the Soviet citizen. The implications
for Soviet trade of this new Soviet willingness to seek Western sources for
agricultural and consumer products as well as the greater autonomy which
the Soviets have been granted to their newly organized production units are
important reflections of this trend. The Soviets can be expected to remain major
purchasers of U.S. and other Western grain surpluses for at least another
year due to lower crop yields. Thereafter, however, their purchases are likely
to be sporadic at best. Unfortunately, our initial commercial encounters with
large scale grain transactions with the Soviets have had inflationary effects
on U.S. food prices and have reflected (1) an unfortunate lack of coordination
between government and industry, (2) a general lack of understanding regarding
the sophisticated trading techniques of the Soviet Union.

In the final analysis the recent failure of the Soviet economic performance in
both industrial and economic output has forced Soviet leadership to consider
new approaches to economic change. Their probable options in order of possibility
are: - : :

1. A general priority reduction aimed at cutting strategic weapons systems
outlay. : .

2. A general reduction in the size of the Soviet army (manpower).

3. Greater autonomy granted to local production units of the economy to
permit improved efficiency through economic reform (with a corresponding
reduction of Communist Party intervention and control).

The decisions taken on these economic options by Soviet leadership will greatly
determine the outcome of U.S.-Soviet commercial relations. .
Assessment of Economic Gains in Hazpanding United States-Soviet Trade for

U.S. Economy

Recognizing the relatively small volume of U.S.-Soviet trade, a valid question
for the U.S. decision-making is, “What’s in it for us?” “What effect Wwill U.S.-
Soviet trade have on the U.S. economy as a whole?” Clearly, particular sectors,
such as petroleum and grain have already benefitted from expanding trade with
the Soviets. However, we believe that as trade develops over the longer term
the multiplier benefits of expanded exports and imports will involve direct
and indireet benefits to the U.S. economy as a whole. :

Beyond the individual sectors which have already benefited, the major U.8.
economic interests in expanded U.S.-Soviet trade appear to be the following:

1. Surplus trade account (over the intermediate term).

2. Export multiplier effect on domestic employment. ° .

3. Greater economies of scale for domestic industry output. :

4, Energy/raw material sourcing through development of Soviet natural
resources.

5. Increased trade with other non-market centrally controlled economies of
Bastern Europe (both the Soviet Union and Eastern European economies are
seeking hard currency exchange in the West). :

Against a background of these U.S. economic interests, the Soviets have
already concluded transaction with U.S. companies in the following categories:

(1) Large scale petroleum and natural gas ewiraction facilitics “including
transmission and distribution systems.—For example, the Soviet Union is ac-
tively pursuing several multibillion dollar contracts for the development of
Soviet natural resources, particularly liquefied gas. In return for payments
and/or access to resources developed, the Soviets want foreign firms to supply
needed facilities and technology. The current Northstar Project being negotiated
by Tenneco, Brown & Root Inc. and Texas Eastern Transmission Company
exemplifies such a project with enormous potentials for the U.S. Present esti-
mates place the project’s total worth at $29 billion which includes revenues
generated by Soviet LNG sales to the U.S. after the U.S. companies are repaid for
their initial investment. As presently agreed, additional Soviet revenues gen-
erated from the project would be placed in U.S. banks usable only for the
repurchase of U.S. equipment or services. The obvious job multiplier effects of
such huge transactions, in addition to the important LNG benefit for our energy
needs, should not be overlooked.

(2) Management conirol systems utilizing computer facilities.—For example,
several U.S. companies have been approached to supply complete systems within
the well-publicized, Kama River Truck Project. One NAM member engaged in
the production of foundry equipment has been contracted to design the facilities
for the plant, possibly leading to over $200 million of foundry equipment sales.
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(3) Mass production machinery output such as truck and car assembly.—This
category includes special equipment for construction, mining and other projects
sought by the Soviets. For example, last year a large mid-western based earth-
moving equipment manufacturer sold $40 million worth of crawler tractor and
spare parts to the Soviet Union. In the recent past U.S. firms approached by the
Soviets to develop complete “turnkey” assembly plants for cars and trucks have
been discouraged by the U.S. Department of Defense.

(4) Animal husbandry as characterized by U.8. agricultural business.—The
Soviets are intent on expanding their livestock herds and have been prime pur-
chasers of U.S. agricultural commodities in recent months. Although recent
cash purchases of grain have been unusually large due to Soviet crop failure,
agricultural commodity purchases are expected to continue sporadically through-
out the decade.

(5) Tourist systems including hotels, package tours and transportation.—U.S.
travel companies and airlines are far ahead of their Soviet counterparts and
will be relied on heavily to assist the Soviet Union’s drive for increased tourism.

Clearly, there are significant economic gains which the U.S. can achieve by
providing goods and services the Soviet Union is seeking. The projected accelera-
tion of bilateral trade may be very impressive, carrying with it a trade surplus
for the U.S. of at least §1 billion annually by the end of the decade.

Depending on key variables in trade, including MFN extension, three alternate
doliar volume ievels seem possible :

a@. Current Trends Project>Averaging.—Up to $800 million annual turnover
based on expansion of Soviet raw material exports, including diversion of oil
and gas sales from other developed economies to the U.S., additional commodity
credit corporation credits for agricultural imports (feed grains and soybeans),
and expansion of tourism.

b. Changed Credit and Export Structure.~—Up to $2-3 billion if MFN status ig
granted to the Soviets and if Soviet foreign trade organizations give priority to
exporting industrial products. U.S.-Soviet joint ventures in energy and raw
material extraction, industrial production, shipping, and tourism development
and increasas in Soviet, gold exports could also push U.S.-Soviet trade turnover
to this level.

¢. Major Joint Venture Development.—Up to $4-5 billion if (in addition to
the activities cited above) several massive Siberian liquefied gas projects in
West and East Siberia are consummated. These would probably bring about a
very extensive American involvement in Soviet exploration, construction, and
production activity and an equally unprecedented acceptance of risk by the
U.S. government and private financial institutions.?

Recognizing the chronic condition of the U.S. balance of payments, the po-
tential positive contribution of this U.S.-Soviet trade surplus should be carefully
weighed in the decision regarding MFN.

For néarly two decades, Soviet trade with the industrialized West and Japan
has increased at a faster rate than has world trade as a whole, a fruitful devel-
opment from which the U.S. was self-excluded. We now realize that the real
loser from these continuing restraints on trade will increasingly be the U.S.
producer and worker, not the Soviet consumer or the Soviet economy. We must
keep the obvious firmly in mind: if the U.S. is unwilling to sell the Soviets what
they need, our trading partners (particularly Japan) are anxious to continue
filling the increasing orders. Mr. Peter G. Peterson has stated, ‘“‘there comes a
point at which we must face the fact that business is business, and if it is going
to go on in any event, we mlght as well have a piece of the action.”?

On the important energy issue, the abundance of Soviet raw materials and
energy fuels sources, (i.e. petroleum coal, liquid natural gas) and the Soviets’
willingness ‘to exchange these natural resources for technological assistance and
development may prove to be the major common denominator over the inter-
mediate to long term in U.S.-U.S.8.R. commercial relations. However, due to
the fact that many of these resource deposits are relatively inaccessible, par-
ticularly in the Soviet Union, investment and improvement costs are likely to
be high. In the case of long term development projects, the returns on such in-

MlS%eI%%egech Stephen Lazarus, Department of Commerce, Houston World Trade Center,
are! 3.

2 John P. Hardt and George Holiiday, U.8.-Soviet Commercial Relations: The Interplay of
Heconomics, Technology Transfer, and Diplomacy, U.S. Government Printing Office, Wash-
fngton, D.C., 1973, p.

3 Peter G. Peterson U S.-Soviet, Commercml Relationships in ¢ New Era, Department of
Commerce, Washington, D.C., August, 1972, 8.
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‘vestment for the U.S. will be realized on a delayed basis with implications for
the U.S. balance of payments.

At present 30 percent of U.S. oil requirements have to be imported. By 1980
this figure could easily rise over 50 percent with additional energy sources
necessary. The choice between domestic alternatives for new investment and
exploration or trade (with a resulting interdependence on other countries energy
sources) is an important one to be determined by national priorities. Whether
the U.S. should devote its capital to resource development (where energy sources
are less assured in friendly third countries) before investing heavily in the
Soviet Union (where abundant energy fuel deposits has been projected) is a
valid question to be asked.* We must remember that through its own industrial
needs, Soviet Union may experience an “energy crisis” of its own.

Within each of these basis transaction categories cited above (including
energy resource development) additional approaches are being explored through
licensing arrangements for technology exchanges. In addition some transactions
are being considered as joint venture possibilities engaging new dimensions of
risk as well as opportunity for both sides.

POTENTIAL CHALLENGES OF FUTURE EAST-WEST TRADE

Despite the positive gains to be derived from increased East-West trade, as out-
lined above, NAM believes that relations with non-market, centrally planned
economies must be approached with firinness, minus the ‘“rose-colored glasses’.
American workers and manufacturers can benefit from increased trade with
such economies, but proper precautions must be taken.

In a centrally planned economy- where production and resource allocation are
controlled by the state, there is no necessary correspondeiice between price and
cost. In addition, such economiecs are “state traders” and internal and external
prices may diverge significantly. Coupled with a desire to earn hard currencies,
the non-market economy may be tempted to use its “price obsured” products
for:rapid international market penetration. Such action holds the potential for
market disruption within free market economies trading with the Soviet Union.
In this regard, NAM believes the safeguard measures proposed in the Ad-
ministration’s Trade Reform Act of 1973 (H.R. 6767, Titles II, V) and those
measures outlined previously in the October 1972 commercial agreements would
nminimize the danger of market disruption arising from trade with the U.S.S.R.
and Eastern Europe.

Three additional considerations must be retained regarding balance of pay-
ments factors. First, the projected U.S. trade surplus with the Soviet Union will
not continue indefinitely. It may be expected to last only until Soviet product
quality and marketing technique improve and exports of machinery equipment
and raw materials reach desired levels. Second, the Soviets will not be continuous
and/or reliable purchasers of U.S. agricultural commodities and indunstrial equip-
ment. Recognizing the nature of their state-directed purchasing plans, the Soviets
will be sporadic buyers. Finally, problems arise related to the possibility of even-
tual Soviet equipment exports to the U.S. for the issue of patents licensing safe-
guards and protection against the re-export of U.S. produced goods of their
copies. Although the Soviet Union recently entered the International Patent Con-
vention, U.8. producers will still need to exercise extreme caution while ex-
changing technology. | . . . - .

Admittedly technological diffusion is an economic fact of life and its process
is rarely one direction-oriented. (For example, U.S. steel and aluminum com-
panies may benefit from Soviet processes). However, we must continually assess
the possibilties of re-export and more seriously, what contribution U.S. tech-
nology, if exchanged, might make to Soviet economic and military development.
In tbis context we believe that a reduction (but not an elimination) of risks is
possible, providing a closely coordinated watch is undertaken by Congress, the
Executive and the private sector.

In this same vein, U.S. companies engaging in trade with the Soviet Union
must guard against early frustration and disillusionment. Soviet traders, with

¢+ Proved and nrobable reserves of crude oll for the world are currently estimated at
approximately 680 billlon barrels. Of this total the U.8.8.R. has approximately 11 percent
with the U.S. at 7 percent.

Estimates of natural gas reserves indicate a world total of 1,883 trillion cubie feet. The
U.S.8.R. accounts for 33.8 percent of this total, with the U.S. at about 14.5 percent. The
landed cost of LNG imports is expected to range between 87 cents to $1.38 per 1,000 cuble
feett colmpared with 20 cents to perhaps 50 cents per 1,000 cubic feet for current domestic
natural gas.
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the monolithie nature of the state behind them, have shown themselves to be
extremely competent and cautious traders. On occasion, the Soviets have “whip-
sawed” competing U.S. firms, regarding their individual bids. It seems evident
that U.S. firms will be forced to compete more imaginatively with the Soviet Umon
than has been their experlence in the past.

In conclusion, we' believe that a rational approach to commercial normaliza-
tion between the U.S. and the U.S.8.R. should not be construed as the end all to
all our dlﬁerences The disparities between our economic systems will continue
to complicate commercial transactions. Yet complementary demands in both the
consumer and nonstrategic industrial sectors are likely to serve as a stlmulus to
increase East-West trade.

We no longer live in an era of stark, bi-polar military confrontatlon Rapid
political and technological change whlch characterize our polycentric age, hold
an unparalleled opportunity for promoting the progress toward détente through
the commercial field. Extention of most-favored-nation, with attendant trade
safeguard and national security consideration factored in, will constitute a posi-
tive step toward new directions in East-West trade. Beyond MFN lie major chal-
lenges accompanying U.S.-Soviet trade which will prove far more important to
the long term success of economic relations between the two countries. Among
these problems will be the resolution of legal and institutional impediments
on both sides. The U.S. business community and the NAM believe we should get
on with it.

APPENDIX A

TEADE WITH STATE-CONTROLLED CENTRAL MARKET ECONOMIES

The promotion of trade between nations can lead to increased internafional
cooperation and understanding while improving the standard of living of peoples
throughout ‘ the world. However, trade with state-controlled central market
economies can present unique difficulties which must be resolved to the satis-
faction of all parties. Adequate guarantees for industrial rights and the provision
of arbitration procedures should be secured, and national security considerations
should be continually assessed in light of the dynamic character and magnitude
of threats to U.S. security. Particular safeguards should also be provided to pre-
vent the potential market disruption which can occur as a result of trade with
state-controlled central market economies. Regulations governing international
commercial relations with such economies should conform with general U.S. trade
policy except where provisions are made to reflect the above considerations. In
the final analysis, ideological differences, while important, should not preclude
mutually beneficial commercial relations which have been carefully assessed in
the light of national self-interest.

APPENDIX B

PERCENTAGE OF U.S. IMPORTS (BASED ON VALUE) SUBJECT TO SUBSTANTIAL leSCRlMINATION, BY SPECIFIED
EAST EUROPEAN COUNTRIES, 1951, 1966, AND 1970

Country B 1951 1966 1970

22 4 10

68 56 73

East Germany. 153 27 85
Hungary_.. 56 - 36 43
Bulgaria...._: 84 29 17
Rumania. .o e 2 a2
Poland 37 (’) &)

11952

2 Not applicable.
Source: United States East European Trade, Malish, Anton F., Jr. U.S. Tariff Commission, 1972 (Washington, D.C.), p. 18.

APPENDIX C

PROPOSAL

Based upon historical precedents and in response to the recent Protocol agree-
ment to study establishment of a “US-USSR Chamber of -Commerce”, this draft
proposal is submitted to establish a Council on American Soviet Trade (CAST).




The primary purpose of CAST would be the active promotion of mutually bene-
ficial commercial relations between the USSR and the US on a coordinated and
cooperative basis. Specific objectives would include:

1. Research and development of advantageous trade opportumtles between
the two nations;

2, Investlgation of and information dissemination of investment and joint
venture techniques as well as accompanying financing for such endeavors;

3. Providing a clearinghouse for exchanges on information and activities of
major trade associations related to US~-Soviet commercial relations;

4. Aiding interested parties in setting up necessary branch offices and market-
ing mechanisms;

5. Providing an-operative .framework for beneﬁc1a1 exchanges of technology .
and other non-physical resources;

6. Encouraging mter-lndustry discussions between -the USSR and the US
on international economic issues and -developments of mutual interest;

7. Providing a forum for advising participants on conflict avoidance and/or
resolving contractual disputes arising between the two countries.

In accordance with the June 22 Protocol, the CAST would be established in
the private sector. Formative discussions held within the US and the USSR
should lead to a formal proposal submission to-the Joint USSR-US Commercial
Commission. A joint government-business commission could handle prehmxnary
arrangements for establishing the new organization. .

IS *

ADVANTAGES OF A PBIVATE SECTOR APPROACH

Any permanent organization to promote expanded trade and business oppor-
tunities between the United States and the Soviet Union should be established
in the private sector. The private industrial and financial communities are best
attuned to the needs and possibilities for increased trade and commercial oppor-
tunities. Business is sensitive to problems peculiar to trade with non-market
economies and can work with government toward their resolution. The private
sector possesses the immediate first hand knowledge to assist Soviet enterprises
in locating the industry or‘corporation -which would be suitable to their specific
needs. The most effective decisions on methods to pursue trade, contacts and
contract opportunities within the Soviet Union will also result from those most
immediately involved in business problems addressing the difficulties directly.
A’ private sector organization would be most conducive to rapid organizational
and functional adaptation to changing economic needs as the commercial rela-
tions between the countries continue to develop. Perhaps equally important, es-
tablishing the CAST in the private sector will partially insulate it from some
of the minor political complications that could arise if the Council were a govern-
ment operated organization susceptible to potentially conflicting, non-economic
issues.

STRUCTURE AND FUNCTIONS OF THE COUNCIL 6N AMERICAN-SOVIET TRADE

Therefore, consistent with the economic agreements already signed, the pro-
posed CAST would be organized and function in the private sector as generally
follows :

. . WASHINGTON OFFICE
I. Coordinating Council :

The Coordinating Council of CAST would be composed of twenty members of
the US business and financial communities elected by participating members
and reflective of the different economic sectors. In addition, one Soviet delegate
will serve on the Coordinating Council in a representative and liaison capacity,
The members of the Coordinating Council would meet on a regular basis to dlS-
cuss and execute matters related to their functions.

The functions of the Coordinating Council would include :

1. To oversee and coordinate the activities of the daily operational bodles
of CAST and its professional staff;

2. To develop an annual budget, and dues alloeation among member companies ;

3. To serve as active liaisons with a counterpart body in Moscow ;

4. To hold, from time to time, coordination and discussion meetings Wlth rep-
resentatives of appropriate government departments;

5. To review and evaluate continuing CAST operatlons to initiate new actw-
ities as developing trade demands new functions;

8. To host annuallv. in eonjunction with the counterpart Soviet body, a joint
US-Soviet meeting of CAST (see below).
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11, Staff Director .

Since members of the Coordinating Council would not function on a perm
sﬁa& basis, the_ Qquncil would appoint a staff director to oversee and hg‘:re oigigf
t%onal requnsxbmty for the Oftice described below. He would direct the opera-
tional workmg of CAST and serve as direct link between the Operative Bodies
and the Coordinating Council. The Staff Director would also sit on the Coordinat-
ing Council to facilitate this liaison function,

"lII. Operative Bodies

A. Information .Exchange Office—A. trained an
wiil comprise the Inrormation Elzzchange Office. and permanent staff of experts

This body will serve to: _ .

1. Ga.ther all relevant inﬁormaﬁion, statistical and/or techncial, coucerning
economic developments within the US;

2. Tx:ansm.it such information to the counterpart.agency in the Soviet Union H

3. 'Dugsemmate to all interested members similar information received from
the Soviet Union; . B

4. Provide information relevant to a specific member company’s request
througl_l- use of the information exchange office in Moscow ;

. 5. In conjunction with the Commercial Opportunity Office, make avaliable all
information on trade fairs and exhibitions within the Soviet Union.

6. Assist in obtaining advertising facilities for Soviet exporters interested in
marketing products in the United States.

To facilitate the communication function of the Information Exchange Office, it
will publish on a regular .basis an economic report to be disseminated both
domestically and through the proper Soviet channels.

B. Commercial Opportunity Office.—A trained and permanent staff of economic
experts would comprise the Commmercial Opportunity Office. :

This body will funection to promote expanded commerce between the two
countries by : : :

1. Developing contacts with and serving as a clearinghouse for US private
business and Foreign Trade Organizations in the USSR ;

2. Facilitating export and import licenses and sources of export financing for
commodity exchanges with the Soviet Union; ’ '

3. Researching and offering solutions for special problems that may arise in
trade between an open market and a centrally controlled, non-market economy ;

4. Providing guidance on regulations and restriction on imports in both coun-
tries and assuring that rates are no different than those placed on imports from
third country markets; :

"~ 5. Organizing US industry participation in trade fairs and exhibitions in the
Soviet Union; :

6. Handling operations involved in patenting Soviet inventions in the US and
American inventions in the USSR ; - . -

7. Coordinating and expediting US-USSR contract negotiations where asked
to do so by CAST members; ) . .

R. Researching and developing new areas of trade and investment opportunities
between the two nations.

C. Office of Business and Marketing Operations.—A trained and permanent
staff of experts would comprise the Office of Business and Marketing Operations.
This body would function to facilitate the smooth operation of business and
commercial endeavors for the Soviet representatives in the United States and
arrange for similar U.S. representation in the USSR. The specific functions of
the Office of Business and Marketing Operations would include :

1. To assist in arranging for adequate office space and business services in
both the Soviet Union and the United States;

2. To invite and host Soviet commercial delegations to the US and coordinate
US delegation visits to the Soviet Union; .

3. To coordinate efforts with government commercial representatives in the
Soviet Union;

4. To, assist in obtaining visas and other accommodations for Soviet commercial
visitors and US business members. N

5. To arrange for translation services where needed on a two-way basis.

D. Soviet Representatives.—A high level Soviet representative would serve
within each of the CAST offices. He would directly represent the Soviet branch
of CAST, monitor US branch activities and serve as liaison to the Moscow orga-
nization. Provisions would be made for additional exchange personnel as needed
for efficient operation. .
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IV. Economic Forum and Arbitration Board

The Economic Forum and Arbitration Board could be composed of legal, tech-
nical and economic experts from both the corporate and governmental sectors.

This body would function to discuss the rules and regulations governing busi-
ness and trade practices in the US and the USSR, with the objective of avoiding
possible conflicts in the implementation of contracts and agreements.

Where disputes do arise, the Forum could provide preliminary arbitration
facilities and make recommendations on procedures for obtaining a definitive
resolution of problems. This forum could also serve as final arbitration board if
so provided in individual agreements.

V. Selection of Membership and Stajf

A. Membership.—Membership in CAST would be open to all private US busi-
nesses interested in commercial relations with the Soviet Union and willing to
meet specified obligations. Once members have joined, corporations and busi-
nesses will be coordinated by economic sectors.

B. Coordinating Council.—Members of the Coordinating Council would be
elected by participating members with one Coordinator representing each indus-
trial sector, The criteria for selection should include experience in commercial and
trading activities and understanding of the special potential problems of such
activities as regards US-Soviet relations.

C. Staff Director—The Staff Director of CAST will be appointed on a perma-
nent staff basis by the Coordinating Council. In addition to the qualifications
specified for the Coordinating Council, the Staff Director should have ample
experience in an administrative capacity.

D. Operative Bodies.—The designated Staff Executive Director, with the ap-
proval of the Coordinating Counecil, would appoint a director to head each Op-
erative Body. These directors would staff their offices with trained and pro-
fessional personnel whose experience is appropriate to the functions of each
particular office.

E. Economic Forum and Arbitration Board.—The Economic Forum will be
composed of people experienced in the economie, legal and technical problems of
international economic relations and-are to be appointed by the Coordinating
Council.

VI. Financing

The Washington Office of CAST will be financed by funds collected from
member companies participating on a dues basis. The system of dues allocation
will be determined by the Coordinating Council upon the basis of budgetary
needs.

VII. Joint Annual Meeting

One joint meeting of the Washington Office of CAST and the counterpart
organization in Moscow would be held annually, alternately in Moscow and
Washington, to discuss current and new commercial activities and any new
developments in economic relations between the USSR and the US.

Attendees of this meeting from Washington would include all members of the
Coordinating Council, the Staff Director, Directors of the Operative Bodies, one
member from the Economic Forum, and invited guests from Government.

VIII. Moscow Office

This proposal recognizes that the Soviet counterpart to the Washington Office
of CAST will be determined by consultations among Soviet officials. It is sug-
gested, however, that the Soviet organization could structurally parallel that
described above. This organization would facilitate maximum coordination and
cooperation between the two bodies.
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AppPENDIX D

SOVIET TRADE WITH SELECTED WESTERN COUNTRIES

[n miliions of U.S. dollars)

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971
Total trade with West: )
Exports 983 1,069 ' 1,115 1,218 1,282 1,438 1,7 1,885 2,051 2,230 2,345 2,710
Imports. oo acccieaaae 1,080 1,093 1,283 1,400 1,734 1,601 1,742 1,782 2,144 2,495 - 2,780 2,860
TUMNOVer - oo ceamccancn 2,063 2,162 2,398 2,618 3,017 3,039 3,453 3,667 4,195 4,725 5,125 5, 570
United Kingdom:
EXPOTtS . - o e i ceeemecaaa 192 227 213 215 239 291 330 303 367 427 465 452
Imports . oo e e e eaieeee 108 128 117 130 103 152 169 197 213 240 248 222
TUrnOVer oo e eeceaceeeas 301 355 330 345 342 443 499 501 640 667. 713 674
West Germany: '
EXPOMtS - e e e ieeeean 119 119 136 133 127 146 189 196 215 229 257 292
] 4 R 199 179 208 151 . 202 136 144 177 242 350 375 484
TUINOVET e o oo cmacecamae 318 -+ 298 344 284 329 om 333 372 457 579 632 776
France:
Exports_. 74 79 85 104 105, m 130 145 137 141 140 216
Imports. . 130 120 154 n 69 114 160 183 294 323 319 313
Turnover._.._... R, 204 200 240 175 175 225 230 333 432 454 459 629
Italy: .
EXDPOMS. o e ereeeccemeceemces 103 130 131 137 134 148 155 233 232 232 212 259
Imports_ .o ool 90 96 99 136 | 98 102 95 154 208 317 313 291
TUrMOVer- oo cecececaea 193 226 230 273 ©o23 250 251 387 441 548 524 550
Japan:
EXPOMS . oo ie e caececae 76 113 113 128 165 -185 239 353 391 357 379 L419
IMPOMS -« e ceceeeeen 62 67 146 185 193" 177 224 166 185 264 345 396
TUINOVer - e 138 180 258 293 358 362 . 463 519 576 621 725 815
United States: ’
EXPORS. o oo ceamaae 25- 24 17 25 21 34 47 39 43 61 64 60
lmports. o e 60 51 27 28 163 65 63 63 57 117 115 144
TUMNOVer. e cccmccecanan 85 74 44 83 184 99 110 102 99 177 179 204

Source: Figures obtained from Department of Commerce.

€¢
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Senator Proxmixe. I thank both of you gentlemen very much.

In view of the limited time, I am going to suggest we have a 5-min-
ute rule so all members of the committee will have an equal opportunity
to question you. We start running the 5 minutes right away.

I would like to say we are honored to have former Ambassador
Jacob Beam here this morning. We invited him to come to the witness
table but he said he prefers to observe. Ambassador Beam was very
gracious to me back in 1957 when he was Ambassador to Poland;
since then, he served as Ambassador to the Soviet Union, and I under-
stand he has had a vast experience and served this country well.

Gentlemen, I would like you both to answer something that I think
is behind all of this. We may or may not express it, but the former
chairman of this committee, Paul Douglas, I remember, was very
much opposed to trade with the Soviet Union and he was opposed to
it for the blunt reason, he felt it would strengthen it militarily, no
matter when you traded or to what extent, directly or indirectly, would
help develop their military power.

He used to quote something maybe Lenin never said, or maybe he
did say—that when the Communists got ready to hang the United
States, the capitalists would sell them the rope. And since we have
David Rockefeller, of probably the most esteemed capitalist family in
the country and also we have a spokesman for the National Associa-
tion of Manufacturers, one of the most clearly capitalistic organiza-
tions, both testifying in favor of increasing trade with the U.S.S.R.,
maybe you gentlemen could hit this problem head on.

It bothers this Senator, and I think it bothers all Americans to a
considerable extent. We have an $80 billion military budget. The only
reason for that budget is that we face the nossibilitv of a confrontation
with the Soviet Union, directly or indirectly. We have just been
through an enormously expensive war, with our enemy, our adversary,
supplied and financed to a considerable extent by the Soviet Union, in
Vietnam.

Now we are being asked—the war isn’t over yet—but now it is being
suggested we provide credit to the Soviet Union and that we immedi-
ately establish commercial relations which will strongly improve their
economy and their military position.

You spoke about risk, Mr. Rockefeller, but you didn’t spell out in
detail what you meant. I would like to ask Mr. Kenna, when he indi-
cated that this may be a priority reduction aimed at cutting strategic
weapons systems outlay, what that is based on other than just an
assertion.

Mr. Rocrererrer. I think you put your finger, Senator, on one of
the risks: That it will simply strengthen the Soviet Union and they
will not reduce their military expenditures and therefore, in a sense,
we will have helped our rival to no benefit. But T have come to the
conclusion, having shared the other view for quite a long time, that the
risks are considerably less great than the potential benefits.

I think in the first place, most of the things that thev would be get-
ting from us they can. indeed, get from others—from Western Europe
or Japan—perhaps different quality in some cases, although by no
means in all and perhaps less to their liking. Nevertheless, I don’t be-
lieve it is realistic to think that by our cutting off the availability of
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American goods that we are going to prevent them from accomplish-
ing their objectives. o

On the other side, I think that the prospects of establishing a new
type of relationship with the Soviet Union—if we develop closer
relations with them on all fronts, including trade—are well worth
the effort. T honestly believe that we have reached a point in the world
where both those who believe in Marxism, socialism, and those who
adhere to our type of capitalistic or entrepreneurial society, have
come to recognize that it makes sense for us in this relatively small
globe to work together rather than to constantly be at one another’s
throat. . :

. And although T don’t believe that it would be wise for us at this
time to unilaterally abandon our defenses, nevertheless, I think that
the chances of really meaningful understanding between the two
countries would be greater if there is more trade. )

Therefore, with the exception perhaps of a few clearly strategic
military items, where I think we should continue our restrictions on
exports to the Soviet Union, I believe that the trade stands to benefit
us through closer and better relations with the Soviets.

Senator Proxmire. Mr. Kenna.

Mr. Kexna. Mr. Vice Chairman, I think this particular question
which you raised is one that perhaps we had debated more vigorously
than almost any other issue that I can recall recently.

Senator Proxyuare. You say, “we”; you mean the National

Mr. Kenna. National Association of Manufacturers. I think we
would express particular hope and concern that we be involved in a
continual assessment of national security in light of our current pos-
ture with the Soviet Union. We have actively recommended that the
proper safeguards be put in place, both as far as national security
is concerned, and as far as industrial rights are concerned. .

We think that both of these things should be under continual
%eview as we continue to expand our. relationship with the Soviet

nion, :

I would think as far as national security is concerned that the
technology transfer that we would see would certainly strengthen the
manufacturing base of the Soviet Union. To that extent, it would
certainly be of some aid to the Soviet Union, in that they would
become a stronger nation and more capable, perhaps, of manufactur-
ing certain kinds of goods and armaments.

I think in the case of strategic systems, it has been clearly demon-
strated that the Soviet Union certainly is on a parity from a techni-
cal standpoint with the things we are doing in the United States,
particularly when we look at nuclear systems and delivery systems.

Senator Proxmire. My time is up.

Congressman Widnall.

Representative Wipnavr. Thank you, Mr. Vice Chairman.

Mr. Rockefeller and Mr. Kenna, we are very grateful for your
testimony here today. We realize the value of it as well as of the
organizations that you represent. _ .

-Mr. Rockefeller, with regard to greatly increasing our trade with
the Soviet Union, one question which must immediately come to mind
Is the manner in which the Soviets are to pay for the goods and serv-
lces which they receive from the United States. I am under the
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impression the public and private sectors will be called upon to extend
vast credits to the Soviets, in order to finance this growth in trade.

Can you describe for us some of the basic means and the terms
under which such credit would be extended ¢

Mr. RocgerFeLLER. Yes. 1 think that very large credits would be
involved particularly in the development of natural resources, such
as gas, which the Soviet Union has and which we would be interested
in buying. Probably such very large credits would not be necessary
for the development of factories or other exports from the Soviet Union
which involve less sizable sums of capital.

In the case of natural gas, there are two projects, of course, that are
presently under consideration, both. of them in Siberia. One would
result in sending gas to the west coast of the United States and the
other to the east coast. In each case, we are talking in terms of perhaps
$5 billion of expenditures in order to develop the gas fields, provide
the pipes to ports in the Soviet Union, and then to provide the liquefied
natural gas ships.which would transport the gas once it got to the
Soviet, ports. ’

My own feeling is that in order to finance projects of this size, as-
suming that we determine it is in our national interest to have them
developed and the Soviets wish to proceed, which I think they do, I
believe this will require international banking consortia. I don’t be-
lieve that it is going to be possible to find exclusively in the United
States, $5 let alone $10 billion that could be tied up for long periods
of time in the Soviet Union.. : ‘

Furthermore, I am not sure that it wouldn’t be preferable to have
other countries participate such as Japan and Western Europe na-
tions, because if all the major non-socialistic industrial powers are
involved, the risk down the road of the Soviets changing their minds
and not letting the product be exported is greatly diminished.

It also has the further advantage that it would mean a less heavy
concentration of dependence on the part of the United States in Soviet
sources of supply. .

Representative Wim~ars. There is one thing that T have always
wondered about and never quite understood. How do you find out the
value of a ruble?

Mr. RockereLLer. Well, T think that is a very good question. If you
go to Moscow and try to exchange American traveler’s checks, you are
given a very specific rate of exchange. But I think it is perfectly clear
that if the ruble were sold in the open market, the exchange rates you
get in Moscow would not prove to be very realistic ones.

There is, in fact, no way of testing it in the marketplace because
the Soviets have not wished to make the ruble convertible. Until they
do. they set the price and people accept. the price or not.

Representative WIpNALL. Isn’t this, then. one of the great hazards
haneing over all of our trade relations with Russia ?

Mr. RockrreLLir. I think there is no question about that and for
that reason, I think it is likely that many of the important trade rela-
tions will be based on barter deals. You have probably read about
some of the proposals of Mr. Armand Hammer from Occidental Pe-
troleum, which, n effect, include exchanges of commodities and prod-
ucts to avoid precisely the issue you speak of.

Representative WoNavr. Thank you. My time is up.
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Senator Proxmire. Congressman Reuss. .

- Representative- REuss. Thank you, Mr. Vice -Chairman. :

-Mr. Rockefeller, I am personally very happy that the Chase Man-
hattan Bank has opened its representative office in Moscow, in May,
and that you were there and you talked to Prime Minister Kosygin.
It may interest you to know when a delegation of this committee, con-
sisting of Senator Humphrey and myself, saw the Prime Minister
at the Kremlin last winter, he said that there were three Americans
whom he most admired—David Rockefeller, John Kennedy, and Rich-
ard Nixon.

Thus spaketh he. . ’

In the Kama River Truck Plant financing, I understand that the
Chase Manhattan Bank participated to the extent of some $86 million,
matched by the Ex-Im Bank for a similar amount. '

Mr. RocgerFeLLER. That is correct. : :

Representative Reuss. Can you tell us the respective interest rates
charged ? ' : ‘ :

Mr. RocrereLLER. The rate that we charged was based on an‘interest
rate picture in the United States which was quite different than it
is today. The Export-Import Bank rate was somewhat lower. Clearly,
this would be higher were the deal negotiated today.

On'the other hand, it is over a period of 10 years. Whether interest
rates will remain that high over that period seems to me to be another
question. I certainly hope that they will not. Therefore, the rate over
a longer period of time, we believe, could very well be a reasonable
one.

Representative Reuss. The Chase Manhattan Bank’s participation
and particularly its interest rate have been criticized by some other
bankers. According to a recent article in the Los Angeles Times, one
banker, name not given, is quoted as saying :

_ That was a pretty sweet deal ; it is likely a loss leader for an American bank.
It is not economic when you have to pay 7.5 percent to borrow money overnight
in New York.

Since this is anonymous, I won’t carry it farther, except to ask this:
Would you agree that American banks which participate in Soviet
financing oug‘ﬁt to charge market rates of interest and ought not to
give subsidized, loss leader, or whatever you want to call them, interest
rates to the Soviet Union ? '

Mr. RockEFELLER. I do indeed agree, but as in any deal, I think that
one has to take a number of circumstances into account and the inter-
est rate is not the only benefit to be derived. But I would also point
out, as I did previously, that although it is true that the interest rates
that we have to pay for money now are very much higher than the
rate that we are getting on this particular loan, that was not the case
when we made the deal.

I think it is also noteworthy that the same banker who made the
particular observation to which you allude, himself visited Moscow
shortly thereafter, presumably feeling that there was interesting busi-
ness to be obtained.

Representative Reuss. My reasoning for not giving the Soviet
Union, or any other foreign country, a loss leader subsidized rate of
interest is largely that if there are some loss leaders in a lending insti-
tution’s total portfolio then the rest'of the portfolio has to earn higher
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interest rates in order that the lending institution may make out over-
all. ' '

With. interest rates in the United States already high, I think most
members of this committee would want to be sure that they don’t go
higher because the total pool which American lending institutions had
to make available to borrowers is dissipated by cutrate loans to non-
Americans. '

But I gather you agree with that.

Mr. RockerFELLER. 1 completely agree.

Representative Reuss. Is the Chase’s Kama River Truck Plant loan
guaranteed ? :

Mr. Rockererier. Noj it is not. : ) )

Representative Reuss. In other words, the guarantee was the Exim-
bank’s half of it and you are on your own in your effort ?

Mr. RockereLiEr. This is right. I will say we take some comfort in
the fact that payments are to be made to the Eximbank and ourselves.
It seems'to us a good deal less likely that they would pay one lender and
not the other, and it seems to us that inasmuch as the Eximbank is a
Government organization, that they are not likely to fail to pay it.

But I would have to say beyond that, that the record of the Soviet
Union in living up to its agreements, once they are made, is excellent.
We have had dealings with them over a long period of time and have
never had any payment in default or even any deferral of payments.
So we believe it is a good risk.

Representative Reuss. If I am not mistaken, not only in the case of
your institution, but throughout, it is true that they have never de-
faulted, is it not ?

Mr. RocrerFerLERr. So far as I know, there are no examples of where
they have failed to live up to an agreement they actually signed. They
make tough agreements, but once they make them, they live up to them.
That is our experience.

Representative Reuss. Thank you. My time is up, Mr. Vice Chair-
man. -

Senator Proxmire. Congressman Blackburn.

Representative Buacksurn. Thank you, Mr. Vice Chairman.

I, too, want to express the appreciation for you gentlemen taking
your time to appear before this committee, but I am going to make a
rather unflattering observation at this point and I hope you will be
tolerant of it.

As I witnessed your testimony, and read both of your testimonies,
I am reminded somewhat of the method used for capturing monkeys.
You know, you cut a little hole in the coconut, the monkey sticks his
hand in and balls up his fist to draw out the meat. He doesn’t let go
of the coconut, and before he lets up, he has been caught.

I have the feeling that you gentlemen, in your anxiety to make
profits, are overlooking perhaps some rather fundamental concepts.
Underlying the testimony of both of you is a premise I am going to
challenge. That premise seems to be that the Soviet Union can get what
it wants from other countries anyway, and they can achieve their objec-
tives anyway without American help.

Now, when we consider events during the past 12 months, I think
that that premise is pretty badly shattered. When the Soviet leaders
have to come to this country as the only country in the world that can
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provide them with the grain necessary to feed the population, I chal-
lenge your statement that they can achieve everything that they want
anywhere else. Lenin himself made the statement: “Revolutions are
born on empty stomachs.”

The Soviet Union was facing a very imminent prospect of empty
stomachs within their borders this past winter. No other country could
have provided them with the grain necessary to feed their.population.
Australia and Canada, both advised the U.S. Agriculture Department
that the Soviets were going to be in dire need for grain this past year,
but we just sloughed it off and bailed them out.

Not only did we take the pressure off their leaders to feed the popu-
lation, but we subsidized it and did it on credit. This reminds me of the
observation the Vice Chairman made : That the capitalist would be the
man to sell you the rope to hang him. We are going one step further:
We are going to finance it for them.

How does this jibe with your assessments they are such a self-sup-
porting nation, when they were facing the prospect of hungry bellies
and they couldn’t go out and buy their groceries with cash?

That is an interesting observation, I agree. There is no answer to it.

Senator Proxmrre. I think the witnesses were wondering which one
you wanted to answer. :

Representative BLacksurn. Either; both.

Mr. Kenwna. I think we primarily are addressing ourselves to the
uestion of what sort of technologies, what sort of machineries, and so
orth, are available and would be available through an expansion of

Soviet trade. Certainly, when you look at the productivity currently
in the agricultural system of the Soviet Union compared to ours, there
is no comparison, and this is for a lot of reasons. ‘

My own observation has been—and I have had a great deal of con-
versation with the American businessmen about this sort of trade—
that while they are very much interested in “coconuts,” as you put it,
they are also interested from a very pragmatic and hardnosed stand-
point. When we look at doing business with the Soviets, there really is
a triple element of financial risk, I believe. That is the risk assumed
by the private banking sector, the risk assumed by our own Govern-
ment banking institutions, and the risk that the companies must take
if they engage in this sort of commerce.

I don’t know anyone that is looking at this in any sense other than a
very hard-nosed and practical sense. There is great concern about this,
obviously. But I do think that looking at equipment available around
the world today, looking at the technology available in most of the
Western nations, I do think there are things available, there is farm
equipment available ; there are things of this sort available.

There are perhaps not some of the research technologies in the
animal husbandry field or agricultural research that may be more
advanced in this country, but I generally believe most of the kinds
of things the Soviets would want to purchase are freely available to
tlll)im and available with the same sort of credit terms we are talking
about.

Representative BLacksurN. Now, we are leading into the second
part of our question, and I think Mr. Rockefeller would be the one
to address himself to this. The prospects of proposals I have seen for
current trade expansion in Soviet trade is generally a one-way street:

23-245 0-74-3
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That is, American goods, American technology, financed by American
capital.

0, we are not only exporting technology and goods, we are also
exporting capital. This may show a short-term benefit as far as balance
of trade 1s concerned, but the balance of payment problem is not going
to be solved by financing these vast improvements in the Soviet Union.
The net effect of this export will be to build up the industrial base
within the confines of the I§oviet Union.

How are we going to secure repayment? This is relevant to the
question you raise, Mr. Kenna. How can we be assured of repayment
of these debts, if everything we have sold them is located within their
borders? We can’t go in and repossess it. When we talk glibly about
purchase of energy from the Soviet Union. I have seen no figures as
to what price per thousand the Soviets would sell us gas for. I have
heard a figure of $1.65 per thousand, which is hardly attractive.

There has been no discussion as to what price we are going to pay
for the oil, while they are going to be sitting on the spigot. How are we
going to assure ourselves of repayment of these vast sums of money?

Mr. RockErFELLER. On the question of the terms of the credit in rela-
tion to natural gas, we are still a long way from any agreement. Cer-
tainly, price is a major question. Also, there is question as to how
much of the production they would permit to go to the companies that
made the deal. Clearly, they wouldn’t make the deal unless this was
_ considered attractive to the companies involved, and also unless the
U.S. Government determined that it was in the best interest of our
country to participate in the development of natural gas resources
there for our future use. ~

Representative BrackBurN. I see my time has expired. I want to
make this observation. Unless we can see some basic structural changes
within the Soviet Union : That is, the method of governing themselves,
the freedom of their people—and I am not narrowing this to the ques-
tion of Jewish freedom to emigrate from the Soviet Union—I am
thinking about the realistic prospects of liberalization within the
Soviet Union itself. Until I can see some basic structural changes
there, all I can see is the prospect of Soviet trade with the United
States with us strengthening the hands of a very barbaric dictatorship,
and T am not much encouraged along that line.

Mr. Rockererier. Could I make one comment on that?

Senator Proxmire. Yes, indeed. ‘

Mr. RockerELLER. I personally think it would be unrealistic to think
that they are going to change their basic structure of government. They
are pretty well entrenched and whether rightly or wrongly, I don’t
think that they are going to abandon socialism as a method of oper-
ating their country, although I do think that for the last 50 years, one
has seen a good many modifications in the Soviet Union. And I think
that one of the things that could bring about further modifications,
particularly in their relations with the rest of the world, is the clamour
of people within the country for higher standards of living.

They certainly have not got as high a standard of living as one
might have expected after 50 years of their system. I believe the more
their people get some of the good things of life, they will be less
anxious to devote a large part of their gross national product to mili-
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tary expenditures and expansion and they will be more anxious to
live happy and comfortable lives.

Representative BLackBurn. Here, again, you are making an assump-
tion that I think is totally invalid, and that is that the Soviet leader-
ship is responsive in a democratic way to popular demands. If that is
the case, it hasn’t been evident so far. The fact that they responded to
popular demand only when they saw prospects of people going hungry
in the last year, is the most popular demand they answered.

My time has expired.

Mr. RocrereLLEr. They certainly don’t respond in our kind of
democratic way to popular demand. There is no doubt about that.
On the other hand, it would be unrealistic to think the leaders of the
Soviet Union are unmindful of the pressures of their population. I
suspect that they are a good deal more than perhaps they or we tend
to recognize. I think this is one of the hopeful aspects of greater
contact.

The more the people of the Soviet know something about the way -
people in the rest of the world, particularly in the United States, live,
the less likely they are going to merely go on tightening their belts
instead of living a better life.

Senator ProxMIRE. Gentlemen, the time is 12 past 11. I understand
you have another appointment. Senator Humphrey has come in.

Senator Humprrey. I understand.

Mr. Kenna. My time is a little better. I have another 10 or 15 min-
utes, if that would be helpful.

Mr. RockereLLer. I would be happy to stay if the Senator has any
questions. ‘

Senator Humparey. Well, I thank the witnesses very much, but I
arrived late because of another committee meeting that we have. We
have our problems around here with other meetings.

My main concern, if I might just ask for your commentary about
it, about the relationship, economic relationship with the Soviet Union,
does not bear on whether or not they will repay or whether or not
we will benefit in terms of some of our needs. I think we could benefit ;
I believe that there could be arrangements made that would fasten
down the payment about as well as we can get from any other
country.

As a matter of fact, there is evidence both the Mainland Chinese
Government and the Soviet Government are pretty good on payment.
For what reason, I don’t know, but they seem to pay their bills, at least
the bills that relate to their new regimes; that is, since the Communist
takeover. .

What I am concerned about is whether we are negotiating with
the Soviet Union as intensively as we are involved in economic rela-
tions for the reduction of arms—1I will put it directly. We are off on
a spending spree on military items—defense expenditures represent a
tremendous section of our budget. We say we have to do this be-
cause we live in an uncertain and insecure world and one of the areas
of uncertainty and insecurity is the powerful military establishment of
the Soviet Union.

The Soviet Union responds by saying they build their fleets, their
airpower, their missiles, in part because of -the growth of American
military power and, of course, because of the difficulties that they are
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having with the People’s Republic of China along that vast frontier.

What I see is a pattern of our engaging in an international opera-
tion; as we have done here at home, we are trying to finance domestic
programs that cost billions and military programs that cost billions
at the same time. In other words, to have both the fire power and the
good life.

Tt seems to me that there is some danger in the present situation of
our being engaged in an international financing credit operation with
the Soviet Union, where they want to build up their resources, under-
standably develop their resources, where it is to our advantage to
see they develop those resources, particularly if we can get the oppor-
tunity to purchase some of them, or if they use them in terms of re-
payment for our credit, but they continue to go on with their military
expansion.

In other words, they get the best of two worlds as far as they are con-
cerned : No. 1, military expansion ; No. 2, development of their domestic
resources. Our credits, our helpful financing, both public and private,
to Soviet economic expansion and development of their resources, does
not compel them to take a good hard look at how much they are spend-
ing or, in my book, wasting on vast amounts of military expenditures.

The only way I see we are going to bring this armaments race
under control is for both of these countries to shape up to the financial
insanity in which we are presently involved, where we are spending
ourselves into oblivion, literally, trying to maintain a domestic econ-
omy on the one hand, we at a high-type of domestic economy, doing
evervthing we possibly can for the good life; and they on the other
hand trying to develop their resources, which is very costly, at the
same time going right on producing nuclear missiles, nuclear sub-
marines, huge bombers, vast troop deployments.

We are involved in it; they are involved in it. We borrow the money
to finance what we are doing for ourselves in part and we borrow the
money to help them finance what they want to do.

This is what bothers me. It is not the economics. May I say, Mr.
Rockefeller, I happen to believe in the East-West trade; I think it is
what you indicated, a chance for a hope for a better world. I think it
condifions the environment for peaceful existence and coexistence. But
what worries me is that I don’t see we are cutting into the weaponry,
cuttine into the military expenditure.

I told Mr. Kosygin when I saw him in December just what I am
saying now, if they cut back on their expenditures in the military
and we could cut back on ours, two things would happen: They
wouldn’t have to borvow as much from us and we wouldn’t have to go
in debt, as much as we are, that both of us would benefit. And security -
is relative. ‘

If we both make 25-percent reduction, we would both be better off
and they would have to borrow less to finance their developments and
we would have to provide fewer credits to finance our arrangements
with them and to take care of ourselves.

‘What is your view on that and what can we do about it?

Mr. RockEFELLER. Senator, I share your concern. I think this is the
most concerning thing in international relations today, the competi-
tive arms race between our two nations. All T would say is that by
withholding exports from the Soviet Union, which we have done for
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the past 25 years, we have certainly not stopped the arms race. On the
contrary, it seems to have continued.

I think it is worth at least a good hard try to establish a new rela-
tionship with the Soviets, which would have to be a complete one; it
can’t be just on the economic front. There obviously have to be efforts
in the political sphere and, of course, here is where the SALT talks
and other negotiations to try to reach some kind of arms limitation
on mutually acceptable basis are so important. I certainly would not
favor the establishment of economic relations without concurrently
making every effort to find means of reducing armaments expendi-
tures.

Senator HumpHrey. My concern about this is whether or not we
sort of regulate the flow of credits on the basis of accomplishment or
progress 1n the arms control area. Because I think that we have to
recognize that there are certain objectives the Soviets have. I am not
extolling them for them, even though I hope they are not successful.
They would like to get, very much, the United States totally out of
Europe ; no doubt about that.

This has been a long-range objective and we seem to be cooperating
in some areas of that. I am not about to cooperate on that myself.

I think they would like very much, in a sense, to neutralize Western
Europe. I don’t think there 1s much doubt about that and they may
very well succeed if we don’t watch,out with our practices, embargoes
on exports, and whatever else we do. I think they would like very
much to get vast credits. They can get credits not only from us but
from Europe. They have Eurodollars. The Europeans are perfectly
willing to do a lot of financing.

I understand they financed billions of dollars in short-term credit
in Eastern Europe this past year.

But my real concern, and I know there is no immediate answer and
I recognize the validity of your earlier comments; namely, that we
tried the other way and it didn’t work. But I happen-to believe
Brezhnev has to deliver. I think he remembers Khrushchev very well,
because he had something to do with seeing Khrushchev went into
political oblivion.

T happen to believe the Russians looked at Mr. Gomulka in Warsaw
in December 1970, and saw what happened to him. And when Gierek
came in with the promise of not only a better life, but more of the good
things of life. consumer goods, with uprisings in the factory towns of
Poland, the Russians did not move in any troops as they did on
Czechoslovakia.

Within 4 months, Mr. Brezhnev called a meeting of the Party Con-
gressin April 1971 and said:

Look, the Poles aren’t going to get ahead of us; I am going to promise you more
food, promise you automobiles, and promise you all kinds of consumer goods, and
we are going to have a better life.

He made a political promise. And in the Soviet Union, when you
lose an election, you don’t have a chance to recycle, you are out. I don’t
think he wants to lose. I think that is why he came here.

Don’t misunderstand me; I think that is a healthy development.
But as long as he needs something, I hope that we understand the
importance 1n this Government of really insisting on arms control and
that means we have to discipline ourselves, because I am not at all sure
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we really believe in it as much as we write about it. That is my concern.
We are worried about nuclear arms, to be sure, but conventional arms,
deployment of forces, I am not sure we have really been willing to .
use, rather ironical or paradoxical, a simile, I am not sure we have been
willing to bite the bullet.

Mr. RockrreLLER. | agree with you, Senator. I do feel, though, that
the very pressures you speak of in Poland-—and I think they are being
felt in the Soviet Union—may be the hope for the future. These pres-
sures are very real, and the Soviets, as well as we, are perhaps begin-
ning to learn they can’t expand all over the world and that they have
limited resources. Perhaps this will bring about the kind of necessary
arms reduction you speak of.

Mr. Kenna. Senator, I would like to make one additional comment
on arms reduction. I don’t really believe we could have confidence in
SALT talks, in bilateral agreements on arms control between our two
countries, and have confidence that these agreements were in fact valid,
unless there were, along with that, an opening of the two societies to
each other through commercial interests and through our exports with
Russia. We would indeed have a great deal more confidence in these
arrangements than we would have if we stood apart from them as we
nave. .

Senator Huyrarey. I don’t want us to stand apart, I want to be
very clear on that.

Mr. Ken~a. I understand that.

Senator Hunmpurey. I happen to believe in the closer relationship.
I believe in peace in the world.

Mr. Ken~a. I know that.

Senator Huapurey. I am concerned about lots of credit from our-
selves for them to go on building these planes, go on building these
missiles, go on building these fleets, and God only knows there has to
be an end to it some place; you can’t do it all. I just hope that these
leaders, when they get together, not only talk about getting gas and
oil, but how they get rid of some of these unbelievable military expendi-
tures which have become like an anvil around the rest of the world
community.

Senator Proxmire. Gentleman, thank you very much. We most ap-
preciate your excellent testimony. It has gotten us off to a fine start.

Our next witness is Prof. Abram Bergson, professor of economics at
Harvard University.

You have a brief statement. Five members of the committee are ready
to question you. We also are expecting a vote on the floor, so Senator
Humphrey and I have to leave and go to the floor and vote and come
right back.

STATEMENT OF ABRAM BERGSON, GEORGE F. BAKER PROFESSOR
-OF ECONOMICS, HARVARD UNIVERSITY

Mr. Berason. May I say first that I am pleased and honored to
appear before this distinguished committee to comment on the economy
of the U.S.S.R. in the seventies.

The Soviet economy entered the seventies after a decade of quite
rapid, though by no means unmatched, growth. During the sixties,
the Soviet GNP grew at an average annual rate of 5.5 percent. That
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tempo compares favorably enough with that of the United States, 4
percent, but was fully matched by that of Italy, 5.5 percent, and need-
less to say hardly compares with that of the West’s stellar performer,
Japan, which was 11.1 percent.

_ While comparison with the United States is of particular interest
in this country, that with Italy and Japan has its point, for these
countries have lately been at a stage of development more or less com-
parable to that of the U.S.S.R. The Soviet tempo was also fully
matched by France’s 5.8 percent but somewhat exceeded Germany’s 4.8
percent. Like the United States, however, both these countries are
more advanced economically than the U.S.S.R. and do not enjoy in the
same degree as the U.S.S.R. the so-called advantage of backwardness—
opportunities for technological borrowing from more advanced coun-
tries and the like.

Will the Soviet Union be able to sustain in the seventies a swift
growth such as that achieved in the sixties? If the latest 5-year plan,
which went into effect in 1971, is at all indicative, to achieve such
growth is essentially the Soviet Government’s aiim, but the possi-
bility of doing so has already been compromised somewhat by the
extraordinariy bad harvest of last year. While that was due primarily
to exceptionally poor weather, it reminds us that Soviet economic
progress still is often hampered by the underperformance of
agriculture. )

But in seeking to sustain rapid growth, the Government is also
encountering other and more deep-seated difficulties. Most importantly,
by Western standards, Soviet growth has been notably costly in terms
of labor and even more notably costly in terms of capital. In achiev-
ing its 5.5 percent yearly growth of output during 1960-70, the Soviet
Union had to increase its stock of enterprise fixed capital by some 6.8
percent annually.

While the enterprise fixed capital stock of Japan grew still faster,
the Soviet tempo is unmatched elsewhere among the Western countries
I have referred to and nowhere, not even in Japan, is there such a
large incongruity between the growth of capital and the growth of
output. In Italy, enterprise fixed capital grew less rapidly than output.

In sum, in achieving rapid growth the U.S.S.R. by Western stand-
ards, has relied very heavily on factor inputs, especially capital, and
has been able to realize only relatively limited technological progress,
including both technical innovations and gains in organizational effi-
ciency. That is by no means a novel situation in the U.S.S.R. The heavy
reliance on factor inputs, as distinct from productivity-increasing
technological progress, became a characteristic feature in the U.S.S.R.
almost from the beginning of the 5-year plans under Stalin.

But the corollary of such high-cost growth is a very modest return
to consumers, and while Stalin apparently did not find that too dis-
concerting, his successors have become increasingly committed to a
policy of assuring very real progress in consumption standards for an
ever more literate, sophisticated, and demanding population. The com-
mitment, while still not irrevocable, appears underlined by the Gov-
ernment’s reaction to last year’s harvest failures, particularly the use
of more than $2 billion of scarce foreign exchange to purchase abroad
the wholly unprecedented total of 31 million tons of grain. Under
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Stalin, it was not unusual for grain to be exported in the face nf domes-
tic shortages. ‘

The further corollary is that in seeking to sustain rapid growth, the
Government in the future must somehow accelerate technological
progress. To accomplish that on an economy-wide scale is not an easy
task, and what success the Government will have with it remains to be
seen, but the Government has clearly apprehended that accelerated
technological progress is now a cardinal imperative. We must see in
that light, I g;el, developments that have been so much in the news
lately, and which are of special interest to this committee.

I refer to the transformation that is in progress in Soviet economic
connections with the West, including the United States. Our chairman
has asked whether the new commercial relationship that we are appar-
ently in the process of establishing with the U.S.S.R. will be as bene-
ficial to.the United States as to the U.S.S.R. The new relationship
should it fully materialize, clearly will involve a considerable expan-
sion of trade and, as the primers teach, that should be advantageous to
both parties. Moreover, comparative benefits from such transactions
are not readily quantifiable, but it is fairly evident, I think, that the
U.S.S.R. has more to gain than we from the new relationship.

That would be true even if the expanded trade were continually
in balance, for the opportunity that such trade would provide for
increased specialization and ‘accelerated technological borrowin
should be especially valuable to a country such as the U.S.S.R. whic
has long been more or less isolited from world markets and, despite
very real innovative accomplishments, continue to lag technologically
behind the United States. ‘

The gains to the U.S.S.R. will only be relatively the greater if,
as seems inevitable, Soviet imports from the United States are for
o time, financed substantially by credits, and arrangements are also
made for the import of U.S. technology directly as well as in the form
of U.S. machinery and equipment.

Senator ProxMIRE. ;% I might interrupt, that is a rolleall. I am
going to leave and turn the committee over to Congressman Reuss
and be back shortly.

Representative Rruss [presiding]. Please proceed, Mr. Bergson.

Mr. Berason. We must not exaggerate the Soviet benefits from the
new relationship. The U.S.S.R. has accomplished much in economic
isolation from the West, and even if it should continue to be isolated
from thé United States, it clearly would still be able to draw exten-
sively on Western goods, technology, and credits through expanded
commercial relations with other countries, particularly Germany and
Japan. But for the U.S.S.R. increased commerce with the United
States clearly has a value of its own, the more so at a time when the
Government must find new sources of sustained economic growth.

Our chairman has also inquired whether, because of domestic eco-
nomic difficulties, the prospect has been enhanced that the U.S.S.R.
will devote fewer resources to military programs. As will be evident
from all that I have said so far, I agree that the Soviet Union is ex-
periencing economic difficulties domestically. Indeed, as seen here, the
difficulties may be more profound than often supposed but, if experi-
ence teaches anything, it is, T feel, that the Soviet Government is most
reluctant to limit defense expenditures in any consequential way purely
for economic reasons.
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.Should political circumstances permit, however, the Government
no doubt would find limitation of defense expenditures advantageous
economically. In effect, the tension between the conflicting concerns for
rapid growth and improved consumption standards would be some-
what eased through the restriction of resources committeed for defense.
As for the political circumstances, relations with the West apparently
are on the uptick. Perhaps I should remind you though that the Soviet
Government, in determining defense outlays, is also much concerr.ed
about its relations with China. There, for the time, no amelioration ap-
pears to be occurring. Circumstances are relatively favorable to nego-
tiation with the U.S.S.R. over defense limitation, though reaching
mutually satisfactory agreement remains a difficult task.

I am taking the liberty to insert in the record an article that I have
recently published which elaborates more fully than I have been able
to do here on the forces shaping current Soviet economic trends.

[The article referred to above follows:]
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SOVIET ECONOMIC PERSPECTIVES: TOWARD A NEW GROWTH MODEL
(BY ABRAM BERGSON) )

role in an increasingly integrated Comecon.

By Abram Bergson

An attempt to peer into the long-term future of
the Soviet economy is always timely, but it is espe-
cially so after the launching of a new five-year plan
proclaiming rather novel priorities.? Such an attempt
should properly rest on substantial statistical projec-
tions of a kind that still remain to be made for the
USSR. Even on the basis of limited inquiry, however,
it is clear that the Soviet economy has for some time
been in a high degree of flux. The resulting change
in structure may be more profound and enduring
than many commentators on the new plan have sup-
posed. Indeed, the famous Soviet model of economic
growth that Stalin initiated with the five-year plans

Mr. Bergson is George F. Baker Professor of Eco-
nomics at Harvard University (Cambridge, Mass.).
His many books and articles on the Soviet economy
include Planning and Productivity Under Soviet
Socialism, 1968.

Soviet Economic Perspectives

EDITORS’' NOTE: Soviet leaders in recent years have shown signs of responding to mounting
pressures for change in the configuration of the USSR economy and in its external relationships.
The three articles below examine several critical dimensions of this metamorphosis, and articles
in subsequent issues will examine other aspects. In the first contribution here, Mr. Bergson
argues that the escalating economic costs of forced-draft growth are compelling the Soviet regime
to shift from the traditional Stalinist model toward a more balanced approach to economic
development. Mrs. Schroeder focuses on the dilemmas facing the Soviet leadership in the
consumer sector as it attempts to overcome the results of decades of investment neglect and the
inflexibility of the management system in order to satisfy increasingly sophisticated popular
demand. In the final article, Mr. Fallenbuchl expands the perspective to the Soviet-dominated
Council for Mutual Economic Assistance; he traces the legacy of the Soviet command model in the
East European economies and examines the economic forces tending to give the USSR a pivotal

Toward a New Growth Model

appears at long last to be passing from the Soviet
scene.

Like any relatively modern economy, that of the
USSR consists of a myriad of activities, but the
results of all these are summarized in the country’s
real national income. Hence, the trends that are
relevant to the present inquiry may be explored by
focusing on movement in that cardinal indicator
and particularly its best known variant, the gross
national product (GNP).

1This article is 2 revised version of a concluding dliscussion
presented at a i on Soviet held in
Brussels on April 14-16, 1971, and published in Y. Laulan, Ed.,
Prospects for Soviet Economic Growth in the 1970's, Brussels, NATO,
1971. The revislon has provided an opportunity, among other
things, to correct a transcription error affecting the estimated
magnitude of Soviet capital stock in 1970 and to take account of a
revision in Stanley H. Cohn's calculations of the Soviet gross
national product, These modifications are reflected in Tables 1 and 2
In the ensuing discussion.

[Reprinted with permission from Problems of Communism, March-April 1973]
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Toward a New Growth Model

Inquiry into the future mus: begin with an analysis
of the past. Therefore, let us at the outset look at
trends in Soviet national income since the com-
pletion of the initial postwar five-year plan in the
year 1950,

Past Trends

After 1950, as is well-known, the national income
at first increased rapidly, though probably not quite
as rapidly as is often supposed. During 1950-58,
according to Stanley H. Cohn's well-known calcula-
tions, it grew at an average rate of 6.4 percent a
year (see Table 1.)* That is somewhat lower than
the rates indicated by other Western data, but it
must still be much nearer the mark than the official
Soviet claim of 10.9 percent. (This figure relates
only to “material output,” and such Soviet data must
for familiar reasons be treated very skeptically.?)

Even according to Western calculations, the
tempo of Soviet growth much exceeded that of the
US (2.9 percent). But it is worth noting that the
Soviet growth rate was nearly equaled or surpassed
by the growth rates of italy (5.6 percent) and
Western Germany (7.6 percent). Moreover, it fell
well shy of that for Japan. In these early years, Japan
had not quite achieved the economic miracle that
is now a hallmark there, but its rate of growth was
already an impressive 8.0-9.0 percent.

Since 1958, as is well known too, Soviet growth
has slowed. As Table 1 shows, the retardation is
manifest in both Cohn's and the official Soviet data
(curiously enough, it is more marked in the official
figures than in Cohn's). Why the slowdown? The
question has often been discussed, but there may
still not be general understanding that no cor-
responding retardation occurred in the growth of
inputs of the two principal productive factors gen-
erating output—capital and labor. According to both
official Soviet and Western data, the available stock
of capital increased during 1958-67 at about the

* Readers should be alerted to a very speclfic usage in the
author's presentation of growth statistics, He always Includes the
base year as well a3 the years for which pertormance is being
examined: e.g., growth “‘during 1950-58" signifies output

same rate as during 1950-58 (Table 1), and the
tempo was extraordinarily rapid (a matter to which
we shall return later). Similarly, Murray Feshbach'’s
calculations with regard to employment (Table 1)
show that it also rose at much the same rate during
1958-67 as during 1950-58.

The slowdown in output growth, then, was due
essentially to a decline in the rate of productivity
irfcrease. While that is already evident from the
trends in output and factor inputs, it becomes even
more obvious if we average the rates of growth of
capital and labor in a way that has lately become a
standard practice in economics. Using this method,
we can calculate the rate of growth of output per
composite unit of labor and capital together, or
“factor productivity” as it has come to be called.
During 1958-67, that rate was significantly below
the corresponding one for 1950-58 (Table 1). A
computation of factor productivity for a non-market
economy such as that of the USSR, it is true, is
almost inevitably rather arbitrary, but the results
obtained are still illuminating.?

Why the decline in the growth of factor produc-
tivity? There are, perhaps, too many reasons. For

3The arbitrariness derives in part from the difficulty of obtaining
for the USSR meaningfu! factor Income shares, such as are
generated in » market economy, o use as weights in averaging
the rates of growth of labor and capital. This paper employs
weights of 0.6 and 0.4, for the two tactor ights
suggested by relevant Western experience.

At least for the technically initiated, it should be expialned that |
felt it appropriate, in the case of capital, to adopt an income
share that is gross of depreciation even though what is In question
here Is the growth of net capital stock over time. Also, inputs
have been averaged “logarithmicaity”; hence, | have in effect
assumed a so-called Cobb-Douglas production function, in which the
“elasticity of substitution” of inputs of caplital and labar is taken
to be unity. Mowever, the elasticity of substitution in Sovlet
circumstances may be less than unity. Under such a conditlon,
the growth of calculated total inputs would tend to slow down even
though the rate of Increase In inputs of ingividual factors remalned
unchanged, and the tempo of factor preductivity growth would
not decline as much as it does in the present calculations,

But the problem of decllning factor productivity, to which the text
turns next, is then transformed, at least in part, into one of a
declining rate of return on capital, and much of what is said,

t believe, is stii! relevant.

Inasmuch as we shall later empioy the Cobb-Oouglas function
in projecting future Soviet economic growth, a word or two about
the impact that an elasticity of substitution Tess than unity would
have on these projections seems in order as well. Since under such

in the years 1951-58 from levels achleved in 1950.-—Eds.

2For a recent appraisal of the official data, including the nature
of the Soviet concept of national income, see Abraham S. Becker,
“National Income Accounting in the USSR”; Stanley H. Cohn,
‘“‘National income Growth Statistics™; and Abram Bergson,
“Soviet National Income Statistics: Summary and Assessment,”
in V. G, Treml and John P. Hardt, Eds., Soviel Economic Statistics,
Durham, N.C. Duke University Press, 1972,

a the tempo of factor-1 productivity

growth rises for past years, one might well assume that higher
rates would result for the tuture, too, but there are also indications
that the rate of growth of total inputs of labor and capital will
decrease. Therefore, trial calculations for projections of total GNP
growth based on an assumption of an elasticity of substitution

less than unity suggest that such projections might be fess favorable
to the USSR than thase made here, which are based on an
assumption of an elasticity of unity.
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Table t: Selected E icl

s for the USSR, 1950-75

(average annual rates of growth, in percent)

1950-58 1958-67 1967-70  1970-75 (Planned)

National income, Soviet official data* 109 7.2 7.3 6.7*
GNP, Cohn calculations 6.4 5.3 34¢ n.as¢
Capitat investment, Soviet official data® 129 76 7.5 6.7
Gross investment, fixed capital, Moorsteen-Powell calculations 11.4 69 na. n.a.
Gross investment, Moorsteen-Powell calcutations 12.2 6.1° n.a. na
Fixed capital stock including livestock, Soviet official data 83¢ 83 75 na.
Net fixed capital stock, Moorsteen-Powell calculations 10.0 9.4 n.a. na.
Net capital stock, Moorsteen- Powell calculations 9.0 9.0 na, na.
Er t, Feshbach « 15 18 1.7 1.7 n.a.
Total input of capital and labor 4.6 4.6 n.a. n.a.
Factor productivity (GNP per unit of labor and capital) 1.7 0.7 n.a. n.a.

« National income unless otherwi:
& National income “‘utilized tor consumption and accumulation.” For

« This figure is for 1967-69.
d4“n.a’ means “not applicable” or “not available.”

* These figures cover 1958-66.
9 These figures are for 1950-59 and 1959-67.
SOURCES: T:

T
piatitetnii plan razvitiia narodnovo khoziaistvo SSSR na 1971-1975 gody
the USSR for 1971.75), Moscow, 1972, pp. 62.75, 345, 352.

Stanley H. Coha,

Powell, The Soviet Capital Stock, 1928-1962, Homewood, Ill., 1966, Pp.

of Commerce, February 1970, processed.

one, in 1956 Nikita Khrushchev initiated a reduction
in working hours which ultimately led to the estab-
lishment of an approximately 40-hour week in indus-
try in place of the 48-hour week that had prevailed
in the early 1950’s. That reform had already had
some impact before 1958, but its principat effect
came in subsequent years. Thus, it would have
tended to reduce productivity growth in the post-
1958 period compared with the pre-1958 one.

Another cause lay in the proverbial vicissitudes
in agriculture—most importantly, Khrushchev's
heroic interventions, notably the great New Lands
Program. This innovation had a favorable outcome at
first, but progress became relatively stow and un-
certain after the great crop of 1958.4

Still another element in the slowdown has been
the well-known deficiencies of the Soviet system of

4 Note, however, that chiefly as a consequence of the New tands
Program the cultivated land area increased sharply during the
years 1950-58. If our calculation of productivity were extended
to include agricultural land as an input (as might be proper),
productivity growth during 1950-58 would be somewhat reduced as
compared with 1958-67.

“General Growth Perfarmance in the Soviet Economy,” in Joint
and the Military Burden in the Soviet Union, Washington, DC, US Government Printing Office, 1970 p. 17; Richard Moorsteen and Raymond P
and

1965-70, such income grew at an average a2nnual rate of 7.1 per cent.

The corresponding figure for ‘national income “produced” was 7.7 per cent.

« Investment in fixed capital only; during 1950-58 exclusive of investment in private housing as well.

SSSR v 1960 g. (The National Economy of the USSR in 1960}, Moscow,

1961, p. 85, und subsequenl Volumes in the same senes for 1962, p. 535; for 1967, p. 613; for 1968, p. 49; and for 1970, pp. 60, 478, 533;
v SSSR (Capital Construction in the USSR}, Moscow, 1961, p. 40; Gosudarstvennyi

(The Stale Five-Year Plan of Development of the National Economy of

US Congress,

323, 341, 360; Two to Richard

Powell, The Soviet Capital Stock, 1828-1962, New Haven, Conn., Economic Growth Center, Yale University, 1968, pp. 11, 18, 24; Murray Fesh-
bach, “Estimates and Projections of the Labor Force and Civilian Employment in the USSR: 1950-1980,"

Bureau of the Census, US Department

central planning: the failure of enterprise managers
to behave as desired because of ineffective incen-
tives and the often fallible direction and coordina-
tion of superior agencies. These difficulties are by
no means new. On the contrary, they date from
virtually the earliest days of Soviet planning. But, as
has often been argued, they may have become in-
creasingly costly as Soviet central planning had to
cope with the ever-growing complexities associated
with continuing industrialization: the increasing num-
ber of plants that have to be coordinated, the in-
creasing number and variety of products whose out-
put has to be determined, etc.

Last but not teast, there was the varying impact
in the USSR of so-called “catch-up” phenomena in
the wake of World War 11. As is widely recognized,
countries ravaged by the war for a time experienced
a speedup of economic growth because of such fac-
tors as the restoration of partially-destroyed pro-
ductive capacity at relatively limited investment
cost, the acceleration of technological progress
through application of innovations made in other
countries fess affected by the war, and so on. By
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the same token, the progressive exhaustion of such
advantages necessarily proved a source of retarda-
tion in later years. By 1950, the USSR had already
surpassed its prewar level of national income, but
recovery from war damage remained to be com-
pleted in some areas. Thus, “catch-up” phenomena
still exerted an appreciable influence on growth. By
the 1960’s, however, such factors no longer were as
potent as they had been previously.

Some Alternative Projections

So much for past trends. What of the future? One
possible answer may be found in the new five-year
plan itself: during 1970-75 national income is to
grow at nearly the same rate as it did in the 1960's
(Table 1).* Interesting as a Gosplan projection is,
however, we must seek somehow to arrive at an
independent evaluation.

To that end, we ought to begin, | think, with
Feshbach's forecast that employment will grow in
the 1970's at a rate of 1.2 percent a year, or some-
what less rapidly than during the 1950s and 1960's.
What of the other principal input, capital? Can Soviet
capital stock still be expected to grow at such
notably high rates as prevailed during the 1950's
and 1960's?

A clue is already provided by available data on the
rates of growth achieved in the volume of capital
investment in those years. According to both official
Soviet and Western data, the rate of growth of in-
vestment, while fully comparable to the rate of
growth of capital stock during 1950-58, fell well
below the tempo of the latter in later years (Table
1). During any year, investment represents new
additions to total capital stock; thus, the rate of
growth of investment is not at all the same thing as
the rate of growth of the capital stock itself. Indeed,
the two might temporarily tend to diverge widely.
But in the course of time they must nevertheless
tend to converge. Hence, if investment continues
to increase at a reduced rate like that of the 1960's,
the rate of growth of total capital stock will inevi-

s As noted in the table, official rates of growth cited for past
periods relate to national income *produced,” but that planned for

tably tend to drop also. In fact, if the official data
are indicative (Table 1), the latter had already com-
menced to decline in the late 1960’s. Moreover, the
new plan apparently projects a tempo of investment
growth actually somewhat below that of the 1960’s.

Because the question at issue here is central,
however, we must agair strive to arrive at our own
assessment. To do so, let us look at several alterna-
tive projections that | have made for the general
Soviet economy (see Table 2). While these projec-
tions are quite hypothetical and might properly be
viewed as exercises, they may help to clarify the
implications, and thus facilitate appraisal, of alterna-
tive hypotheses regarding the future growth of the
Soviet stock of capital. In this way, they may also
serve to structure specufation about the future in-
crease of national income.

The projections begin with estimates—sometimes
rather crude——of the GNP and its disposition in
terms of major uses in 1970, and of the capital
stock in that same year,® and they assume that
employment will grow subsequently at the rate al-
ready mentioned of 1.2 percent a year. As for the
capital stock, two hypotheses are explored. The first
postulates that it will continue to grow at a rate
of 9.0 percent a year in the 1970’s; the second, that
the rate of growth will be only 6.0 percent. In effect,
the former assumes that the decline in the rate of
growth of investment in the 1960's will prove only
transient, while the latter assumes that the decline
will persist and indeed become more pronounced.

Under each hypothesis, three-possible alternative
rates of increase in factor productivity are explored.
Specifically, it is assumed that factor productivity
will increase at alternative rates of 3.0, 2.0, and
1.0 percent a year (these rates compare with actual
growth rates in factor productivity of 1.7 percent in

¢ The absolute figures underlying the percentages in Table 2
are in 1964 adjusted rubles and are taken or estimated from
data in a varlety of Western sources, Including principally the works
of Cohn and of Moorsteen and Powell, cited In Table 1: Abram
Bergson, "“The Comparative Nationat Income of the USSR and the
United States,” in Conference on Research in Income and Weaith,
National Bureau of Research, i of
Prices and Output, New York, Columbla University Press, 1972;
and various RAND studies of Soviet national income. They aiso draw
upon Stantey H. Cohn, “The Economic Burden of Soviet Defense
Outlays,” in the Joint Economic Committes, US Congress,

197075 relates to national income “utilized for
and accumutation.” The growth rate for the latter is onty 0.4 per-
centage point below the actual growth rate of nationat income
wuytilized for consumption and accumulation” during 1965-70.
Therefore, the projected retardation of growth is even less than a
comparison with the rates of growth for nationsl income “produced”
in past years might suggest.

and the Military Burden in the Soviet Union,
Wwashington, DC, US Government Printing Office, 1970; but it should
be noted that the between the L of

GNP by use In 1970 for this paper and those for 1967 in Cohn’s
essay is 10 some extent misleading. Cohn's data are in current
adjusted rubles, while those tor this article, 23 indicated, are In 1964
adjusted rubles.
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1950-58 and 0.7 percent in 1958-67). In conjunc-
tion with the average rate of growth of inputs of
labor and capital combined (a figure calculated in
the same manner as previously described), each of
these hypothetical rates of factor productivity growth
results in a particular rate of increase in GNP
(Table 2).

It is also illuminating to carry the projections
somewhat further. From the indicated rates of

A. With the Capital Stock Growing at 9.0 Percent a Year

growth of GNP, we can calculate hypothetical levels
of output for 1975 and 1980. The stock of capital
in these years can also be determined once the rate
of increase from that of 1970 is specified; so, too,
can the annual net investment in 1975 and 1980
if the capital stock is to rise by the required amount
each year.” Net investments, of course, must be

7 See below, fn. 9.

Table 2: The Soviet Economy in 1970 and Alternative Projections for 1975 and 1980
(in percent)

A = 3.0 percent® A =2.0percent A = 1.0 percent
1970 19875 1980 1975 1980 1975 1980
Consumption 56.5 71.1 96.5 658 80.0 60.2 65.2
Government
and defense 13.3 19.0 27.1 18.1 246 17.2 223
Gross investment  30.2 52.1 80.2 52.1 80.2 52.1 80.2
Net investment  20.2 36.9 56.8 36.9 56.8 36.9 56.8
Depreciation 10.0 15.2 23.4 15.2 23.4 15.2 23.4
P 100.0 142.8 203.8 136.0 184.8 129.5 167.7
GNP, average yearly
increase in percent
from previous date 7.4 7.4 6.3 63 53 53
Net stock of capital,
Dec. 31 446.9 687.7 446.9 687.7 446.9 687.7

B. With the Capital Stock Growing at 6.0 Percent a Year

A = 3.0 percent®

A =2.0percent A = 1.0 percent

1970 1975 1980 1975 1980 1975 1980
Consumption 56.5 81.8 111.0 763 96.2 708 82.8
Government
and defense 13.3 18.0 242 17.1 220 16.3 19.9
Gross investment  30.2 35.2 47.1 352 47.1 35.2 47.1
Net investment  20.2 222 29.4 22.0 294 220 29.4
Depreciation 10.0 13.2 17.7 13.2 17.7 13.2 17.7
GNP 100.0 135.0 182.3 128.6 165.3 122.3 149.8
GNP, average yearly
increase in percent
from previous date 6.2 6.2 5.2 5.2 4.1 4.1
Net stock of capital,
Dec. 31 290.4 388.6 520.1 3886 520.1 388.6 520.1

GNP=100.0 percent.

b )\ is the projected rate of increase in factor productivity.

* All figures except those for average yearly increase in GNP from the previous date are in percent of total GNP of 1970—i.e., total 1970
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financed, and in real terms such finance must come
from the very output that the mounting capital stock
makes possible. Hence, the volume of current out-
put that must be allocated to net investment in
1975 and 1980 can be established. With deprecia-
tion allowed for at the 1970 average rate, gross
investment can likewise be determined. To complete
the tabulation of the GNP by use in 1975 and 1980,
it remains merely to allow for dispositions to govern-
ment administration and defense. It has been pro-
visionally assumed here that these will absorb the
same share of output as thcy did in 1970. The re-
sidual thus represents the volume of output available
for consumption.

This residual is of particular interest here along
with the growth rate of output. (Note that in Table
2 all data on output uses and on the capital stock,
including those for 1975 and 1980, are expressed

as percentages of total 1970 GNP. This may seem
odd, but it facilitates comparisons of interest.) Under
each of the two assumed rates of capital stock
growth in Table 2, the rate of increase of both GNP
and consumption varies depending on the rate of
increase in productivity. For any particular rate of
productivity increase, however, the rate of growth
of output, logically, is always greater with the capital
stock rising at 9.0 percent a year than with the
capital stock rising at 6.0 percent a year. On the
other hand, the increase in consumption when the
capital stock grows at 6.0 percent is always greater
than it is when the capital stock grows at 9.0 per-
cent. Although, in the latter case, consumption still
rises markedly when productivity grows by 3.0 per-
cent, the gains in consumption are quite modest
with tesser rates of productivity growth. For instance,
with productivity increasing by only 1.0 percent,

A section of the turbogenerator shop of the Leningrad Electrosila Machine-Building Amalgamation where
giant units for atomic power stations are assembled.

—Phote by V. Taelik, from Nevesti, vio Sovfete,
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there is hardly any gain to speak of in per capita
terms, for the indicated growth in consumption
would barely exceed the rise in population, which
is expected to amount to 3.9-6.1 percent over the
period 1970-75 and 3.4-6.6 percent over the
period 1975-80.2

In effect, then, the extra increments of output
produced when the capital stock grows at 9.0 rather
than 6.0 percent a year are, in every instance, more
than totally offset by concomitant increases in re-
quirements—chiefly those for investment to render
possible the higher rate of growth of the capital
stock in the first place. These additional require-
ments are always incongruously large, but they be-
come more and more so the slower the rise in pro-
ductivity and output.

The inordinate-demand -on-output to meet current
investment requirements is but a corollary of a
cardinal feature of Soviet economic growth which is
already evident but merits underlining: the capital
stock has risen not only rapidly but distinctly more
rapidly than output. This was already true in the
1950’s when output increased at a relatively rapid
pace, but it was even more the case in the 1960's
when the growth of output had slowed. In any
economy, such an incongruously rapid growth of the
capital stock can be assured only through the afloca-
tion of an ever-increasing share of output to current
investment. To be sure, this observation is simply
an arithmetic truism, but it does help to explain
the rising share of output which, as our data clearly
imply (Table 1), investment was already absorbing
in the 1950's and 1960's.

We must also see in this light the further projected
increase in investment—i.e., from 30.2 percent of
1970 GNP to between 39.4 and 47.8 percent of
GNP in 1980—that is indicated when we extrapolate
to the future on the basis of a 9.0-percent tempo
of growth in the capital stock. At that rate, the
capital stock rises more rapidly than output even
with the most favorable hypothetica! rate of produc-
tivity increase, and the disparity between the growth
of the capital stock and the growth of output only
widens if the rise in productivity is viewed less
optimistically.

What about the alternative projection which as-
sumes that the capital stock will increase at only
6.0 percent a year? In that case, the tempo of
growth of the capital stock is only matched by that
for the GNP when the rise in productivity is 3.0 per-

2 Murray Feshbach, “Population,” In ibid.

cent; when the rise in productivity is just 2.0 or 1.0
percent, the rate of growth of GNP will be less than
that of the capital stock. In neither of the last in-
stances, however, is the difference nearly as marked
as when the capital stock rises by 9.0 percent. Thus,
though gross investment as a share of GNP may
rise, its projected levels for 1980—25.8 to 31.4
percent, depending on the increase in productivity—
turn out to be much lower than those required when
the capital stock grows by 9.0 percent a year.®

Implications

The foregoing exercises are just that, but they still
afford insights into why the Soviet government has
lately been. acquiescing to a retardation of the
extraordinarily rapid expansion of the country's cap-

* Note that for 1970-75 the differences between the two sets of
projections given in Table 2 with respect to the growth rates
of and, by u ion, of might be deemed
to be somewhat understated because of the manner in which
net investment in 1975 and 1980 has been arrived at, Thus, net
investment in each of those years has been taken as simply
equal to either 9.0 or 6.0 percent of the capltal stock on January 1
of the given year, the particular figure depending on the rate
of growth of the capital stock in question. In effect, then, under
each hypothesis regarding the growth of the capital stock, net
investment increases from 1975 to 1980 at the same tempo as that
of the capital stock.

Such a correspondence of the rates of growth of net investment
and the capltal stock is to be expected over the long run, but
inasmuch as we start with 19702 year when, at the current rate
of net investment, the capital stock rose by 7.5 percent—net
investment at least for a time must increase at an even higher rate
than 9.0 percent if the capital stock is to grow at an average
annual rate of 9.0 percent from 1970 to 1975. Simllarly, net
investment could rise for a time at less than 6 percent and still
assure a 6-percent rate of growth cf the capital stock from
1970 to 1975.

While there is no logical bar to the achievement of the rates of
investment listed in Table 2, it might perhaps be more reasonable
to assume that investment will grow at a constant rate during
1970-75—i.e., at a tempo which would produce the hypothesized
rate of increase in the capital stock, on the average, over the
five-year period. Under such an assumption, investment in 1975
would have to constitute 40.6 percent of GNP, instead of the 36.9
percent shown in Table 2, to guarantee a rise of 9.0 percent
a year in the capital stock; but it would need to be only 19.2
percent of GNP, rather than the 22.0 shown in the table, to
insure a growth of 6.0 percent a year in the capital stock.

According to the same reasoning, the calculations for 1975-80
contain an element of bies t00, though of a contrary nature.

Thus, if we alter investment’s projected share of total GNP in 1975
as just indicated above and then apply to 197580 the same

for ing i as we just did for the

1970-75 period, we come up with the following results: investment
in 1980 would need to be only 53.7 percent of the GNP, instead of
the 56.8 percent shown in Table 2, to assure an increase of

9.0 percent a year of the capital stock; hawever, it would have to be
31.9 percent of GNP, rather than the 29.4 percent shown In

the table, to guarantee a rise of 6 percent 2 year in the capital stock.
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ital stock despite the fact that such expansion has
been the primary means by which the government
has over the years endeavored to achieve a rapid
growth of output. More imnortant, the projections
suggest that the retardation will probably be allowed
to continue.

To expand the capital stock by 9.0 percent a year
has always been an onerous undertaking for the
USSR, but it would become even more so should
the government seek to maintain that tempo in the
future. The chief costs, of course, have been and
would continue to be borne by Soviet consumers.
But while Stalin freely sanctioned such deprivations,
soon after his death the Soviet government avowedly
committed itself to a different policy, and that policy
has now been reaffirmed in the five-year plan just
promulgated for 1971-75. According to its own
language, the “chief test” of the plan will be whether
or not it assures “the rise of the material and cultural
tevel of life of the population.” '°

The Soviet people, to be sure, have come to under-
stand that improvements in consumption standards
do not inexorably follow government commitments
to provide them. Nevertheless, these standards have
by all accounts tended to rise since Stalin, and some-
times markedly. It would be surprising if the govern-
ment in the years ahead decided, except under great
duress, to suspend such rewards for any tength of
time for a population which is now relatively edu-
cated as well as conscious of Western living stand-
ards, and which has elite groups who themselves
have become increasingly materialistic. Such a gov-
ernmental decision would be especially surprising
in circumstances where a full reversion to the tech-
niques of rule of the days of the “cult of personality”
no longer appears to be a feasible alternative.

The implementation of the government’s commit-
ments to consumers obviously will not be made
easier by the 1972 crop failures, still much in the
news as these lines are written, but the government’s
reaction to these failures also underlines that at
least a partial shift in priorities has occurred. Re-

portedly, nearly $2.0 billion of scarce foreign ex-
change has been allocated for the importation of
some 28 miltion tons of grain. Under Stalin, needless
to say, concern for alleviating the impact of harvest
losses was hardly so intense.

If the tempo of capital-stock growth is permitted
to decrease, of course, the growth rate of output
will likely do the same. Qur projections only under-
line the evident at this point. But the government
has already acquiesced in a retardation of output
growth. Given its heightened concern for consumers,
it may well find it expedient to continue to do so in
the future.

But what about productivity? Do not our projec-
tions show that if productivity grows rapidly enough
—say by 3.0 percent—the capital stock, and with
it output, could continue to grow at high rates even
while the needed improvement in consumption
standards is realized? Theoretically, that is a possibil-
ity, and the Soviet government, always concerned
about raising productivity, has understandably be-
come even more so as the investment costs of
sustaining the further growth of the capital stock
have become ever greater. As the just concluded
US-USSR economic accord underlines, the USSR,
once so uneasy about economic relations with the
West, is now actively seeking to promote them. It
hopes that productivity growth will be helped by the
increased exchanges, and especially by the more
accelerated importation into the USSR of advanced
Western technology that the agreement makes pos-
sible. The Soviet government has been trying to
speed up productivity growth in other ways as well.
Of late, it has placed increasing stress on domestic
technological innovation, and at the same time it
has sought, through the much-discussed planning
reforms launched in the fall of 1965, to remedy the
perennial deficiencies in economic administration,
such as those to which we have already referred, and
thereby to increase the efficiency of the system.

Thus far, however, the planning reforms do not
appear to have been highly effective.'? Moreover, the

1 plan razvitila

SSSR na 1971-1975 gody, Moscow, 1972, p. 73.

11 This, it will be recalled, Is not the first occasion since Stafln's
death that the government has imported grain on a large scale
to offset harvest fosses. However, the current imports much exceed
even the purchases rade In response to the exceedingly bad
harvest of 1963 (16.8 million tons during 196365), and they
apparently will sutfice to make good all the 1972 losses.

tn the aftermath of the recent harvest failures, the government
is also reportedly revising its Investment program In order to assure
more funds for agriculture. This inltiative should be taken into
account when we come later to a consideration of the prospects

23-245 0 - 74 - 4

for growth in the economy generally, though its

Implications In that regard are perhaps not so evident as Is

sometimes assumed. Thus, while some analysts have argued that

any revision of i under the current

five-year plan might in itseif tend to impalr efficlency, It Is atso

possible that additional aliocations to agriculture might be

relatively productive in view of the chronic shortage of capital there.
12See Abram Bergson, “The Current Soviet Planning Reforms,”

in Alexander Balinky et al., Planning and the Market in the

USSR: the Sixties, New Brunswick, N.J., Rutgers University Press,

1967; Gertrude E. , O ization and

as Factors In Soviet Economic Growth in the 1970's,” Laulen, op. cit.
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Assembly of “Zhiguli” automobiles at the Togliatti
plant.

—Photo by V. Budan, from TASS vio Soviote.

acceleration of technological progress in any whole-
sale way in a complex, modern economy such as that
of the USSR is not an easy task. While productivity
may increase more rapidly in the future than it has
recently, that is not saying a great deal. Certainly,
the government would have difficulty achieving a
tempo of productivity improvement much higher
than the more buoyant rates of the 1950's. Should
the government seek to sustain a superhigh rate of
capital-stock growth at the expense of consumption,
big gains in productivity would be all the harder to
attain, inasmuch as frustration of consumer aspira-
tions for rising standards of living could not help
but affect labor incentives adversely.

Though the changes introduced in the wake of
the planning reforms announced in the fall of 1965
were hardiy revolutionary, the reforms themselves
did represent something of a break with the past.
Hence, we should not be too surprised if, in search
of additional sources of productivity gains, the gov-
ernment should initiate still further reforms in plan-

ning. Perhaps it will at long last even make the kind
of wholesale shift to “market socialism” that many
thought was being initiated in 1965. But only time
will tell just what further changes, if any, might be
introduced, and how productivity might be affected
thereby.

Our projections have assumed throughout that
the Soviet government will devote to public admin-
istration and defense a constant share of output
corresponding to that of 1970. Defense is by far
the more important claimant here, and the USSR
could obviously find additional resources for both
investment and consumption, should it be prepared
to limit aflocations to that competing use. While the
Soviet government has always seemed reluctant to
restrict defense expenditures on purely economic
grounds, it might in the future—political circum-
stances permitting—find such grounds more im-
pelling than it has found them in the past. Indeed,
we may wonder whether it has not already found
them so in view of the apparently increased flexibil-
ity that it has manifested lately in, for example, arms-
control negotiations.

To conclude, then, | have referred often to the
extraordinarily high tempo of capital-stock growth
that has prevailed hitherto in the USSR—a tempo
which has surpassed that of output growth even
when output was increasing relatively rapidly. | have
also discussed a corollary of that incongruity: the
rising share of output absorbed by the investments
required to sustain such rapid growth of the capital
stock. While the pattern of economic growth that
emerged in the USSR under Stalin's five-year plans
—and has come to be called the Soviet model-—
has many facets, a central characteristic has been
the imbalance manifested in such disproportionately
rapid growth of capital stock in combination with a
rising share of output going into investment. {The
latter phenomenon is perhaps even more familiar in
the alternative guise of an inordinately high tempo
of growth in "heavy" as compared with “light” in-
dustries.) As so characterized, however, the Soviet
model has clearly been undergoing a process of
erosion lately. Notably, unbalanced growth has ap-
parently been giving way to relatively balanced
growth in the very sphere——capital formation—
where the imbalance had previously been most strik-
ing. The prospect is that this erosion will continue.
In the USSR at least, the Soviet mode! may not sur-
vive its dictatorial originator much longer.
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Representative Reuss. Mr. Bergson, just referring to the last state-
ment you made about the Soviet military commitment, do I under-
stand you to say that because of the existence of the perceived Chinese
threat to the Soviet Union, you don’t regard prospects for arms and
military personnel reduction by the Soviet Union as very favorable?

Mr. Bereson. Well, Congressman, I think they have become more
favorable than they were just a few years ago, in view of the evident
improvement in relations with the West. But I do feel that the Soviet
concern with China is a constraint on what they will do regarding
defense. Their overall defense policy embraces their relations with
China, as well as the West. I don’t mean though to write off the pos-
sibility that they will agree to limit defense expenditures.

Representative REuss. Well, here we get a little beyond economics
into military strategy and policy, but are there ways, in your judgment,
in which the Soviet Union could respond to relaxation of tensions
with the United States and the NATO countries, while at the same
time not lowering its guard, as it sees it, against the Chinese on its
other border? The Soviet Union could move troops out of Eastern
Europe, I suppose, and put them down somewhere else.

Mr. Bereson. Representative Reuss, without pretending to be a

reat authority on military strategy, I do feel that there is some give
in the situation, in the sense that it is, for instance, entirely conceivable
that the Russians would find it expedient, advantageous, to limit
their posture relatively to the West without concomitantly feeling they
were exposing themselves increasingly to the East.

Representative Reuss. Congressman Widnall.

Representative Wipnarr. Thank you, Congressman Reuss.

Thank you, Mr. Bergson, for coming in here and giving us your
testimony today. I am sure it is going to be quite helpful to us.

I would like to ask this question: The thought occurred to me that
it would be very advantageous for us to condition our U.S. trade on
the payment of 1 percent of any of the amount in gold. I don’t know
whether this is possible or not, but it would seem to me that is some-
thing that could aid us with our problem materially, aid in connection
with our balance of payments. It is a very modest amount which would
be coming from the second nation in the world with respect to gold
supply, gold hoarding.

Unfortunately, as far as T know, there are no figures that have been
substantiated as to the amount of the Soviet gold supply. Do you have
any information on that ?

Mr. Bereson. Congressman Widnall, that is a rather novel proposal.
I am not aware that. it has been advanced previously.

Representative Wipnarr. It hasnot.

Mr. Bereson. My instinctive reaction is one of some uneasiness
about it, frankly. I would wonder whether this could. for one thing,
make a very significant contribution to our international economic posi-
tion. Offthand, I would rather doubt it.

The Russians mnst pav in one way or another for their purchases
from us. They may initially use credits, but in time they must reimburse
us somehow.

The price of gold in the open market is high at this moment, but the
Russian pavment in dollars. in foreign exchange. in one way or an-
other, would improve our position in any case, and I rather doubt that
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the payment of 1 percent of what they have to pay us in gold would
result in additional material gain in our international position. Of
course, 1f we only credit the Soviet gold shipment at the official price,
we realize a small gain at the expense of the Russians, but I doubt that
the Russians would agree to that.

Representative WipnaLw. I think it would be helpful, as far as our
own country is concerned, if we could get something by way of part
payment at a time when we are economically unsettled and when cer-
tainly our own dollar is being panicked overseas by others who are
doing it not so much because they feel the value of the dollar isn’t
there, but because they feel they have us on the ropes and now they can
just make us take more all of the time.

Mr. Bereson. Well, Congressman, if we allow our trade to expand as
we apparently are doing, the Russians in due course will have to reim-
burse us in either goods or hard currency exchange.

Actually, the Russians have been exporting some gold in order to
obtain hard currency exchange in recent years, and from their stand-
point I don’t think 1t would be a matter of great moment within some
limits, if they were to move a little bit in one direction rather than an-
other in settling their international accounts, but, to repeat, I don’t
think they would agree to settle for the gold at the official price.

Representative WmNaLL. One further question. Do you think the
Soviet Union can provide a long-term market for U.S. agricultural
products, one which will convince the U.S. farmers to expand produc-
tion with the knowledge that an eager market is there, ready to absorb
production in excess of domestic needs?

Mr. Beresox. The Russians do seem, Congressman, to be moving to a
position in which they are becoming a chronic net importer of agricul-
tural goods. Their requirements are fluctuating very widely. We have
to bear in mind that their domestic production is still very much af-
feccged by the weather, and their harvest accordingly fluctuates rather
widely.

In arranging our own affairs and in reacting to the evolving Rus-
sian interest in agricultural imports, we will have to take into account
these fluctuations. I am among those who feel our reaction last year
was not optimal from our standpoint. It is a little difficult for us to
serve fully as an ever-normal grainery for the Russians. While we cer-
tainly could adapt to a progressive increase in exports to the Soviet
Union in the course of time, we have to bear in mind that the Russian
requirements will very likely vary appreciably from year to year.

This, I think, requires us to organize our exports to the Soviet Union
in a way so that we will not be too vulnerable to these fluctuations. The
fluctuations are wide enough so that I don’t think we can count fully on
the ordinary processes of the market to do the job.

Representative WionaLL. What changes have taken place in the
multilateral export control group comprising the NATO countries and
Japan, and in the U.S. unilateral export control system over the past
5 years? How much more do you believe export controls need to be
liberalized to convince the Soviets that the United States wants to be
its viable trading partner to the mutual benefit of both countries?

Mr. Bereson. Well, Congressman, it is my understanding we have
in the last year already liberalized our controls appreciably and I think
this has been very favorable to the development of our trade relations
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with the Soviet Union. I have not examined in any detail our control
list as it now stands, as it has been revised within the last year, and I
am not sure what further items might be removed. I would assume
that this list must be continually under review in the light of our
changing relations with the Soviet Union. I am not sure at this point,
though, that the list we impose is much more restrictive than that
which has for some time been maintained in Western Europe. That
may provide some benchmark which we would have to consider in
determining our commercial policy with the Soviet Union.

Representative WmnaLL. Thank you. My time is up.

Representative Reuss. Congressman Blackburn.

Representative BLacksurn. Thank you, Congressman Reuss.

Professor Bergson, I found your testimony extremely interesting.
I am wondering this: When we talk of the grain failure in the Soviet
Union, do you have an opinion as to how much of that failure was
due to perhaps inefficiency in management as it was to weather? Was
it a combination of these things? .

Mr. Bereson. Congressman, it was a combination, clearly, but the
weather was extremely bad in 1972. The Soviet grain harvest is very
vulnerable to the weather. In an appreciable part of even their better
grain areas, the rainfall is still only rather marginal, in the sense that
while it is OK if it is average, if it goes below average. the crop is
sensitive to it. The average tends to be at the lower level of what is
required for a good harvest.

Now, the weather was exceptionally bad in 1972. But there is no
question that the organizational arrangements have not been espe
cially favorable to high productivity in agriculture.

Répresentative BLackpury. Wouldn’t that same observation hold
true throughout all of their industry ? You mentioned the high capital
investment they have been making and yet they haven’t been getting
the return in productivity a highly advanced Western nation would
get for the same capital investment. Isn’t that traceable to an inherent
inefficiency in their economic system ¢

Mr. Berason. I fully agree with you. Their system has not been
functioning very efficiently. It has been much more successful in pump-
ing a lot of capital into industry and into the economy, mobilizing
resources, pumping them into the system, than it has been in utilizing
the capital and resources generally.

This was a characteristic of the growth model that came into being
under Stalin: and Khrushchev, Brezhnev, and Kosyein inherited this
model. They have been trying to make it work, but they have encoun-
tered, I think, increasing difficulty because the model it has operated
allows such a limited return to consumers. The fact that the growth was
so costly, productivity gains were so limited, yon had to invest so mnch
capital to achieve it along with labor, meant that the returns to the
consumers tended to be very modest.

Under Stalin, they were very modest indeed. Now the government
has felt increasingly committed to ensure respectable gains in consump-
tion, and this has posed a great dilemma to the government. T think
it is the cardinal problem the government faces, along with the difficul-
ties in agriculture; namely, that the old Stalinism growth model does
not allow the return to the consumers that the Soviet Government
feels increasingly committed to provide.
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Representative BLacksury. Doesn’t this pose a very important ques-
tion ?—and I think we are both hitting at the same point—Soviet lead-
ers themselves fear if they begin to liberalize the management of this
economy, that is, if they remove the political stranglehold which to date
dominates every aspect of their life, whether it be economic, military,
political, what-have-you, their political considerations are menaced.
If they begin to relax the political domination of every decision that
they make, and permit some liberalization in the economic field mak-
ing the decisions, they face a threat to their political system. Don’t you
think that is the real problem the Soviet leadership faces? Wasn’t that
the problem they faced in Czechoslovakia, for example?

Mr. Bergsox. Well, Congressman, with regard to Czechoslovakia 1
think they are, first of all, very cautious. It is clear—Brezhnev and
Kosygin have been very cautious in regard to economic organization.
They are proving to be quite conservative, if you like, orthodox, from
their standpoint, in regard to economic organization. I do think that
there are political sources of that caution, in the sense that the
thoroughgoing economic reform involving reestablishment of markets
on a considerable scale might involve some political risk. I agree.

I do feel, though, that the problem is not simply political. The gov-
ernment is cautious partly for valid reasons in that it is not entirely
sure how a market system within the framework of socialism, which 1s
not the same thing as a market system within the framework of our
Western mixed economy, how that will work.

With regard to Czechoslovakia, Khrushchev and his successors no
doubt have been uneasy about the kind of economic reform, economic
liberalization the Czechs were in the process of instituting. But my
own feeling is, I think it is shared rather widely by persons who have
followed these developments, is that the primary reason for the So-
viet intervention was military and political.

The Soviet leaders were concerned about the political liberaliza-
tion that was occurring in Czechoslovakia, the threatened reestablish-
ment of a free press, multiparty system, and I think they were con-
cerned about what that would mean for the political and military se-
curity of their system generally.

Let me add just one point. They did accept a thoroughgoing eco-
nomic reform in Hungary. The Hungarians introduced an economic
reform—it still isn’t fully understood in the West—which was just
as radical economically as the reform the Czechs wanted to institute
and the Soviet Government, the Politburo, accepted that.

The Hungarians, I am sure, feel they got the reform into opera-
tion by the skin of their teeth. They introduced their reform just be-
fore the Soviet invasion of Czechos'ovakia. That is. the Hungarians
introduced their reform in January of 1968 and the invasion came in
August of 1968. If they had delayed until after August, they prob-
ably never would have been bold enough to introduce their re?orm,
but the fact is they introduced it and the Soviet leaders have ac-
cepted it.

Representative BLacksurn. Don’t you feel any realistic chance for
evolution in the Soviet Union toward a more liberal society, political
as well as economic, probably lies in the economic pressures that the
Soviet leadership is going to feel ¢
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Mr. Beresox. I agree this is one of the most hopeful features in
the Soviet scene. The circumstances which we have heen discussing
create pressures for rising productivity, and these I do feel are among
the more hopeful forces that may affect the political situation in time.
This is a very tenuous connection that we can’t speak of with great
confidence but nevertheless it does seem to be a connection.

Representative BLackBury. We can keep our fingers crossed.

Thank you, Congressman Reuss. I want to get under 1-minute
speeches, so you have to excuse me. '

Representative Reuss. Thank you very much, Mr. Bergson, for your
most helpful presentation.

I am afraid our senatorial friends are delayed on the floor. So,
again, we want to express our appreciation.

We will now stand in recess until 10 o’clock tomorrow morning in
this room.

[Whereupon, at 11:55 a.m., the committee recessed, to reconvene
at 10 a.m., Wednesday, July 18,1973.]

[The following information was subsequently supplied for the
record :]

RESPONSE OF DAvID ROCKEFELLER TO ADDITIONAL WRITTEN QUESTIONS POSED BY
THE COMMITTEE

Question 1. Agsuming the 1972 grain sales did not mazimize the U.S. market
advantages, how may we improve future dealings? .

Answer. We need to know more about agricultural conditions in the Soviet
Union in order to assess marketing possibilities for U.S. farm products in the
U.8.S.R. An exchange of agricultural information was a part of one of the
agreements signed by President Nixon and Secretary Brezhnev. We also need to
encourage more U.8. production of food and feed to satisfy domestic demand and
to meet export opportunities. '

Question 2. If we do not know the external debt of the U.8.8.R. with Western
Europc and Japan, how can we assess the credit worthiness of the Soviet Union?

Answer. The credit worthiness of the U.S.S.R., or any other country, is not
solely determined by the level of external debt. A stagnant country with no
exports might be a very poor credit risk even through its level of outstanding
external debt is low. A dynamic economy, such as Japan, has in the past been
able to absorb and service a very high level of foreign debt. In the case of
the Soviet Union, their past performance in meeting all foreign ob'igations makes
them a good credit risk. This assessment will be continually evaluated in light
of any new foreign borrowings and any changes in the ecomomic structure
of the country that bears on the external sector.

Question 3. What would he the effect of pacrage of the Jackson amendment?

Answer. Assuming the Soviets do not further liberalize their emigration
restrictions, the effect of the Jackson amendment would be to very markedly
slow the growth in United States-Soviet trade and other economic relations. It
could also retard the increase in personal contacts and the spread of ideas
between the two countries.

Question }. What other options are open to the U.S.S.R. if American credits
are not available through the Ezport-Import Bank?

Answer. If American credits are not available, the U.8.8.R could purchase
machinery and equipment from the other developed countries of Western Europe
and Japan, to the extent that it is available. If not available, they would be
forced to use less technically developed products.

Question 5. To what extent may we expect equity participation in joint venturve
or co-production projects within the Soviet Union?

Answer. Equity investment, domestic or foreign, is not part of the Soviet system
and this situation can be expected to continue in the foreseeable future.

Question 6. How will the new U.S.-U.S.8.R. Trade and Economic Council
improve U.8.-U.S.8.R. eommercial relations? Will small businesses have equal
access to data and trade facilities? I8 therc a danger that a Sovict trade lobby
will be built up in the United States?
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Answer. The U.S.-U.S.S.R. Trade and Economic Council could be a most effec-
tive intermediary for improvement of trade relationships between the two coun-
tries. Through the Council, small business should be able to gain useful infor-
mation on market developments in the Soviet Union. On the possibility of
a Soviet trade lobby developing within the U.S., I don’t see this as a likelihood.
Bhoth countries have much to gain from expansion of trade relationships between
them.

NATIONAL ASSOCIATION OF MANUFACTURERS,
August 7, 1973.
Mr. JoEN R. STARK,
Ezecutive Director, Joint Economic Committee,
U.8. Congress, Washington, D.C.

Dear MR. STARK: We are pleased to enclose NAM's response to the additional
Committee questions on the Soviet Economic Qutlook. We look forward to seeing
the hearings when completed.

Sincerely,
NicBoLAS E. HoLLIs.

Enclosure.

Question 1. Agsuming the 1972 grain sales did not mazimize the U.S. market
advantages, how may we improve future dealings?

Answer. (a) Future sales of U.S. agricultural products to state purchasing,
non-market economies such as the Soviet Union should be carefully approached
with the benefit of better and earlier coordination between government agencies
and the private sector. For example, the delay in concluding the U.S.-Soviet mari-
time agreement until several months after grain sales may have generated trans-
portation problems in meeting shipping contracts, Sophisticated management,
weighing pertinent supply and demand factors, coupled with more effective use
of intelligence on market conditions, should govern such transactions. Adminis-
trative safeguards, governing procedures and governmental subsidy programs,
should be periodically reviewed on such transactions to (1) assure that domestic
needs and interests are accurately assessed, (2) governmental programs are prop-
erly designed to serve their stated purposes. Efforts should be directed toward
achieving a growing export market and encouraging domestic production to meet
increased consumption levels.

(b) In addition, the Congess might consider modifying the scope of the Webb
Pomerene Act (as recommended in S. 1483) to permit additional companies the
ability to establish joint export associations. This would waive certain antitrust
prosecutions for companies cooperating together in commercial dealings with
monolithie, non-market economies.

Question 2. If we do not know the external debt of the U.S.8.R. with Western
Europe and Japan, how can we assess the credit worthiness of the Soviet Union?

Answer. The relationship between the western, industrialized nations with rela-
tively. free market economies and the Soviet Union characterized by a non-
market, centrally-planned economy suffers ambiguities, particularly regarding
credit worthiness. Some information traditionally used to determine credit
worthiness is not available on the Soviet Union given the nature of their system.
However, there are negotiations in progress between the U.S. Export-Import Bank
and the Soviet Foreign Trade Ministry to determine if general U.S. information
requirements can be met.

(a) Recognizing the excellent credit record the Soviets have developed on re-
payment with Western industrialized countries, more coordination among West-
ern governmental agencies extending credit might he developed to access credits
and debt burden of the Soviet Union (through a Berne Union arrangement or
the O.E.C.D.)

(b) Al available sources of information on productive capacity and output
of the Soviet Union might be utilized to indirectly assess its ability to meet credit
obligations.

Although no firm judgment on this question can be made at this time additional
information should be forthcoming. In the interim, it would be well to recognize
that “barter-term” agreements are likely co predominate on many transactions.

Question 3. What would be the effect of passage of the Jackson amendment?

Answer. As noted in testimony, this amendment would seriously inhibit expan-
sion of U.8.-Soviet commercial relations and jeopardize overall U.S.-Soviet detente
since (1) MFN extension is regarded by the Soviets as a pivotal part of the 1972
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Economic Agreement, (2) MFN is regarded as an important symbol and opera-
tional tool according nondiscriminatory trade access for the Soviets to the U.S.
market. Without MFN, the Soviets could not develop balunced trade with the
U.S. and would probably turn their commercial attention elsewhere to more
reciprocal trading partners.

The Jackson amendment would also decrease U.S. competitiveness vis a vis
other foreign countries vying for Soviet contracts. In addition, the United States
could forfeit a real balance of payments improvement—projected medium term
trade surplus with the Soviets.

Other important problems which would be exacerbated by the passage of the
Jackson amendment include :

(e) Destabilizing the basis of world trade system. MFN treatment is a central
condition to expanding reciprocal world trade (GATT negotiations are based on
MFN). Application of MFN principle to old trading partners, but not to new
ones, appears indefensable and could be dangerous and unstabilizing.

(b) Linking of commercial and domestic political issues. Use of economics as
a tool to try to achieve political change is reminiscent of “Cold War” era and sets
an undesirable precedent for use on other issues. This technique could be used by
other nations and justified upon the basis of U.S. example.

. (¢) Possible ramifications on other U.S.-Soviet agreements, negotiated within
the context of an overall lessening of tensions. This spirit is jeopardized, as are
other specific improvements, if key parts of these agreements are repudiated.

Question 4. What other options are open to the U.8.8.R. if American credits are
not available through the Exzport-Import Bank?

Answer:

(a) Credit arrangements and “swap” transactions may be developed by in-
dividual firms dealing with the Soviet Union.

(b) Private sector financial institutions have already expressed interest in
providing additional sources of credit for U.S.-U.S.S.R. transactions.

(¢) Limited financing through Western European financial institutions and
Eurodollar market.

Question 5. To what extent may we expect equity participation in joint ven-
tures or co-production projects within the Soviet Union?

Answer. This subject is difficult to comment on. We have had limited discussion
with Soviet officials regarding joint foreign/U.S.S.R. ownership of investment,
originating with the conference NAM co-sponsored in February, 1973. However,
there have been few actual foreign ownerships of production facilities in the
past since this practice is usually precluded by their economic system. How-
ever, joint efforts in the construction of facilities and cooperation (technical
advice) in production processes is underway. Other new techniques are open
to further exploration and will be developed as specific business opportunities
arise.

Question 6. How will the new U.8.-U.S.S.R. Trade and Economic Council
improve U.S.-U.S8.8.R. commercial relations? Will small businesses lhave equal
access to data and trade facilitics? I8 there a danger that a Soviet trade lobby
will be built up in the United States?

Answer. (See NAM Task Force recommendations for the Council on Soviet-
American Trade which were developed pursuant to the June 22 protocol calling
for the early establishment of a new U.S.-U.S.S.R. business organization—sub-
mitted as attachment to the testimony.)

NAM believes the organization should have a broad-based membership which
provides access and participation to both large and small businesses. We have
been working with the formation committee for the new organization, chaired
by Mr. Donald M. Kendall, Chairman of Pepsico, Inc. .

If properly conceived and implemented, the new organization cou'd (1) im-
prove availability of business facilities; offices, visas, telex, staff, and other
services in Moscow, (2) research new commercial opportunities, (3) coordinate
information exchange on U.8. and Soviet markets. (4) possibly assist the early
resolution of contract disputes and settlements, and (5) aid the growth of under-
standing and a cooperative spirit between the two nations.

We believe the danger of a Soviet trade lobby should he minimal. The orga-
nization will likely be engaged much more in operational than in policy-in-
fluencing activities. Similar organizations, which currently operate with other
nations. do not appear to have evolved into trade lobbies. We believe existing
business organizations should lend active support to the successful launch of this
needed organization. Recognizing that its initial functions and staff capabilities
will be modest, existing national organizations should be encouraged to access
the new entity to their information on U.S.-Soviet trade.
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Cambridge, Mass., August 1, 1973.
SENATOR WILLIAM PROXMIRE,
Joint Economic Committee, Congress of the United States, New Senate Office
Building, Washington, D.C.

DeAr SENATOR PrROXMIRE: Thank you for your good letter. I too was disap-
pointed at the prompt conclusion of our panel discussion, for I had hoped to have
a greater opportunity than the brief question period allowed to elaborate on the
summary statement that I had submitted to you.

You ask whether “we may be discouraging arms control by improvement in
commercial relations.” There is perhaps such a possibility, but I doubt that it
it is a very real one. As I pointed out in my statement, the Russians are finding
it increasingly difficult to reconcile their proverbially competing claims of
defense, =conomic growth, and civilian consumption. They are obviously eager to
expand commercial relations with the West, particularly the United States, to
quite new levels, in the hope that the conflict in claims might be eased through
increased international specialization, and imports of Western technology and
capital.

Heretofore, however, they have shown a remarkable ability to support an
appropriate defense establishment despite limitations in their overall economic
means, and we must assume, I think, that they will continue to be able to do so
in future. Moreover, the Russians have already increased markedly their economic
ties with advanced non-Communist countries other than the United States (chiefly
the Federal Republic of Germany and Japan). They can achieve much of the
economic stimulus that they seek through such connections.

1n sum, if the transformation of commercial relations with us now in progress
should be aborted, the Russians might find their overall economic capacities
more restricted than they otherwise would be, but the impact should be modest
for an economy that is now producing a GNP of some $710 billions, by a wide
margin the second largest in the world, and about 60 per cent of ours. If past
experience is any guide, furthermore, limitations in overall economic capacities
in the USSR would be more apt to impinge on the civilian than the military sector
of the economy. To a greater degree than in the past, though, allocations to eco-
nomic growth might suffer as well.

In responding to your question, I have focused on the economic impact in the
USSR of the on-going expansion of its commercial relations with the United
States. Needless to say, any substantial increase in such ties would also have
an impact on our economy, and as generally assumed, that too would no doubt be
favorable. As I argue in my statement, however, the gain for us probably would
not be nearly as great as for the Russians.

But you have inquired especially about the consequences of the expanded com-
mercial relations on the Soviet attitude towards arms control. From that stand-
point, I should mention, though the fact will hardly be news to you, that if that
expansion should now be seriously impeded by any actions we take, that would
necessarily have political consequences. What these might be is conjectural, but
it is difficult to avoid the conclusion that, at least in the short run, there might be
some fall-out adverse to arms control.

Mr. iStark has also sent me some questions regarding our developing economic
ties with the USSR. Perhaps it will be just as well if, so far as T am able, I
respond to these here. I refer to questions 1 through 5. I don’t think I am able
at this stage to contribute very much on question 6.

Question 1. Assuming the 1972 grains sales did not mawximize the U. 8. market
advaentages, how may we improve future dealings?

Answer. I agree that the 1972 grain sales left something to be desired from the
U.S. standpoint. On the Soviet side the sales reflected an exceptionally severe
harvest failure, of a sort that should not recur too often, but a review of the
arrangements for grain sales to the USSR is clearly in order. I cannot pretend
to any great expertise in this area, but I understand efforts are already being
made to improve our current reporting on Soviet agriculture. That would cer-
tainly be to the good. I should think that some arrangements might also be made
to monitor more effectively than has been done heretofore Soviet activities in
respect to grain purchases.

We may also have to review arrangements to limit exports in exceptional cir-
cumstances. As I say, the Russians should not soon again have a harvest of the
1972 sort, but that is not ruled out. There are perhaps limits to the degree to
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IW]'lslisch, under a market system, we can serve as an ever-normal granary for the
R.

Question 2. If we do not know the external debt of the U.S.8.R. with Western
EBurope and Japan, how can we assess the credit worthiness of the Soviet Union?

Answer. The Russians have a good record regarding repayment of credits,
but their external debt is certainly among the facts that should be considered
in judging their credit worthiness. That seems especially in order since
credits now being discussed are sometimes of rather novel magnitudes. Some data,
however, have been compiled on the Soviet external debt (See “Soviet Economic
Prospects for the Seventies”, pp. 691-692, 702), though Soviet secrecy in this
area is a handicap. :

Question 3. What would be the effect of passage of the Jackson amendment?

Answer. The Jackson amendment seems to deny MFN and U.S. government
credits and credit guarantees to any country with a “non-market economy” which
restricts in any consequential way the right of its citizens to emigrate from that
country. The Russians, to repeat, are very eager to expand their commercial rela-
tions with us, and the extent of such expansion will clearly turn in good part on
the availability to them of credits and MFN, especially the former. But, under the
prevailing Soviet authoritarian political system, there are I think very real lim-
its to the degree to which the USSR would be willing to liberalize emigration in
the interests of commercial relations with us. The Russians have, it is true,
already liberalized emigration somewhat, and at least partly in response to the
Jackson amendment. Possibly they would be prepared to go further in that direc-
tion, though how far is an interesting question.

Should the amendment be enacted, therefore, much will depend on how it is
interpreted. But if the Russians should have to be found not to conform to it,
prospects for expanded commercial relations with them necessarily would be
much dampened. Presumably there would also be adverse consequences, at least
in the short run, for our political relations with the USSR. We cannot rule out
either that, in the circumstances, the Soviet government would find it in order
further to restrict, rather than liberalze, emigration.

I do not wish at all to be construed here as contending against the Jackson
amendment. I for one, have come to feel, however, that some clarification might
be to the good if it could be achieved without any consequential emasculation.

Question 4. What other options are open to the U.S.8.R. if American credits
are not available through the Export-Import Bank?

Answer. What is in question here, I believe, is the situation that would arise if
the Jackson amendment were enacted, and the Russians should be found not in
conformity with it and so be denied MFN and official credits and credit guar-
antees. A corollary presumably is that the Russians would then suspend payments
under the Lend-Lease settlement of last year, for that settlement is conditional
on the Russians’ receiving MFN. Whether the USSR, despite the provisions of the
Johnson Act, would be considered as eligible for long-term private credits here is
a legal matter on which I am not too clear. The USSR apparently has had access
to such credits lately. Whatever the legalities, private interest in granting credits
of any sort to the USSR fio doubt would be cooled in the circumstances envisaged.

Question 5. To what extent may we expect equity participation in joint ventures
or co-production projects within the Soviet Union?

Answer. The Russians, to my knowledge, have not allowed foreign firms to
have an equity participation in a Soviet company since the twenties. Such par-
ticipation would be hard for them to swallow ideologically, though that does not
mean it is excluded. It has been allowed in Yugoslavia and, I believe, in Rumania.

Yours sincerely, A 5
BRAM BERGSON.
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WEDNESDAY, JULY 18, 1973

. Conaress oF THE UNITED STATES,
JoiNT EconoMic COMMITTEE,
Washington, D.C.

The committee met, pursuant to recess, at 10:15 a.m., in room 1114,
Dirksen Senate Office Building, Hon. William Proxmire (vice chair-
man of the committee) presiding.

Present : Senator Proxmire.

Also present: John R. Stark, executive director; Loughlin F. Mc-
Hugh, senior economist; Michael J. Runde, administrative assistant;
John R. Karlik, professional staff member; George D. Krumbhaar,
Jr., minority counsel; and Walter B. Laessig, minority counsel.

OPENING STATEMENT OF SENATOR PROXMIRE

Senator ProxMire. The committee will come to order.

Yesterday this committee heard testimony from David Rockefeller,
Douglas Kenna, and Prof. Abram Bergson on the subject of the Soviet
Economic Outlook.

The improving economic relations between the two countries makes
this subject more important than ever to us in formulating our own
policies. We face a need to learn more about the Soviet economy and
1ts prospects.

s I indicated yesterday, there are three focal points that bear di-
rectly on U.S. policy, and I hope that we can discuss them today and
learn more about them. These questions are:

1. Has the recent improvement in Soviet-American relations and
the poor Soviet economic performance enhanced the prospect that
fewer resources will be directed to Soviet military programs?

2. The issue of Soviet agriculture and the conditions and the ex-
tent to which American farm exports will be to the Soviet Union in
the future. ' :

3. Are the new commercial relations between our two countries
likely to be as beneficial to the United States as to the Soviet Union?

Our first witness today is Ray S. Cline, Director of the Bureau of
Intelligence and Research at the Department of State. Mr. Cline has
served the U.S. Government in various posts and we look to him to
discuss these economic questions in relation to the developing politica
context. :

Our second witness, Prof. D. Gale Johnson of the Department of
Economics of the University of Chicago, also serves currently as a con-
sultant for the Council of International Economic Policy. Since re-
ceiving his Ph. D., at Iowa State University, Professor Johnson has
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become one of our leading specialists on foreign agricultural policy
and performance, including Soviet agriculture.

Our third witness, Prof. Holland Hunter of Haverford College, has
been concerned with Soviet economic performance in the planning
process, with special attention to transportation. His current detailed
assessment of the early Stalinist years may provide us a useful per-
spective on the “historic” changes under Leonid Brezhnev.

Gentlemen, we welcome you all, and will begin with Mr. Cline.

We have a policy in the committee, at least while I am chairing, of
trying to confine opening statements to 10 minutes. Anvthing that you
cannot get in in the 10 minutes will be printed in full in the record.

I see, Mr. Cline, that you have a sizable prepared statement. I doubt
if you could read that in 10 minutes. or if you did, we could not un-
derstand what you were reading. So if vou abbreviate that, the entire
prepared statement will be printed in full.

STATEMENT OF RAY S. CLINE, DIRECTOR, BUREAU OF INTELLI-
GENCE AND RESEARCH, DEPARTMENT OF STATE

Mr. Craxe. . Thank you, Mr. Vice Chairman.

I would like to ask you to incorporate the prepared statement in
the record and will make brief remarks summarizing the highlights
of it and give a little context within which I think we can review the
whole problem we are discussing this morning.

Senator Proxmire. Very good.

Mr. Crine. If I mav, I would like to congratulate vou and this
committee and its staff on the publication of this weighty volume,
which is an excellent, substantial study of the Soviet economy. It com-
bines expert area knowledge and theoretical insight into the Soviet
economy, and it gives a great deal of detail and reveals a wide vision of
Soviet affairs.

T am sure it will be studied thoroughly in many parts of the world,
both in the West and in the East, perhaps most intensively in the East,
where the thoroughly objective economic analysis free of ideological
distortion which this volume represents has not been quite so firmly
esstablished in scholarly tradition, as I believe it has in the United

tates.

I do not pretend to have read everv word in this volume. but my
scanning of it convevs to me a very clear message about the Soviet
economv. It tells the story of an economy operating under unusual
and difficult constraints.

The reasons for this condition this year are twofold: Poor weather
which snoiled last year’s grain crops in an extraordinary way. and
the malfunctioning of the economic system. We in the West have
troubles of our own. I suppose the historv of nations is trouble and
efforts to overcome it. Nevertheless. it is clear that our svstem of pro-
ducing economic goods is more efficient and above all more innovative
than the Soviet command-economv described in this volume.

Moreover, the West is pragmatic enough to experiment with eco-
nomic institutions and improvise economic procedures when they are
needed to meet challenges. The Soviet Union is extremelv conservative
in these respects. odd as that may sound for a regime with a revolu-
tionary creed. Soviet institutions, policies, and processes, though only
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about 50 years old, have become sacrosanct and relatively unmalleable.
Those among Soviet policymakers who might for efficiency consider
moderate changes in the system are either afraid of adverse, short-
term effects that inevitably appear in the course of any reorganiza-
tions, or they seem resigned in the face of Marxist ideological funda-
mentalism, or they are unable to motivate the bureaucratic machine
to alter vested interests in the status quo.

The prepared statement which I presented to the committee in ad-
vance, Mr. Vice Chairman, which I will not read, explains the reason
why the U.S.S.R. will have to look to imports for its main resource
to meet the most pressing Soviet civilian economic needs.

The reason is that Soviet leaders are not likely to divert substantial
resources from defense expenditures to the civilian economy in the
near term, nor embark on major basic economic reforms designed to
add greater incentives for' modernizing their agricultural and con-
sumer goods production.

The critical need in the U.S.S.R., as we see it, is to adopt basic struc-
tural economic reforms which would provide adequate incentives to
introduce new technology and improve quality, both in their agricul-
ture and in their nondefense industry. The decision to reform or not
to reform is a crucial political decision as well as an economic decision.
Since in the U.S.S.R. these decisions are made by a very small group
of leaders, of course, it is impossible to predict exactly what the com-
posite thought of that small group would be.

Still, we know something about them and it does not look as though
meaningful, far-reaching economic reform is an early prospect. All
that can be expected is tinkering with minor details, what you might
call minireforms.

The critical question, then, becomes: What have the Soviet leaders
done and what can they be expected to do in the future to relieve their
current shortfalls and increase productivity and growth of the economy
as a whole? The answer to this question provides the basis for answer-
ing the two specific long-range questions that the committee wisely
selected for discussion: Has the poor Soviet economic performance
and recent improvements in Soviet-American relations enhanced the
prospect of less resources being directed to Soviet military programs
and will the new commercial relations between our two countries bene-
fit both countries?

The defense issue is the topic of various papers in the volume and
these papers show that there 1s some disagreement on the size of mili-
tary and space expenditures and the burden they impose on the Soviet
economy. But the consensus appears to be that defense, including
space, absorbs more or less 10 percent of the U.S.S.R.’s gross national
product, probably a little less rather than more. Such a burden is
heavy, but we believe it is a burden that is not too heavy for a great
populous, proud nation with the particular historical experience of
the Soviet Union and its perception of its defense needs. '

We do not doubt that the Soviet political leadership would like
to achieve the desired defense posture with as little outlay as possible.
We may even suppose that the leaders would be reasonably satisfied
with the level of supply of resources they have built up over the past
years and that they realize the importance at this juncture of relieving
acute consumer goods shortages and enabling the economy as a whole
to achieve a more normal growth.
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In fact, it is reasonable to expect the share of defense in the gross
national product to recede slightly over the years to come, simply be-
cause a high plateau has been reached and the rest of the economy will
benefit from further incremental growth. But this definitely does not
mean, at least in the near-term, large-scale shifts of resources from
defense to civilian economy. The U.S.S.R.’s leaders wish to negotiate
from a position of strength and they insist on a global role in interna-
tional affairs, which presupposes corresponding investments in the
accoutrements of power.

Modern arms development, including activities in space, are very
costly, increasingly costly, and investment in advanced weapons re-
quires long leadtimes. Soviet leaders, whoever they are, will not wish
to neglect dangers of power conflicts that might arise towards the end
of this decade or in the 1980’s, even though both sides might hope to
avoid them.

On purely economic grounds, a shift of resources from the military
to the civilian economy takes time and may create a degree of fric-
tional underuse of labor and plant and equipment during the trans-
fer. The defense economy also is relatively efficient in carrying out
the orders of its military customers while the civilian economy is far
from efficient. Some of the choice inputs into the defense economy,
talents as well as material, may actually lose some of the quality it has,
cnce this activity is enmeshed in the cumbersome civilian economy.

Soviet leaders, above all military leaders, will not wish to impair
their defense industries which are well set up; instead, they will try
to get the civilian economy to improve its operations. Thus the con-
clusion we reach is that impovement will mainly have to come from
imports of goods and services from abroad.

By importing advanced equipment and technology from the United
States and other capitalist countries and by following the managerial
methods that are being practical in the West, the U.S.S.R. hopes to
make an economic quantum jump. As to how, my prepared statement
submitted to the committee quotes Lenin as saying: “Take with both
hands all the good things from abroad, and in particular, “take Ameri-
can technology and organization.”

This prescription for Soviet ills is of long standing. No doubt the
techniques that have made our economy productive will also benefit
the Soviet economy. The U.S.S.R. will, however, find that the trans-
fer of techniques from the environment for which they were invented
to very different Soviet surroundings is difficult and will not produce
effectiveness in the same order. This leads me to the second question
%n the benefits of increased trade from the U.S.S.R. and the United

tates.

If “benefit” is understood in a business sense, it is obvious that deals
entered into by present negotiators should be profitable to the part-
ners on either side. It does not even matter whether the particular de-
tailed arrangements in any one transaction are more advantageous
or less to one partner or the other. Under market conditions, exchange
of goods and services is of general profitable and beneficial effect.

There are real difficulties, however, in achieving mutually advan-
tageous trade arrangements between the U.S.S.R. and the United
States. A “businesslike” approach. to use a favorite Soviet phrase, is
required to find ways to overcome the very real abstacles.
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There are a variety of ways in which trade with the Soviet Union
will be of benefit to the United States as well as to the U.S.S.R. U.S.
exports to the Soviet Union will increase domestic employment and
help improve our balance-of-payment position. We are, of course, not
going to give our goods away to the Soviet Union for free. They will
have to pay for what they get and to do so they will have to ship to
us goods we want and need on terms competitive with those offered by
other suppliers.

In this regard, most-favored-nation treatment, which the adminis-
tration has been urged be accorded the Soviet Union, will be helpful
but may not in itself provide Soviet traders a guarantee of success-
ful entry in the American market.

There is every reason to believe we, as well as the Soviet Union,
should benefit from such trade as it takes place.

Now, I would also like to add that trade does contribute to political
as well as economic improved relationships. Opening up markets
and sources of supply to each other relieves the pressure points between
the two countries and extends the stake which each has in an expanding
network of mutually advantageous relationship.

I do not, of course, wish to imply that major differences between us
will not remain, nor do I wish to suggest that the Soviets will change
their basic ideology to conform to ours, just as we do not expect to
change our philosophy to conform to theirs. The U.S.S.R., like the
United States, is for good reasons interested in relaxation of tensions.
As General Secretary Brezhnev reiterated in his speech only a week
ago, on July 10,1973 : “We firmly adhere to Marxist-Leninist 1deology,
the capitalist states have their own bourgeois ideology.” And Brezhnev
has, of course, made it clear which side he thinks will ultimately be
triumphant. It is still in effect the same philosophy that Stalin referred
to 46 years ago when he made a statement famous in Marxist doctrine :

Thus, in the course of further development of international revolution, two
centers will form on the world scale, a socialist center binding to itself the coun-
tries that gravitate to socialism, and a capitalist center binding to itself coun-
ries that gravitate to capitalism. The struggle between these two centers for
the possession of the world economy will decide the fate of capitalism and Com-
munism in the whole world.

As long as it is peaceful, we do not need to fear such a contest. In
fact, we may sell our equipment and technology to the Soviet Union to
our advantage, just as we did in the years of the first 5-year plan
that followed Stalin’s speech which I have just quoted. We may grad-
ually pave the way for an international climate that will one day per-
mit the two countries which, after all, were allies in two World Wars,
to engage in mutually beneficial trade without today’s heavy arms bur-
den and without the barriers of ideology which make this new and
improved relationship still difficult today.

In conclusion, I would like to say that, given the promising new be-
ginnings in political relations between the U.S. and the U.8.S.R., there
is no reason why these two largest economies in the world should not
and cannot trade with each other to their mutual advantage.

The aim stated in President Nixon’s communique with Brezhnev a
few weeks ago of $2 to $3 billion of trade over a 3-year period is real-
istic. Such exchange will benefit both sides, contribute to the welfare-
of the citizens of the two countries and help further the relaxation of
world tensions and permit improved relations between the U.S.S.R.
and the United States.

23-245—73——7F5
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Thank you very much, Mr. Vice Chairman.
Senator Proxmire. Thank you very much, Mr. Cline.
[The prepared statement of Mr. Cline follows:]

PREPARED STATEMENT OF RAY S. CLINE
UNITED STATES-SOVIET ECONOMIC RELATIONS

Now, after the quarter-century of turbulent international relations following
World War II, the U.S. and U.S.S.R. are attempting to make their relationship
with each other ‘“normal,” in particular their economic relations. This paper
appraises the position of the U.S.8.R. in the world economy and assesses the
prospects for the development of economic relations between the U.S.8.R. and
the United States.

Present efforts to develop more normal relations should not be thought of as
a “return to normalcy” because U.S.-Soviet relations have never been what
could accurately be called “normal.”

At times the two countries were in quite close contact. We supplied equipment
and technology for the U.S.8.R.’s rehabilitation in the 1920’s and for its industriak
development in the 1930’s, and in the 1940’s we provided vast amounts of Lend-
Lease materials which helped not only to fight the common enemy but also
were used in reconstructing and modernizing the Soviet economy after the war.
However, in the mid-1930’s economic relations were limited not because of any
particular U.S.-Soviet tension but because during those years the U.S.S.R.
consciously disengaged itself from the world economy. After World War II rela-
tions were, of course, reduced as a result of the hostile, competitive atmosphere
of the Cold War.

Thus, if we use the word “normal” we envisage for the future not a repetition
of this or that past phase of U.S.-Soviet intercourse but relations characteristic
of advanced industrial powers, in particular powers of such continental dimen-
sions as are both the U.S. and the U.S.S.R. The word “normal” can be applied
to relations of this type even in the presence of such unusual contemporary
conditions as widespread inflation, floating rates of exchange, limited convert-
ibility, all kinds of interventions by governments, etc. The world economy has
been able to make rapid strides in spite of these difficulties.

The U.S. and U.S.8.R. have some features in common that have always
produced a degree of mutual understanding and affinity. They occupy vast
domains, their domestic markets are large, and as a result they are able to
support huge enterprises. In the Soviet economy, for reasons Marxist or Russian,
there even exists what has been labeled “gigantomania,” frequently without due
regard to optimality of operation. “Better nearly always means bigger,” said
Brezhnev in addressing the 24th Party Congress in April 1971.

It was Lenin’s admiration for the productivity of American big business which
set the tone for the following decades ; the expression “trust” was used as a name
for Soviet enterprise conglomerates. It is worth mentioning that only a few
months after the October Revolution Lenin, in a variant of his definition of com-
munism (Soviet [political] power plus electrification of the entire country—and
“electrification” was meant as shorthand for technical modernization), devised
the following formula : “Take with both hands all the good things from abroad :
Soviet power plus Prussian railroad discipline plus American technology and
organization plus American mass education, etc., ete., . . . [is equivalent to}
socialism.”*

Now, 56 years later, socialism is considered fully built in the U.S.S.R., mass.
education has been achieved, but American technology and organization are still
very much admired and sought after. And they are in particular demand for
gigantic projects such as the Kama truck plant or the various efforts to exploit
Siberian gas and oil.

By following as best it can Lenin’s advice to “take all the good things from
abroad,” but, even more important, through enormous efforts by a talented and
high-reaching people, the U.S.S.R. has firmly established itself as the second
superpower in the world. It should, of course, not be forgotten that the country of
Lenin bad been a great power for two or more centuries. It was Russia—in
alliance with other Buropean nations—that defeated Napoleon. The Russia of
1913 ranked fifth among the industrial nations of the world, even fourth im

1 Quoted in O. Anweller, Geschichte der Schule und Padagogik in Russland, 1964, p. 79.
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machine-building. Its military establishment was by far greater than that of the
U.S. though it was inferior in naval strength. The economic power ratio on the
eve of the First World War was, in terms of the much adduced and abused GNP,
about 40 to 100 in favor of the U.S.

Now, 60 momentous years later, Soviet Russia continues to be a great military
power; it is said to have “approximate parity” vis-a-vig the U.S. In the realm of
economics the proportion to the other superpower, the U.S., is not much different
from what it was in 1913. Using last year’s GNP, the ratio was 47 to 100. Given the
difficulties of such comparisons over time and space, a few percentage points this
way or that are quite meaningless, but the general scale of comparison is
revealing.

Nevertheless, there have been fundamental changes over the years. Let me men-
tion first the demographic ratio. In 1913, Russia, in its present boundaries, had
a population 64 percent larger than the U.S.; today, the difference is only 18 per-
cent (though the gap now appears to be widening once again). National income
and wealth have increased greatly on both sides, as they have in the entire world;
our GNP, in real terms, is six times as large as it was in 1913, that of the U.S.S.R.
71% times as large. These rough measures are indicative of a revolution in life
styles. Up to 1920 more than half of the American population was living in rural
areas; only in 1961 did the U.S.S.R. reach the 50-50 mark of rural versus urban
dwellers.

Furthermore, in the past 60 years America has moved from a private enter-
prise economy with little government intervention to what is called—for lack of
a better word—a mixed economy—while the Tsarist economy, itself characterized
by much state property and state interference, was abolished in favor of a system
in which the government owns all means of production, employs practically the
entire labor force, and administers all economie activities with hardly any regard
to market forces. The Soviet economy, finally, is more inward-looking ; it is much
less enmeshed in economic world affairs than either its Tsarist predecessor or the
U.S. and other Western-style economies.

Let me illustrate this last point by a few figures, beginning with foreign trade.
In general, the larger an economy the smaller the ratio between its foreign trade
and its GNP. For the U.S,, in 1972 the ratio of exports to GNP was 4.3 percent
(imports to GNP, at 4.8 percent, were comparable). In the Common Market the
ratio was 16.9 percent, but if trade among the Community countries is taken
out, only 8.8 percent. In Tsarist Russia it was roughly 6.6 percent in 1913; in
the U.S.S.R. of 1972 the ratio was only 2.8 percent.

More meaningful for comparative purposes is perhaps the share of a country
in world exports; in 1972 the US. share was 12.2 percent, U.S.8.R. 3.8 percent.
Two-thirds of Soviet foreign trade is carried on with other Communist countries,
and because in their trade negotiations the world market prices used to value
their exchanges are bargained up on both the export and import sides, the real
Soviet share in world commerce is probably lower than 3.8 percent, perhaps as
low as 3.4 percent. (The ratio of foreign trade to GNP should likewise be
revised downward.)

Many more figures could be cited not only on merchandise trade but also on
services rendered to foreign countries, on the transfer of technology, and on the
flow of factors of production, i.e., capital and labor. That the U.S. and the
U.S.S.R. play a different role in world economic relations is well enough known.
It may be worth adding, however, that in 1971 the U.S. had assets abroad valued
at $180.6 billion. At the same time, U.S. liabilities to foreigners had a value of
$122.8 billion, leaving net assets in our favor of $58 billion. Very little is known
about foreign assets or liabilities of the Soviet Government, but they are extre-
mely limited.

Statistics on movements of people across frontiers are not satisfactory any-
where ; Communist regimes in particular withhold most of their data. Migrations
have been substantial in the West; millions have taken up permanent or tem-
porary residence in other countries. There has been a very large flow of so-called
guest workers from Mediterranean countries to some northerly countries in
Europe. Since the U.S.8.R. and its Eastern European associates experience to
different degrees underemployment, unemployment, or scarcity of this or that
type of labor, it would have been expedient to induce workers to move to other
Communist countries with job openings. This, however, has been the exception
rather than the rule.

In short, the U.S.S.R. has far fewer international ties than Western-style
countries. There is even little integration between the U.S.S.R. and other Commu-
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nist countries, in particular, among the various members of the CEMA ?
organization To quote a Hungarian economist, Tibor Kiss, who recently published
a book on CEMA :*

“The actually prevailing methods of national economic planning are . . .
featured by the presence of some autarkic tendencies. Every country wishes to
meet domestic demand for consumption and investment goods to an optimum
extent out of home production and every country strives after a balanced devel-
opment of the various branches of production, even at the expense of a lower
average of economic efficiency. These endeavors, as a rule, act against any
really efficient coordination of national economic plans, and also reinforce cer-
tain built-in autarkic tendencies, strengthening the existing barriers between
national markets. Thus in spite of all promising possibilites of further progress,
the situation will continue in which it can be hardly expected that inter-CMEA
plan coordination will develop into a joint planning in the foreseeable future.

“In conclusion we have to state that exaggerated centralization of export and
import activities, adherence to a strict license system even in the trade between
CMEA countries, and the great divergences between domestic and foreign-trade
prices, together with an excessive protectionism, have resulted in so high a
degree of isolation of the national markets as to nearly frustrate the projects of
economic integration. Under such conditions no rational exploitation of the
comparative advantages can be spoken of, no international specialization and
cooperation of production in the true sense can be achieved, and no steady in-
crease of economic efficiency can be censured. The benefits of the technological
revolution cannot be enjoyed either.

_“Owing to the distortion of the categories of money, credit and interest, prac-
tically no capital movement is taking place within CMEA. The granting of
long-term credits, mentioned in connection with investment cooperation, is a
sporadical occurrence.

“There is hardly any migration of labour within CMEA. For a long time, such
migration was considered to be incompatible with the socialist system. . . .”

This lack of cooperation and intergration even within the so-called Soviet
commonwealth cannot be attributed to a Cold War between the U.8.8.R. and its
associates or among them. The Cold War between East and West was, of course,
a reality and has helped reduce the commercial intercourse between the two
groups for many years.

In the new atmosphere of the past year or two, intercourse is being intensified
now, but the experience of the CMEA countries among themselves points to
limits and constraints. One should not overlook differences in attitude and insti-
tutions that will in future tend to hinder a rational and profitable exchange of
goods and services and of human and material resources between the U.S.S.R.
and the U.S. along the lines of Western-style market economies.

Kiss mentions “autarkic tendencies” and one may ask whether an ideological
commitment to self-sufficiency is one of the reasons for the inward-looking
nature of the Soviet system. There is an element of truth in this contention, but
in reality the Soviet attitude toward foreign trade is far from consistent. Marx-
ism as such is certainly not averse to foreign transactions. Marx himself praised
the emergence of a world market as historical progress. The special methods of
conducting foreign economic relations are not so much ideological tenets as
what the leaders believe to be efficient means of control, namely, through foreign
trade and foreign exchange monopolies, limitation of “capitalist” participation
to what was called “concessions” in the 1920’s and now ‘“‘joint ventures,” and
severe restrictions on Western businessmen working in the U.8.S.R.

Self-sufficiency has been practiced, sometimes more, sometimes less, though
not as a principle of the Soviet Founding Fathers. It gained infiuence in the
mid-1930’s after the traumatic experience of selling grain—and whatever else was
possible—for machinery during the Great Depression in the West and a (self-
inflicted) famine in the U.S.S.R.; it abated during the Second World War and
rose again during the Cold War. The motivation has been a mixture of aversion
against the capitalist markets—which are hard to comprehend, difficult to deal
with, and often hostile—and against foreign entanglements either to avoid any
dependence, particularly in strategie respects, or from a time-honored protection-
ist or mercantilist nationlism also observed in the West. In addition, there has

2 Council for Mutual Economic Assistance.
3 Tibor Kiss, International Division of Labour in Open Economies with 8pecial Regard to
the OMEA, Budapest, 1971, pp. 170, 175.
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probably been a reluctance (quite understandable in a proud nation) to expose
inferior Soviet craftsmanship to the eyes of sophisticated Western nations,
Whenever the U.S.S.R. believed it had produced—if only in small numbers—a
creditable piece of equipment (without military application), it exulted in
gelling samples to the advanced West.

On the other hand, the U.S.S.R. has always been eager to avail itself of the
advanced technology of the West by importing equipment and techniques. Lenin
was the first to endorse such a policy, as previously indicated. In doing so, he con-
tinued a tradition going back to the Ivans and to Peter the Great. His successors
have followed suit, Stalin as well as Khrushchev and Brezhnev. Of course, foreign
goods and technology had to be paid for, and so—disregarding occasional grants
or the reparations after the Second World War—arrangements had to be made
to provide commodities for export. Exports have been viewed not as opportunities
for profitable deals or for employment of labor and machinery but as the un-
avoidable necessity to obtain the wherewithals for imports.

Over the past decades, Soviet foreign trade policy vis-a-vis the advanced West
and the U.S. in particular has been a sequence of invitations to trade and with-
drawals into isolation. At present we are in a phase of invitation and we hope it
will become the beginning of a meaningful integration of the Soviet economy into
the economy of the world as a whole. On the other hand, there exists a danger
that, if the present Soviet advances toward the West, toward the U.8. in particu-
lar, should come to nothing, the U.S.8.R. would again withdraw into its shell.

The economic reasons that motivate the Soviet Government in its present
endeavors are by now known to the world at large, and the splendid volume
that has just been issued under the auspices of the Joint Economic Committee
of the Congress, together with the statements made in the course of these hear-
ings, makes it unnecessary to go into details. In a nutshell : the Soviet economy
is growing but not as rapidly as the Soviet leaders wish and certainly much more
slowly than the current Five-Year Plan, 1971-1975, had prescribed. The latter
was and remains predicated on excessive rates of productivity growth. Moreover,
the actual growth is bought with unnecessarily large inputs of both capital and
labor. Living conditions do improve over the years but they are still low and sus-
ceptible to ever-recurrent setbacks in the inefficient farm sector.

The leadership is thus faced with the necessity to take measures conducive to
increasing Soviet productivity, narrowing the technological gap between East and
West, satisfying consumer needs for the sake of labor and social morale, and
strengthening the economy in general. Such measures may fall into three cate-
gories : reform of the Soviet system ; transfer of resources from the defense estab-
lishment to civilian investment and consumption; and imports of technology,
equipment, and other goods and services from abroad. The policy-makers could
move on all three fronts or only on one of them.

A reform of the economic mechanism toward a market system (albeit a social-
ist market) is not in the wind, barring a sudden change in the mood of the
country and the advent of leaders willing to act accordingly. When Brezhnev and
Kosygin took over, they initiated a number of procedural changes in planning,
administering, and managing the economy. They rescinded organizational changes
that their predecessor had made and they introduced regulations intended to im-
prove the success indicators and incentives for enterprises and ministries. These
so-called reforms were very cautious and were to be implemented very slowly ;
the new administration never aimed at market socialism. Its goal was only to
operate the existing system more effectively. Since then the 1965 reforms have
faded away ; in fact, they have never been fully implemented. In this respect the
Soviet economic and political system is by far more conservative than Western
society which, without revolution from below or above, has constantly reformed,
experimented, and extemporized.

As noted above, the Soviet Government could transfer resources from military
(and space) programs to be used for civilian purposes. The Joint Economic Com-
mittee has, understandably, always been interested in this issue; the volume
published by the Committee three years ago had the title Economic Performance
and the Military Burden in the Soviet Union, and the present volume contains
several articles touching upon defense expenditures. Whether the U.S.S.R. is
spending 10 percent on its military and space establishment or less than 10 per-
cent, we do not doubt that the political leadership would like to achieve the
desired defense posture with as little outlay as possible. We even suppose that
the military leaders may be quite satisfied with the supply of resources they have
received over the past years and that they realize the importance at this junc-
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ture of relieving acute consumer supply shortages and of enabling the economy
as a4 whole to return to a more normal growth. Thus, political as well military
Jeaders (some die-hards excepted) are likely to welcome savings as long as they
«do not affect the balance of strategic power to the U.S.S.R.’s disadvantage. In
“fact, we may expect the share of defense in the GNP to recede slightly over the
years to come.

This does not mean, at least in the near future, large-scale shifts of resources
from defense to the civilian economy. The U.S.S.R.’s leaders wish to negotiate
from a position of strength, and they insist on a “global” role for their nation,
which presupposes corresponding investments in the accoutrements of power.
Moreover, modern arms developments (including activities in space) require
long leadtimes. While the present holds the prospect of further negotiations and
continuing detente, the longer term is always uncertain. Soviet leaders, whoever
they are, will not wish to neglect dangers that might arise toward the end of
this decade or in the 1980's.

On purely economic grounds, a shift of resources from the military to the
civilian economy takes time and may create a degree of frictional underutiliza-
tion of labor and plant and equipment during the transfer. What is even more
important, the defense economy is relatively efficient in carrying out the orders
of its military customers while the civilian economy is far from efficient. Some
of the choice inputs into the defense economy, talents as well as materials, may
actually lose some of their quality once they are enmeshed in the cumbersome
civilian economy. The leaders—above all the military leaders—will not wish
to impair defense industries fairly well set up; they will rather require the
civilian economy to improve its operations. Such adjustments will be expected
to come about not in the spirit of the market economy, i.e., by competition for
a clientele of ultimate and intermediate customers through a wide choice of
goods and services at the lowest possible cost, but in a technocratic manner,
namely through acquisition of the latest piece of equipment and the latest method
of management and production on the (tenuous) assumption that they would
also be the economically most rational improvements.

Here the third approach to the Soviet economic policy problem enters: if
more rapid progress is not sought by way of basic reforms or at the expense
of the defense posture, it may still be achieved through imports. Such imports
would relieve the temporary scarcity of grain and would back up the govern-
ment’s program for a larger supply of meat and dairy products. They would,
above all, consist of equipment and techniques to modernize and streamline
vital sectors of the civilian economy, including the badly lagging energy sectors.

Up to now, I have discussed the economic considerations that are quite visible
behind the Soviet desire to normalize the relations between the two countries,
They are compelling indeed, and they are bolstered by political considerations.
They have been translated into action at a time when the U.S,, also for political
and economic reasons, is interested in more normal relations with the U.8.S.R.
-and likewise with Eastern Europe. With political rapproachement under way,
there is no reason not to reap the benefits that closer economic relations may
bestow on the economy, benefits in employment (with corresponding profits) in
our own supply situation insofar as we can use Soviet products and services,
and—Ilast but not least—in helping to solve our acute balance-of-payments
problem.

In the recent past, U.S.-Soviet trade developed as follows: In the year 1971 our
exports amounted to $162.1 million or less than three-thousandths of our total
exports ; our imports from the U.S.S.R. to $57.3 million or one-thousandth of our
overall imports. The following year, 1972, exports—including the grain to pre-
vent serious bread shortages in the U.S.S.R.—rose to $546.7 million, i.e., 1.1 per-
cent, of our exports; imports remained low at $95.5 million or two-thousandths of
total imports. In the past five months of this year, our exports—again chiefly
grain—amounted to $550.5 million, our imports still to only $75.1 million. These
figures are in current prices; in real terms, they would be less as a result of
rising prices between 1971 and 1973.

Forecasting foreign trade is uncommonly hazardous, particularly when it starts
at an artificially low level; a few large deals may swell the trade flow. It might
be useful, however, to advance a theoretical calculation which is suggestive of
future trade possibilities. In 1972 Yugoslavia, a moderately industrialized Com-
munist country with Western as well as Eastern ties, bought in the U.S. mer-
chandise which amounted to 0.7 percent of its GNP ; it sold 0.6 percent of its
production to the U.S. Let us assume that our exports to and imports from the
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T.8.8.R. would grow to only half the ratio of U.S. trade to Yugoslav GNP. The
result—purely theoretical, of course—would be U.S. exports of close to $2 billion a
vear and imports of about $1.7 billion. To achieve such a volume would take
quite a few years and the creation of a more systematic division of labor between
the two countries. If the hypothesis became reality, our trade with the U.S.S.R.
would amount to between 3 and 314 percent of our foreign commerce. Consider-
ing the size of the Soviet economy and its position in world industrial output,
American-Soviet trade should be much larger; Japan, for instance, with only
43 percent of the Soviet populatxon supplied us with $9.1 billion worth of goods
in 1972 and purchased $4.9 billion in this country.

This calculation is hypothetical but it shows the great possibilities that lie
dormant in U.S.-Soviet economic cooperation. Their realization will require action
on both sides. and I consider it important that we face the issues soberly and
‘without wishful thinking.

Soviet import requirements both for capital goods and consumer supplies, not
to mention technical and managerial know-how, are very large indeed; it will
now be up to the Soviets to establish priorities and adapt their shopping list
to their ability to pay and to service and repay their debts. They will be helped
by current payment flows in their favor; tourism should provide the U.S.S.R.
with a net dollar balance (as is the case with its associates in Eastern Europe).
By and large, the U.S.S.R., with its foreign trade and foreign exchange monopoly,
has been in effective control of its balance of payments, though at times—par-
ticularly now—it has had to fall back on foreign credits.

Payment and repayment can be effected in four ways:

First, there is the sale of gold in the free gold market and transfer of the
proceeds to whomever the creditor may be. The U.S.8.R. now produces about 250
metric tons of gold a year. Its gold reserves may be in the neighborhood of 2,000
metric tons. The Soviet cost price is still very high; it used to be a multiple of
the official gold price that prevailed until 1971. But by now the market price is
in the neighborhood of $125 per troy ounce. At this price Soviet gold reserves are
worth $8 billion. Soviet annual output of 250 metric tons at the price of $125 per
troy ounce would amount to $1 billion or 720 million rubles, i.e., slightly less
than three-fourths of the U.S.S.R.’s 1972 balance-of-payments deficit vis-a-vis all
advanced industrial countries of the West (the total deficit was 1 billion rubles
or $1.4 billion). The U.S.8.R. had avoided selling gold between 1966 and 1971; in
1972 it reportedly sold about 150 metric tons of gold at rising prices on the free
gold market. This market is rather thin and fickle and I leave it to others to judge
how much Soviet gold it would be able to absorb without a significant decline
in prices. Speculation on or in gold is outside of my purview.

A second method is payment in hard currency proceeds from Soviet exports to
European and Asian countries. Multilateral payment flows are a normal and
mutually advantageous procedure in international commerce, and as Professor
Gregory Grossman has pointed out “—they characterized American trade with
Tsarist Russia as well as with the U.S.8.R. between the two World Wars ; Russia
offset its import surplus vis-a-vis the U.S. through an export surplus with
Europe. This method, of course, requires an export surplus with Europe. In 1972
the U.S.8.R. reported an import surplus in its dealings with what it calls “in-
dustrially developed capitalist countries” as a whole, which includes most of
Europe. The import surplus amounted to exactly 1 billion rubles: 385 million
rubles in U.S.-Soviet commerce, 615 million rubles in the trade with Western
FEurope, Japan, and other advanced countries. The U.S.S.R. is eager to obtain
equipment and technology from many countries and this includes, e.g., U.S.-
invented machinery produced in Europe with American parts by multinational
corporations. At present, therefore, the U.S.8.R. cannot solve its payment prob-
lems by the traditional multilateral payment pattern. As time goes by, this
pattern may be resumed. This will occur only, however, if a healthy liberal trade
philosophy and policy is maintained by all concerned. A crude neomercantilist
aversion against import surpluses in countries which would supply the U.S.S.R.
with the hard currency to pay for Soviet imports from the U.S. would dampen
the prospects of multilateral settlement.

The third method of paying the U.S. on current and capital account is through
direct shipments of Soviet goods to America. I wish to deal with barter-in-
time as a separate fourth method; I am now discussing normal U.S. imports

4+In his paper on “U.S.-Soviet Trade and Economic Relations” in The ACES Bulietin,
Spring 1973, pp. 3-22,
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of Soviet merchandise at routine payment procedures. This is the real problem
in U.8.-Soviet economic relations, a problem that presupposes action by the U.S.
as well as by the Soviet side.

One aspect of it has to do with commercial policy. As everybody knows, the
U.S. withdrew most-favored-nation status from the U.S.S.R. in 1951 This means
that products from the Soviet Union must pay duty at the tariff rates prescribed
in the Tariff Act of 1930 rather than at the reduced rates applicable to products
from most other countries. The Soviet Government views the denial of MFN
status in the U.S. not only as commercial discrimination but also as a blot on
its escutcheon; in its opinion, a great sovereign people have the right to be
accorded MFN treatment.

Once most-favored-nation treatment is granted and discrimination in the
U.8. ended, the Soviet side will face the real test, the test of competing in
sophisticated markets. Among the goods the U.S.S.R. plans to offer—aside from
many raw materials and other goods that now enter the U.S. duty-free—is mer-
chandise such as electric motors, metal-cutting tools, mining equipment, hydro-
foil boats, transitor radios, plywood, and motion pictures. As the studies by
Malish® and by Gross® point out, the U.S.8.R. has been able to sell plywood
and motion pictures to the U.S despite the lack of MFN treatment while it has
not been able to sell more than insignificant amounts of the other goods in West-
ern countries where it does enjoy MFN status In other words, for the Soviet
exporters non-discriminatory entry into our markets is only the beginning.

The basic problem remains: In the U.S.8.R., as the second largest industrial
country in the world, able to offer on competitive terms to the U.S. (or other
advanced countries) commodities other than precious metals, ores, undressed
furs, or fuels? I do not wish to repeat what is general knowledge, that is: the
shortcomings of industries run by the state and the rigidity of a governmental
foreign trade monopoly. Nor is it my business to advise the U.S.8.R. on how
to run its economy. The Soviet Union is a sovereign nation and must solve its
economic and other problems in its own fashion. But if a fruitful commercial
intercourse is to develop between this country and the U.S.8.R., a commerce
“normal” for advanced industrial nations, the U.S.S.R. will have to inaugurate
a whole series of measures leading to the export not only of raw materials but
also of quality manufactures along with, where it applies, reliable and fast in-
stallation and repair service, including the supply of spare parts. It is quite pos-
gible that such goods actually do exist in the Soviet economy—hydrofoils seem
to be among them—but they have to be found and then presented in the way
‘Western customers expect. It may be possible, even desirable, for the U.S. to
help the U.S.S.R. market such goods, preferably through private firms which
will offer for this type of service.

This is, perhaps, the place to add a word on the implications of a “normal-
ized” U.S.-Soviet trade. We are very much interested in expanding our exports,
not because of an idleness of men and machines—in fact, the U.S. economy seems
overheated—but because of our balance-of-payments deficit. But we do not favor
exports for exports’ sake. We expect payment. Nor would a very businesslike
Soviet Government think in other terms. The balance-of-payments problem is
a problem now; and while long-range credits are not ruled out to stimulate U.S.-
Soviet cooperation, they themselves would not help balance our foreign payments
now. And since we wish to be paid-—and the other side is also anxious to pay—we
must avoid becoming merchantilists and be willing to accept imports. Trade.
freely conducted, is beneficial for both partners and if we are interested in larger
exports—real exports, not grants—we must agree to imports under fair competi-
tive conditions.

Let me. finally, say a few words about the fourth method: barter-in-time.
In some resnects, such deals may appear to be appropriate for U.S.-Soviet trade.
The U.S.S.R. has deposits of raw materials which, at the right price, might
interest the U.S. The U.S.S.R. needs capital and modern equipment, and tech-
nology. U.S. business is capahle of supplying all of this on credit, even long-term
credit—though apparently not without support on the part of the U.8. Govern-
ment. These investments, along with the concomitant transfer of Ameriean tech-
nology (a unique technology in some fields, e.g., the laying of pipelines in Arctic
regions), would be made without acquisition of property rights on Soviet soil;
the U.S.8.R. would always remain in full control of the installations on its

6 Anton F. Malish, Jr., United States-East European Trade, Staff Research Study No. 4,
U. eSL’(I)‘arﬂ‘f Commission, Washlngton, D.C., 1972
0. cf;
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- territory. Repayment would be effected with the raw materials that the installa-
tions extract and transmit, and exporting such raw materials would be a job
the Soviet foreign trade monopoly is best suited to handle. Thus, after repay-
ment—and in some cases perhaps simultaneously—the U.S.8.R. would have no
difficulty marketing the commodities produced as a result of U.S. investment.
The American side, in turn, if all goes well, would be assured repayment in due
time in a desirable commodity.

Such schemes may have some advantage in certain circumstances, but will
have to be judged on its own merits. We must determine how large the invest-
ments that the American economy is supposed to undertake will be and what
will be the price of the commodity (including the usual overruns in capital
requirements and cost). Other crucial questions must be asked. Are there cheaper
alternatives in other parts of the world or even on American 50il? The commodity
sought after may indeed be in short supply now and in the near future. Will
it still be scarce after the planned operation becomes reality ? And assuming that
the deposits are indeed as ample as believed, will the installations be ready in
time (or, to be more realistic, one or two years later than planned)? Finally,
are there risks not only of an economic but also of a political character? These
questions must be considered “in a businesslike atmosphere,” to use an expression
of which the Soviets are fond and which, indeed, is indicated for discussion of
such vast proposals.

They are bound up with another problem. Ours is, as T said, a “mixed
economy.” The Government plays an important role but basically it is a system
in which private enterprise competes in more or less free markets. There is no
reason whatsoever why part of our foreign economic relations should not take
place with an economy run by a state, as long as we can be sure that business
remains business. In other words, we must guard against the danger that frie-
tion which arises in purely commercial affairs spills over into politics, and that
political differences—which occur even among allies—endanger or damage com-
mercial ventures, particularly in view of the government backing that some of
the deals would require on the American side. We have dealt with state-owned
economies before. Our economic relations with the U.S.8.R. were, on the whole,
beneficial for all concerned. It is of great importance to enter into deals with due
regard to the realities of prospects for mutual benefit.

In conclusion, given the promising new beginnings in political relations, there
is no reason why the two largest economies in the world, whatever their basic
philosophies, should not and cannot trade with each other to their mutual ad-
vantage. While it will take time to build such a trade up to what I called more
“pormal” proportions, the target in the President’s Communique with Brezhney,
namely, U.S. exports to and imports from the Soviet Union of $2-3 billion over a
3-year period is realistic and achievable. What will count in the end is not only
the volume but the soundness of the deals. An exchange of goods (or services)
for which each side has cost advantages, absolute or relative, bestows benefits on
both sides, will contribute to the welfare of the citizens of both countries, and
can further relaxation of tension and improved relations between the U.S.S.R.
and the United States.

Senator Proxiire. Mr. Johnson, please proceed.

STATEMENT OF D. GALE JOHNSON, DEPARTMENT OF ECONOMICS,
THE UNIVERSITY OF CHICAGO

Mr. Jomxson. Thank vou, Mr. Vice Chairman.

I shall restrict my comments largely to discussion of Soviet agricul-
ture, though I will discuss very briefly the other two important ques-
tions that you indicated in your opening statement.

Senator Proxaure. 1 might say, also, with respect to your prepared
statement, the prepared statement will be printed in full in the record.
I take it you will summarize it.

Mr. Jouxsox. Very much so; yes. It is difficult for a professor who

15

Senator Proxumire. You are so used to making a 50-minute lecture.
Mr. JornsoN. Yes. To get down to 10 minutes, but T will try.
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Soviet agriculture is obviously a topic of real interest and concern
in the United States and other parts of the world today, as well as in
the Soviet Union. I shall try very briefly to provide what I think is a
perspective of that agriculture and then turn to the question of what
are the possibilities for trade in agricultural products, largely, of
course, from the United States to the Soviet Union.

The performance of Soviet agriculture in recent years, I feel, can
be described both in terms of the bad and the good. We should not con-
tinuously overestimate the bad, although T will comment on that first.

In terms of inadequacies of performance, there are four points I
think are significant. The first is that it is a high-cost agriculture.
The prices paid to the farms in the Soviet Union are now very high,
a complete turnaround from the policy of Stalin, who exploited the
peasants in the Soviet Union to an enormous extent. This is not, I think,
any longer the case.

A second inadequacy is the very high degree of instability in crop
production, due in large part, though not exclusively, to climatic var-
iability. Some of the instability is a result of the farming practices
followed in the Soviet Union, but a lot of it is due to the fact that most
of the geographic area of the Soviet Union is either hot and dry or
cold and wet. These are two very serious limitations.

A third way in which the structure and performance of Soviet
agriculture adversely affects the rest of the economy is in the ineffec-
tive use of the large labor force that does exist on the farms, since
each year several million workers are sent from the cities to the farms
%fmtncritica.l periods of time, apparently both in the spring and in the

all,

Finally, the agriculture represents an enormous investment drain
on the Soviet economy. It is still, I think, something of a remarkable
setting in which the society as productive as the Soviet Union still
invests 27.5 percent of its total investment in agriculture. This is in
contrast to agriculture’s share of investment in the United States of
only 5 percent, even thought our agricultural output is higher than
that in the Soviet Union.

It is not only that the share of total investment in the Soviet Union
is above that of the United States, but the absolute amount, if we take
the estimates included in the compendium, is from three to four times
as great as it is in the United States.

enator ProxMIre. The absolute amount is?

Mr. Jornson. About three or four times as large. The investment
in Soviet agriculture each year, or at least that undertaken now in
this plan, is to be about $34 billion a year, compared to abont $8.5
billion a year in the United States. Yes, $34 billion compared to $8
billion in the United States.

Senator Proxmire. Comparable units of measurement ?

Mr. Jomnson. Yes. Insofar as you can make them, but I think these
are not unreasonable. It is using the official exchange rate.

Senator Proxmire. Sorry to interrupt you, but I have been well
aware, as others have, of the terrible disparity of manpower. They have
81X or seven times as many people on the farm and produce less food
than we do. But T had no idea there was this colossal disparity in
1nvestment.
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Mr. Jom~sox. On the more positive side, with respect to Soviet
agriculture, is the output growth, which has been at a level that com-
pares favorably with the other parts of the world for the last 20 years.
In other words, since Stalin’s death and for some adjustment for
climatic variability in the two decades, the rate of output growth has
apparently been about 3.5 percent per annum, and this is higher than
in the Common Market and higher than in the United States.

The increase in livestock production, which is a critical element in
the current Soviet plan, has been even higher, about 4.5 percent per
annum.

Yet this performance has not been adequate to satisfy what have
been the accepted needs of the Soviet population, and it 1s my antici-
pation that the Soviet Union will still rely on the rest of the world,
which means primarily the United States, for grain imports at least
over the next 3 or 4 years.

Very briefly, the reasons are that the Soviet Union still has a very
low per capita level of consumption of meat, the lowest in Eastern
Europe and substantially lower than in Western Europe. The demand
for meat is growing very rapidly. In fact, my analyses indicate that
the growth in demand for meat over the period 1971 to 1975 will be
substantially higher than that envisaged in the ninth plan.

In other words, the growth in demand has been underestimated in
the plan, and there will be, as there has been over the past year or two.
substantial pressure on the planners to maintain a reasonable level of
output expansion of livestock products, and in fact, the 1972 poor
cr(X) makes meeting even the ninth-plan goal exceedingly difficult.

pparently, in the decisions of the past several months, Soviet
planners have committed themselves to preventing a destruction of
the livestock herd as a result of the poor 1972 crop. In 1963 and 1964,
Khrushchev did permit the livestock herd to fall. The present planners
are apparently working hard and so far have been effective in pre-
venting that. As a result, with the enormous expenditure of financial
resources that they have already made, I think they will continue to
make those investments. Otherwise, what they have done this year
would be largely for nought.

So at least for the next 8 or 4 years, I expect substantial feed ex-
ports from the United States to the Soviet Union.

Very briefly commenting on the other two points that were raised,
namely, the relationship between trade and military priorities. I am
an optimist, as I say, in this direction, in the sense that I think that
increasing trade, extension of credit, and the wide-ranging discussion
of political-military issues between the United States and the Soviet
Union do significantly affect the probability of military confronta-
tions. They certainly do not guarantee that such disasters might not
oceur, but in a setting in which there are improving relationships, I
think the probabilities of our coming into serious conflict are reduced.
How much, no one knows.

With respect to the gains from trade as it expands between the So-
viet Union and the United States, it again is my view there will cer-
tainly be a sharing of the gains. It is impossible to say exactly how
they will be shared, but while the Soviet Union needs a variety of
things, which it can most easily obtain from the United States, namely,
a variety of high-technology products and services, it also needs our
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grains and feedstocks. But there are a wide variety of raw materials,
particularly energy sources which the Soviet Union has, which, as I
develop in my prepared statement, may well provide substantial ad-
'vantages to the United States, particularly, I think, if they open up,
if it works out that way, another source of natural gas and petroleum
products. This additional source will have implications with respect
to our bargaining position in the rest of the world on these materials.

Mr. Chairman, this concludes my comments. I would like to request
that a paper by a colleague of mine, Prof. Arcadius Kahan, dealing
with the state of Soviet agriculture, which I think includes material
that is relevant to my own prepared statement, I would request that
this might be included.

Senator Proxare. How long a paper is this?

Mr. Jounson. About a dozen pages.

Senator Proxumire. Without objection, that will be printed immedi-
ately following your prepared statement.

Mr. Jornson. Thank you very much.

[The prepared statement of Mr. Johnson and the paper by Mr.
Kahan follow:]

PREPARED STATEMENT OF D. GALE JOHNSON

Sovier ECONOMIC PROSPECTS FOR THE SEVENTIES : SOME COMMENTS AND
EXTENSIONS *

Any individual who has an interest in the economy of the Soviet Union once
again finds himself in debt to the Joint Economic Committee for organizing an
excellent collection of papers on the Soviet economy. As has been true on previous
occasions, the present volume brings together an enormous amount of highly useful
and well organized information and analysis relevant to an understanding of
the second largest economy of the world, I want to express my personal appre-
ciation to the many scholars who devoted their talents, time and energy to the
production of the numerous outstanding studies included in the volume.

I will first make some comments about Soviet agriculture; these remarks are
intended to complement and extend the material in the two first rate articles on
agriculture. I will then comment briefly about some of the problems involved
in the sale of farm products to the Soviet Union. Finally, T shall discuss some of
the longer run implications of expanded trade between the Soviet Union and
the United States, with special reference to miliatry intentions and the relative
magnitudes of the gains from trade as shared by the two economies.

SOVIET AGRICULTURE : PERFORMANCE AND PROSPECTS

It is important to achieve the proper perspective with respect to the perform-
ance and prospects of Soviet agriculture. It is quite appropriate to note the
numerous weaknesses of that agriculture: Costs of production are high; output
is subject to major swings resulting from climatic variations; a very large frac-
tion of the labor force is still required for agriculture and nonfarm production
is annually adversely affected by the necessity to ship millions of workers from
the cities to the farms; and the share of agricultural investment to total invest-
ment is very high and is planned to increase to 27.5 percent of the total by 1975.
In the United States investment in agriculture accounted for approximately 5 per-
cent of total private nonresidential investment in 1972. The average annual level
of investment in agriculture during 1971-75 in the Soviet Union is planned to be
$34 billion ; this annual rate is almost four times the 1972 investment in U.S. agri-
culture of $8.7 billion. Yet as estimated by Whitehouse and Havelka (SHEPS, p.
345) net farm output in the U.S. was approximately a fifth larger than in the
Soviet Union in 1966-71.

1 Testimony given before the Joint Economic Committee, Congress of the United States,
July 18, 1978. The comments represent personal reactions to Soviet Economic Prospects for
the Seventies, A Compendinm of Papers submitted to the Jolnt Economie¢ Committee, Con-
gress of the United States, 83d@ Cong., 1st sess., Joint Committee Print, June 27, 1973.
Reference to the volume henceforth will be as SEPS.
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In spite of these weaknesses the rate of output increase for agriculture com-
pares very favorably with that achieved in other industrial countries. Diamond
and Krueger (SEPS, p. 317) estimate that farm output increased by 3.8 per
cent between 1951 and 1971. Even if one discounts the favorable climatic con-
ditions of 1971 you find an annual output growth rate of about 3.5 percent Over
roughly the same period of time farm output increased by about 2.7 percent
annually in the European Economic Community and 2 percent annually in the
United States. Livestock output in the Soviet Union increased by 4.5 percent
annually in the European Economic Community and 2 percent annually in the
in Soviet agriculture, the positive aspects should not be ignored.

Yet there can be no doubt that agriculture is a major problem area for the
Soviet economy. I do not refer solely to the enormous grain imports of the past
year. These imports resulted largely, though not entirely, from the poor 1972
crop. The difficulties facing Soviet planners can perhaps be seen by an effort to
determine the probable role of the Soviet Union in the grain market over the
next three or four years. While no one knows whether USSR will have another
poor wheat crop in the near future, the most probable course of events is that
the Soviet Union will return to its position of a small net importer of wheat,
if not in 1973-74, then by 1974-75. With an average wheat crop in 1973 the Soviet
Union might be a net importer to rebuild stocks. Apparently stocks of wheat
suitable for food were nil in the fall of 1972; this may be one of the reasons for
the large wheat imports. It seems reasonable £o assume that at least for the next
few years wheat stocks will not be permitted to fall to such low levels as in 1972.

I think there are grounds for believing that the Soviet Union will be a net
importer of feed grains and oilmeals for a number of years. I shall try to indicate
why I believe this to be probable.

In 1970 the grain crop was the highest on record; in 1971 the second largest
crop was harvested. Yet in 1971-72 the USSR had net imports of approximately
4 million tong of feed grains. In these circumstances the importation of 4 million
tons of feed grains takes on substantial significance., If it were true, and subse-
quent events indicate that it was, that in both 1970 and 1971 several million tons
of wheat were used for livestock feed, the feed grain imports in 1971-72 take on
added significance. In two years of record grain crops, current grain and feed
output was too small to provide the feed for the desired livestock output.

Was there a shortfall in livestock production in 1970 and 1971 that an effort
was being made to overcome? In terms of the 8th Plan and the 9th Plan, the
answer is no. In 1970 meat, milk and egg output exceeded the 8th Plan target for
that year and 1971 output of meat and eggs appeared to be equal to or perhaps
slightly greater than the plan for the first year of the 9th Plan. Milk output may
have lagged in 1971, but here the major shortcoming is in the marketing system
and not in production.

But it is fairly clear that the two recent plans have underestimated the growth
in demand for livestock products, especially meat. The official prices of meat and
milk in the state stores have not been increased since 1962. Thus prices have
not acted to equate supply and demand in the state store system. The imbalance
in the growth of demand and supply became evident as early as 1969 in the
collective farm markets. Prices in these markets rose relative to state store
prices in 1969 after several years of stability. The price ratios increased further
for most livestock products in 1970 and appeared to stabilize in 1971 ; these ratios
have undoubtedly increased in the past year.

The 9th Plan assumes an increase in per capita meat consumption of approxi-
mately 21 percent. The planned growth in per capita income was 35 percent. By
implication, the Plan assumed that for each 10 percent increase in income that
meat consumption would inerease by 6 percent. The income elasticity of 0.6 is
almost certainly too low. A number of estimates of the income elasticity of demand
have been made by Soviet economists; only one of the estimates that I have
seen indicates an elasticity of less than 0.7 and others range up to 2.0. From
what we know about meat consumption relationships in other countries, it is not
unreasonable to assume that the income elasticity for meat is unity—a 10 percent
increase in per capita income would result in a 10 percent increase in meat
consumption, if the meat were available.

If the income elasticity for meat is unity, this means that per capita demand
would increase by 35 percent by the end of the current plan. Even if the planned
level of meat production were met, the supply increase would be much smaller
than the demand increase. The discrepancy is so large that the alternatives facing
the planners were all quite unpalatable. Meat prices could be increased—and
substantially—but this was apparently ruled out, perhaps in part because of the
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Polish riots. The excess demand could have been accepted, with ever growing
queues at the state stores and rising prices in the collective farm markets. The
third alternative, and the one chosen, was to make a major effort to increase
supply. While there were some meat imports, the major alternative chosen was
to import feed grains in late 1971.

As of late 1971 it appeared that if meat supply were to keep pace with the
demand that perhaps 10 to 15 million tons of feed grains would need to be imported
annually for the rest of the plan period if climatic conditions were normal or
average.

The poor crop in 1972 obviously complicates life for Soviet planners. Even
with the large grain imports, including about 5 million tons of feed grains, and
some soybean imports, meat output in 1973 is planned at a level below 1972’s.
"Thus instead of keeping pace with the growth in demand, supply will fall even
farther behind in 1973. Even if the 1973 grain crop equals the plan, substantial
:grain imports will be required to move up to the 1974 planned level of meat pro-
«duction. If an effort is to be made to reduce the discrepancy between demand and
:supply at the official prices, feed grain imports of as much as 20 million tons
would be required in 1973-74. This is not a projection; it is an indication of the
magnitude of the problem faced by Soviet officials.

Why does the Soviet Union find itself in the situation that with normal weather
it is unable to provide the feed to meet its livestock goals? It is not that the
goals, if put in terms of per capita consumption, are unreasonably high. The
Soviet Union has nearly the lowest per capita level of meat consumption in
Eastern Burope—and this would continue to be true in 1975 if its 9th Plan goals
are met. Its milk production per capita is low by comparison with Western Eu-
rope, but is at approximately the same level as the rest of Eastern Europe. A large
fraction of its milk output is fed to livestock, however.

The most probable reasons for the shortfall in feed supplies are poor quality of
most feeds, especially with respect to protein content; high feed-livestock conver-
sion ratios, and inability to obtain reasonable yield levels for many feed crops.
The high feed-livestock conversion ratios are in part due to the poor quality of
feed, but also reflect management practices plus the failure of the industrial
sector to provide farms with antibioties, mineral supplements and vitamins. The
low level of protein production could be offset by imports of soybeans and similar
products and if this route were taken, feed grain imports could be reduced by
the ratio of two to three tons for each ton of high protein feed imported.

Inadequate performance of the livestock sector cannot now be blamed on low
livestock prices. Livestock prices are high in comparison with all other coun-
tries. Even if one discounts the official exchange rate of the ruble by a major
fraction, livestock prices are substantially higher than in Western Europe. The
high livestock prices reflect both rather high consumer prices and the enormous
subsidies for meat and milk paid to make up the difference between the farm
prices and the prices that can be realized by the processing sector. Such sub-
sidies may now amount to as much as 13 to 15 billion rubles annually.

If the Soviet Union fails to improve the quality of its feed supply, to increase
significantly its feed output, and to improve feeding efficiency, it will be forced
to decide between two quite unsatisfactory choices: Large imports of feed or
accepting a much slower growth of meat supply than of meat demand. If it ac-
cepts the latter, it must then decide between raising consumer prices or accept-
ing a growing level of unsatisfied demand at existing prices. I suspect Mr. Mats-
keviteh is happy that he no longer has to face the most unappealing prospects.

I have spoken of grain and feed imports by the USSR in terms of possible
courses of events over the next three or four years. There are so many uncertain-
ties in the situation that it is impossible to look further ahead. There are many
opportunities for increasing livestock output through the more effective use of
internal resources. While past experience indicates that progress has been slow
in taking advantage of these opportunities, it should not be assumed that cir-
cumstances will not change. It may be that the enormous budget burden of meat
and milk subsidies plus the added difficulties of large foreign exchange require-
ments may induce changes in organization and structure that were unimaginable
in the past. I have no idea of what the changes might be, but I do not believe
that we can entirely rule out fairly dramatic changes. The costs of continuing
acceptance of an increasingly untenable situation may eventually overcome ideol-
0gy, even very strongly held ideology.

The large scale imports of grains in 1972-73 were successful in preventing a
significant slaughter of the livestock breeding herd such as occurred after the
poor crops in the 1960s. I believe that this difference in response to similar cir-
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cumstances represents significant change in priorities. Food imports were made
not simply to maintain the supply of bread but to provide feed to save livestock
and thus prevent the long, difficult and expensive process of rebuilding the live-
stock herd.

SELLING GRAIN TO THE SOVIET UNION

The administrative structure responsible for grain imports into the Soviet
Union fits the economist’s definition of a monopsony buyer. A monopsony buyer
has the power to influence the price that it pays for a product. When monopsony
power is buttressed by secrecy, the potential price influence is enhanced. This is
mot the place to delve into the role of the wheat export subsidies in the large
U.S. sales to the Soviet Union in the summer of 1972, but it may be noted that
the enormously successful grain purchase operation, as viewed by the interests
of the Soviet Union, rested primarily upon two considerations, namely that the
Soviet Union was represented by only one buyer—and an exceedingly competent
buyer it was—and by accident or design it was able to keep from all grain sellers
the true extent of its need or the level of its probable purchases.

There is probably nothing that can be done to prevent the Soviet Union from
having a single purchasing agency. Some might argue that the alternative would
be for the United States to be represented by a single selling agency, but there
are a variety of reasons to oppose this approach. While hardly conclusive evid-
ence that having a single selling agency would be inadequate to solve the prob-
lem, it may be noted that countries so represented were no more effective in
dealing with the Soviet buyer in 1972 than were the U.S. exporting firms.

‘What can be done, and should be done, is to work out some rules of the game
that would eliminate as much as possible the secrecy or lack of information. As
I understand it, one of the recent agreements between the Soviet Union and the
United States calls for exchange of crop forecasts. If such forecasts are made
available to the public in the United States on a prompt basis, the effects would
be highly desirable. Equally helpful would be timely information on grain stocks
in the Soviet Union, though I do not see this as a likely possibility for several
years. Another approach would be to negotiate an understanding with the Soviet
Union that they would announce at the beginning of each importing year an
approximate range of the quantity of grains and feed materials that was planned
for purchase from all sources. .

This is only a very limited treatment of a highly complex subject. My purpose
has been to call attention to an issue that exists and a problem that will be with
us so long as the Soviet Union is an important but variable importer of grains
and feedstuffs or any other agricultural product.

. TRADE, ECONOMIC DIFFICULTIES AND MILITARY PRIORITIES

One of the important responses of the Soviet Union to its recent economic
difficulties has been to put much greater emphasis upon trade with the private
enterprise economies, especially the United States, and upon the acquisition of
advanced technologies and credit. While I have no way of knowing all the factors
that have been responsible for the improvement in Soviet-American relations, I
am confident that the desire for access to advanced technology and credit and to
increase trade have been factors of importance.

It is not possible, in my opinion, to state categorically whether improved Soviet-
American relations and the apparent difficulties in Soviet economic performance
will induce the Soviet Union to devote fewer resources to military programs. Of
the two factors, I think the improvement in Soviet-American relations is far the
more important. The level of economic output in the Soviet Union is such that
policy makers have considerable flexibility in the decision as to the fraction of
output that is to be devoted to military purposes—if there is general agreement
among the population that such commitments are necessary. However, just as the
improvements in Soviet-American relations and in Chinese-American relations
have led many Americans to question the size of our military budget, it is rea-
sonable to assume that similar reactions will occur in the Soviet Union. I say that
fully cognizant of the differences in forms of government. In partial support of
my contention, I refer to the rather similar patterns of decisions in the two coun-
tries on foreign aid over the past several years. And I think that the factors that
resulted in reductions in net new foreign aid bave been similar in the two
countries.

It is, of course, quite naive to assume that expanding trade, by itself, will
significantly reduce tensions among countries. But the factors that are resulting
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in increased trade, the extension of credit and the wide ranging discussions of
political and military issues between the Soviet Union and the United States do
significantly affect the probability of military confrontation. And progress on
these various fronts do result in some increase in the costs of military adventures
of sufficient scale to undo the progress already made or being made.

SHARING THE GAINS FROM TRADE

One of the great intellectual contributions of the classical economists was to
show that trade was beneficial to both parties involved. This analysis, however,
did not clearly identify how the benefits would be distributed among the trading
units. It is possible to say that a small nation will gain more from a reduction
in barriers to trade than will a large nation. The reasons are fairly obvious—the
large nation is likely to have a wider range of natural resources and broader dis-
tribution of human skills and a market large enough to permit fuller exploitation
of the advantages of specialization in production. While clearly the United States
has a larger economy than the Soviet Union, the economy of the Soviet Union is
enormous in size compared to all economies other than our own. The Soviet Union
also has a large and varied natural resource base. It has a huge market and
whatever gains there may be from specialization in production are likely to be as
fully available to the Soviet Union as to the United States.

A priori there seems little basis for anticipating that the gains from expanded
trade will differ significantly between the two countries. And looking at the prob-
able composition of trade between the two countries does not seem to me to change
this approximate conclusion. The Soviet Union will tend to emphasize the pur-
chase of technology, either through specific machines, entire plants or by licensing
arrangements. It may also rely on the U.S. for some time as a source of feedstuffs,
especially high protein feeds, and as a source of food and feed when adverse
weather strikes. The United States is likely to depend upon the Soviet Union as a
source of supply for raw materials, especially energy materials. Because of the
implications of a reasonably assured source of energy from the Soviet Union to
the prices of energy materials in world markets, one can argue that the net eco-
nomic gain from trade for the United States would be quite substantial. While
the skeptic might argue that we should not rely on the Soviet Union as a reason-
ably assured source of energy, it may be noted that the record of the Soviet Union
in living up to its commercial and financial agreements is excellent and the recent
history of our relations with certain other major suppliers is such as raise ques-
tions about their reliability as an assured source of supply. In this situation open-
ing up a new source of supply has substantial potential advantages.

Thus I am not concerned that the improved commercial relations between
the United States and the Soviet Union will redound primarily to the benefit
of one party. It is increasingly evident that if the United States does not expand
its trade with the Soviet Union that other countries will fill the role that we could
fill. There may be some time delay, which would work to the disadvantage
of the Soviet Union, but I do not see how any one can doubt that in time Western
Europe and Japan could provide most of what the Soviet Union could purchase
in the United States, with the possible exception of certain farm produets. And
the credit needs of the Soviet Union do not appear to be so enormous but that
they could be met by a group of countries that did not include the United States.
I think that there are obvious political and economic reasons why the Soviet
Union wishes to improve commercial relations with the United States. But the
economic advantages are not so great but that most of the advantages could
be obtained by dealing with other nations.

SOME CONCLUDING COMMENTS

I believe that the improvement in relations between the Soviet Union and the
United States that has occurred over the past two or three years has great
potential to benefit all of mankind. A small part of those benefits will be economic
in nature. Much more important is the potential for further gradual reduction
of tensions throughout the world. Obviously conflicts of various kinds will con-
tinue to arise. No one should expect that on all counts the objectives of the two
societies will always be congruent. But the more ties and interconnections that
develop, the more likely is it that efforts will be made to solve conflicts through
discussion and diplomacy rather than by other means.
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THE PRESENT STATE OF SOVIET AGRICULTURE’

By Arcadius Kahan

In order to provide a balanced view on the performance of Soviet agriculture
and its major problems, one would have to abstract from the 1972 experience,
in order not to repeat the pattern of Soviet official behavior. Soviet policy makers
tended in the past to react to the size of the harvest and predictably to become
frantic in the fact of a major setback, complacent and self-assured after every
major success. The problems of Soviet agriculture in the 1970’s supersede the
immediate question of the frequency of poor or abundant harvests.

It is, therefore, necessary to indicate the major problem areas of Soviet agri-
culture; perhaps they can simply be listed in the following order.

(1) The shortcomings in arrangements to reach a more efficient use of the
human, land and eapital resources such as:

(@) The present system of utilization of labor in agriculture, both given the
land-labor and capital-labor ratios.

(b) The inadequacy of the existing incentive system, which is still insuffi-
ciently tied to the tangible performance of the state farm worker or collective
farmer.

(c) The inadequacy of present forms of charging for the use of land and
capital in agriculture.

(d) The inability to benefit fully from economies of scale, since neither the
socialized farms nor the private auxiliary plots are of optimal size.

(e) The presence of a prohibition of interfarm sales, which increases costs
and often prevents real specialization of farms.

(2) The shortcomings in farm organization with particular emphasis on local
decision-making.

(a) The constraints upon local farm management imposed by the centrally
set control of production goals and delivery quotas.

(b) The constraints upon local farm management by a system of prices that
still quite often provides the wrong signals in terms of economie scareity. The
greater territorial differentiation of delivery prices among various zones did not
eliminate the danger of following wrong signals that originated in the center.

(3) Vestiges of the past, among which the following appear to be of major
consequence :

(e) Insufficient level of modern scientific thinking, not only pertaining specif-
ically to particular technological improvements, but more generally to relation-
ships that involve the substitution of resources in agriculture.

(b) Basically still hostile attitude to the activities on the private auxiliary
plots of collective farms and state farm workers, on the assumption that an ad-
versary relationship exists between this activity and the performance of so-
cialized agriculture.

(¢) General unwillingness to expand the social overhead capital in agricul-
ture, while concentrating on direct investment in agriculture.

For obvious reasons, one cannot deal adequately in a short presentation with
all or even most of the above enumerated problems. Instead, I will attempt by
focusing upon one of the major tasks of Soviet agriculture during the most re-
cent period. perhaps to illustrate the bearing of the above upon the solution of
the major task.

I would like to define the major goal of Soviet agriculture of the current
period as the task of supplying the population with an adequate and varied
diet. with special emphasis on the supply of livestock products. Apart from the
problem of the relative costs of such a supply, the first prerequisite for the ex-
pansion of the livestock output and its major constraint appears to be the pro-
duction of feed.

Not much could be said about natural pastures as a source of feed. Out of of-
ficially classified 274.5 million hectares of pastures in the Soviet farms the so-
cialized sector received 50.9 million tons of feed units (a Soviet feed unit is the
equivalent of the nutritional value of a kg of oats). How much privately owned
livestock benefited from pasture is not reported directly in the official statistics,

1Given at the Sixth Natlonal Convention, American Assoclation for the Advancement of
Slavic Studies, New York, April 21, 1973,
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78

although one source indicates the pasture feed utilization by the private live-
stock in 1970 to have been about 24.7 mill. tons of feed units.

Leaving aside the area of pastures and accepting the somewhat exaggerated
claims of the official Soviet statistics for the year 1970 (it was both claimed
:as the highest yielding year during the whole U.S.S.R. history and let us not
forget also a terminal year in a five-year plan period), we can nevertheless learn
something about the sources of the feed supply in Soviet agriculture. The fol-
lowing table reproduces the sources of green feed that was utilized by the so-
cialized sector (state and collective farms) of Soviet agriculture in 1970.*

AREA AND UTILIZATION OF GREEN FODDER BY THE SOCIALIZED SECTOR

Utilized .
output (in _ Utilized
Area (in million yield feed
“million tons of units per
hettare) feed units) hectare
274.5 50.9 0.185
79.9 44.6 .56
18.0 21.5 1.53

Source: TsSU SSSR: Selskoe khoziaistvo SSSR. Statisticheskii Spravochnik. Moscow 1961, pp. 96, 109, 332-333.

It might be of interest to note that during the decade 1961-1970 the volume
of pasture feed, green fodder and hay increased by only 10 per cent while
the average for the decade remained at the 1961 level, and the output of corn
silage decreased over the period, thus canceling out a part of the total green
feed increase,.

The reported volume of “feed concentrates” or grain feed utilized in 1970 by the
socialized sector was about 78 million tons of feed units to which straw of about
13 million tons of feed units ought to be added in order to reflect the contribution
of grain. This figure exceeds the reported gross output of feed grains (barley,
oats, corn). If seed, exports and a minimum of industrial use is accounted for,
the data would suggest that during 1970 the socialized sector may have utilized
for feed purposes up to 20 million tons of food grains. Preliminary and obviously
tentative estimates for the decade of the 1960's indicate a yearly average use of
over 9 million tons of food grains only by the socialized sector for feed purposes.
That this is not inconceivable is borne out by the huge, unexplained residual of
wheat left on the Soviet farms that appears from the official data on production,
state procurements and exports. This particular residual of wheat is quite puzzling
in view of the still relatively tight supply of food grains for use by the popula-
tion and for exports that marked most of the period 1961-1970. It is clear that
without data on the various types of state grain reserves one could not resolve
the wheat utilization puzzle, and this is outside of our present purview.

The data on the use of grains for feed that reflect increasing allocations since
1965 (from 46 million to 78 million tons), clearly indicate that the prevailing
policy of the Soviet decision-makers and planners puts the burden of producing
feed for the expanding livestock herd upon the grain crop rotation rather than
on the meadows and pastures and expects to achieve its objective via the in-
crease in the production of grain. I would like to emphasize that this particular
decision was reached without a proper analysis of alternatives of which the im-
provement of meadows and pastures is a possible one, but rather as an extension
of previous, largely successful attempts to increase the production of food grains,
thus more by inertia than by a re-examination of the means to achieve a different
objective,

In this context the so-called “virgin land” program of the 1950’s, the corn
program (another brain-child of the Khrushchev era) and the presently fol-
lowed policy of irrigation and amelioration of lands already within the crop
rotation have to be considered phases of one continuum.

The so-called “virgin land” program (just in order to refresh our memory)
resulted in plowing under approximately 38 million ha. of the so-called virgin
lands and reducing the fallow by at least 10 million ha. (Quring some years the
reduction amounted to over 20 million ha. of the fallow). The expansion of the
area allowed for the location of grains on the ‘“new lands” of Siberia and

2To arrive at the total utilized output and utilized yield per unit of land, one would have
to add the utilization of feed by the private households.
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Kazakhstan and for the placement on some of the previously grain-producing
area of feed crops such as silage, perennial or annual grasses. Thus while the
actual area under grain increased by about 10 million ha., the area under feed
svithin the planted area was increased by at least 38 million ha.

That the yield of green feed is nothing much to write home about, we have
already seen. Thus the net benefit consisted primarily in increasing in absolute
terms the output of grains by expanding the area and by utilizing the climatie
phenomenon of lack of simultaneity of draughts or other calamities between
the European and Asiatic parts of Russia. Although this did not eliminate en-
tirely the yearly fluctuations of output, it perhaps made them more intensive,
but clearly at a higher average level of output. While the dispersion of the area
of grain output had a favorable effect, no major improvement of land utilization
took place in some of the old grain-producing areas so far, although some pay-
off of the recent program of land improvement could be expected in the future.

If one abstracts from the increase in output due to the expansion of the planted
area under grains, the logical source for the past increase in yields has to be
sought in the utilization of higher yielding varieties of grain. This is a very slow
and tortuous process in the Soviet Union. There is available evidence that the
increase in grain yields during the 1950’s was in part due to the wide utilization
of grain varieties that started to be developed around 1970 and begun being intro-
duced in the 1920’s. The introduction of new grain varieties in the 1960’s involved
a similar time lag.

So far the most responsive grain crops have been winter wheat and spring
barley. While winter wheat yields were on the increase for some time, the spring
barley increase is of very recent origin, no doubt a result of the intensive search
to meet the demand for feed grains both inside the Soviet Union and within other
socialist countries. At this point it is difficult to assess the actual or even potential
impact of a growing supply of mineral fertilizer upon grain yields. We lack the
detailed information pertaining to the fertilizer use for different grain crops by
region. There is no doubt that the effect would be a positive one. However, to
speculate about its magnitude would be tantamount to engaging in wishful think-
ing, and would depend upon the decisions where to use fertilizers that are at the
present made primarily in Moscow instead of at the farm level.

It would be presumptuous to assume that the expansion of grain production
in the Soviet Union or the actual net utilization of the crop has reached its limits
or exhausted its possibilities. Certainly the amount of waste could be effectively
reduced, provided resources are committed toward this end. It is, however, my
considered judgment that in spite of the compelling reasons to increase the supply,
no spectacular increases in the average grain yields are to be expected within
the next 4-5 years. The effectiveness of additional capital inputs seem to be rather
limited in the short-run. The already high costs of producing food grains or feed
grains ought to compel Soviet planners and decision-makers to concern themselves
with alternatives to increase the feed supply and re-examine their present poli-
eies of reliance upon grains and its present distribution as the increasing and
preferred source of feed. If expansion of grain for feed was profitable because of
the short time-horizon of the decision-makers, a change in the time horizon might
lead to a revision of the priority of grain feed over other sources.

The grain problem, however, is only a part, admittedly an important one, of
the goal to assure the Soviet population of an adequate supply of livestock
products. At least two addiitonal problems have to be considered. First, the effi-
ciency of converting feed into livestock products and the second, the sectoral
distribution of the producers of livestock output. With respect to the first problem
it is interesting to note that the level of efficiency of converting feed into livestock
products is very low, judging by official data. In other words, qualitative improve-
ments in this process are of utmost urgency and importance. Thus, much of the
investment related to livestock production would have to be re-oriented into areas
directly affecting the conversion of feed into livestock products, whether improve-
ments in the quality of the herd? processing and storage of feed, ete. The ob-
stacles in this area are manifold, some institutional and attitudinal, some eco-
nomic organizational.

Let me just briefly provide an example of the ahove-mentioned. There is a clear
dichotomy between the negative or at best indifferent attitude of the state to
private livestock (including the breed of private cattle) on the one hand and the

2 The officlal Soviet statistics notwithstanding, the livestock 1s still mostly of undifferen-
tiated breeds. There are at least three definitions of breed cattle and while the officlal data
report 99 percent of the livestock as breed cattle, the actual percentage is closer to 10-15
percent of pure differentiated breeds.
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massive yearly purchases of calves by the socialized sector from the private own-
ers of livestock. Therefore, apart from whatever shortcomings result from the
absence of differentiated breeds of dairy or meat cattle in the socialized sector
proper, a huge number of the private herds’ offspring is continuously being utilized
in the production of meat and milk. There is no doubt that even according to
official Soviet data the households of the collective farmers and state farm work-
ers produce livestock products (perhaps with the exception of milk) more effi-
ciently in terms of the feed consumed and the quality of the products than the
socialized sector. Not only do they meet their own consumption needs but serve as
an important supplier of livestock products for the urban population. According to
official data the private households still produced in 1970 36 percent of milk, 35
percent of meat, 53 percent of eggs and 10 percent of wool, and all this from 24.9
percent of the total estimated feed supply of the USSR in 1970.* It is also not
surprising that the volume of meat deliveries per animal to the state are the high-
est for the private producers, in spite of obvious discrimination in the supply of
feed to this sector. Therefore, at' least as far as red meat and eggs are concerned
the diserimination against the private auxiliary plots is at cross-purposes with the
objectives of increasing the supply of livestock products.

But the problem of livestock output raises still another important problem,
the one of specialization and scale of operations. The existing system that pro-
hibits interfarm sales of feed, forces most farms to grow their own, and clearly
affects the level of efficiency of farm operations and of specialization. The sys-
tem of state procurements of feed and its redistribution is both expensive and
inefficient. Thus, a replacement of the rigid procurement system of feed by a
liberalization of direct interfarm feed sales would most probably allow the farms
to achieve a higher degree of cooperation and specialization ; it would eliminate
considerable waste and perhaps affect the size of operations of particular farms
forcing them to make adjustments toward a more optimal size of their operations.

From the point of view of particular periods, let us say the one of the 1960's
versus the one of the 1950’s, the record of performance of Soviet agriculture
as measured in terms of growth of output or value of inputs, the 1950’s appear
to us more impressive. However, one ought to realize that the sheer removal of
some typically Stalinist constraints upon the agricultural sector by itself made
an important contribution to growth. In addition, the provision of even modest
direct investments yielded a high rate of return. The situation of the 1860’s
was more complex. The yield of the previous investments mix declined, the
choices to be made with respect to new investments were more demanding, the
jnerease in incomes of the farm labor force had less impact upon the level of
productivity, since the reduction of the farm labor force collided with the imposed
immobilization of the labor and land resources in the collective farm sector and
its awkward organization of farm work. The result, an aging, still low-skilled
labor force that earns an income in the socialized sector of agriculture that is
on an hourly basis lower than its actual net earnings on the auxiliary garden
plots. To say this is not to deny the real progress that was achieved by the gov-
ernment measures to increase the incomes of agricultural labor, but to state
the gravity of the dilemmas facing Soviet agriculture at the present and in the
near future.

Thus the slow progress of Soviet agriculture during the decade of the 1960°'s
is indicative of the underlying imbalance existing in this sector of the Soviet
economy. Just as I have tried to point out the expected benefits of free inter-
farm sales for both achieving a higher degree of specialization and for the in-
crease of livestock output, I believe that one of the solutions in Soviet agricul-
ture is to allow interfarm movement of such factors as land and labor, left to
the discretion of local farm management and not inconsistent with broad national
economic objectives formulated in the general plan and exercised by a system
of state-determined prices or payments for major inputs, such as land and capital.

The problem of fluctuations in the level of output under the existing rigid
system of centralized planning and procurements, indicates at least to this ob-
gerver, that an alternative liberalization of the system which would provide
greater autonomy at the local farm management level and allow even limited
mobility of the factors of production among farms would not accentuate the
existing fluctuations, but might possibly help to alleviate some of them in addi-
tion to the raising of levels of output, productivity and efficiency.

Senator Proxsire. Mr. Hunter, please proceed.
4+ See: A. I. Tiutiunnikov: Kormovaiye Baza Promyshlennogo Zhivotnovodstvae, Znanie,

Moscow 1971, p. 7. The statistical handbook of the Central Statistical Authority fmpl
private share in the utilization of the total supply of up to 28.5 percent. v ey a
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STATEMENT OF HOLLAND HUNTER, DEPARTMENT OF ECONOMICS,
HAVERFORD COLLEGE, HAVERFORD, PA.

Mr. Huonter. Thank you, Senator Proxmire.

My prepared statement is too long to read so I will try to summarize
it and get'within the time limits.

First, have improved relations between the United States and the
TU.S.S.R. enhanced the prospect that fewer resources will be directed
to Soviet military programs? My answer is “Yes.” These improved
relations have, at a minimum, enabled each side to rethink its security
situation. Our security requirements depend mainly on the size of the
Soviet effort, and vice versa. If they level off, we can level off. If they
lower their effort, we can lower ours. This is'what SALT IT and MBFR
are all about. If we are careful, we can save a good deal of money.
While the atmosphere now is greatly improved over what it was 5 or
10 years ago, this obviously does not guarantee quick and painless
agreement on the content of prudent and symmetrical arms reductions.
Nevertheless, I am one of those who would push hard for mutual and
balanced reductions wherever possible, and not just in Europe.

I then argue that both sides can maintain present levels for much
Jess than it took to build them up originally, and suggest that improved
relations between the United States and the U.S.S%R. give Congress
an opportunity to provide guidelines for SALT II that will encourage
real economizing on both sides.

Soviet military expenditures have already leveled off except for the
outlays devoted to developing new weapons. In the R. & D. area, Soviet
efforts to keep up with U.S. military technology have led the author-
ities to spend a lot, and the ruble outlays have been growing rapidly.
But what counts here is performance, not input costs. If 10,000 people
spend 10 years developing a new military tank, say, it is not necessarily
four times as effective as another tank developed over a 5-year period
by 5,000 people. Expenditures for national security should be based
on estimates of military strength that reflect anticipated performance
rather than the other fellow’s internal domestic costs.

My prepared statement argues that Soviet research and development
efforts have not been very impressive, and that one of the potential
benefits that would follow from reduced defense outlays in the
U.S.S.R.—and therefore be attractive for Soviet policymakers—would
be an opportunity to reassign defense-related R. & D. resources to the
civilian economy. Some of the people and equipment are so specialized
that they would find little civilian use, and all would suffer some de-
cline in productivity as they moved out into the clumsy environment
of the ordinary Soviet economy. Nevertheless the economy’s growth
rate and living standards would clearly benefit.

In addition the evidence is now clear that a growing labor shortage
in the U.S.S.R. means that military manpower has acquired new value
as a Soviet domestic resource. The benefits to the civilian economy if
draftees were released would now be far greater than when Khrush-
chev demobilized some 800,000 men in 1959-61. Still another domestic
Soviet pressure comes from the way that defense cuts into the fixed
capital investments which embody new technology. It would be too
strong to say that the Russians are over a barrel, but they certainly
won’t find it easy both to take another lap in the arms race and carry
through a large program of reequipping industry.
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Soviet authorities are now interested in obtaining a whole new
“vintage” of industrial technology. Under the first two 5-year plans
before World War IT, the U.S.SR. obtained from the United King-
dom, Germany, and the United States a large stock of then-current
capital plant and equipment, embodying the technology of the late
1920’s. Since World War II, however, a further stage of industrial
revolution has spread across North America, Western Europe, and
J agan, without deeply penetrating the U.S.S.R. Once more the
U.S.S.R. wishes to get fully up to date.

- One important new aspect of Soviet efforts to import advanced tech-

nology is their intention to apply the technology to sectors that will
generate Soviet exports. Large diameter pipelines are only the most
vivid example. It’s by no means clear that the U.S.S.R. will be able to
operate this new technology really effectively, but new you have a situ-
ation developing in which the U.S.S.R. and its major trading partners
will have a joint interest in Soviet success in mastering modern indus-
trial technology.

Meanwhile the short run Soviet need is for substantial additional
commercial credits

Senator Proxyire. Would you repeat that? Why do we have a joint
interest in the Soviet Union ?

Mr. Hux~ter. Take petroleum and natural gas in particular. There
are two papers in the compendium which give considerable detail on
how, in order to reach those deposits and get the oil and gas and bring
it out, the U.S.S.R. is going to have to learn how to do some very diffi-
cult things, which they haven’t yet succeeded in doing.

Now, on credits, it seems to me that up to a point they are a neces-
sary and desirable feature of normal commercial trade. Their healthy
use requires, however, much more detailed economic information than
the U.S.S.R. has supplied in the past, especially if the loans are to be
guaranteed by the Export-Import Bank. I believe I speak for many
economists in urging this committee to urge the executive branch to
build expanded release of economic data into the new commercial ar-
rangements with the U.S.S.R. Four practical reasons come immediate-
ly to mind.

(1) In evaluating proposed joint ventures, U.S. firms need technical
and cost data from the field location itself.

(2) Before entering into large credit arrangements, banks and other
creditors need information on the Soviet balance of payments, foreign
exchange reserves, and outstanding obligations, so that stable and
mutually acceptable conditions can be maintained.

(8) A large mass of normal commercial information on sales prices,
costs, and inventories will be needed to support the efforts of the U.S.
firms, Government officials, and all who participate in promoting the
growth of Soviet exports.

(4) U.S. manufacturers contemplating long-term sales arrange-
ments need fairly detailed information about past rates of consump-
tion, probable services lives, and prospective future demands so that
their offers can reflect sustained expectations rather than high-cost one-
shot deals. :

In connection with improved reporting, it is important to note the
admirable precedent established by the recently concluded agreement
for exchange of information on crop prospects. It grew out of the
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pursuasive efforts of Senator Humphrey and Congressman Reuss dur-
ing and after their trip to the U.S.S.R in late 1972. Moreover their
“Observations on East-West Economic Relations: U.S.S.R. and Po-
land,” a trip report dated February 16, 1973, and available as a Joint
Economic Committee report, is a significant, informative, precursor
of the volume we are discussing, as is the study by John P. Hardt and'
George D. Holliday, “U.S.-Soviet Commercial Relations: The Inter-
play of Economics, Technology Transfer, and Diplomacy.”

The other side of the coin here involves the benefits to the United:
States that may come from our new commercial relations with the-
U.S.S.R. Probably the most fundamental benefit over the long run is
likely to flow from the general tendency of substantial normal trade-
relations to build up restraints against disruptive actions by one side-
against the other.

I suggest in my prepared statement that a more productive society
is likely to be a better neighbor, and that we should try to persuade the-
Soviet authorities that they can maximize these opportunities through
opening really flexible trade channels.

In my prepared statement I suggest that the U.S.S.R. could im-
prove its long-term creditworthiness by giving clear evidence of a.
shift of resources away from the military.

Now when we come to Soviet economic prospects, we find some:
paradoxes.

For half a century, the U.S.S.R. has sought to catch up with and’
surpass the West. The U.S.S.R. has now caught up with the United
States militarily and surpassed other powers.

Senator Proxmire. You say the U.S.S.R. has caught up in what:
respect ?

Mr. Hu~Ter. Militarily, and surpassed other powers militarily. But
the system that has brought the U.S.S.R. such massive military:
strength has not enabled the U.S.S.R. to catch up with advanced eco-
nomies in living standards or economic effectiveness. It thus appears:
that the Soviet system will need to be modified if the U.S.S.R. is to-
catch up economically.

The trouble is that Bolsheviks do not believe in making haste slowly.
Pressure from above has marked the Russian style intermittently since-
Peter the Great. Soviet plans have been overambitious ever since 1928,
and the targets for 1975 are still so overambitious that they can’t alk
be reached.

Paradoxically, however, it is now abundantly clear that relaxation of
pressure for growth will in fact yield better growth, both quantita--
tively and qualitatively. Innovation, creativity, adaptability cannot
be coerced. Khrushchev used to inveigh against the steel eaters who
trudged straight ahead like a horse in blinkers. But the fault lies,
rather, with the party leadership which pulls the horse forward so-
tightly that he hangs back.

As T see it, the U.S.S.R. is using self-defeating instruments for-
mobilizing slack. The endless party pressure to uncover reserves and’
put them to use forces everyone down the line to create and protect
secret reserves, or safety factors, and to resist pressures for change.

The Russians would gain, then, from “trying softer,” and also from:
accepting world performance standards in normal commercial rela-
tions. Completely nonideological matters like adequate supplies of
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spare parts, prompt servicing arrangements, meticulous attention to
quality standards, and sensitive attention to customer needs, are cen-
tral to success in international trade. They impose an objective dis-
cipline on would-be traders from all countries. If the party permits
and encourages Soviet producers to respond creatively to external
trade opportunities, domestic Soviet economic performance will be
improved, to the mutual benefit of all concerned.

But can the leopard change his spots? We cannot expect the party to
abandon its basic tenets. “Creative Marxism” may nevertheless suggest
ways to modify the system enough to absorb technological transfers in
the short run and develop self-sustaining capacity for technological
progress in the long run. As the Russians say, “We will live and we will
see.

Thank you.

Senator Proxmire. Thank you, sir.

I thank all three of you gentlemen for very helpful prepared state-
ments.

[The prepared statement of Mr. Hunter follows:]

PREPARED STATEMENT OF HorLAND HUNTER

The compendium we are considering is a solid collection of wide-ranging anal-
¥ses that will be very useful for the Congress, United States businessmen and all
who are interested in the current situation and prospects of the Soviet economy.
In fact it will be useful for Soviet economists as well, since in many respects it is
more thorough than what most Soviet economists have available to them. The
reconstructed 1966 Soviet input-output table, for example, as worked out by
Professor Treml and his colleagues, is an analytie tool with many highly produe-
tive applications. One might almost say that it symbolizes the high-technology
imports the Soviet economy needs.

The papers provide a substantial foundation for responses to the specific ques-
tions on which the committee has requested comments. In this initial statement I
will draw on the papers to suggest a few major propositions, subject to amplifica-
tion and correction by my fellow panelists in our subsequent discussion. The
concern here is with the impact on Soviet mililtary programs of recent political
and economic developments, and with the benefits that may flow from new com-
‘mercial relations between the USSR and the United States. My remarks also ex-
tend to brief reflections on some paradoxes surrounding Soviet economic prospects
for the 1970’s.

PROSPECTS FOR LESS SOVIET DEFENSE SPENDING

First, have improved relations between the United States and the USSR en-
‘hanced the prospect that fewer resources will be directed to Soviet military pro-
grams? My answer is yes. These improved relations have, at a minimum, enabled
each side to re-think its security situation. Our security requirements depend
mainly on the size of the Soviet effort, and vice versa. If they level off, we can
level off. If they lower their effort, we can lower ours. This is what SALT II and
MBFR are all about. If we are careful, we can save a good deal of money. While
the atmosphere now is greatly improved over what is was five or ten years ago,
this obviously does not guarantee quick and painless agreement on the content
of prudent and symmetrical arms reductions. Nevertheless I am one of those who
would push hard for mutual and balanced reductions wherever possible, and not
just in Europe.

Soviet authorities may now be more willing to devote fewer resources to
Soviet military programs in view of the fact that maintaining stocks is less de-
manding than building them. They have put a lot into building up stocks of
hardware over the last decade or so, and now face only modest servicing and
maintenance requirements. In both countries the current balance can be main-
tained at its present level for far less than the United States and the USSR
have spent in creating it. Messrs. Campbell, Earle, Levine, and Dresch, point out
in their very thoughtful paper (pp. 136-137 in Soviet Economic Prospects for
the Seventies, hereafter abbreviated SEPS), that what counts in a confrontation
is the size of the stocks on each side at the time. Complexities arise, of course,
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in maintaining a balance as the levels change over time. A careful strategic bal-
ance at a lower budget level could be maintained if the path to it could be nego-
tiated. At present, however, the United States is “modernizing” its strategic
forces at substantial expense, and the USSR can be expected to follow suit, as it
has done for the last twenty-five years. Soviet leaders are not likely to devote
fewer resources to military programs unless they have some assurance that the
United States will cut its spending too. Improved relations between the United
States and the USSR give Congress an opportunity to provide guidelines for
SALT II that will encourage real economizing on both sides.

Soviet military expenditures have already leveled off except for the outlays
devoted to developing new weapons. The evidence for both the leveling off of
straight military outlays and the upward trend of development outlays lies in
both the scant official Soviet data and the Western estimates presented in Herbert
Block’s paper (SEPS, pp. 177-96) and discussed in several others. In the R & D
area, Soviet efforts to keep up with United States military technology have led
the authorities to assign a very large number of men and women, along with
the necessary facilities, to work in Research, Development, Testing, and Evalua-
tion. Similar extensive efforts are being made in civilian industry, and the ruble
outlays have been growing rapidly. But the Campbell group suggests (SEPS,
p. 138), that what counts here is performance, not input costs. If ten thousand
people spend ten years developing a new military tank, say, it is not necessarily
four times as effective as another tank developed over a five year period by five
thousand people. Expenditures for national security should be based on estimates
of military strength that reflect anticipated performance rather than the other
fellow’s internal domestic costs.

The plain fact is that Soviet expenditures under the “Science” category have
not produced very impressive results. Here one must distinguish between scien-
tifie knowledge and its successful application in actual production. The USSR
has shown first-rate abilities in pure science but has a very lopsided record in
applied technology. The spectrum of results runs from missiles, aircraft, tanks,
and submarines that evidently deserve respect, through a broad range of in-
dustrial and agricultural civilian technology where products and processes are
rarely impressive, on down to many aspects of ordinary household life, especially
in the countryside, where modern science has as yet had little impact.

One should also distinguish between creative innovation on the one hand and
mastery of new approaches on the other. Modern societies vary in the speed with
which they build new products and processes into their economic activities. The
Japanese, who long ago were seen as mere imitative suppliers of children’s toys
and cheap consumer goods, have recently shown extraordinary ability in bring-
ing new approaches from the frontiers of science through the laboratory into the
factory and out to the consumer rapidly and at low costs. It is here that the
Soviet system displays weakness.

From several different standpoints, the papers in this compendium lay bare
the difficulties that Soviet authorities have had in stimulating technological
progress. Not the least of the potential benefits that would follow from reduced
defense outlays in the USSR—and therefore be attractive for Soviet policymak-
ers—would be an opportunity to reassign defense-related R. & D. resources to
the civilian economy. Some of the people and equipment are so specialized that
they would find little civilian use, and all would suffer some decline in pro-
ductivity as they moved out into the clumsy environment of the ordinary Soviet
economy. Nevertheless the economy’s growth rate and living standards would
clearly benefit.

IMPACT OF RECENT SOVIET ECONOMIC DIFFICULTIES

A second question concerns the extent to which recent Soviet economic diffi-
culties may enhance the prospect that fewer resources will be directed to Soviet
military programs. Here the key consideration appears to be manpower. The
Soviet economy has entered a new era. From the late twenties through the
middle sixties, ‘Soviet output expansion was constrained by limitations associa-
ated with the capital stock rather than by shortages of ordinary labor. Now
labor has joined other limiting factors and often appears to be the binding con-
straint. For almost forty years the authorities could draw labor from agriculture
for non-agricultural expansion, and raise the participation rate by drawing
women from the household into the labor force. Now, as the paper by Murray
Feshbach and Stephen Rapawy shows very clearly, these pools are dry. This
means that military manpower has acquired new value as a Soviet domestic
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resource. The negligible pay and modest subsistence rations of Soviet domestic
make up a minor portion of the Soviet military budget in rubles. But as Earl
Brubaker says, (SEPS, p. 164), ‘“the costs of Soviet military manpower have
been rising very much faster than the official accounts show, since an accurate
valuation would include the increasing hidden tax on conscripts.” The benefits
to the civilian economy if draftees were released by the military would now
be rather substantial. It is not poor Soviet economic performance but demogra-
phic and economic evolution that has created this situation. Nevertheless, the
attractiveness for Soviet authorities of transferring manpower from the military
to the civilian economy is now far greater than when Khrushchev demobilized
some 800,000 men during 1959-61.

One should not infer, however, that the economic situation will force the
Soviet government to curtail its military expenditures. The USSR has been
able over the last two decades to support simultaneous increases in national
defense, capital investment, and personal consumption. As James Noren and
Douglas Whitehouse put it, “despite the slowdown in growth, during the 1960’s
Soviet industrial growth has been sufficient to support simultaneously an increas-
ing defense effort, a rising level of living, and an expanding industrial base”
(SEPS, p. 233). It also appears that when there are short run changes in the
proportion of total GNP going to national defense, they influence the volume of
capital investment without having any marked effect on consumption (see
Stanley Cohn’s paper, SEPS, p. 151). We note therefore, an intricate relationship:
spurts in the defense share of total output draw resources away from the pro-
duction of producer durables, that is, from the fixed eapital equipment that
enlarges the economy’s capital base. But it is growth of this capital base that
underlies the future Soviet capacity to cover the claims of defense, consumption,
and growth. Moreover it is primarily in fixed capital equipment that new tech-
nology gets embodied, so that ‘‘rising demands for weapons limit the application
of the fruits of technological research into the production process.” (Cohn, in
SEPS, p. 155).

PROSPECTIVE SOVIET GAINS FROM TECHNOLOGY IMPORTS

A third area of interest concerns the benefits to the USSR that are likely to
flow from the commercial relations now opening up with the United States. Evi-
dently Soviet authorities are chiefly interested in obtaining a whole new “vint-
age” of industrial technology. Under the first two Five-Year Plans before World
‘War II, the USSR obtained from UK, Germany, and the United States a large
stock of then-current capital plant and equipment, embodying the technology of
the late 1920’s. Since World War II, however, a further stage of industrial revo-
1ution has spread across North America, Western Europe, and Japan, without
deeply penetrating the USSR. Once more the USSR wishes to get fully up to date.

One can question, however, following the SRI study (SEPS, p. 141), the extent
of the long run benefits obtainable by this route. Perhaps the importation of
technology tends to smother creativity among domestic engineers and applied
scientists. Acceptance of models already in production guarantees a continued
iag behind the frontier., Moreover the imported advanced equipment, unless
matched with high-quality inputs, skilled labor, and efficient surrounding orga-
nization, is not likely to yield Western results.

One important new aspect of Soviet efforts to import advanced technology
is their intention to apply the technology to sectors that will generate Soviet
exports. Large diameter pipelines are only the most vivid example. Shortfalls
in performance would, however, impair future Soviet export prospects. On a
more general plane, the issue extends to the USSR’s ability to follow along the
path that many other countries have taken. For a generation now, product and
process innovations that began in the United States have spread fairly promptly
to other economies where, after a few years, they have been mastered. As
Europe and Japan have shown, the products can then be successfully sold to
-the United States. Franklyn Holzman (in SEPS, p. 687) cites Raymond Vernon
on this point; it has also been observed by Baranson and Junz in Brookings
Papers on Hconomic Activity, 1971, No. 2. Thus the USSR and its major trading
partners will have a joint interest in Soviet success in mastering modern
‘industrial technology.

Meanwhile the short run Soviet need is for substantial additional commercial
«redits (See Noren ‘and Whitehouse in SEPS, pp. 237-38, and John Farrell, pp.
690-95). Such credits, up to a point, are a necessary and desirable feature of
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normal commercial trade. Their healthy use requires, however, much more
detailed economic information than the USSR has supplied in the past, especially
if the loans are to be guaranteed by the Export-Import Bank, I believe I speak
for many economists in urging this committee to urge the executive branch to
build expanded release of economic data into the new commercial arrangements
with the USSR. Four practical reasons come immediately to mind.

(1) In evaluating proposed joint ventures, U.S. firms need technical and cost
data from the field location itself.

(2) Before entering into large credit arrangements, banks and other creditors
need information on the Soviet balance of payments, foreign exchange reserves,
and outstanding obligations, so that stable and mutually acceptable conditions
<an be maintained.

(3) A large mass of normal commercial information on sales, prices, costs, and
inventories will be needed to support the efforts of the U.S. firms, government
-officials, and all who participate in promoting the growth of Soviet exports. -

(4) United States manufacturers contemplating long-term sales arrangements
aieed fairly detailed information about past rates of consumption, probable serv-
ice lives, and prospective future demands so that their offers can reflect sustained
expectations rather than high cost one-shot deals.

In connection with improved reporting, it is important to note the admirable
precedent established by the recently concluded agreement for exchange of
information on crop prospects. It grew out of the pursuasive efforts of Senator
Humphrey and Representative Reuss during and after their trip to the USSR
in late 1972, Moreover their “Observations on East-West Economic Relations:
USSR and Poland,” a trip report dated February 16, 1973, and available as a
Joint Economic Committee report, is a significant, informative, precursor of
the volume we are discussing, as is the study by John P. Hardt and George D.
Holliday, “US-Soviet Commercial Relations: The Interplay of Economics, Tech-
nology Transfer, and Diplomacy,” June 10, 1973, prepared for the Subcommit-
tee on National Security Policy and Scientific Development of the House Com-
mittee on Foreign Affairs.

THE UNITED STATES INTEREST IN TRADE WITH THE USSR

The other side of the coin here involves the benefits to the United States that
may come from our new commercial relations with the USSR. Probably the most
fundamental benefit over the long run is likely to flow from the general tendency
of substantial normal trade relations to build up restraints against disruptive
actions by one side against the other. Trade is certainly no guarantee against
friction or even war. The UK and Germany were major trading partners on the
eve of the first World War and the U.S. was trading with Japan in 1941, to
mention only two examples. For the United States and the USSR, on the other
hand, it has been the lack of normal commercial trade for twenty years that
has symbolized and sustained the suspicions and fears that can gradually be
cleared away by open contacts.

The normal trade now in prospect between the United States and the USSR
will make the Soviet economy more productive, and this too can benefit the
United States. When an economy becomes more productive, opportunities in-
crease for fruitful exchange with other economies. Customers have more pur-
chasing power and turn out more desirable goods and services. The members of
a highly productive society can lead fuller lives and perhaps make better neigh-
bors than those struggling to catch up under grim conditions. The spread of
modern technology and effective economic methods thus furthers the potential
for world peace. We all know the potential can be misused, but at least the po-
tential is there.

Progress along this road, in turn, requires the exchange of knowledge, new
ideas, and methods, openness in making comparisons, and freedom to search
out untried approaches. By these means many societies all around the world
have been making very impressive progress. There are thus practical, business-
like, apolitical grounds for designing the new commercial channels between the
United States and the USSR so that they will maximize these opportunities.
Restrictions that close off information, hamper comparisons, and throttle the
exchange of relevant evidence will limit the gains that can be achieved. An
economist would therefore see strong grounds on which the United States could
press Soviet authorities to help fashion some new open, flexible, trade
institutions.
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United States negotiators should stress the link between long-term U.S. credits
and the structure of Soviet priorities. Long-term economic plans require stable
security expectations that will justify the commitment of resources in joint
projects. It therefore becomes important that means be sought for providing
reciprocal assurances concerning national security programs. The USSR could
substantially improve its creditworthiness in normal commercial relations with
the United States if Soviet authorities made available more facts about its
military programs. Clear evidence of a shift of resources away from the military
would counter the concern that U.S. credits will merely permit the USSR to
continue large defense programs indirectly supported by us. If SALT II and
the MBFR negotiations led to smaller national security budgets on each side,
U.S. willingness to join in long-term economic ventures would obviously increase.

With voluntary, uncoerced trade, both sides by definifion benefit from the
exchange, but economists have not yet found practicable ways to measure ag-
gregate gains from aggregate trade. It is frequently suspected that the gains
from trade are unequally, perhaps unfairly, divided. Nevertheless the practical
question for each country concerns its alternatives. I would restate the question
and ask, not how the gains from trade will be divided between the U.S. and
the USSR, but how U.S. gains from trade with the USSR compare with U.S.
gains from trade with China, the third world, Europe, Canada, or no foreign
trade at all. I see no reason to doubt that sensible U.S. businessmen will select
a combination of exports to the USSR and imports from the USSR that com-
pares favorably, at the margin, with these alternatives. )

Some Americans may be damaged by imports from the USSR, and they should
be considered too. Imports can displace domestic production, causing unem-
ployment and disrupting an industry. The papers on “U.S.-Soviet Commercial
Relations,” and “USSR-Western Industrial Cooperations,” pp. 638-59 and 712-18,
in SEPS, indicate that careful provisions are being made to minimize these
contingencies. A slow increase in U.S. imports from the USSR will allow time
for appropriate adjustments to be made on this side. Drastic disruption will not
be permitted. Given time for adjustments, people in the United States have a
long record of successful adaptation to change, whether caused by foreign trade,
technological progress, shifts in consumer taste, or exhaustion of resources.
Government’s role is not to prevent these changes, but to extend a helping hand
to those who are adapting to them.

PARADOXES IN SOVIET PROSPECTS FOR THE SEVENTIES

Soviet economic prospects for the 70’s depend in a very central way on policy
choices open to the Soviet leadership. For half a century the USSR has sought
to catch up with and surpass the West. The USSR has now caught up with the
United States militarily and surpassed other powers. But the system that has
brought the USSR such massive military strength has not enabled the USSR to
catch up with advanced economies in living standards or economic effectiveness.
It thus appears that the Soviet system will need to be modified if the USSR is
to catch up economically. As Paul Cook very properly points out (SEPS, p. 4),
the Soviet economy is not at present in a crisis. “Only if one looks to the future is
it possible to predict that if the present situation persists the Soviet Union will
be falling even further behind the West economically.” Politically, their present
difficulties are no doubt “causing some diminution of self-confidence among the
leaders,” along with chagrin and even frustration.

If systemie change is necessary for further economic progress, the 64-ruble
question is: “will the Party permit it”? John Hardt concludes his perceptive
summary with the very cautious phrase “perhaps we should not discount the
prospects for significant change in the Soviet domestic economy” (p. XVII). On
the other hand Franklyn Holzman says (SEPS, p. 683), “at this point it seems
highly unlikely that the USSR will adopt far-reaching reforms in the foreseeable
future.” This is not the place to lecture Soviet authorities about their problems,
but perhaps a review in this forum will clarify our own thinking.

Bolsheviks do not believe in making haste slowly. Pressure from above has
marked the Russian style intermittently since Peter the Great. Soviet plans have
been overambitious ever since 1928, and as Gertrude Schroeder notes, “Gosplan
clearly was under strong pressure to make the plan for 1971-75 as taut as
possible” (SEPS, p. 17). The planmakers were able to hold the degree of over-
ambitiousness below the extremes that used to prevail, but the targets for 1975
still embody “overambitious goals for productivity gains and material savings”
(Noren and Whitehouse in SEPS, p. 233).
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Paradoxically, however, it is now abundantly clear that relaxation of pressure
for growth will in fact yield better growth, both quantitatively and qualitatively.
Innovation, creativity, adaptability cannot be coerced. Khrushchev used to
inveigh against the steel-eaters who trudged straight ahead like a horse in
blinkers. But the fault lies, rather, with the Party leadership which pulls the
horse forward so tightly that he hangs back. The SRI group argues (SEPS,
p. 135), that there is a lot of slack in the Soviet economy but that Soviet policy-
makers lack the instruments to mobilize this slack. As I see it, the USSR is using
self-defeating instruments for mobilizing slack. The endless Party pressure to
uncover reserves and put them to use forces everyone down the line to create and
protect secret reserves, or safety factors, and to resist pressures for change.

In many areas of the economy, reducing pressure would both lower demand
and increase supply. In labor force management, for example, Murray Feshbach
and Stephan Rapawy describe the pressures that frustrate really effective use
of labor (SEPS, pp. 487-91). Similarly, the regime’s seven-year efforts to induce
economic reforms illustrate the same paradox. As Gertrude Schroeder says
(SEPS, p. 22), *‘the bureaucracy leaves nothing to chance!,” even the innovative
efforts of production officials. They are kept under such tight reins that their
creativity is smothered.

Soviet experience suggests that greater leeway for private initiative would in
fact improve the performance of state enterprises. Here the material in Zev
Katz’'s essay (SEPS, p. 89-94), is most instructive. His findings update the
well-known research of Joseph Berliner and confirm the continuation of practices
that took root in the 1930’s. The authorities reluctantly permit a good deal of
private initiative, since it supplies the grease that makes the State wheels go
round. A smaller degree of ideological repugnance would permit state-owned
enterprise to perform more effectively.

In still another dimension, Soviet commercial relations with the West also
contain some paradoxical possibilities. Acceptance of world performance stand-
ards could do much to improve Soviet economic performance. Completely non-
ideological matters like adequate supplies of spare parts, prompt servicing
arrangements, meticulous attention to quality standards, and sensitive attention
to customer needs, are central to success in international trade. They impose an
objective discipline on would-be traders from all countries. If the Party permits
and encourages Soviet producers to respond creatively to external trade oppor-
tunities, domestic Soviet economic performance will be improved, to the mutual
benefit of all concerned.

But can the leopard change his spots? We cannot expect the Party to abandon
its basic tenets. “Creative Marxism” may nevertheless suggest ways to modify
the system enough to absorb technological transfers in the short run and develop
self-sustaining capacity for technological progress in the long run. As the Rus-
sians say, “we will live and we will see.”

Senator Proxmire. Mr. Cline and Mr. Hunter, you both seem to
agree in general that the Soviet Union feels that they have achieved
a degree of military parity; you both seem to agree that they are
unlikely to increase their military spending; you both seem to feel
that they are unlikely to increase it, at least they have reached a
plateau and in terms of their total economy, the military spending will
remain at about the same level.

Is that your view, too, Mr. Hunter ¢ I am quoting more directly from
]\}Ilr. Cline, but as I followed you, I thought you said something like
that. :

Mr. Hu~TER. Both countries are spending an enormous amount——

Senator Proxarrre. You did indicate they felt they had caught up
with the United States militarily ¢

Mr. Hunter. Sure. SALT T, represents, I think, an agreement be-
tween the two sides that we have achieved sufficiency and they have
achieved sufficiency and if possible we would like not to have a new
round in the arms race, and SALT II, T think, involves detailed
examination of ways to pin that down. It is such a reciprocal process
that it is unlikely either side will go down precipitately unless they are
sure the other side does, also.
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Senator Proxaire. You say SALT IT would be a way of trying to
pin that down. I agree with that part of it, perhaps but I would dis-
agree that they have any basis, or we have any basis, real basis, for
saying they have achieved military equality or military parity with
us.
I don’t see how you can possibly compare it. Take the fact we have
16 aircraft carriers; they don’t have any. We have four times as many
long-range bombers as they have. They have much greater megaton-
nage in their strategic weapons than we and we have far greater
diversity in warheads and more reliability.

We are comparing things so different, it is hard to say they are
ahead of us or behind us or equal to us.

Mr. Hu~ntER. You get much more informed judgment on this from
people in the military field, as I am not, but I think you are right that
the situations for which each side has prepared itself are quite diverse..
For example, our aircraft carriers have a mission which the U.S.S.R.
evidently has not in the past seen any need to try to deal with. Each of
us confronts different geographic and other kinds of military threat.

Senator Proxmire. What I am trying to get at is this: It would
seem to me the logical layman’s view is that both countries have capa-
bility superior to that of any other country, maybe China, maybe one
of the FEuropean countries is the third country in the world, but it is
never really discussed because they are so far behind militarily. So
the present arms race begins and ends with their concern with us and
our concern with them.

It would seem under the circumstances that anv conflict between the
United States and the Soviet Union would rapidly become a nuclear
conflict since we both have the capability of devastating the other coun-
try, destroying the other as an organized society many times over.

It just makes sense, both this country and the Soviet Union, from
every logical standpoint would be inclined to reduce military spending
in the future and to build up their economies. It would seem that our
bargaining power is stronger than theirs because they have a weaker
economy, less productive economy, and greater needs for investment
in various sectors and have farther to go, and in the long run they may
fear, say, the Chinese—well, in the long run, if they are going to have
the military power vis-a-vis the Chinese, they have to build their
€conomy now.

Building for 1970 confrontation with the United States which would
be suicide for either country, it doesn’t make any logical sense. You
would think the logical thing for them to do would be to rednce their
military spending, transfer as much of their resources to building the
economy as possible, so they are prepared for a Chinese challenge 20
or 25 years from now, plus all of the other very obvious benefits they
get from concentrating more of their resources on their economy.

Mr. Cline. )

Mr. Crane. May I comment on both of the remarks you just made.
T think you are correct in saying that it is useless to try to make
quantitative comparisons with respect to equality or even parity,
which is a vague word for “equality,” I guess. The “in” word is
“strategic sufficiency” on both sides. .

But what both countries want to do is have a guarantee of their
national security and in modern strategic thinking, deterrence is al-
most as important or more important than fighting capability.
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The question is the perception of each national leadership as to what
will give this national security, this strategic sufficiency.

I am not quite as optimistic as you are about the easy possibility of
reducing those expenditures in the Soviet Union.

Senator Proxmire. I don’t mean it is easy, but if the Soviet ruling:
clique can think logically, I would say the arguments are very power-
tul for them to do so.

Mr. Crine. There certainly is a logical course of reasoning which yow
have outlined. On the other hand, the history of the last 25 years doesn’t
give a great endorsement to the influence of logic on some of these
patterns. Everything we know about present Soviet military produc-
tion planning indicates they intend to develop new weapons, that they
have research and development and that plans for replacement of pres-
ent weapons with more modern weapons are all well in hand and prob-
ably will go forward, unless there 1s some extraordinary strong pres-
sure to hold down those costs.

Now, in a mutual context, which Mr. Hunter spoke about, there may-
be some modest reduction in future requirements. But my statement
was intended to say those would probably be modest reductions and
would be more reduction in contemplated further growth than very
large absolute reductions in strength. This result would derive, not
from any lack of perception of economic needs for the civilian econ-
omy, but from a strong and pervasive tradition that military secu-
rity come first in priority in the Soviet Union.

enator Proxmre. This brings us to the question of our policies
and how we influence their policies. We understand, as has been said,
the Soviets should divert resources from the military. As the Russian
economy grows, the growth should go logically to the other sector.
And in order to do that, they want to obtain technology from the West.

But our concern is that the opposite may occur. In other words, as
we provide them technology, as we provide them computers and indus-
trial technology and know-how they may be more likely to build up
their military and make the holddown in the military spending less:
necessary.

The real pressures on the Soviet Union to hold down military ex-
penditures are not any feeling about what the Presidents may do, or
Members of Congress may say, but it is the fact that they have their
own pressures within to provide better life for their people. It is
popular for a foreign dictatorship to do that. And as we ease that
pressure by providing our feed grain exports; as we ease that pressure
by providing our know-how in technology, doesn’t it mean that they
are going to very likely have less pressure to reduce their stress on the
military ?

Mr. Crine. My feeling is that these factors will not operate as yow
suggest, Mr. Vice Chairman.

Senator Proxmire. Why ?

Mr. Cune. The argument I have been trying to make is that the
Soviet leaders are responsive to the military planning mechanism
which they incorporate in their top leadership council, which bases
the economic investment in military strength pretty much on their
perception of the specific security needs for the Soviet Union. Thus
when they have been in much worse economic straits than they are
now they still maintained a strong defense capacity.
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Senator ProxyIzE. You mean this is absolutely isolated, there is a
plain, firm dichotomy there is no influence from the side of the non-
military ? Certainly, in our system we don’t have that. I think even in
a closed system, a dictatorship, you have to have that consideration.

Mr. Crixe. That would be absurd to say there is no influence, Mr.
Vice Chairman, but I think the history of the last 25 years indicates
a very high priority for military strength because they feel their whole
system and their relationships with other nations benefit from the sense
of security and the achievement of what they hope is a rough parity
with us.

The only serious effort to take money away from the military was
made by Khrushchev, as one of my colleagues mentioned, and it was
short-lived and not very successful. In fact, he reduced expenditures
on conventional forces largely to pay for a buildup in strategic arma-
ments. The reduction in the number of men under arms became one
of the complaints against Khrushchev which led to his downfall. T
think Mr. Brezhnev will move very cautiously in making any reduc-
tion to what his military colleagues tell him 1s a security need of the
Soviet Union, unless they are very carefully tailored and paralleled
with U.S. reductions.

Senator Proxyrre. Can any of you gentlemen give us any idea
what proportion of the Soviet military budget is really directed in
a sense against confrontation with this country; that is, strategic, and
what proportion of it is conventional and therefore directed more
likely against—much of it, at least—China ¢

Mr. Crixe. I don’t believe those categories are very easy to use,
Mr. Vice Chairman.

Senator Proxmire. Wouldn’t it be sensible to have categories like
that so we have better understanding of how our policies might affect
them ? Tt seems to me their reaction to us would generally be a strategic
reaction and their reaction to their only other real threat, the Chinese,
would be conventional.

Mr. CLinkE. We do have breakdowns of Soviet expenditures in this
vein ; however, the China threat is also a strategic threat.

Senator ProxmiIRe. Strategic, but they have certainly the capability
of countering overwhelmingly a Chinese strategic threat, but they
c(ljo have a very understandable and real conventional threat from

hina.

~ Mr. Crine. Right. But they also deploy a great deal of their con-
ventional force in Western Europe against the NATO forces.

[The following note was subsequently supplied for the record by
Mr. Cline:]

Some Soviet force elements could as well be used against China as against
the United States or Western Europe—heavy bombers, missile launching sub-
marines, and certain ICBM’s fall into this category. Ground forces, which cannot
be shifted quickly from one theater to another give a better index of Soviet
military priorities.

Speaking very broadly, I think it is fair to say that the U.S.8.R. deploys about
three-fourths of its forces in the Western part of the U.S.8.R. counterposed to
NATO forces and the United States, while there are only about one-fourth in
Asia. Even this generalization needs to be modified by a recognition of the fact
that some of the strategic forces in the Asian part of the U.8.8.R. are undoubtedly
targetted against the United States. I believe these facts may give you a rough
order of magnitude in what is a complex technical problem of evaluation.

While Soviet forces deployed against China have more than doubled since the
buildup began in the mid-sixties, the buildup was accomplished in the main
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by additions to total Soviet forces. It did not occasion any meaningful reductions
in Soviet forces against NATO. The buildup against China may have delayed
some steps in modernization and improvement of Soviet forces in Eastern Europe,
but improvement has continued and in recent years we have seen additional
tanks, new air-defense missiles and additional nuclear capable rockets added
to the equipment of Soviet forces in Eastern Europe.

Senator Proxmire. How about the argument that has been made
in the past by some of the witnesses that have appeared that when we
increase our military spending, we don’t improve our security, in a
sense we worsen our security, because we have an immediate reaction
on the part of the Soviet Union ; they increase their military spending.

Is there any possibility that we can induce them to reduce the mili-
tary expenditures by cutting our defense program? .

Mr. Crine. We think this is a real possibility and, of course, that
is why we are engaged in this extensive. program of negotmtlon,
exchange of information and views on military threat.

Senator Proxmire. So far I must say I am puzzled as to what
progress we have made. The 1nformat10n that seenis to be available to
us is that SALT I didn’t result in any strategic or other reduction.
In fact, it resulted in an increase. With the Vietnam war over, we
spend more in the strategic area and that follows the Stratégic Arms
Limitation Talks I. So it did not result it any discernible progress.
Isn’t that right?

Mr. Crine. Mr. Vice Chairman, I don’t entirely agree w1th that.
I think it illustrates the point I tried to make earlier.

Senator Proxmize. We are spending more than we did before. .

Mr. Cuine. Right. But the savings as a result of SALT I are ex-
penditures we would have had to make if no limitations had been
created. For instance, ABM, which both countries have agreed not to
1nv$t in, Those were very costly systems and that amount of money is

sav

What you are speaking of is increased cost in other weapons sys-
tems which have not yet been sufficiently limited.

Senator Proxmire. I am not sure. Those ABM systems were so
Rube Goldberg, and it seemed to this Senator, ridiculous. We ex-
hausted the arguments against them; it was pretty much overwhelm-
ing. In the other areas of offensive mlssﬂes, it seems that all of the
arguments on the Hill, as well as the policy adopted downtown and
the proposals made to us, suggest we have to increase even further in
spite of the fact we have this overwhelming sufficiency and so do they.
After SALT I has been completed.

Mr. Cune. On the offensive weapon side, SALT T, of course, was
an interim agreement estabhshmg a ceiling’ but not makmg any reduc-
tlons We hope that in the ensuing negotlatlons, some improvement
in those arrangements can be made, but that remains to be negotiated.

Senator Proxmire. Let' me move qmckly to another part and get
Mr. Johnson in on it, too.

Mr: Cline artrued Mr: J ohncon, that the U. S export will increase
our ernployment and help in our balance of payments. In a country
that has béen chronically plagued with high unemployment, that 1s
a pretty good argument, but today that is not as persuasive an argu-
ment. In fact, there is a contrary argument and there are many people
who have arcrued before the banking committee, at a hearing yester-

day, and have argiied before the country that the Soviet grain trade
last year was the root of our inflation to a very considerable extent: -

23-245—T73——T7



94

The GAO study indicated it undoubtedly contributed seriously to
-inflation. '

Couldn’t it be argued that by exporting feed grain to the Soviet
Union that we are damaging our economy by aggravating inflation?
The concern with unemployment which I feel just as strongly as any-
‘body else is now that the economy may be heated up so much we may
have shortages of labor and aggravated in that way, too. How about it ?

Mr. Jounson. Well, I think we run into difficultiesif we try to adapt
‘trade policies too much to the problems of the moment. I do not see
that we are faced with a long run— .

Senator Proxmire. Let me interrupt to point out the problems of
the moment are the problems that usually the Congress and the coun-
try and the President deal with. The problem of the moment is the
shortage and the universal agreement—we haven’t seen what phase IV
is going to do—but what it bottoms on, the one policy everybody seems
to agree on, is we slap a stiff export license on feed grain exports to
the Soviet Union and elsewhere. This is going to skyrocket prices in
other countries in the world but it is going to take care of American
consumers.. . - ]

Citizens of other countries don’t vote in this country.

The way that we can in a painless political way deal with inflation
is to cut down exports. Now, what does that kind of policy do vis-a-vis
the Soviet Union as we reduce our soybean exports to them, or what
we plan to provide for them this year, our corn exports to them ? .

Mr. Jornson. Well, clearly the issue of imposing export controls and,
in fact, having done it does have some longrun adverse implications to
our relationships with the people with whom we have traded in the past
or hope to trade with in the future, at least. On this score, I find that
they are perhaps a fairly costly way of dealing with our own domestic
problems.

But getting back to the earlier part of your question, whether or not
it is in our interest to trade at a substantial level in grain with the
Soviet Union in the next years ahead, I look at it somewhat in this way.

First of all, barring another crop disaster in the Soviet Union or
China, for that matter, their demand for grains from the United States
and the rest of the world, while it will be substantial for the next 3
years, in my opinion, will be significantly less than it has been in the
past year. There really has been nothing like the Soviet grain pur-
chases of 1972-73 in the history of the world. In 1 year, they bought
half of the world’s normal exports of wheat. Nothing like that has ever
happened before.’

It was the enormity of it, which for their own internal reasons

Senator Proxmire. Nothing like that has happened before but there
are lots of indications it can happen again, at least if we permit it to
happen, happen in an even more aggravated way. Have you noticed
the terrific increase in meat consumption in the Soviet Union and else-
where in Europe? It has been geometric and you pointed out in your
prepared statement no country has a relatively lower consumption of
meat than the Soviet Union, so there is a colossal potential here. And as
they develop that appetite for meat over the next several years, they
are likely to urgently, almost desperately, need more feed grain, need
it from this country.

Mr. Jornson. Yes, I estimated—estimated isn’t the right word—
projected that they might buy as much as 15 million tons a year.
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. Senator Proxyare. This isn’t just a Russian phenomenon, it is world-
-wide, and it is something that increased well over 100 percent in the
last few years, far, far faster than we can possibly increase supplies. So
if we are going to have an evenhanded policy toward all of our
friends,as well as our possible adversaries in exporting feed grain, it is
likely either to involve rationing in this country, or very high prices
in this country, another form of rationing, or it is going to mean we are
going to be an unreliable supplier to these foreign countries. There is
no easy, simple solution, is there ? _

Mr. Jornsoxn. I would agree there is no easy, simple solution, but I
feel that if there are not major crop failures this year in Europe, in-
cluding the Soviet Union, and with continuing favorable weather in
the United States, that while we are likely to have a somewhat tight

- grain supplysituation for the next 12 months, it will not approach what
we had during the last 12 months, unless there is a substantial effort by
a number of countries to build up stock. I think that is a real danger.

Senator Proxyire. What we need in this kind of situation and need
very badly—and I am not so sure all of you men touched on this—is
data. We need to know what their needs are going to be. We need for

- them to come forward with accurate, honest statistics. They can’t pre-
dict the weather any more than we can, but they can at least indicate
_what their projected demand is likely to be, and we can try to fit our
own policies-into that. _

Can we expect to get that from the Soviet Union? It is a closed
-society. If they release this kind of statistics, it will have an effect per-
haps on their prestige with the Communist countries. They tended to
lie about statistics in the past, deliberately. We know that. How can we
knovc; they are going to give us information we can count on, and rely
onit?

Mr. Jornson. Well, I suspect we won’t know until we have had some
experience with the kind of information that they apparently will re-
lease, or have said they will release, as a result of the agricultural agree-
ment, which Mr. Hunter commented on, that they will provide crop
forecasts. They have agreed to exchange information in crop forecasts.

_ We are reasonably confident such forecasts do exist and they are
probably relatively reliable, at least they are distributed internally.

And over time, although this is no help for this coming year, we
probably would get a picture of how reliable their measures are, how
they compare with that of other countries. I assume they entered into
that agreement seriously, that they-do intend to provide, at least much
of the information they, themselves collect. Just as we publish our
crop forecasts, I am assuming this is a commitment on their part to,
in effect, publish their own.

Tt.is true, as late as 15 years ago, the size of the grain crop was con-
sidered to be a State secret. That has changed over time. I assume up
to the present time the crop forecast has been considered as State secret.
Apparently, they are committing themselves to remove it from that
category.

Senator Proxmre. Before I go to Mr. Hunter, let me ask Mr. Cline--

.and come back toMr. Hunter in a minute.

The feeling on the part of many people is that our wheat arrange-
ment with Russia was a disaster for this country in many ways, not
only economically, but in many other ways. That it was badly timed,
that we should have been able to see the adverse effect on this country.
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Some argue that it was related to the negotiations going on between

our g}overnment and the Soviet Union with respect to the Vietnam
war? :

‘Was this one of the considerations with the Kremlin putting some
pressure on North Vietnam to agree to a cease-fire in return for our
generous wheat sale terms ¢ :

If this was the case, the administration ought to say so, because it
would be a good explanation of a sorry deal and all Americans, re-
gardless of how we think the war should have been ended 4 or 5 years
ago, at least it is going to be over now and it may well be that the ad-
ministration’s arrangements with the Russians on wheat was one of the
pressures that we exerted. Can you say anything about that?

Mr. CriNE. Yes, sir. Mr. Vice Chairman, I can say that to the best
of my knowledge no such tie-in existed between the trade arrange-
ment and the many negotiations which were being conducted parallel,
except in the sense we wanted, as we have said many times, to maxi-
mize normal commercial intercourse between the two nations as part
of the general relaxation of tension.

I think the difficulty in that period was that the exchange of infor-
mation on the crop situations and forward projections, which we hope
will come about as a result of the agricultural treaty, did not exist,
that we had rather crude methods of measuring current agricultural
production in the Soviet Union, although we can usually find out ret-
roactively fairly soon what the production was. This was not possible
in June and July when the negotiations and trade deals were made in
that year.

The forecasts were very general. We all knew that there were severe
limitations, difficulties in the way of the Russians in harvesting a good
crop, but it was not until after they moved very quickly and with
some secrecy in making purchases that the full extent of their short-
fall became absolutely clear. '

There were warnings that they might have a very serious shortfall
as early as the spring of that year, but I would like to remind the com-
mittee that these predictions, even by the Soviet Union, are far from
infallible. And even this week we are revising intelligence estimates
based on much more information than we had even a few weeks ago,
on what the current crop is going to be. ' -

A couple of weeks ago, the weather conditions looked excellent and
the people were predicting reaching the planned goal of a gross har-
vest of 197.4 million metric tons. Since then there has been rain in some
areas which lodge—that is, flattens—the crops, making them difficult to
harvest, and some drought in other areas where new crops are just
getting well started. . ‘ . . L

So the predictions are going down and a modest change in esti-
mates about the weather may make 5, 10 million tons difference in
production. i )

This is not a finite situation statistically, in which you can be very
sure very far in advance as to what happens. St

Senator Proxumire. Let me get back to Mr.. Hunter because he was
the first one to bring forth detailed information, more detailed than
we had in the past. . '
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- Do you feel we may be able to develop that? Leaving aside the point
Mr. Cline raised very properly and legitimately, we can’t predict
droughts and excessive rain. .

‘Mr. Hu~ter. It might help for the Congress and the general public
to put in perspective the problem of data from the U.S.S.R. Twenty-
five years ago there was practically nothing released by Soviet author-
ities and therefore we were in the dark on almost everything. Since
then a great many things have been released by Soviet authorities and
in general people who take the trouble to study carefully get their
doubts down to a pretty low level, at least on the things that are
released.

I hope now that we can enter a new stage of relations between the
U.S.S.R. and the outside world, in which in their own self-interest
Soviet authorities would release a great deal of additional information.
I hope that, as part of our commercial relations with them, we can
persuade them that it is in their own self-interest to release informa-
tion on, for example, their balance of payments. There is quite a list
in my prepared statement of things related to trade and, of course,
agriculture is one of them.

Senator ProxMire. It would be nice if we could get data so we know
what kind of reserves we might build up. I would think they would
have long term, at least, records indicating the drought cycle and the
rain cycle, and so forth, so that we would be in a position to take
advantage of it.

Mr. Hu~Ter. Isn't it in the interests both of the U.S.S.R. and all of
its trading partners?

Senator Proxyre. But, frankly, what appalls me is we can under-
stand why we didn’t have much information, right kind of informa-
tion, about the Soviet need, but we certainly should have had better
information about our own. This country, which has been hurt so
badly by exporting too much grain last year and, as a result, having
this colossal inflation we have had, much of which has been in food,
and much of which has been traced directly to that, as Mr. Johnson
said, unprecedented purchase by the Soviet Union.

Let me ask something else related to that. How could the United
States get in a position to try to sell agricultural products, including
the Soviet Union, followed by recent control on exports? Why this, you
know, this terrific emphasis on selling agricultural products as really
the answer to our balance of trade and now we have toslap a restriction
on imports? It is so inconsistent.

Mr. Crine. Well, sir, obviously, the reason is conflict between the
international effect of the sales, which is all to the good from our
foreign trade point of view and some other points of view, and the
national concern about domestic economic cost factors, and so forth,
which you described very eloquently.

I cannot really comment on how those conflicts should be resolved.
Obviously, there is a basic judgment which has to be made as to the net.
benefit to the United States. I think the administration and the Con-
gress should obviously try to calculate that net benefit, which is a
very sophisticated judgment in each case.

Senator ProxMire. Without being too sophisticated, it just looks
like a blunder.
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Mr. Crine. I can only comment from the foreign affairs point of
view, that we wanted to sell our agriculture product because there was
a great demand for it; it improved our balance of payments; and, in
fact, tends to win us credit and customers and even political benefits
because of the immediate use to consumers. :

Senator Prox»ire. Mr. Hunter, yesterday Mr. Rockefeller, David
TRockefeller, indicated that if we do not grant the U.S.S.R. most-
favored-nation treatment, we lose a good opportunity to refashion
the world along more rational and cooperative lines. Do you agree with'
that?

Mr. Ho~ter. The most-favored-nation treatment is something the
Russians feel is very important, even though it only affects 10 percent
of what they might sell.

Senator Proxume. I have a lot of trouble with the semantics of
that most-favored-nation. To think we are going to give the Soviet
Union the most-favored-nation designation we are spending $80 billion
a year because we are afraid they are going to destroy us. We just!
financed, Heaven knows how many billions in Vietnam because they
were financing and supporting our adversary, our enemy. We are going-
to give them most-favored-nation treatment. Is there any country that
should not get most-favored-nation and, if so, shouldn’t we get a better
word to describe that kind of agreement ? :

Mr. Hunter. We certainly should because, basically, what it has
meant from the very start is equity and uniform treatment for all’
trading partners. '

Senator Proxmire. I suggest the State Department might consider
changing that term because it is amazing what a term can do.

Most favored nation, I think, is losing you at least 15 to 25 votes in
the Senate and maybe more in the House, just because of the name.

Mr. Crine. I think you have a good point, Mr. Vice Chairman.
It is important for the record to understand that when we say
we want to extend most-favored-nation treatment to the U.S.S.R., we
mean we do not want to discriminate against them.

Senator Proxyrre. I know; I am one of the Senators who is op-
posed to providing most-favored-nation treatment to the Soviets, at
least unless they permit their Jewish citizens to emigrate and I feel
very strongly about that. But, as you say, it isn’t what the words seem
to imply. _ ‘

Mr. Crine. What it really means is charging the same tariff rates
on imports from the Soviet Union that we charge non-Communist
countries. Without it, we can’t expect indefinitely to have a develop-
ing commercial relationship with the U.S.S.R.

Senator Proxmmre. What it is, is no discrimination.

_ Mr. Curxe. No discrimination is a much better description. And
it is an important element in the terms of the package of hopeful,
improved relationship. which includes settlement of our lend-lease
debt, better commercial representations in Russia for U.S. firms, U.S.
commercial office being established, third-country arbitration on trade
disgutes, and the target of tripling our trade, more than tripling our
trade.

This is an attempt to regularize, or if you can use the phrase,
“normalize” with a country which we never had normal economic
relations with, to put our dealings with the Soviet Union on a com-
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mon international commercial basis, rather than such a highly discrim-
inating one.

Senator Proxumire. That is much better. : :

Mr. Hu~ter. Couldn’t we add to that list of elements that we are
talking to the Russians about, a change in Soviet domestic priorities
that would free-up some of their resources for the civilian economy,
an% an increase in the openness of the Soviet economy, both of which,’
I think

Senator Proxyire. And as Senator Humphrey so eloquently empha-
sized yesterday, we would hope that one of the purposes of this would
be that this would result in better agreements on arms control and
an end to this arms race, which is so enormously burdensome and
dangerous. ‘

Mr. Honter. Right. Because I don’t see how we can expect Mos-
cow to shift resources away from the military there unless they see
that we are at least not spending more money. :

Senator Proxaire. Yes.

Mr. Crine. Do you have a name to suggest for MEN ¢

Senator ProxMire. Let me think about that. I would like to. I ap-
preciate your asking very much. We will work on it. ’

Mr. Hunter. Could I offer one other suggestion, just as an econ-
omist, and that is that it is probably very difficult for Soviet author-
ities to make explicit arrangements with us about their emigration
regulations. If in fact Soviet practice is such that people come out
at the rate that they have in the last year, isn’t that something the
United States would feel was acceptable?

Senator Proxmire. What is that again? C

‘Mr. Honter. Well, I would sympathize with the Soviet difficulty
in negotiating a treaty explicitly about Jewish emigration

Senator Proxmire. This is a specific discrimination against Jews
in the Soviet Union that we are concerned about. The Jackson amend-
ment which 77 of us in the Senate are co-sponsoring.

Uléfhé Hunter. But there are many other ethnic minorities in the

S.S.R. :

Senator Proxmire. That is right. We are concerned with the dis-
crimination against the other ethnic minorities, too. It is not con-
fined to Jews, but that is the most conspicuous and that is the largest
group that is being discriminated against, in at least the most sys-’
tematic way.

Mr. Hunter. There might be sort of an administrative way of
having an understanding that wouldn’t require explicit Soviet leg-
islation.

Senator Proxmire. But T don’t understand that. It seems to me to
argue because they always followed a bad policy, because it is a little
less than—it makes it all right.

Mr. HuxTeErR. My guess 1s that the United States is not likely to get
very far in insisting on that kind of explicit Soviet statement.

Senator Proxmrre. Why not? I can’t understand their policy in this
respect. How can it possibly serve their interest to keep a minority,
whether Jews or other minority groups, within their country when
these people are terribly bitter and disaffected and want to go to
another country, and want out? How does it really serve their interest
as compared to their being able to get into relations with this country,
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reduce their armaiments, get food, have trade that will benefit them
economically in so many ways?

This should be an easy decision. Maybe because of pride they have
to work it out carefully, but I don’t see why it should be so difficult
a decision for them.

Mr. HunTER. Remember what happened in East Germany until the
wall went up in 1961; look also at what has happened in Cuba since
1959, when Castro did permit those who didn’t want to stay, to leave,
and he lost a large proportion of the medical profession and other
professions.

Senator Proxmmre. Maybe I am badly misinformed. I had no idea

there were hundreds and thousands of people, or perhaps millions of
people, who want to get out of the Soviet Union, as there was in East
Germany. East Germany, vis-a-vis West Germany, was so sharply
contrasting, and after all, this had been one country just a few years
ago.
‘West Germany is so prosperous today, as you and I know. They have
a higher per capita income than the Americans have and East Ger-
many, of course, was a country in terribly poor circumstances, so there
was a clear, sharp desire for national reasons, for economic reasons,
to move. But you don’t have that in Russia.

Mr. HuxteR. Certainly not on the same scale, but it is symbolic and
it is embarrassing, and I would just guess that Moscow would find it
extremely difficult to enter into an official engagement with the United
States which, as they say, involves substantial change in their own
internal affairs.

Senator ProxMire. I agree with that; they couldn’t do it quite that
way, but they could ease up greatly in other easements.

Some Europeans have stressed improvement in a wide range of civil
rights, whereas we focus attention on emigration. Does the European
broader emphasis have something to recommend it ?

Mr. Cuxe. I believe it does, Mr. Vice Chairman. I think we ob-
viously want to support improvement in civil rights in every category
in order to meet the international standards and to improve, if you
like, the terms of trade in human terms, between the Soviet Union and
the United States. We feel that stressing increased exchanges and con-
tact of peoples and cultural contacts and emphasis on civil rights,
which is concomitant with the other steps, is a very sound policy.

We agree with our European allies in trying to achieve high stand-
ards in our discussions in the general European content of the nego-
tiations now underway.

Senator Proxmire. Let me ask each of you—1I don’t want to take too
long; you have been excellent witnesses—but I do have a few more

uestions. Let me ask each of you to comment on this, starting with Mr.
ohnson.

It seems to me that we are in a very strong bargaining position. The
Soviet Union needs our technology ; they need our capital ; they need
our credits badly. Their economy has much farther to go than ours
does. Are we in this strong bargaining position and if we are not, why
not? What can we do about it ?

Mr. Jorxson. Well, I think we are in a relatively strong bargaining
position in some areas, such as computers and on agricultural prod-
ucts. We have clearly more to offer than most of the other countries
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in the world. But in many other areas of high technology, products,
which the Soviet needs so badly, given time I do think they can acquire
those from Japan or Western Europe, and probably from a consor-
tium—TI don’t mean it in the literal sense of countries, but by dealing
with the major economic powers of Western Europe as well as Japan.

I assume relationships with respect to credit could also be worked
out. After all, there are a few currencies around the world slightly
stronger . )

Senator Proxumire. Don’t we have any kind of clout with Japan and
West Europe? The argument is made constantly, if we don’t sell to
the Soviet Union, strategic, military, or whatever it is, the Kuropean
countries are going to. We are supplying the defense of Japan, spend-
ing billions to do so, providing $14 billion a year for NATO on overall
defense of Europe, and they follow policies which may strengthen the
Soviet’s, at least potential, military power.

Don’t we have any kind of capacity to influence that, if no other
way, simply by reducing our commitments?

Mr. Jounson. I assume we do have some.

Senator ProxMire. And require free European countries therefore
to provide more of their income for defense and therefore they would
have less to sell to the Soviet Union; also underlying the fact that it
doesn’t make any sense for them to-trade with the Soviet Union at least
in strategic areas if they have to spend a great deal to defend them-
selves against the Soviet Union?

Mr. Jounson. But I think with respect to each of these areas that
you mention, Western Europe, Japan, we also have other important
objectives that we wish to achieve, and I doubt if we can treat rela-
tionships, our relationships and their relationships, to the Soviet Union
as being a sole or primary objective.

‘We have many trade and economic relationships with Japan and
Western Europe that we wish to develop, going into a round of nego-
tiations on trade in these areas, and I suspect to have any kind of
success, there we will have to give a great deal of emphasis to the
multiplicity of our joint objectives with these countries to achieving
anything in that arena. .

If we were in a position where I assume we could concentrate solely
on the relationships between the Soviet Union and the rest of the
world in our dealings with the major economic powers, we might be
able to achieve something.

Senator ProxMire. I am not talking about solely, I am just talking
about the argument you get all of the time when we talk about cutting
back our commitment to NATO ; not eliminating it, of course, the air
support, naval support, substantial manpower commitment, cutting
it back after 26 years, and if necessary doing it unilaterally, and if
they need more let the Western European countries which are so
affluent now provide more of it.

And in doing it, recognizing, after all, they are really taking
advantage of Uncle Sam now, Uncle Sugar or Uncle Sap, and they
are doing it by persuading us to provide so much of their own defense
and they go ahead and sell whatever they wish to, and have for years,
to the Soviet Union.

Mr. Jouwson. Yes; that is the point I was going to make. I think
our efforts during the so-called cold war period indicated with respect
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to commercial relations we had very little luck in determining what
the other countries sold or provided to the Soviet Union and with the
general reduction of tensions, which I really honestly think has oc-
curred, I think we will have less luck in the future of influencing the
policies of other countries with whom we are basically very friendly.

Senator Proxmrre. I see. I think your answer in general is, our
bargaining power may seem strong, but we are not the only country
in the world; other countries will sell to the Soviet Union and they
will buy as any prudent buyer will, from the countries where they
get the best deal. Qur negotiation position, vis-a-vis our economic
competitors is not particularly impressive, even if you recognize our
military commitments. Is that correct? - :

Mr. JornsoN. Right. .

Senator Proxumire. Mr. Hunter.

Mr. Hunter. My feeling is there is both positive leverage and
negative leverage to be brought to bear. If you think first about the
negative leverage, if the United States were to withhold the things
U.S.S.R. would like to buy from us, and in other ways try to make
it tongh for the Russians, I don’t think U.S.S.R. will respond very
well to that kind of pressure: They can probably continue to grow at
5 percent a year-or so, even without these imports.

They can continue following on in a clumsy way after the United
States and Western Europe and Japany picking up our technology
5 or 10 years late. They have done that in the past; they will stub-
bornly persist that way in a rather embittered manner.

A more ‘positive way of trving for leverage might be to request
uniform arrangements, say to them in effect, you are no longer ventur-
ing out into hostile enemy territory. Stalin used to talk about hostile
capitalist encirclement and I agree, I think that era has simply ended.
But as the U.S.S.R. comes out to join the club, there are uniform
standards of information, of treatment of human beings, uniform
ways of trying to be equitable as among nations, and among busi-
ness firms, and among human beings. I would appeal to them with
a carrot rather than a stick and suggest, that, in effect, what they
can see is an opportunity to save time, to raise domestic productivity,
to get the fruits at long last of this difficult half century they have
gone through.

There is a potential there, I think, which someone like Brezhnev
perceives as an opportunity and would respond to as long as it is put
to him in terms of equity and uniformity and joining in a reasonable
international framework.

Senator Proxmrre. Mr. Hunter, in your study of the 56 years of the
-Soviet Union’s existence as such, do you find a pattern of more co-
operation and response when we have used the carrot or when we have
used the stick? When we have been tough?

Mr. Huxter. They haven’t had much experience with carrots.

Senator Proxmime. We have experienced 1t with carrots in this sense,
when we have cut back our military expenditures which we did enor-
mously after World War IT; we cut them down to a fraction of what
they were, much lower than T certainly think they should have been.

Mr. Hunter. My reading of that whole period is that the U.S.S.R.
was frightened and felt a need—first of all, to get the atom bomb.
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Stalin said as much in his speech of February 9, 1946. And then the

Korean gambit was foolish, ill-advised, but that scared us——"
Senator Proxmire. Foolish and ill-advised for whom?

- Mr. Ho~ter. For Stalin. . ’

Senator Proxdyare. Yes. '
‘Mr. Hu~ter. Then the U.S.S.R. went ahead on the hydrogen bom
before we did and that scared us. Then the U.S.S.R. pushed ahead on
the Sputnik and that scared us. So then we went ahead on the inter-
continental ballistic missiles, because we knew they might, though it
turned out eventually they hadn’t yet. And then our starting that way,
together with what President Kennedy brought, in trying to get con-
ventional forces to-bé alongside the nuclear forces, .induced the
U.S.S.R. to follow along in the latter half of the 1960’s to get a whole

lot of missiles. - . - -

-..It is very much a chicken-and-egg proposition ; there is always some-
thing that you can point to.on the other side that they have done or
are about to do. ' o

.. But my understanding now really is that the U.S.S.R. has been
educated through SALT I to understand notions of deterrence and
sufficiency and that we need not be condemned to so-called worse
case guessing about the future. ) :

Senator Proxyrre. When are we going to get some results on this?
Everything you pointed to so far has been in the escalation. Whether
we have gone up or.not, they thought we did, so they did. Whether
they have gone up or not, we thought they did, so we did. SALT I
seemed to be a step in the right direction. B
. :As I pointed out earlier, it didn’t result in reduction of arms at all;
the burden became worse. When can we expect results from SALT 1T,
results in the sense of being able to reduce our strategic expenditures?
+ Mr. Hu~ter. It is not easy to persuade the American people to re-
duce their concern for national security. .

Senator Proxmire. Not'the American people. It is the President of
the United States. I am not talking about President Nixon} it is Ken-
nedy, Johnson ; it is Eisenhower. It is the President who can do almost
anything he wants to with strategic weapons.

President Truman cut them back very sharply and then reversed his
position. This is one area where I think the American people have had
a consistent position of favoring a reduction of spending.

I send a questionnaire to my State every 6 months. The most popu-
lar program for reduction after foreign aid, which everybody wants
to reduce, is defense spending. The most popular program-is health
but the second least popular program is defense. The solid, overwhelm-
ing, consistent majority of my constituents, want to reduce military
spending. In every category, people of various incomes, every part
of the State, and I think our State is fairly typical—maybe a little
different from Texas but not much in this respect.

" Mr. Huxter. There are lots of United States——
" Senator Proxmire. So I don’t think there is any problem with the
people in this.

Mr. Honter. How about the Department of Defense? There are
lots of dedicated men and women who have devoted their careers to
national security. I would like to think that they conscientiously
would eagerly participate in working out a mutual and balanced and
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careful reduction, but I can understand why they would want to make
sure it was symmetrical and why they are going to be hard to con-
vince. : :

Senator Proxmire. I understand they don’t want to reduce the num-
ber of generals and admirals and limousines and helicopters, and
planes, and vacations, and other gravy-train items they have over
there in the Pentagon.

Let me ask Mr. Cline. :

Mr. Crane. May I return to your original question?

Senator ProxMIRe. Yes, I hope you will. I didn’t mean to get off
the subject.

Mr. Crxve. This is about the bargaining position.

Senator ProxMire. Yes.

Mr. CLinE. I think the answer I would give is that we are in a good
bargaining position with the Soviet Union, but that it is very im-
portant to recognize two truths about that situation.

First, we are not in a one-for-one bilateral contest with the Soviet
Union exclusively as has been suggested in some of the discussion.
We are in a very polyglot, multilateral economic, political, military
world situation. So it isn’t a “Shoot-Out at O.K. Corral,” where one
side must win and one side must lose; it is bargaining we are talking
about, getting advantages and giving advantages, trying to make
them reasonably reciprocal.

Senator Proxmre. That is a good modification.

Mr. Cuine. The second point I want to make is that T believe often
in dealing with the Soviet Union we tend to project our own habits of
mind and views onto the Soviet leaders. I think it is very important
that we try to view these problems from their historical and personal
and political traditions. I think that these leaders are suspicious of
the outside world. There have been reasons which they have used to
justify that suspicion and cause them to move with caution. “Their
Pentagon” has dedicated people who believe there should be lots of
armed forces and generals and plenty of strategic strength to defend
their national security.

So because we may, from one point of view, perceive a logical course
in this direction—and I do perceive such & course—I do not think
we should move with anything except care and cautious attention to
the actual developments in the Soviet Union as we go along down this
path of restraining the military expenditures and insuring that they
are reasonably symmetrical.

Senator Proxmire. Certainly, in the sense that we are the country
that can produce a surplus of agriculture, that there is great demand
throughout the world; not only in the Soviet Union but elsewhere,
there 1s increasing demand in this country for it, this would put us,
it seems to me, as a seller, strictly on economic terms and in very
strong economic position without the necessity for providing particu-
larly generous credit terms except as was necessary to sell. And making
those terms sufficiently realistic so that we can expect to be paid in full
with the interest rate at the market rate, and so forth.

Mr. CrinE. Strictly on economic terms, I think you are right. What
I am trying to suggest is, I think this is a mix of economic, political,
and strategic problems, in which probably best of all
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“Senator Proxmire. In strong economic terms; and it seems to me
we should take advantage of it to advance our own political interests,
to wit, arms control and the others we have discussed today.

Mr. Cring. It is certainly an objective,

Senator ProxMIire. We ought to tie this in.

Mr. CLine. May I say one additional word, Mr. Vice Chairman. In
opening this session you referred to the fact that I had worked for
many years for the Government. You were kind enough not to point
out-1t- was more than 30 years, and I would like to mention that I
worked for some of that time for President Eisenhower and part of
that-time when he was Chief of Staff for the U.S. Army as general
Eisenhower.

I well remember one of his stories about U.S. bargaining in World
War II when the people we were concerned with usually were the
British, and barganing over relative contributions of resources for
World War IT.

He said that he always discovered that after an international nego-
tiation with the British, the British came back to London and said,
“Well, we won about 2 or 3 out of the 100 points we went to that con-
ference with. It was a jolly good conference.”

He said the Americans came home and said, “We lost three points
in that damned conference. We got robbed. They stole our shirts.”

So I'suggest we have to be a little reasonable about balancing bene-
fits in international negotiations, so that most of the parties concerned
cari) .iln.some way feel that the net effect is a gain in international
stability. .

Sena%;)r ProxMire. Like everybody, I love President-General Eisen-
hower. He was a great and good man. But I must say my own feel-
ing is, if they only got 3 out of-100 or so items, it undoubtedly cost a
whale of a lot more than the 97.

Gentlemen, thank you very much. It has been most enlightening and
helpful and very enjoyable.

The committee will stand in recess until tomorrow morning when
we hear from Steven Lazarus, Director of the Bureau of East-West
Trade, Department of Commerce; Professor Foy Kohler, Center for
Advanced International Studies, and former United States Ambas-
sador to the U.S.S.R.; and Professor Gregory Grossman of the De-
partment of Economics, University of California at Berkeley.

Thank you very much.

[Whereupon, at 12: 05 p.m., the committee recessed, to reconvene
at 10 a.m., Thursday, July 19,1973:]

[The following information was subsequently supplied for the
record :] ’

REGPONSE OF RaY S. CLINE TO ADDITIONAL WRITTEN QUESTIONS POSED BY THE
’ COMMITTEE

Question 1. Assuming the 1972 grain-sales did not maximize the U.S. market
advantages, how may we improve future dealings?

Answer.- If the full extent of-Soviet and other foreign demand for and pur-
chases of.grain had been known.publicly earlier in 1972, U.S. market prices
probably would have responded by rising faster than they did. Thus, the Soviets
would have.paid more for grain, farmers would have benefitted from higher
prices, and subsidy payments would have been lower.

Two, steps have since been taken by the U.S. Government which will improve
public knowledge of world production, consumption, and trade trends,
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The U.S.-U.S.8.R. agricultural cooperation agreement of June 19, in addition
to cooperation in technical and scientific research, provides for the regular ex-
change between the U.S.S.R. and ourselves of forward estimates on production,
consumption, demand, and trade of major agricultural commodities. This en-
deavor should help us to keep better abreast of crop developments in the U.S.8.R.
and their implications for world trade. However, it must be recognized that the
world demand and supply situation for agricultural products will remain diffi-
cult to prediet because of agriculture’s extreme dependence upon weather, which
is difficult to predict accurately.

Secondly, exporting firms are now required under the Export Administration
Act of 1969 as amended to report on a weekly.basis on export sales and destina-
tions of wheat, other foed—and feedgrains, and soybean and cottonseed oils
These reporting requirements are also stipulated under the Agricultural and
Consumer Protection Act of 1973. :

Question 2. 1f we do not know the external debt of the U.S.8.R. with Western
Europe and Japan, how can we assess the credit worthiness of the Soviet Union?

Answer. Although official Soviet figures are not available, published reports
of creditors and other financial information do provide some estimate of existing
U.S.8.R. external debt with Western Europe and Japan. In addition, projec-
tions of Soviet debt to be contracted, debt service due, and Soviet export earn-
ings are available. These published estimates and projections, taken together
with conventional indicators of debt-service capacity (e.g., ratio of debt service
to exports earning hard currency, rates of debt amortization, estimates of foreign
reserves and gold production) contribute to an assessment of Soviet credit-
worthiness. ’ : o

Another indication of credit-worthiness is the Soviet Union’s credit standing
aniong most Western credit sources. The Soviets have in the recent past generally
been viewed in Western financial circles as conservative debt managers. No in-
formation is available indicating defaults or rescheduling of commercial debts.
It is generally believed that the U.S.S.R. intends to protect its existing good credit.
reputation and can use its centralized adminstrative controls to do so.

Question 3. What would be the effect of passage of the Jackson amendment?

Answer. The Jackson amendment would prohibit most-favored-nation
(MFN) treatment and U.S. Government credit or investment guarantees to any
nonmarket-economy country which denied its citizens the right or opportunity to
emigrate or which imposed more than nominal fees as a condition to emigration.
The President would be required to determine and report to Congress whether
or not a particular country imposed such restrictions.

In regard to the Soviet Union, enactment of the amendment would raise
definitional problems. For example, the phrases “right or opportunity to
emigrate”, “more than nominal”, and “charge on any citizen as a consequence of
the desire . . . to emigrate” do not lend themselves to easy interpretation.

If, however, the President did determine that the Soviet Union imposed restric:
tions on emigration such as are outlined in the Jackson amendment, there would
appear to be the following effects :

1. The President’s authority to grant credit and investment guarantees to
the Soviet Union would be suspended. The President did determine in October
1972, that it was in the national interest to allow the Export-Import Bank to
extend such credits to the Soviet Union.

2. It would not be possible to bring into effect the US-Soviet Trade Agreement
of October 1972, which includes reciprocal MFN treatment. Two further observa-
tion can be made in regard to non-implementation of the Trade Agreement:

Since our trade with the Soviet Union is expected to produce substantial,
annually recurring surpluses over the coming years, our balance of trade and
our balance of payments might suffer.

Payments under the Trade Agreement for the settlement of the USSR’S Lend
Lease obligations would be suspended since those payments are dependent upon
the granting of MFN. This would leave unpaid the sum of $674 million out of an
agreed settlement amount of $722 million.

Testifying before the Subcommittee on Europe of the House Foreign Affairs
Committee on May 1, 1973,  Assistant Secertary of State for European Affairs,
Walter J. Stossell said “. . .-we have no way of predicting with certainty how
the.Soviets would react to a legal US proscription on a matter affecting their
internal jurisdiction. On the other hand, we have the experience of recent years
in, which improved relations and expanded trade have coincided with significant
and favorable changes in Soviet emigration policy. It seéms reasonable then to
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postulate that a more effective way of fostering the evolution we favor is -to
continue in a positive rather than a punitive way.” - .

Question 4. What other options are open to the U.S.S.R. if American credits are
not available through the Export-Import Bank? .

- Answer. Should Exim credits not be available, the Soviets could turn to a wide
range of alternative means of financing their steadily growing imports from the
West. A prime source of financing the Soviet deficit will continue to be govern-
ment-guaranteed medium and long-term credits. These are mostly supplied by
the large commercial banks in Western Europe, Germany, Italy, and the United
Kingdom. Short and medinm-term non-guaranteed credits—including financing
provided by Soviet owned banks operating in Western commercial centers-—are
also available in the Eurocurrency market. U.S. businesses and banks may also
significantly raise their lines of credit to the U.S.8.R., although more general
credits not tied to specific commercial transactions are still prohibited by the
Johnson Act.*

The U.S.S.R. may be willing to sell gold. As some experts have noted, two
hundred tons could be sold annually, without reducing Soviet reserves. . :

The above options exist, but it should be noted that the main purpose for the
granting of credits through the Exim Bank is the promotion of exports from the
United States. In many cases, therefore, where credits would be denied by ithe
Pxim Bank, alternative credits could be.offered by export credit agencies of other
Western supplier countries, with the resulting loss of exports by the American
firms. . . .

Question 5. To what extent may we expect equity participation in joint ventures
or coproduction projects with the Soviet Union? R :

Answer. The Soviet Union’s current policy toward business arrangements with
the United States (and other Western firms) is one of encouraging industrial
cooperation projects. To the present time, however, the U.S.8.R. has firmly held
a position of allowing none of these arrangements in the U.S.S.R. to involve equity
ownership by the Western partner in the U.8.8.R.

The Soviet policy of retaining complete equity ownership and management
control over its business arrangements with Western firms is rooted in ideological
considerations. A substantive change in the long-standing Soviet opposition to
foreign equity participation in industrial ventures does not seem imminent.

Although the Soviets have not yet shown themselves to be as flexible as other
Bast European countries in this respect, examples can be found of (a) joint
companies outside the U.S.8.R., usually formed for marketing purposes, (b)
production-sharing with partial manufacturing or assembly within the U.8.8.R.,
(¢) Soviet purchase of equipment and technology with partial repayment from
products of the new installation; (d) natural resource development projects,
providing raw materials in return for commodities from abroad, for example,
the gas deliveries to Western Burope in return for wide-diameter steel pipe.

We believe that the possibilities defined above offer adequate scope for US
firms desirous of entering into industrial ‘cooperation ventures in the Soviet
Union. We think that a business contract spelled out in specific terms offers
the best protection to an American firm contemplating such cooperation. We have
not given special encouragement to equity-type deals because we are not con-
vinced, given the economie policies and practices of the USSR, that an Ameri-
can firm would enjoy a full role in management and decision-making comparable
to that it could expect in 2 market economy country. )

Question 6A. How will the proposed U.S./U.S8.8.R. Trade and Economic Council
improve U.S./U.8.S.R. commercial relations? :

Answer. One of the commercial benefits of the June visit of General Secretary
Brezhnev to the United States was the signing of a protocol pledging to discuss
the establishment of a U.S.-U.8.8.R. Trade and Economic Council within the pri-
vate sector of the United States. As provided by the protocol, Commerce Secre-
tary Dent consulted with the U.S. financial and business community on the
desirability of such an organization. An Executive Committee is now in existence,
and is formulating proposals governing the nature and functions of the Council.
The Counecil will be organized in the United States by the private sector.

1The Johnson Act does not apply to US banks operating abrnad. Acecordingly, loans by
American banks operating in the Euromarket need not be tied or related to specific exports,
In general, however, interest rates for such loans are higher than those granted by other
Western credit institutions. Since the- Soviet Union has been particularly sensitive to
interest rate charges, they have tended to prefer lower-cost official export credits to these
commercial loans. This increases the likelihood of a loss of US exports in the event Export-
Import bank credits are refused or dre not available. - :
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: {As proposed, the-Council will have three basic functions: (1) liaison with
governmental and other interested entities such as the Chamber.of Commerce of
the: United States and the National Association of Manufacturers; (2) informa-
tional services, including providing commerecial information on economie develop-
ments, trade fairs, and commercial exhibits in both counfries, and dissemina-
tion of information on market potential and business opportunities; (3) opera-
tional functions, including providing logistical, legal, and other services to officials
and businessmen of both countries. Initially, the Council hopes to sponsor ex-
change visits by businessmen and trade-oriented specialists to and from the
Soviet Union, hold a seminar on doing business with the Soviets, and publish
in Russian 4 manual on American industry.

Question 6B. lel small businesses have equal access to data and trade facili-
ties? ¢

Answer, The commercial promotion facilities of the Department of State and
Commerce are of particular importance to the small or medium-sized firm seek-
ing to exploit the Soviet market. Trade missions and trade fair participation
sponsored by the Department of Commerce are excellent mechanisms for seeking
out trade opportunities. The commercial office planned in Moscow and the East-
‘West Trade Center in Vienna will have space for small exhibitions, symposia,
ete. and will provide many essential services to U.S. businessmen, These facili-
ties will be of special benefit to those firms not prepared to undertake the expense
involved in opening offices in Moscow.

In view of the scale of Soviet requirements, the Soviet disposition to deal with
the largest and best known American firms and the heavy entry costs associated
with developing markets in the U.S.S.R., it is apparent that larger U.S. firms ~
will be at an advantage. Nevertheless, hundreds of small and medium-sized U.S.
firms have in the past been able to find profitable sales opportunities in the
U.S.8.R. and we believe that with the new U.S. government facilities thése
opportunities will be greatly widened.

Question 6C. What are the dangers .of a Soviet trade lobby developing in the
United States?

Answer. U.S. companies doing business with the U.S.S.R. already number in the
hundreds or low thousands. For most of these companies, this business will never
exceed more than a small part of their total sales. Accordingly, they do not tend
to regard the Soviet Union as a special situation that necessitates the creation of
a lobby organized for the particular purpose of promoting trade with that country.

Certainly the full exploitation of the trade possibilities with the U.S.S.R. calls
for the reduction of the remaining obstacles to this trade, as is provided for in the
Administration’s Trade Reform Act of 1973. Firms interested in the Soviet market
understandably support the passage of those provisions of the Act relating to
state-trading countries but we see no evidence of a lobby forming to press Soviet
trade at the expense of the broad national interest of the United States.

REsPONSE OF D. GALE JOHNSON TO ADDITIONAL WRITTEN QUESTIONS
PosSeED BY THE COMMITTEE

Question 1. Assuming the 1972 grain sales did not maximize the U.S. market
advantages, how may we improve future dealings?

. Answer. Several steps can be taken. One is to drastically change the authority
for the use of export subsidies, either abolishing such subsidies entirely or -pro-
hibiting such subsidies unless the domestic price is at the price support level. A
second is to maximize the amount of information that we have about Soviet crop
conditions and prospects. I comment on this point in my testimony. A third step
would be to reach agreement with other sellers to share information promptly
concerning actual or prospective sales to the Soviet Union. In the past, the vari-
ous selling agencies in Canada, Australia, the Common Market and Argentina
and the private firms in the United States have held such information quite
closely. Finally, we might try to negotiate an understanding with the Soviet
Union that they would announce at the beginning of each importing year an
approximate range of the quantity of grains and feed materials that was planned@
for purchase from all sources.

Question. 2. If we do not know the external debt of the U.S.S.R. with Western
Europe and Japan, how can we assess the credit worthiness of the Soviet Union?
- Answer. I suspect that with a little effort we could obtain a reasonably accu-
rate estimate of such external debt. But I believe the best, measure of credit
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worthiness is the past record of meeting obligations and on this score the record
of the U.S.8.R. is outstanding. Obviously the officials of the U.S.S.R. know thiat if
they default on financial obligations that the long run implications would be
exceedingly serious.

Question 3. What would be the effect of the passage of the Jackson amend-
ment?

Answer. I believe that matters such as the conditions under which Jews or
any other minority group are permitted to emigrate from the Soviet Union must
be handled diplomatically rather than by passage of legislation in the United
States. I find it difficult to believe that any Soviet government could publicly
and openly accept the conditions specified in the Jackson amendment. Passage
of the Jackson amendment would have the result, in my opinion, of both imped-
ing the improvement of political and economic relationships between the United
States and the U.S.S.R. and slowing down the emigration of Jews from the
Soviet Union.

Question 4. What other options are open to the U.S.S.R. if American credits are
not available through the Export-Import Bank?

Answer. As I understand it, the primary purpose of the Export-Import Bank is
to assist U.S. firms to finance their exports by providing short and intermediate
term credit. Unless the level of lending by the Bank is greatly expanded, I do not
see how it could be much of a factor in U.S.-U.S.8.R. trade. I assume that most
of the credit involved in such trade will have to be obtained in the regular credit .
markets and I think that this is how it should be.

Question 5. To what extent may we expect equity partxcxpahon in joint ventures
or co-production projects within the Soviet Union?

Answer. It is unlikely, in my opinion, that the Soviet Umon will agree to equity
-partieipation in joint.ventures during. the.present decade. I would think:that
there would have to be substantial changes in the planning structure and’the
criteria used for determining prices of both inputs and outputs before a Western
firm would want an equity position involving a major financial commitment. The
value of an equity position could be reduced to zero by the establishment of in-
appropriate prices, whether by design or accident. Until the Soviet price system
is much more closely tied to basic market conditions, there seems little prospect
that a joint equity venture would make much sense.

Question 6. How will the new U.S.-U.S.S.R. Trade and Economic Council
improve U.S.-U.S.S.R. commercial relations? Will small businesses have equal
access to data and trade facilities? Is there a danger that a Sovief trade lobby
will be built up in the United States?

Answer. I believe that the creation of new institutions, such as the Trade and
Economie Council, has some small possibility of improving relations between the
U.S. and U.8.8.R,, including commercial relations. We clearly need more forums
in which problems can be discussed. As commercial relations expand, and it seems
quite certain that they will for at least a few years, an institution that provides
a basis for the discussion of mutual problems seems highly desirable.

Small businesses always have problems of achieving equal access to data and
facilities. This is largely true because they often cannot afford to invest the neces-
sary minimum amount required to obtain the available information. Thus even
with the best of intentions on all sides, small businesses will not have equal
access to data and trade facilities.

I assume that as trade relations improve, there will be a Soviet trade lobby
created in the United States and that there will be an equivalent to it created
by U.S. business and farm groups in the Soviet Union. I do not see the creation
of such a lobby as a danger but as simply something that we should expect. It
may be that I have misinterpreted the question with respeet to what was meant
by ““a Soviet trade lobby.”

Perhaps it was intended to cover a U.S. group that would argue for expanding
trade with the Soviet Union. If there are barriers to trade with the Soviet Union
imposed by the U.S. government that have a particular adverse effect upon either
exports to or imports from the Soviet Union, I would also expect such a lobby to
arise. But again I do not see this as a special danger since lobbies exist on vir-
tually all other aspects of trade and commercial relations.
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Coxcress oF THE UNITED STATES,
Joint Econoaic CoMMITTEE,
Washington, D.C.

"The committee met, pursuant to recess, at 10 a.m., in room 1114,
Dirksen Senate Office Building, Hon. William Proxmire (vice chair-
mian of the committee) presiding. .

“Present: Senator Proxmire and Representative Brown.

Also present: John R. Stark, executive director; Michael J. Runde,
administrative assistant ; George D. Krumbhaar, Jr., minority counsel ;
and Walter B. Laessig, minority counsel.

Senator Proxarare. The committee will come to order.

Qur first witness this morning is Mr. Steven Lazarus, Deputy As-
sistant Secretary for Fast-West Trade, Department of Commerce.
Mr. Lazarus also heads up the new export control program for agri-
cultural products and acts as the secretary for the Joint U.S.-U.S.S.R.
Commercial Commission and the East-West Trade Council. Mr.
Lazarus came to his position of many hats from the Maritime Commis-
sion but retains the active duty status as a captain in the U.S. Navy.

"Our second witness is currently professor of International Relations
at the Center for Advanced International Studies at Miami Univer-
sity. Mr. Kohler represented the United States in Moscow in 194649
and 1962-66. As career Ambassador, Mr. Kohler served as Deputy
Under Secretary of State for Political Affairs, until he retired.

" Professor Gregory Grossman of the University of California at
Berkeley is a well-known authority on the Soviet economy and com-
parative economic systems. Professor Grossman edited “Value and
Plan: Economic Calculation and Organization in Eastern Europe”
and wrote “Economic Systems” among his many publications.

" Fentlemen, unfortunately there is a vote scheduled on the floor of
the Senate at 10:15, and we may have to recess briefly at that time. And
then we will come back and resume the hearing.

Mr. Lazarus, you may go right ahead. '

STATEMENT OF STEVEN LAZARUS, DEPUTY ASSISTANT SECRE-
TARY FOR EAST-WEST TRADE, DEPARTMENT OF COMMERCE

. Mr. Lazarus. Thank you, Mr. Vice Chairman, for the opportunity
to discuss the commercial relationship between the United States and
the Soviet Union. I am particularly pleased to be part of a panel which
includes such distinguished Soviet specialists as. Ambassador Kohler
and Professor Grossman. . s :
T ’ (111) -
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I have prepared a prepared statement for the record. I would ob-
serve, however, after following the course of the hearings duringithese-
last 2 days that the ground has been rather thoroughly covered. The-
testimony of the last 2 days, taken together with the committee’s:
compendium entitled “Soviet Economic Prospects for the Seventies,”
which I am pleased to note includes a paper prepared by five young
members of my staff, provides a comprehensive foundation for a sub-
ject which has a number of new dimensions, is not universally under--
stood, and merits rigorous study.

My understanding of the ground rules today is that I am to.offer a.
short oral presentation. I will, generally, follow the outlines of my
prepared statement ; but I thought it might be useful for the commit-
tee if I included some observations on my daily work in East-West:
trade for I am in the unusual position of facing the operational prob-
lems inherent in this commerce every day of my working life.

The summit agreements of May 1972 and June 1973 embody steps.
back from confrontation, hostility and distrust and moves toward the:
possibility of cooperative engagement, mutual benefit and overall re-
straint. An expansion of United States-Soviet trade and commercial
relations is made possible by and simultaneously accelerates this -
movement.

Since World War II, the-Soviet Union has achieved-significant-eco-
nomic and industrial growth despite great handicaps and a self-im-
posed policy which restricted the development of logical external com-
mercial relationships. Recently the Soviet economic growth rate has:
been slowing, and the present leadership has perceived that their cur-
rent economic development goals can only be met through a policy of
economic reform or of economic cooperation with the West, particular-
ly with the United States. Only the most tentative and cautious re-
forms appear to have been adopted. Meanwhile, the U.S.S.R. appears:
to recognize the fact that the United States possesses the world’s most
advanced technological base and sufficient financial resources to sup--
port a substantially increased export program.

A major policy objective of the United States is to at least restore
equilibrium to its trade account. A successful program of export ex-
pansion can contribute importantly to the accomplishment of this:ob--
Jective. The Soviet requirement for Western products and technology
provides a new and potentially large export market for the United
States. The Soviet desire to expand energy production can provide the
United States with profitable exports of drilling equipment, trans-
mission and construction equipment and oil recovery systems. The:
Soviet requirement to expand agricultural production can provide the:
United States with a continuing market for agricultural products and
fertilizers. The Soviet objective to improve its transportation systems:
can provide the United States with sales of mass production machinery
for automobile and truck plants. The Soviet need to improve eco-
nomic planning, management control, and communications systems can
provide the United States with a major market for computers and

associated electronic equipment. Eventually, the expanding desire of- ..

the Soviet people for consumer goods can provide the United States. -
with a new market for a wide variety of light manufacturers. Most of
these potential exports not only would contribute positively . to the
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trade account but would provide thousands of man-years of work for
American labor.

U.S. trade with Soviet Union has been and will forthe next several
_years continue to be heavily weighted in favor of the United States.
In 1972, the United States exported $547 million worth of goods to
‘the Soviet Union while importing only $95 million worth of goods
from:the U.S.S.R. This represented the largest single positive bilateral
-contribution to our 1972 trade balance. This type of imbalance can-
not be expected to continue over the long-run because the U.S.S.R. will
?notdha.ve adequate foreign exchange with which to purchase U.S.
:goods.

The United States, however, will have a major requirement for raw
sand semiprocessed materials which can be provided by the Soviet
Union. The Soviets are already important suppliers of U.S. require-
.ments for chrome ore, diamonds, palladium, and platinum. The
U.S.S.R. has the potential to become an important supplement to the
Middle East as a supplier of energy materials to the United States. If,
:as is currently predicted, the Untied States faces its largest balance
-of payments deficit in the area of energy materials, the Soviet Union
represents the single economy which can both provide energy in suf-
ficient ‘quantities .and absorb American manufactured and agricul-
- tural goods in return. '

While there is no certain proof, there is some reason to believe that
the Soviet requirement for external financing and technology has in-
fluenced and will continue to influence its international posture. It
-could be argued that the U.S.S.R. has pursued a more moderate pol-
:lcy,t_particularly in the Middle East, since the May 1972 summit
meeting.

This opportunity will not last indefinitely. Other industrialized
trading countries are aggressively competing for Soviet trade, and
"have been doing so for several years. The delicately balanced relation-
sship which U.S. diplomacy has achieved among itself, the Soviet
Union, and the People’s Republic of China now facilitates the expan-
:sion of trade and commerce. This relationship is subject to stress and
-change. The present opportunity to expand U.S.-U.S.S.R. tradé and
commerce could decline. '

Finally, we all share the same planet. The associated problems of re-
:source depletion and industrial pollution cannot be adequately solved
without comprehensive international cooperation. The mutual interest
-of the United States and the Soviet Union in these problems is very
Teal and growing. It would be difficult, however, to achieve effective
-cooperation in these areas in the absence of basic economic cooperation.

The Bureau of East-West Trade was formed within the Depart-
ment of Commerce primarily as a consequence of the Soviet-American .
Trade Agreement of October 1972. It serves two principal purposes—
‘to promote the expansion of exports to nations with centrally planned
-economies; to provide assistance, advice, and information to U.S. busi-
nessmen engaged in such trade. During the past year, the Bureau has
Thelped 389 U.S. companies to market their products in the Soviet
Union and Eastern Europe by means of participation in trade fairs
and trade missions. It has provided substantial—as distinguished from
casual phone calls—assistance and advice to another 240 companies.
In addition to the provision of technical, political, and economic data,
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the Bureau recommends a cautious and skeptical approach, which I
believe has relevance for the deliberations of this committee. It con-
sists of 10 rules for doing business with a centrally planned economy :

1. Do not begin unless you are prepared to invest substantial front-
end investment without early return. ' _

2. Do not begin unless you are prepared to negotiate the first trans-
action for 1 to 3 years.

3. Do not begin unless you are prepared to commit substantial
amounts of senior executive time. : ’ '

_4. Do not begin unless you are prepared to walk away from a nego-
tiation at any time. If you go to Moscow with the idea that you must
come home with a contract in your pocket, the chances are you will
make a very bad deal. ' ‘ ‘ ‘ ‘

_ 5. Do not negotiate concessionary terms in order to establish a posi-
tion; you will simply lose respect. Each transaction must stand on its
own. .

6. Do not reject unusual transactions out of hand. Barter, long terim,
switch transactions and coproduction agreements can be profitablé.

7. Concentrate on personal telationships and the establishment of
mutual trust and respect. This, plus quality performance, are the
bases for follow-on business. :

8. Substantial market research is feasible; good advarce work is
imperative. Do not make a trip to Moscow without adequate prep-
aration. ’ o

9. Negotiate contacts with a maximum degree of specificity. The
Soviets have the reputation of living up to the letter of a contract,
but of being rather unsympathetic toward items which were.inad-
vertently overlooked. T

10. U.S.-U.S.S.R. trade is not El Dorado. It is not about to soar
into the tens of billions. It is a good potential market, but one that
takes a lot of time and effort and which should be looked at with
cold objectivity. : ' -

As you can see, at the operating level we are not euphoric about
this trade. We see it with all its wants. We think, on balance, itis
worthwhile pursuing—but that pursuit should be undértaken with an
attitude of cold objectivity, after obtaining as much information as
possible, and after a realistic appraisal of the chances for success.

The larger purposes of the Nation will be served if each such trans-
action is negotiated in a tough-minded fashion with equal advantage
accruing to each side. :

Thank you. o

Senator Proxyre. Thank you, Mr. Lazarus. Your entire prepared
statement will be printed in full in the record at this point.

[The prepared statement of Mr. Lazarus follows:]

PREPARED STATEMENT OF STEVEN LAZARUS

Mr. Vice Chairman, members of the committee, it is an honor to appear be
fore you today to talk about the subject of East-West trade. :

The Moscow and Washington Summits stressed cooperation; the further-
ance of mutual interests, benefits, and restraint; and withdrawal from con-
frontation, hostility and mistrust. An important product of this policy has been
the expansion of U.S.-Soviet commercial relations. Normalized commercial rela-
tions, and the public and private institutions developed to support them, may
operate as a moderating influence on international behavior and increase the
p