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LETTERS OF TRANSMITTAL

_ OcTtoBER 5, 1979,
To the Members of the J oint Economic Committee :

Transmitted herewith for the use of the members of the Joint Eco-
nomic Committee and other Members of Congress and the interested
public, is a two-volume compendium on the economy of the Soviet
Union entitled “Soviet Economy in a Time of Change.” This is a com-
pilation of research papers, prepared at our request by scholars and
experts dealing with the recent performance of the Soviet economy.
It is the latest in g series of Soviet compendiums which the Joint Eco-
nomic Committee has published, beginning in 1959. There is under-
standably a great deal of interest in the Soviet economy, its prospects
and problems, and their implications for the United States and West-
ern industrial countries. The submission of the SALT IT Treaty to the
Senate and the renewed discussion of a trade agreement with the Soviet
Union further enhances likely interest in these volumes. The first two
volumes, released together, are on Policy Perspectives, Plan and Per-
formance, Soviet Agriculture and the Grain Trade, and Foreign Eco-
nomic Activities. The third volume, to be released later, is a recon-
struction and recomputation of various statistical material by analysts
at the Central Intelligence Agency. We believe that these volumes will
prove helpful to the Members of Congress in their policy deliberations
related to United States-Soviet relations, as well as to scholars and
interested members of the public. We are indebted to the scholars
who have given so generously of their time and their knowledge. They
are listed in the Executive Director’s letter to me and I would like to
express the committee’s gratitude for their valued efforts.

Also I wish to express my appreciation to the Congressional Re-
search Service for making available the services of Dr. John P. Hardt,
Associate Director for Senior Specialists, who helped to plan the scope
of the research, coordinated and edited the contributions, and wrote a
summary for the present compendium. Dr. Hardt was assisted by
Ronda Bresnick, also of the Library staff. ,

It should be clearly understood that the views expressed in these
papers are those of the individual contributors and do not necessarily -
represent the position of their respective government, or nongovern-
ment institutions, the Joint Economic Committee, or individual mem- .
bers thereof. .

Lioyp BeEnTsEN,
Chairman, Joint Economic Committee.

(III)



v

Ocroser 1, 1979.
Hon. Lroyp BENTSEN, '
Chairman, J oint Economic Committee, Congress of the United States,
Washington, D.C.

Drar Mr. CaaRMAN : Transmitted hierewith is a volume of materials
on the economy of the Soviet Union entitled “Soviet Economy in a
Time of Change.” The compendium contains papers written by
scholars and specialists who, as recognized authorities on the Soviet
Union, were invited to contribute. The specialists have been drawn
from the ranks of various universities here and abroad, private re-
search institutes, several departments of the Federal Government and
the Library of Congress. The papers they have submitted, in response
to our request, cover the broad range of topics dealing with the recent
performance of the Soviet economy. Included among these topics are
economic policy, the defense burden, agriculture, politics, computer
technology, energy, industry, population, research, science, interna-
tional trade, and foreign aid.

The Joint Economic Committee has undertaken a number of com-
pendiums on the Soviet economy. Among the earlier compendiums were
“Comparisons of the United States and Soviet Economies” (1959);
“Dimensions of Soviet Economic Power” (1962) ; “New Directions in
the Soviet Economy” (1966) ; “Economic Performance and the Mili-
tary Burden in the Soviet Union” (1969) ; “Soviet Economic Prospects
for the Seventies” (1973) ; and “Soviet Economy in a New Perspective”
(1976). The latest of the committee releases in the triannual series
on the Soviet Union, East Europe and the People’s Republic of China,
was “Chinese Economy Post-Mao” (1978).

At a time when the relationships between the United States and the
Soviet Union on arms control, commercial, scientific, and technological
affairs all are entering a new stage, an assessment of Soviet economic
policy appears especially timely.

The contributors to the compendium have been most considerate of
our needs and generous in giving of their time and expertise to provide
not only basic information, but also an essential analytical perspec-
tive. The individual scholars who have participated in the preparation
of the present study are: :

Catherine P. Ailes
Dennis J. Barclay

John T. Danylyk
W. Lee Davis

Abraham Becker
Herbert Block
Danie] L. Bond
Morris Bornstein
Scott Bozek
Lawrence T. Brainard
Jack Brougher
David W. Carey
William Carr
Stanley H. Cohn
Ray Converse
Paul K. Cook
Orah Cooper

M. Elizabeth Denton
Padma Desai
Douglas B. Diamond
William Diebold, Jr. -
Leslie Dienes
Raimund Dietz
Michael R. Dohan
Imogene Edwards
Paul G. Ericson
Murray Feshbach
Carol Fogarty
Dimitri M. Gallik
James W. Gillula
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Judith G. Goldich JeNelle Matheson

Marshall I. Goldman Car] H. McMillan ~
S. E. Goodman : Ronald S. Miller
James Grant Henry W. Morton
Donald W. Green Louvan E. Nolting
Gregory Grossman James Noren

Gene D. Guill Ronald G. Oechsler
Damian T. Gullo Sheldon T. Rabin
Philip Hanson Stephen Rapawy
Joseph F. Havelka Francis W. Rushing
Hertha W. Heiss Henry W. Schaefer
Malcolm ' R. Hill David M. Schoonover
Franklyn D. Holzman Gertrude E. Schroeder
Margaret Hughes Theodore Shabad
Holland Hunter Martin C. Spechler
Michael Kaser ' Kenneth Tasky
Martin J. Kohn Lawrence H, Theriot
Barry L. Kostinsky Jchn R, Thomas
Hedija H. Kravalis ~ Vladimir G, Treml
Deborah A. Lamb Toli Welihozkiy
James R. Lecky F. Douglas Whitehouse
J. Richard Lee Thomas A. Wolf
Allen J. Lenz John P. Young
Herbert S, Levine Michael D. Zahn

John A. Martens

In addition, the committee received wholehearted cooperation from
the following private organizations and government agencies:

Foreign Agricultural Service, Department of Agriculture.

Bankers Trust Co. '

Department of Economics, State University of New. York at -
Binghamton. ' '

Centre for Russian and East European Studies, Department of In-
dustrial Economics and Business Studies, University of Birming-
ham, UK.

Economics Department, Boston University.

Department of Economics, University of California (Berkeley).

Institute of Soviet Union and East Europe, Carlton University,
Canada.

Chase Manhattan Bank., -

National Foreign Assessment Center, CIA.

Office of Economic Research, CIA.

Office of Geographic and Cartographic Research, CTA.

Office of Regional Political Analysis, CIA.

Bureau of East-West Trade, Commerce Department.

Foreign Demographic Analysis Division, Bureau of Census, Commerce
Department.

Council on Foreign Relations, New York.

Economics Department, Duke University.

Economics Department, Georgia State University.

Russian Research Center, Harvard University.

Department of Economics, Haverford College.



VI

Department of Geography, University of Kansas. o

Department of Management Studies, Loughborough University of
Technology, U.K. ) o

Center for Russian and East European Studies, University of Michi-

an.

Degpartment of Economics, College of Social and Behavioral Sciences,
Ohio State University.

St. Anthony’s College, Oxford University, U.K.

Wharton School, University of Pennsylvania.

Woodrow Wilson School of Public and International Affairs, Prince-
ton University.

Department of Economics, Queens College, New York.

'Department of Political Science, Queens College, New York.

Economics Division, RAND. '

Soviet Geography.

SRI International. , :

Bureau of Intelligence and Research, State Department.

RuIssian1 and East European Research Center, Tel-Aviv University,

srael.

Economics Department, Tufts University.

Institute for Comparative Economic Studies, Vienna, Austria.

Department-of Economics, University of Virginia.

It should be clearly understood that the views expressed in these
papers are those of the individual contributors and do not necessarily
represent the position of their respective government, or nongovern:
ment institutions, the Joint Economic Committee, or individual mem-
bers thereof.

The Library of Congress made available the services of John P.
Hardt, senior specialist in the Congressional Research Service, who
helped to plan the scope of the research, coordinated and edited the
contributions, and wrote a summary for the present study. Dr. Hardt
was assisted by Ronda Bresnick, aiso of the Library staff. Prof. Hol-
land Hunter of Haverford College assisted in the organization of the .
volume and wrote an initial overview chapter.

JoHN M. ALBERTINE,
Executive Director, Joint Economic Committee.
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SUMMARY
(By John P. Hardt)

Economic performance, long a central problem for Soviet leader-
ship, may in the 1980’s become economic and political crises. Shortfalls
In economic plans and prospects to meet felt needs may pose policy
problems for those aspirants for power rising to the fore with the
evitable end of the Brezhnev era.

The Eleventh Five-Year Plan for 1981-85, likely to be a centerpiece
of the agenda for the Twenty-Sixth Congress of the Party of the
Soviet Union, may reflect some policy changes designed to improve
performance. Significant improvement in the quality and quantity of
performance may await basic changes in resource allocation policy, the
traditional system of planning and management, the interrelations of
-the domestic to the foreign economy. Most of the changes represent
clear costs or losses to important leadership constituencies, e.g., more
modernization investment, less military outlays; more professional
planning and management, less Party intervention in the economy;
more reliance on foreign technology and systems, less control over key
aspects of the economy. These painful changes in the traditional Stal-
inist principles and institutions may not, however, provide essential
improvements in the economy. So the risk of crisis from fully per-
forming within the status quo policy must be weighed against changes
that have no guarantee of success.

In the 58 chapters of this two-volume compendium some 79 special-
ists from government, private professional research and academic in-
stitutions in the United States, Canada, Austria, the United Kingdom,
and Israel have assessed recent Soviet policy, performance, and pros-
pects with their implications for the future. Volume 1 deals with Pol-
icy Perspectives and Plan and Performance. Volume 2 includes chap-
ters on Soviet Agriculture and the Grain Trade and Foreign Economic
Activities. A third volume, on a separate time schedule, will contain
statistical analysis by the Central Intelligence Agency related to their
quantitative economic estimates.

Each of the authors provide analyses based on their own profes-
sional views. Many have provided their own summaries. The reader
should reference the summaries and the full analyses before making
judgments on the professional differences of views, or the validity of
the conclusions. The following are some of the major questions raised
by the papers with an indication of their responses and where in the
compendium the appropriate analyses may be found.

1. What central economic problems do Soviet leaders face? What are
the likely policy responses?

In a nutshell, this analysis suggests that the USSR must-change in order to
deal adequately with its economic problems. The problems stressed here are de-
clining output growth, serious inflationary pressure, slow technological progress,

1)
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and accumulated deficiencies in housing and other public needs. Responses to
these problems are blocked, however, by institutional resistances that reflect the
very nature of the prrsent Soviet system. The methods used to create massive
heavy industrial and military power worked well for a generation, but they
have been the cause of the accumulated deficiencies, the slow technological prog-
ress, and the inflationary pressure. Now, under new conditions, Soviet authorities
face a choice between frustration of their growth objectives and reform of their
methods.

We examine three alternative Soviet policy approaches: a “muddling through”
scenario in which existing policies continue, a “liberal” scenario involving relax-
ation and decentralization of controls, and a “conservative” scenario embodying
reversion to even more centralized and stern procedures. We also sketch the
foreign economic relations likely to accompany each scenario, noting some of
their implications for the outside world. Not unexpectedly, the gains in produc-
tivity and efficiency obtained under the “liberal” scenario make it far more
effective in meeting Soviet problems than the “muddling through” or “conserva-
tive” scenarios. The “liberal” scenario is also the one most conducive to peaceful
and healthy international economic relations. The ‘“muddling through” scenario,
though perhaps the most likely to ocecur, involves continuation of economie poli-
cies and procedures that have already shown their inability to meet the economy’s
current problems. Continued “muddling through’” will also limit the USSR's
ability to be a productive participant in the world under later 20th century
conditions. (Hunter, pp. 23-24.)

2. How does the Breshnev regime view economic policy? What is
the likelihood of change in the post Brezhnev period? .

Guns, butter, and growth are the official policy goals in the economic sphere
as the Brezhnev era winds down. In one form or another these goals have been
pursued since the advent of the command economy under Stalin 50 years ago.
But at various times, one or the other has predominated, usually defense, fol-
lowed by growth, and only then butter. Pursuit of all these goals simultaneously
in the present political environment has exacerbated the problem of resource allo-
‘cation, which together with planning for transfer of power when Brezhnev
leaves the scene, is perhaps the most crucial problem facing the Kremlin leader-
ship other than war or peace itself.

Decisions on economic priorities are taken by a handful of men in the Kremlin
who are responsible for such varied tasks as— )

The preservation of the Party’s supremacy in the Soviet system rule;

National security abroad and internal order at home; and

The development of what has at times been called “the new Soviet man,”
i.e., the educational attainment and cultural outlook of the entire citizenry.

As a result, economic decisionmaking is inextricably intermixed with all
other aspects of the Soviet political process at the macro and often at the miero
level. ...

The foregoing leads to the conclusion that barring national catastrophe, con-
tinuity, not change, is likely to predominate in Kremlin policy over the near
term.

Soviet foreign policy, whether it is primarily reactive, opportunistic, or ex-
pansionist, is likely to remain cautious. Deliberate provocation to either the East
or the West will be few because of the new relationships between them. Miscal-
culations, however, can and perhaps will produce confrontations of sorts. But
the Soviet leaders are not likely to be adventuristic. Once having committed
themselves, however, they will be most reluctant to back off.

At home, movement toward some form of market socialism or genuine reform
to revitalize economic growth appears unlikely. Calls for extensive improvement
of planning and management are likely to generate only additional bureaucratic
restructurings. . . .

. One can never exclude from consideration, however, the possibility that who-
ever succeeds might turn out to be far more dynamic once he has the gavel in
his hand. Certainly Khrushchev was not a Stalin, nor Brezhnev a Khrushchev.
But 16 years have passed since Brezhnev took over and perhaps as a result of
his penchant for consensus-style decisionmaking, there does seem in general to
be a basic agreement on systemic questions among the elite. Actuarial realities
also suggest that the tenure of the successors will be short and that another
succession will take place by the mid-eighties.

In the meantime, guns, butter, and growth will remain the declared policy.

- The practical impossibility of attaining all these simultaneously will continue
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to make economic decisionmaking, especially the allocation of resources, among
the most important—and contentious—features of Soviet polities. (Cook, pp. 38,
49-50.) ’

Other Western views do not see likelihood of major changes in the
Soviet political economic system, even with a change of the top
leadership. :

Soviet modernization to date is a prime example of unbalanced national
development. Instead of rounded economic, political and general societal devel-
opment, it has become increasingly oriented toward the military. The resulting
imbalance is attributable to overriding foreign policy and strategic considera-
tions. In Lenin’s and Stalin’s days economic and military modernization was
driven by the needs of sheer survival. Their post-WWII successors, however,
have added global Great Power dimensions to Soviet foreign policy. The new
expansive policy is reflected most prominently in the USSR’s growing activities
on the world’s oceans. . N

However, the new global Soviet policy is evoking a negative reaction of other
major, non-communist nations and could lead to a new anti-Soviet alignment.
This could serve to “self-fulfill” the traditional Soviet prophecy of a hostile
capitalistic world bent on the USSR’s destruction. Ironically, -the hostility of
fellow socialist states, e.g. China, has also been aroused, ‘currently exceeding
that of “the capitalist camp.” In Soviet eyes, an even- worse situation is in the
making—collusion of both groupings against the USSR—which requires even
greater military modernization. But given the increasingly poor performance of
the Soviet economy, the USSR is faced with the need for drastic reform to
improve efficiency. The Party’s pervasive rule is greatly responsible for that
inefficiency; this is raising the question of political reform from the Soviet
elite groups outside the Party apparatus and focused on allowing professional
competence to prevail. . : -

However, their views are unlikely to effect any significant change in the near
future: in over 60 years of control, the Party has created sufficient momentum
in the system, reinforced by the world’s most elaborate political control struc-
ture, to continue its sway. The more distant future of Party rule as it is now
practiced is, however, open to question. The outcome will depend on whether
the Party has enough organizational flexibility and intellectual creativity to trans-
form itself in order to carry out systemic reforms needed to correct today’s
imbalance, or face the possibility of being overwhelmed by the many problems
of the Soviet economy and policy and the external dilemmas created by the
expansive foreign policy. (Thomas, pp. 71-72.) :

3. Will the Soviet Union play a more active role in international
economic relations as a result of the recent major changes in the world
economy ? ’ o

If one thing is clear from reflections on different aspects of the subject set out
above, it is that no single line of development of future Soviet-involvement in
the world economy is inevitable. One major conditioning factor will be the state
of the world economy. Another, closely linked, will be what other countries do
to reshape the processes of international economic cooperation. This will be pri-
marily in response to things other than East-West issues. The gamut of possi-
bilities is great but it may be enough to think about four major variants: (1)
an improved and extended version of the Breton Woods system; (2) the creation
of major new arrangements, often global in extent; (8) selective innovation,
often involving different countries for different purposes; (4) the further erosion
and eventual breakdown of multinational cooperation. (Diebold, p. 66.)

4. Can or should Western policymakers influence those foreign
options open to Soviet planners?

Among the foreign options available to Soviet 'policymakers in the coming
decade, those in the trade area pose the greatest problems and challenges. The
constraints of market demand and location present significant limitations to
future Soviet export expansion, given the current commodity composition of
trade. Soviet planners possess little scope for a flexible adaptation to these
constraints, unless ways can be found to deal with the complex set of domestic
factors that hinder the expansion of manufactured exports. These domestic
constraints have proven to be very resistant to change in the past. Until a new
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generation of Soviet leaders emerges they will continue to resist change in the
future. By contrast, constraints on long-term economic strategy due to credit
appear much less important and more amenable to modifications in Soviet policy.
The major problems relate to the very large size of some of the projects. .

In terms of relative importance as a constraint on Soviet decisionmaking,
the following ranking is suggested:

(1) Domestic factors limiting the effectiveness of technology trade;

(2) Foreign market demand and location factors limiting the access of
Soviet goods; and

(3) Factors relating to credit availability.

The ranking points to several conclusions for Western policy. The most import-
tant restraint on the use of foreign economic options by Soviet policymakers
is a domestic one and is not, therefore, under the influence of Western policy.
Secondly, the importance of credit availability as a constraining factor on
Soviet policy is probably overestimated. Soviet credit policy appears cautious and
conservative. For this reason, restrictions by Western governments on lending
to the Soviet Union promise little in the way of political leverage. The most im-
portant issues for Western policy lie in the trade area, particularly in relation
to market access and fair trade practices. :

U.S. policy toward the Soviet Union since 1975 has focused on the denial of
MFN, of Eximbank credits, and selected Soviet technology purchases. The
Soviet Union has been able without much difficulty to deny us any political
benefit from the policy and lost sales by U.S. businesses have imposed economic
costs. In turn, we have been unable to deny their access to credit and technology
in other countries.

In the wake of the 1974-75 recession and the opening up of China, market
access for export is now a very important constraint facing the Soviet policy-
makers; it is also directly controlled by U.S. policy. We both stand to gain
economically from normalized trade relations and there should also be political
gains for the United States. In offering MFN and normalized trade and credit
relations, however, we must be careful to keep the potential benefits to the
Soviet side in proper perspective and bargain accordingly. (Brainard, p. 109.)

5. How does Soviet economic performance, as measured by com-
parative national product assessments, compare on a global scale?
W hat are the future prospects?

... The growth experience of the USSR and the advanced West on the whole
has been quite similar over the decades with GNP progress of around 5 percent on
average in the 1950s and 1960s and a noticeable slowdown to less than 4 percent
in the 1970s. Does this slowdown in East and West suggest that there are forces
at work that depress growth in industrial societies, whatever their mode of
operation? Or is the deacceleration a shortlived happening either in the USSR
or in the advanced West, while hard times will continue on the other side?

There are some developments that reduce productivity growth in all modern
nations, namely adverse changes in the physical and social environment in the
widest sense of the word; awareness of these problems is greater or, at least,
more vociferous in the West than in the USSR and so is the outlay in the fight
against deterioration. The public service sectors with their seemingly lower
productivity—largely a statistical illusion—expand every where, though more
in the advanced West than in the USSR. There is no evidence of a growth-
depressing slowdown in technological progress on either side, a Soviet lag vis-a-vis
the West notwithstanding. The law of diminishing returns is in operation
throughout the world and technology can be relied upon to offset its impact, al-
though it may temporarily fall behind (energy output is such a field, with the
OPEC monopoly—which benefits the USSR—complicating conditions).

Specific reasons for a slowdown on the Soviet side are a heavy and rising
military burden, which absorbs more -resources otherwise available for growth-
promoting capital formation than in the West, and an economic system which
has become increasingly cumbersome in running a by now vast and sophisticated

. economy. These peculiar institutions and policies appear unchangeable at the

present time; as a result, the Soviet Union will have difficulties coping with
resource constraints both human and material in the foreseeable future. The
more flexible and innovative market economies have a better chance to overcome
the current dislocations and the accompanying malaise, but this is where eco-



nomics converges with unfathomable social and political elements and where
analysis ends in a matter of hunch and an article of faith. (Block pp. 111-112))

6. Equal distribution of productive resources has been an official
Soviet policy since Lenin's time. How successful has this policy for

regional egalitarianism been? What are the possible future implica-
tions? : .

Soviet Union republics are the core of the economic and cultural life of the
constituent Soviet nationalities. There has been a long-term commitment to level-
ing their economic development.

To appraise inequalities in productive activity and in material welfare among
these republics for 1958-78, we measure the weighted coefficients of variation
among them and the ratio between the average non-Russian republic and the
RSFSR for net material product and total incomes. It appears that NMP per
worker in the “productive” sphere, which has always been higher in the northern
republics, became ‘more so during the two decades under review, although even
the poorest Central Asian republic continued to progress slowly. . . .

Total nominal income per capita is distribut:d more equally than is NMP or
GDP, suggesting an open or implied subsidy to some of the poorer republics.
These transfers have been growing rather rapidly. The Soviet republics have
not become more unequal in their material well-being. . ..

Since those early years when the Bolshevik leadership reunited nearly all
the former vassals of the Russian Empire under the battle standard of prole-
tarian internationalism, Soviet national divisions have attracted continual atten-
tion, not least in Moscow. Now, too, with a transition of leadership and possibly
a prolonged succession crisis at hand, an outside analyst does well to probe the
deep fault-lines of this multinational state. Such probing can help us determine
whether and where the smooth surface might crack, or even split, in the event
of severe disunity or other signs of weakness at the top. (Spechler, pp. 141-142.)

7. The Baikal-Amur Railroad (BAM), the “project of the century,’
18 a showcase of Siberian development. W hy has it been given priority?
What is the progress to date? What are the prospective impacts of a
complete BAM ? ‘

Since the announcement of its resumption in 1974, the 2,000 Baikal-Amur Main-
line has become one of the highest-priority construction projects in the Soviet
economy. Unlike many similar undertakings, especially of such magnitude, work
on the BAM appears to be reasonably close to schedule despite the harsh, un-
inhabited northern environment, engineering problems, and the usual problems
of coordination and supply inherent in Soviet projects. By the end of 1978, about
900 miles of track, or close to one-half of the proposed system, had been laid.
Completion of the project on time, by 1983, will depend mainly on the construc-
tion of the two major tunnels at the western end of the line (nine and four
miles long). ’

Although the decision to proceed with construction of the BAM undoubtedly
has some strategic implications (the line is 110 miles farther north from the
Amur River border with China than the Trans-Siberian), there are clearly
strong economic motivations behind the project. Aside from providing an addi-
tional east-west route through eastern Siberia, thus relieving the traffic load on
the Trans-Siberian, the BAM will provide access to an entirely new northern tier
of resource sites that were previously devoid of transport outlets. These re-
sources are expected to be used both to build up the economy of the eastern half
of Siberia and to generate a new export potential through Soviet Pacific ports,
especially the new and expanding harbor at Nakhodka-Vostochnyy....

The payoff of the multibillion-dollar BAM project will depend on the Soviet
Union’s ability to identify and develop potential export-oriented resources along
the way. Because of the huge overland distance separating the BAM zone from
the economic heartland in the western USSR, the rail project is not expected to
have more than-a marginal impact on the domestic economy. Although geological
prospecting and exploration parties are out in the field to survey the riches of the
BAM zone, the only certain resource project thus far is the development of South
Yakutian coking coal, mainly for export to Japan. It remains to be seen whether
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additional projects will be included in the 1981-85 five-year plan. (Shabad,
pp. 175-176.)

8. The Soviet industrial economy has not yet been able to generate
a volume of industrial exports comparable to that of other developed
economies. What are the prospects for raw materials and ndustrial
exports in future Soviet trade with the West?

Although the Soviet Union has long been regarded as the world’s second largest
industrial power, in fact, from the perspective of foreign trade, the Soviet Union
is more of a raw material than an industrial power. In 1977, 83 percent of all
the Soviet Union’s hard currency earnings were derived from the export of raw
materials. It is true that the Soviet Union is the world’s largest exporter of vari-
ous types of machinery and machine tools, but these go predominately to either
the other members of CMEA (Council of Mutual Economic Assistance) or to the
LDCs. Soviet machinery has almost no market in the OECD countries. Whereas
the Soviet Union sells a country like West Germany $40 million worth of ma-
chinery a year, it buys in return $1,449 million, over 30 times more. The same
vast disparities exist in Soviet trade with Japan and the United States. The
situation is slightly better in Italy and France and England, but the machinery
trade deficit even there is enormous. )

In contrast, the Soviet role as a raw material producer and exporter in both
soft and hard currency countries is an important one. After Saudi Arabia, the
Soviet Union is the world’s second largest exporter of petroleum. The Soviet
Union is the world’s second largest exporter of natural gas. It is also a major
factor in the timber, iron ore, manganese, coal, asbestos, apatite, chromium, and
precious metals markets as well. . . . While its reserves of petroleum are a state
secret and therefore much disputed, it is readily agreed that the Soviet Union
has enormous deposits of a variety of other resources and in several cases leads
the world. For example, according to one Soviet geographer, it has 59 percent of
the world’s coal reserves, 41 percent of its iron ore, 37 percent of its natural gas,
80 percent of its manganese, and 54 percent of its potassium. It also has sub-
stantial deposits of apatite and asbestos. It is true that a large percentage of
these reserves are in remote and climatically hostile areas. But it is also true
that the Soviets are used to working under such adverse conditions.

Given such resources, it is clear that Soviet interests are very much linked to
those of the raw material exporting countries. Indeed, the Soviet interest in
high energy prices is probably greater than those of most of the members of
OPEC., It is not just that the Soviets increase their prices (now even to Eastern
Europe) along with anyone else when OPEC does, but that the Soviet Union is
not constrained to withhold production and exports, as Iran and especially
Saudi Arabia have been, in order to assure the continued effectiveness of OPEC.
It is not surprising, therefore, that when raw material prices soared in 1973 and
1974, the Soviet Union benefited enormously. The Soviets recorded one of their
best trade balances in years. (Goldman, pp. 177, 180.) ‘ .

9. What is the nature of the Soviet “energy problem”? Are they
more likely to move toward more interdependence with the West or
return to economic isolation, or is a third scenario of “muddling
through” more likely?

Having stressed that general development in the Soviet energy economy have
conformed to world trends, that the system shares certain universal problems,
that the perceptions of Moscow planners concerning the role of different fuels are
roughly congruent with global views, one must also emphasize that the “energy
problem” for Moscow assumes substantially different contours.

Where does this leave us? Predictions are hazardous but should not be entirely
shirked. The. future cannot, like Proteus, assume any wild and zany shape, for
the past does constrain. The physical environment, the state of technology, its
embodied infrastructure, long-established institutions—none of these are liable
to sudden and bizarre changes save in very exceptional circumstances. The field
of energy certainly cannot boast about notable structural and technological flex-
ibility in the short and even medium term. Soviet institutions and administra-
tive arrangements are quite rigid, slow to respond and prone to screen out the
risky and the new. And since the fall of Khrushchev, the Kremlin leadership has



been one of the most conservative, cautious and least innovative anywhere in the
world. This analyst, therefore, feels justified in emphasizing the constraints and
difficulties (geographical, technological, political, and institutional) which ob-
struet, delay, and in some cases downright confound the adjustments called for
by economic forces in the Soviet energy system. He claims no access to any
crystal ball. If he feels that a gradual, unplanned retrenchment is more probable
‘than the other two scenarios, he may be expressing his own belief in the strength
of institutional and technological inertia against the hubris of formal economic
rationality. (Dienes, pp. 223, 228.)

10. /s falling economic growth likely to call for a new or revised
investment strategy?

Rising resources constraints compel a switch of the Soviet economy to a
growth strategy which emphasized productivity of productive inputs. In this vein
constraints on rates of increase in investment require higher rates of return on
capital. This goals calls for greater emphasis on investment which replaces ob-
solescent assets with new equivalents incorporating later technology, rather than
investments in new plan and equipment. This course is the main channel for
furthering the infusion of new technology into the system.

Replacement investment has been less than half the share of total investment
compared with the economy of the United States. Furthermore, its share has
been rising very gradually over the past decade. The official estimates of replace-
ment investment are somewhat inflated in terms of technological impact since
they include a considerable ingredient of retired, obsolescent assets which have
been transferred to lower priority claimants. The most promising type of replace-
ment investment lies in the mechanization of largely manual auxiliary industrial
operations, particularly materials handling. This emphasis is particularly advis-
able as labor stringencies loom even larger. .

Official policies have hitherto mitigated against this investment strategy. Al-
though official asset lives have been reduced twice since 1963, they are still longer
than those specified in U.S. and Western European business tax codes. In other
words, Soviet planners still understate asset obsolescence. In addition, actual
service lives tend to be even longer than those set by official standards. If service
lives are too lengthy, the official amortization allowances designated for financing
asset replacement are insufficient. Productive assets can be retained for long
periods only if heavy maintenance expenditures occur. Essentially the invest-
ment tradeoff is between replacement and prolonged maintenance. Such main-
tenance outlays termed capital repairs in Soviet parlance, are pervasive through-
out the system. Since it is a labor-intensive, non-specialized activity within the
Soviet institutional context, capital repairs tend to be highly wasteful in the
use of manpower and equipment. The deficiency of spare parts production by
machinery sectors forces enterprises to manually fabricate replacement parts in
their own small repair shops. Financial incentives are biased in favor of repairs
and against replacement in the earmarking of amortization allowances for the
two activities.

The institutional environment also mitigates against the adoption of a con-
certed replacement strategy. The planning process does not explicitly provide
for replacement investment, meaning that there is no assurance that machinery
production plans are keyed to replacement requirements. The pattern of mana-
gerial incentives is skewed toward current performance, not toward innovation.
Essentially a replacement decision is an innovation decision, the culmination of
the research and developmental process. To the extent that prices of new ma-
chinery products tend to be inflated, a further barrier is erected to discourage
a manager from selecting the replacement option. The most serious constraint to
encouragement.of the desired investment strategy at the grassroots level is the
absence of any risk-bearing propensity by Soviet managers. Since successes are
only partially rewarded and failures are fully penalized, Soviet managers prefer
to be risk averters. For investment policy such behavior leads to a preference to
make do with the old technology, to choose continued maintenance of old assets
rather than their replacement with technologically advanced assets.

Some of the official constraints may be overcome with comparatively minor
- policy changes. However, until the system of managerial incentives is completely
revamped full implementation of the new investment policy is not likely. (Cohn,
pp. 230-231.)
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11. How have Soviet ecoriomic relations with the smaller E. ast Ewro-
pean nations of CMEA changed since 1975 when substantial price
changes were introduced in inter CMEA trade? -

My chief conclusions are (1) the USSR has extended substantial amounts of
~aid to Eastern_Europe in the form of trade surpluses ; but (2) there is notgne-
to-'one correlation between such aid and the terms of trade effects of the 1975
price cl}ang.es; _(3) furthermore, how much net aid the USSR has extended is
unce}‘tam, In view of an apparently considerable flow of Eastern European
credits to the USSR in recent years ; and (4) the last four years do not appear
to have been marked by any dramatic turn toward closer Soviet-Eastern Euro-

398.21; 7e;:onomic ties, beyond that was already in the works before 1975. (Kohn,

Placing CMEA price changes in a broader geographic and time con-
text provides additional insights.

Since 1975, forgign trade prices have changed within the CMEA to an extent
unknown before in that organization’s history. These price changes were caused
by tl}e extreme increase in world market raw materials prices—especially in
the rise oﬁ crude oil price imposed by the OPEC cartel in the fall of 19738, and the
mo_dlﬁcatlon of the Bucharest price formula, which led to a speedier adjustment
of intra-‘CMEA prices to world market prices.

Since there is a preponderance of raw materials exports to East European
countries over imports of manufactures from these in Soviet trade, the Soviet
terms of trade vis-a-vis their Bast European partners have improved consider-
ably since 1975—by over 10 percent in 1975 alone. By 1980 they will have im-
proved by an estimated 30 to 40 percent, bringing in their wake a tightening
of Eastern Europe’s economic link with the USSR. The extent of price changes
is remarkable. Soviet export prices increased by approximately 39 percent in
1975 and by approximately 9 percent in 1976, while import prices rose by 26 per-
cent and 6 percent respectively. The price increases vary considerably in trade
with the various countries, and consequently so do the terms of trade. This is
mainly due to the differences in the countries’ commodity structures. The highest
terms-of-trade gains accrued in theh USSR’s bilateral relations with the GDR
and Czechoslovakia—being trade of the highest degree of complementarity (raw
materials against finished products) in Eastern Europe.

In trade with the rest of the world Soviet terms of trade apparently react with
great sensitivity to economic fluctuations. In 1975, when the inflationary tenden-
cies in the raw materials sector abated and the recession set in the West, Soviet
terms of trade declined by more than 10 percent, thus more than compensating
the improvement achieved against the CMEA countries.

The new sliding price formula constitutes a compromise in respect of the
welfare effects, in that the USSR participates in the general raw materials price
increases without suddenly overburdening the other CMEA countries. In terms
of systemic theory, the new price formula attempts to create a path between two
snags. On the one hand, this formula with its annually changing prices is a dis-
turbing element in intra CMEA trade whose proper functioning would be better
served by a fixing of intra CMEA prices coincidental with the _ﬁve-ye_ar plgn
periods. On the other hand, the sliding price formula helps avoid major f.rlc-
tions in intra CMEA trade by speeding up the adjustment of intra CMEA prices
to world market prices; for an excessive price gap would lead to supply prgb-
lems, despite medium-term supply contracts frequently including fixed quantity
provisions. (Dietz, pp. 263-264.)

12. How do inter bloc—E ast-West—and intra bloc economic trends
complement and, conflict with each other? What are the implications?

The USSR and Eastern Europe face serious problems in the 1980s, when do-
mestic economic growth will be retarded by inadequate supplies_ of labor, 'caplta-l,
fuels, and raw materials. These countries can expect only limited help in over-
* coming their problems, either from the expansion of East-West economic rela-
tions or from successful regional integration in CMEA. . .

However, insofar as the development of East-West economic relations and
CMEA regional integration are complementary in some ways, progress on one
front will also benefit the other.



1. Some large-scale CMEA joint investment projects—for exampl
metallurgical coxpple_ax, the Ust-Ilim pulp and paper complex, andpt(lelleﬂ(])ei'ellfi.)lll:'lg‘I
gas ﬁe_lds and pipeline project—involve both East European and Western par-
tlclpatlpn in Soviet natural resources development. Without Western equip-
: l'm.ant, _hcensmg of technology, technical assistance, and financing, these “CMEA
JO}nt mvestlpe:nts” would be impossible. Thus, Western particip’ation has con-
ﬁpbuted f.iec151vely to one of the most prominently cited examples of CMEA

integration.” ’

2. Westerp capital and technology can also promote product specialization in
manufacturing in CMEA, CMEA countries are more willing to buy a product
from a CMEA source if it is produced with Western technology, Western com-
ponents, and the assistance of Western partners.

There have in fact been not infrequent instances of East European
countries’ vying to acquire, and to prove their ability to apply, Western
technology in order to obtain official designition as the regional source
of a product (i.e., to “capture” the regional “market”).

At the same time, industrial cooperation is more attractive to a Western
partner if it brings access to the CMEA market as a whole because the Eastern
partner obtains a regional specialization assignment.

3. The greater the opportunities for trade with the West, the stronger will be
the pressures in CMEA to adjust the level and structure of CMEA contract prices
closer to world market prices, to increase convertiblity and multilateralism, and
to rationalize other CMEA practices—thereby providing a sounder economic basis
for intra CMEA trade, production, and investment.

4. Despite differences in national interests, the East European countries and
the USSR are negotiating jointly through CMEA for reductions in the EEC's
restrictions on imports from the East.

On the other hand, East-West economic relations and .Soviet-East European
economic relations continue to compete in important respects.

1. CMEA countries generally prefer Western machinery. and equipment and
technology—both ‘“‘embodied” and licensed separately—over what is available
from CMEA sources.

2. However, insofar as Western markets appear difficult to penetrate because
of recessions or slow growth, and increasing protectionism, East European inter-
est in the stabler and more accessible Soviet market is strengthened.

3. But as world oil prices climb, while the growth of Soviet oil production
tapers off, the USSR experiences a.rising opportunity cost in supplying oil to
Bastern Europe on a barter basis at below-world-market prices, instead of ex-
porting it to the West for convertible currencies. )

Thus, success in expanding East-West economic relitions weakens interest
in CMEA integration by providing an economically—and, for Eastern Europe at
least, also politically—more appealing alternative. (Bornstein, pp. 308-309.)

13. Changes or reform in Soviet institutions of planning and man-
agement have often been touted as effective means for improving eco-
nomic performance. How significant have official reform programs
been to date? What are the prospects for reform contributing to eco-
nomic performance?

Over the past dozen years, the Soviet government has undertaken a series
of measures unprecedented in scope and intensity, in an effort to improve
efficiency in the economy’s use of resources and the quality of its products. These
measures have entailed: restoration of the ministerial system of managing
industry; establishment of new agencies to administer prices and centralized
rationing of producer goods and to oversee the mammoth research and develop-
ment effort ; the merger of enterprises into large associations; revisions of prices;
increased use of financial variables; alterations in planning techniques; con-
tracts and pecuniary sanctions; and numerous revisions in incentive arrange-
ments, emphasizing profits, sales and other indicators of efficiency. This plan of
attack on the USSR’s perennial problems was outlined in 1965 by Premier Kosygin
in his much-touted program of economic reform. Since the problems stubbornly
refused to go away, the period since 1970 has witnessed a continuous process of
reforming these initial reforms. The reformed “reforms’ and the “improved”
plans also have not made matters much better. Throughout the decade, the
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growth of productivity has been declining, and Soviet products continue to meet
sales resistance both at home and abroad. Yet another round of reforming the
reforms is now on the drawing board. It seems to involve more administrative
centralization and coordination, perhaps with new intermediate organs of some
kind, and still another revision in plan indicators and incentive arrangements.
If, as in the past, these new reforms leave the essentials of the system unalt_eged,
they, too, will not alleviate the system-based malaise. A severe economic crisis—
administrative paralysis, declining production or popular uprising—might per-
suade the political leadership to embark on a system-shattering reform, as did
Lenin in a period of crisis nearly six decades ago. If the economy continues to
inch forward, the decade of the 1980’s will probably witness still more ‘‘reforms”
of planning procedures, organizational arrangements and incentive schemes,
along with persistence of the familiar problems. After 60 years of experience
with a socialist economy run by government agencies, however, nearly everyone
seems to have found ways to turn its shortcomings to individual advantage.
(Schroeder, pp. 312-313.) ' '

14. What have been the trends in Soviet defense spending? How
does it compare with other nations including the United States? How
may we assess their approach to the “defense burden” and to military
and economic resource allocation choices?

Contrary to the newspaper headlines, the U.S. Government estimates do not
show that the Soviets ‘“‘outspend” the United States, because Soviet military
spending does not take place in dollars, nor do Soviet military planners respond
to U.S. relative costs and prices. The same conclusion would hold in a ruble
comparison with the actors’ roles reversed. However, there is little question that
the aggregate of Soviet military programs as well as most of the major com-
ponents are larger in size than those of the United States, and have been so for
most of this decade. The Kremlin has maintained a fairly steady pace of increase
in Soviet military outlays for 10-15 years, and U.S. ME declined during the first
part of the 1970’s. But, so what? Does it matter?... Two conclusions from the
available estimates must temper the observer’s agnosticism :

(1) Given the duration of the Soviet ME buildup and the only somewhat
shorter period of decline in American ME, a change must have taken place in
comparative capability relative to the situation of the early 1960’s. Only two fac-
tors could negate that result—substantial diversion of Soviet energies in direc-
tions that do not bear on the U.S.-USSR military balance or increasing inefficiency
of Soviet relative to U.S. ME. -

Critics of the allegedly “alarmist”’ view of the Soviet buildup have pointed to
the massing of Soviet forces along the Sino-Soviet frontier as evidence of the
operation of the first factor. However, apart from the fact that Soviet Asian
forces can be used in a variety of other contingencies that do affect the central
superpower balance, it appears that deduction of the estimated cost of Soviet
programs with a primary mission against China would lower the dollar value of
total Soviet activities in 1978 by only'15 percent. Moreover, a significant portion
of U.8. outlays may also be deemed peripheral in this sense.

As for the second factor, the possibility of increasing gaps between resource
costs and military capability, this may be understood in two senses. The first is
thg ordinary idea of productivity, relating input to output, and on this no hard
ev151ence is yet available. True, the corollary of the CIA’s 1976 change in ruble
estimates was a downward revision of the implicit estimate of Soviet military
productivity, but this was a one-time change with no implications for the trend—
_thgt is, it represenied a parallel shift downward of the trend line, not a change
in }ts inclination. It seems likely that Soviet military production costs have been
rising (based on a variety of evidence, including the increased complexity of cer-
tain categories of Soviet hardware). So have the costs of U.S. weapons procure-
ment. The comparative rates of change in cost appreciation are unclear. This is

. certainly true of the change in comparative military efficiency.

A sepond sense of the cost-capability gap raises the familiar question, How
much is enough? As William Hoehn notes, the United States and the Soviet
Union have had sharply different strategic perspectives. The Soviet commitment
t.o “'war-ﬁghtm_g” is expectedly costly, but perhaps the Kremlin is misgnided and
is simply wasting resources. This is not the place to enter into that question, but
it must be noted that U.S. Government views are apparently changing and draw-
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ing closer to the Soviet perspective, as signalled in Defense Secretary !E[arold
Brown’s recent ‘“‘posture statement,” which in turn may be connected with the
change in Congressional and public attitude. .

(2) Continuation of the outlay trends of the early and mid-1970's }nto .the
1980’s is likely to result in additional capability changes in the same dlrectlog.
As noted, there are no signs of a halt to the Soviet buildup; CIA forecasts “busi-
pess a usual” for the next few years. SALT II, if it comes into operation, will
probably have only a marginal effect on either side’s military effort. Much has
been made of the recent turnaround in U.S. outlays and the 3 percent annual
increase promised our NATO allies. However, many observers doubt that U.S.
ME in aggregate will achieve a sustained real rate of increase of as much as 3 -
percent annually, because of the pressures of competing domestic U.S. efforts.

How long the USSR will be able to maintain the steady pace of enlargement
of its military might cannot, of course, be predicted. The Western perspective
has been substantially altered by the sharp revision in 1976 of CIA’s estimates
of Soviet ruble ME, which resulted in raising the estimated ME share of Soviet
GNP from 6-10 to 11-13 percent. Also, major economic problems—related to
energy, demography, and productivity—are on the Soviet horizon, the first symp-
toms of which are already being experienced. However, a judgment on how heavy
a “burden” the current defense/GNP ratio constitutes must take into account
Soviet historical experience, not just the contemporary record of other nations.
Above all else, the judgment depends on appreciation of the perceptions of
various Soviet leadership groups. This is a very large subject and cannot be
attempted here.

Unless internal economic and political pressures act to slow down the Soviet
military buildup, the United States must expect that stabilization of American
ME will mean a continued lag in improvement of military capability relative
to that of the USSR. (Becker, pp. 365-366.)

Likewise the assessment of the likelihood of shift in resource allo-
cation from military to civilian purposes is complex and subject to
varying views.

With mounting economic problems Soviet intentions in the military sphere
have become an increasingly controversial question. Some observers have argued
that Soviet institutions and ideology, in conjunction with Russian history, virtu-
ally dictate a continued rapid military buildup and its aggressive use for politi-
cal—and perhaps economic—purposes. Others have maintained, generally with
less fervor, that technological and economic necessity may lead the USSR to slow
the pace of its military expansion. Neither side has been able to develop a
persuasive case on the basis of recent evidence, for Soviet actions and doctrines
have often appeared contradictory. The result has been highly unsatisfactory,
both in terms of clarifying expectations about future Soviet policies and in terms
of developing approaches for countering or influencing these policies . . . .

There appear to be two basic ways in which observers tend to think about the
relationship between the economic and military sectors when considering the
impact of the Soviet economic slowdown. One is to view military production as
a “burden” and to ask how the Soviets can afford to devote such a large share
of GNP to the military sector and to continue to maintain a high rate of mili-
tary growth as the economy slows. Behind this way of thinking appears to lie
the assumption that logic or rational policy ought to dictate a parallel reduction
iu the military growth rate as economic growth declines; i.e., it posits a positive
correlation between changes in military and economic growth rates.

The second approach tends to view military production as the top priority, in-
deed. as the ultimate “final product” of the Soviet economic system, rather than
as a burden on that system. The expectation is that military production will be
maintained at past growth levels despite the increasing costs this imposes on
economic growth and consumption. Those who take this approach in effect argue
that even though productive capacity is growing at a progressively slower rate.
the Soviets can afford and will choose to allocate an increasing share of GNP
to the military, i.e., they posit essentially no correlation between change in mili-
tary and economic growth rates. . . .

For many years the Soviets have devoted considerably more of their resources
to military production than most countries. This has been reflected in the struec-
ture of the economy, particularly the lack of consumer goods and housing. An
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a priori case can be made that a command economy will in the short run be best
prepared to produce more of what it has accorded top priority.

If the Soviets appear to face better military returns in the near term but
potentially better economic returns over time, the question of technology transfer
becomes more complex. On the one hand, technology which has a relatively rapid
impact on production would appear to have the greatest prospects of ending up
supporting military production. On the other hand, technology which takes a
considerable time to affect production would appear less likely to be used in sup-
port of military production. While obviously many factors need to be considered
in any particular case (especially the transferability of the technology itself),

. the desire to transfer civilian—but not military—technology to the Soviet Union

may in general be better served by encouraging Western involvement with long-
range projects which promise to increase the returns in the economic sphere for
long-run Soviet Power Production Possibilities Frontiers (PPPF's). Encourage-
ment of such involvement, if taken by the Soviets as a sign of an improved and
more stable political climate, might also have some impact on Soviet preferences,
the other basic determinant of elusive Soviet “intentions.” (Schaefer, pp. 841-
342, 345.) .

15. How does overall economic performance of the United States
and the Soviet Union compare in recent years?

Since 1955 the Soviet economy has gained substantially on the American econ-
omy in relative terms although the absolute gap separating them is still increas-
ing. In 1955, with postwar recovery completed, the USSR's gross national product
(GNP) was 40 percent of U.S. GNP. Ten years later, the ratio had climbed to
50 percent. After 1965, the USSR continued to close the gap, although at a slower
rate. By 1977, Soviet-GNP had reached 60 percent of the U.S. level. Over the
whole period 1956-75, the absolute difference between U.S. and Soviet GNP
increased slightly. . . .

Soviet progress vis-a-vis the U.S. has been markedly uneven, with the most
rapid gains occurring in defense and new fixed investment. Progress in consump-
tion has been less remarkable. . . .

Most.of the Soviet gains in relative U.S.-U.S.S.R consumption levels occurred
in the food and soft goods ciategories. The effects of the Khrushchev-Brezhnev
grain and livestock program can be seen in the rise of per capita consumption
of meat and dairy products from 27 percent of the U.S. consumption in 1955 to
48 percent in 1977. Even larger relative gaing were made in the provision of con-
sumer durables and household services. The consumer fell further behind in
housing, and health, and lost his lead in education.

Meanwhile, Soviet outlays for investment and defense and space caught up
with and surpassed those of the U.S. Investment in the USSR was 46 percent of
the U.S. level in 1955 and 116 percent in 1977. Trends in defense spending are
equally striking. Between 1965 and 1977, Soviet defense outlays increased as a
share of U.S. spending from 72 percent to 137 percent. Perhaps the most note-
worthy aspect of Soviet economic history over the past 25 years has been the
USSR’s success in supporting both civilian and military investment so lavishly.
As returns on fixed investment continue to decline and the costs of providing the
economy with energy and raw materials rise, however, the Soviet leadership has
concluded that investment cannot continue to climb at past rates. . . .

With economic growth slowing down, the tradeoffs between new fixed invest-
ment and defense spending and between new fixed investment and consumption

Seem to become more apparent to Soviet policymakers. (Edwards, Hughes and
Noren, pp. 370-371.)

16. Industrialization has been the centerpicce of Soviet economic
development. How does current compare to past industrial growth?

After some 25 years of sustained high rates of growth, fueled by even larger
increases in new capacity, Soviet industry is entering a period of increasing
strain. Rising costs of raw materials, impending energy shortages, slowing
growth in labor and capital resources, and sluggish productivity—all point to a
major slowdown in industrial growth from now through much of the 1980s. In-
deed the lackluster performance of this sector during the past three years,
whether gauged by Western measures or Soviet official statistics, suggests that
some of these problems already are beginning to take their toll.
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Since 1975, heavy industry has slowed sharply and, with it, the wherewithal
to maintain rapid rates of growth simultaneously in investment goods, defense
hardware, and consumer durables. Shortfalls in the production of key industrial
commodities—especially steel, construction materials, and machinery have been-
a major factor in this slowdown. In the energy sector, growth in oil output and
coal production also is slowing. Growth in these products since 1975 has been
the lowest in the post-World War II period, reflecting an approach to resource
management that has emphasized short-term exploitation at the expense of
maximum lifetime recovery. Moreover, the Soviet record in bringing new capacity
on stream during the last three years has been dismal. And this has delayed the
introduction of labor-and-materials-saving technology which, in turn, is hamper-
ing current efforts to conserve resources.

To some extent, the recent decline in industrial growth reflects increasing ten-
sion between demand for and supply of labor, capital, and natural resources. But
more important, it reflects the Soviet failure to use resources more efficiently.
While productivity has never been the primary engine of industrial growth, in
recent years declining productivity has constrained growth. Thus, Soviet leaders
are under increasing pressure to reconcile industrial capabilities with resource
constraints. As yet, however, no clear strategy has emerged. Instead, the leader-
ship seems to have adopted a crisis management approach : throwing a larger
share of investment resources into the hard-pressed energy and ferrous metals
sectors to maintain the flow of raw materials to the rest of the industry and to
other sectors of the economy. With ever rising capital costs in extractive indus-
tries and smaller increments to total investment, however, a continuation of this
approach could squeeze the investment resources of other claimants. This may
increase tension within the leadership over civilian vs. military resource alloca-
tions decisions, the more so as marginal changes in resource allocations take on
increasing importance in the 1980s. ) .

Even without this complication, resource allocation decisions are not likely to
get any easier for industrial planners in the years ahead. The greater role of
Siberia as the source of future increases in raw materials means that investment
projects will be more costly and their payoff further away. Thus, Soviet planners
will have to make judgments about the cost-benefit ratios of alternative projects
whose major benefits may lie chiefly externalities that are as yet dimly perceived.
To the extent that planners continue to apply short-run criteria to long-run in-
vestment decisions, industrial and economic growth is likely to fall still further
in the 1980s and beyond{. (Whitehouse and Converse, pp. 402-403.) )

17. How has labor productivity increased in recent years of restricted
labor supply ?

. . . Unlike the requirements for intermediate product inputs, total labor re-
quirements changed drastically, declining throughout the period and especially in
1966-1972. Nearly twice as much labor would have been required to produce 1972 .
final demand with 1959 technology as was in fact required in 1972. In absolute
terms more than half the decrease was attributable to agriculture and another
25 percent to the construction and transportation and distribution sectors. In
relative terms, the most striking changes are the increase in Machine Building
and Metal Working (MBMW) requirements and the decrease in agriculture. The
electric power, chemiecals, light and food, and transportation and distribution
groups also increased relatively, while fuels and wood, paper, and construction
materials declined.

This analysis provides statistical confirmation of the general rise in labor pro-
ductivity in the Soviet economy. Not surprisingly, the agricultural sector con-
tributed heavily to this rise. Nearly 40 million more agricultural workers would
have been required to produce the 1972 bill of final goods with 1959 technology
than were required in 1972—130 percent more, and even with 1966 technology
over 20 million (67 percent) more would have been needed. The changes in the
wood and paper industries and in transportation were nearly the same in pro-
portion (though far less in numbers). Other sectors that exhibited large de-
creases in labor requirements were construction, construction materials, textiles
and apparel, and food processing.

A surprising conclusion from this analysis is that the MBMW and chemicals
group apparently contributed little or nothing to the overall rise in labor produc-
tivity, especially in the period 1959-1966. In MBMW, the use of 1966 technology
to produce 1972 final demand would have required about 40 percent more.labor
than with 1959 technology. . . . (Gallik, Guill, Kostinsky, and Treml, p. 433.)
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18. How do the introduction and implementation of inventions con-
tribute to technological progress and sectoral performance?

To the best of our knowledge, we have provided the first comprehensive measure
of Soviet lead time and measure of certain techmcal organizational, and adminis-
trative factors affecting Soviet lead time. .

The results of this paper bear out most of the hypotheses developed earlier by
Western scholars on the basis of case studies, Soviet policy pronouncements and
anecdotal material.... “In-house” implementation drastically reduces lead
time, and Soviet lead time is considerably slower than Western lead times. . . .
However, our finding of similar lead times in the defense, industrial, and civilian
machine building sectors—after accounting for technology—questions the gen-
erally accepted view of markedly superior defense industrial performance.

The findings of differentials in sectoral performance also have important impli-
cations for Soviet economic prospects. Our results suggest that lead times in
civilian machine building are slightly longer than lead times in other civilian
industries.... The civilian machine building sector includes ministries that
specialize in computers, instruments, and sophisticated electrical machinery, and
it has been a principal recipient of Western tchnology (automobiles and chemical
machinery). Generally, machine building has been acknowledged by Soviet spe-
cialists to be the principal foundation for technical progress.... (Martens and
Young, pp. 507-508.)

19. What progress has the Soviet domestic computer industry made?
To what extent is the USSR dependent on imported equipment?

The Soviet computer industry lags behind the West in the number, variety, and
technology of computers as well as in auxiliary equipment and supporting serv-
ices. This has led to a substantial level of imports to meet priority needs. Al-
though Western computers comprise only about 4 percent of the total Soviet in-
ventory because of their superior performance and reliability, their relative
contribution is much larger.

During 1972-1977, the USSR imported more than $245 million of computer
equipment from the West. Nearly 82 percent consisted of computer systems al-
most equally divided between large and minicomputers. The United States was
the largest single supplier accounting for $120 million or nearly half of the ex-
ports of total equipment. Including indirect sales, the U.S. share was much larger,
since exports of U.S. components in the products of U.S. overseas subsidiaries
and other Western firms are not included. The U.S. was also the dominant sup-
plier in numbers of systems exported, accounting for 61 percent of all systems
(excluding systems from overseas subsidiaries) : 42 percent of the 45 large com-
puters that were exported, and 62 percent of the 721 minicomputers.

Most of the imported large computers are used for economic data processing.
By contrast, nearly half of all minicomputers are used for basic and applied re-
search and development; another 30 percent are employed in industry mainly for
process control, and to a lesser extent, for management. Of all the computers in
industry, half are in the automotive sector.

The Soviets have imported large Western computer systems because these offer
performance they cannot match, include complex software they have not devel-
oped, or include training they cannot duplicate. Minicomputers have been im-
ported for similar reasons and also because the great diversity of types of West-
ern systems makes it possible to meet a wide variety of specialized needs. As a
result of these attributes, Western computers enable the USSR to accomplish
tasks that would be very difficult if not impossible with domestic systems. For
example, U.S. computers in use at the KAMA Truck Plant resulted in reducing
the time required to achieve a given level of output by at least five years. Finally,
the training programs for civil applications provided with imported systems can
be reproduced including possible use in military applications.

Over the next few years, the scope and pace of Soviet imports of Western
computer equipment is likely to be mainly determined by progress in domestic
computer technology. Since the technology gap is not expected to narrow sub-
stantially, the Soviets probably will continue to purchase the very large and
the very small Western systems. The required outlays of hard currency per
computer, however, may gradually decline as advances in Western technology
continue the trend toward increased unit capability for less cost.
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An unpredictable factor affecting Soviet imports in the 1980s will be the
treatment of technology sales. Should controls of sales of technology be relaxed,
the Soviets probably would undertake large-scale purchases of computer manu-
facturing, test, and quality control equipment. The Soviets recognize that pur-
chase of Western manufacturing technology offers the best, and probably the
only path for bridging the technology gap quickly. Technology has been sold
to the Soviets in the past to a very limited extent. Prospects for a major relaxa-
tion of technology controls and hence, of large-scale Soviet purchases, however,
seem remote for the next few years at least. (Tasky, pp. 510-511, 523.)

The use of improved domestic and imported computer systems
shows promise for facilitating significant improvement in economic
performance.

An important point to be made here is that the Soviet vision of using com-
puting as a means of implementing more effective centralized control of a na-
tional scale is neither hopelessly ill-conceived nor unattainable (to some extent
at least) by the end of the century. Furthermore, this goal could possibly be
achieved concurrently with a .considerable amount of politically acceptable
economic decentralization. This paper has tried to show that, thus far, the gap
between Soviet theoretical aspirations and practical implementations has re-
mained large and that progress in closing that gap has had to wait for foreign
examples. But the Soviets have yet to take full advantage of opportunities,
which exist in theory at least, afforded by national centralized control.

In the meantime, the Soviets have some difficult problems to overcome if they
are to continue to progress at their current rate. Two of the most important
of these are the prevalent users’ attitude toward computer-related vendors and
the attitude of Soviet low and middle level management towards the introduec-
tion of computers as an important element within their domains....

. One particularly Soviet technique for increasing the computer consciousness
of management is via the ideology of the “scientifie-technological revolution,”
in which computing is a centerpiece technology. Whatever its philosophical
merits, in terms of promoting the practical enterprise-level use of computing,
the new ideological framework is useful. . . .

The USSR has lots of talent and lots of need. The two need to be brought
together in some effective way. Various forms of technology transfer from
the West might serve as catalysts to help bring this about. However, the changes
that will come will take time and have to fit in which the way things are done
in the Soviet Union. Simple foreign transplants will not work. No reforms in
a country that is as self-conscious as the USSR can be successful if they are
divorced from Russian and Soviet traditions. This is now the crux of Soviet
computing problems, at least as they relate to general purpose use on a national
economic scale. (Goodman, pp. 549-551.)

20. Machine tools may be a central constraint on Soviet industrial
technology. How can they cope with this problem?

Imports of machine tools have made an important contribution to the suc-
cessful completion of the two largest civilian investment programs of the past
decade—the Tol'yatti Passenger Car Plant and the KAMA Truck Plant. These
projects, without Western machine tools would have taken longer to bring on-
stream, and, probably would have imposed severe strain on domestic machinery
programs. . . .

Imports, however, are only a short-term solution to an essentially long-term
problem. The Soviets need to raise the productivity, precision, and reliability
of conventional machine tools across-the-board, and to stay abreast of world-
wide developments in advanced machine tool technology. This task will not be
easy as the dismal Soviet record of improving the state-of-the-art in gearcutting
and grinding machine tools after long effort, amply testifies. At a minimum
the Soviets will need to accelerate investments in R&D and in the renovation
of machine tool production facilities. . . .

Under existing Soviet priorities and conditions of production, it is unlikely
that the Soviets could catch up with the West in machine tool technology by its
own efforts. The penchant for copying Western innovations, rather than ad-
vancing state-of-the-art through indigenous efforts, tends to condemn the USSR
to a permanent ‘“catch-up” role. (Grant, pp. 578-579.)
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21. Will 0il production level off and decline, thus becoming a magjor
foreign and domestic economic problem area?

The Soviet Union, the world’s leading oil producer, faces serious problems
that are likely to result in a no-growth position by 1980 and a steady produc-
tion decline beginning in the early 1980s. A major shift in energy policy was
initiated at the December 1977 plenum of the Central Committee of the Com-
munist Party. . . . This policy called for a crash program to concentrate oil
industry resources in West Siberia, the only region where major output in-
creases have been obtained in recent years or projected by the Soviets in the
foreseeable future. In other important regions, such as the Volga-Urals, pro-
duction is on the decline.

Despite the massive resource shift, Soviet oil prospects are uncertain at best.
The failure in recent years to conduct adequate exploratory drilling to locate
new oilfields is lowering the reserves-to-production ratio to the point where
short-term growth in output is unlikely. No new major oil finds have been
made in the last 6 years, despite Soviet admissions that new giant oilfields must
be discovered regularly if growth in oil production is to be sustained. . . .

The stepped-up campaign to develop West Siberian oil and gas resources faces
two major problems. Given tight constraints on the supply of drilling rigs and
skilled crews, more resources for this region will inevitably force older regions
to do with less and lead to a more rapid falloff in” their output. At the same
time, Moscow’s failure to create an adequate infrastructure in West Siberia
will greatly reduce the effectiveness of new increments of investment. . . .
The Soviets have not created the production and support structure required to
produce the many smaller and less productive oil fields from which much of
West Siberia’s oil output must come in future years—now that Samotlor, the
USSR’s largest oilfield, apparently will peak this year.

Until the 1970's the Soviets relied for the most part on their own equipment
and know-how for oil production. In recent years, they have begun to import
Western equipment and acquire Western technology to cope with more difficult
oilfield problems. But even a much greater effort to buy or acquire Western
equipment and technology would avail little in the way of increased produc-
tion capacity before the mid-1980’s.

As the rate of growth of oil production slows further, this year probably
will mark the beginning of a trend of declining oil exports to the West. Higher
oil prices may still allow the USSR to maintain or increase hard currency earn-
ings from oil sales in 1979 at or above 1977-78 levels. By the mid-1980’s, if pro-
duction declines to a level of 10 million b/d, the USSR may have enough oil for
its own needs but would have to procure from the West almost all of the oil it
delivers to other Communist countries. At that time the USSR would spend rather
than earn hard currency in its oil trade. (Lee and Lecky, pp. 581-582.)

22. How have central economic plans addressed the widened devel-
opment gap among the more and less economically developed republics
of the USSR ?

. .. An analysis of the interrepublic redistribution of national income accom-
plished through the state budget shows that since the mid-1960’s it has pri-
marily benefited the less developed republics of Central Asia and (to a lesser
extent) the Transcaucasus, while the Ukraine has consistently had an excess
of produced over utilized national income throughout this period. Calculations
based on interregional input-output models constructed for 11 republics reveal
a number of relations between the level of development of republics and their
dependence on interregional trade. One of the major features of the economic
interdependence of republics is the importance of interrepublic ties in the capital
formation process. The redistribution of national income has had a greater
effect on levels of investment than on levels of consumption in less developed
republics, and these republics have been highly dependent on interregional
trade in satisfying their needs for capital accumulation. (Gillula, p. 619.)

28. How does growth of employment and quality of labor force vary
by republics in the USSR? Will labor deficits in traditional European
Slavic regions be offset by shifts in employment for Central Asia and
Kazakhstan?
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Growth of employment varies considerably by republic, but with the exception
of Moldavia, the European republics manifest a lower rate of growth than tl_xe
Asian republics. The R.S.F.S.R. shows the lowest annual rate of incrqase in
employment, 2.0 percent. This low rate shows that campaigns and incentives to
retain new workers in Siberia and the Far East have not been successful. It also
indicates a considerable outmigration of Russians, particularly to Kazakhstan
and the Ukraine. The annual growth rate of 3.7 percent in Kazakhstan was the
highest for any republic during this period. . .. The rate of growth of employment
has been declining in recent years. During the 1970-1975 period, for example, the
annual rate of growth of employment in the socialized sector declined to 1.9
percent in the USSR as a whole; among the republics, the 1.1 percent rate in
Estonia was the lowest. (Rapaway, p. 601.)

This uneven rate of increase in employment by republic might be
offset by substantive outmigration from the Central Asian and Ka-
zakhstan republics, but is deemed unlikely. :

The overwhelming weight of evidence indicates that migration of labor from
Central Asia to the labor-deficit areas of the USSR will not be on the scale
required to offset the anticipated multi-millions labor shortage in European
Russia during the 1980’s. Whether enough machinery can be purchased abroad
or manufactured at home to modernize the Soviet industrial plant, enough
foreign labor imported, and enough increase in labor productivity attained to
make up for the impending shortage of workers are the major imponderables.
These seem to be the key elements of current Soviet economic development
strategy for the future. It is doubtful, however, whether they will be entirely
successful. Rather, it can be expected that there will be further retardation in
the rate of economic growth in the Soviet Union during the 1980’s. The implica-
tions that such a reduction in economic growth would have for the allocation of
resources between investment, consumption, and defense are beyond the scope of
this paper. (Feshbach, p. 691.)

24. I'n view of the constraints on materials and manpower the quan-
tity and quality of scientific and research personnel in the Soviet Union
has taken on increased importance. How does employment in scientific,
research, and development activities compare in the USSR and the
United States? ,

. . . during the early 1950’s the United States was well ahead of the Soviet
Union both in the number of scientists and engineers employed in R&D and in the
rate of employment growth. By the end of the decade, however, the Soviet rate of
growth rose above the U.S. rate and remained far ahead during the 1960’s. The
crossover point in number of employees was reached toward the end of the 1960’s.
From 1969 to 1975 the Soviet total continued to increase more rapidly than the
U.S. total, although the rate of growth declined. The U.S. growth rate surpassed
the Soviet rate by a slight margin during the period from 1975 to 1978. The
number of R&D scientists and engineers in the United States, however, declined
during the first half of the 1970’s and regained the 1969 level only in 1977. As a
result, the Soviet number in 1978 was nearly 60 percent greater than the U.S....

The distribution by scientific field of specialists with advanced degrees (i.e.,
doctorates in the United States and candidate or doctor of sciences in the USSR)
diverges from the distribution of total scientists and engineers in R&D.... The
proportion of specialists in the. physical and life (i.e., natural) sciences is
roughly 45 percent for both countries, whereas approximately 32 percent of the
total number of R&D scientists and engineers were in these sciences in 1974.
Employment in the individual natural sciences in the two countries has almost
the same distribution as employment of total scientists and engineers in R&D.
The United States share in biology, however, is much higher than the Soviet
share, probably reflecting the years in which biology was a controversial field in
the USS_R. In engineering, the Soviet percentage of specialists with advanced
degrees is more than twice that of the United States. Except in economics, the
Soviet proportion in the social sciences and humanities is lower than the U.S.
(Nolting and Feshbach, pp. 746-747, 749.) ’
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" 95. Rising real income and increased availability of meat,.hmx,ging,
autos, and, other prized goods and services are important s'tzm-ulz for
raising labor productivity. How successful has consumption policy

beent W hat ave the promises for the future?
e 1970’s with raised expectations. Consump-

The Soviet consumer entered th
70) had been met for the first

tion goals for the Eighth Five-Year Plan (1966-19 4 t
i ed performance 1n agriculture

time in Soviet planning history, boosted by improv
The average annual rate of

and unprecedented imports of Western soft goods. .
g 1966-1970 was above that for either of

growth in per capita consumption durin .
over, the Soviet leadership seemed to

the previous two five-year periods. More .
commit itself more seriously to consumer-oriented. programs, symbolized by the

pledge to raise the output of quality foods. .
In general, the 1970’s have been a disappointment. Although substantial

resources have been devoted to some consumer programs, a plear-cut poost in
priority for the consumer has not been forthcoming. Growth in per capita con-

sumption has been slow and erratic compared with the late 1960’s. The maip
obstacle to steady consumer progress has been the poor performance of the agri-
cultural sector, which seriously disrupted the program to improve the Soviet

diet. ...
The relative mood of the Soviet consumer is not inconsequential to the lgader-
ship. If the Soviet worker cannot see a potential for improving his lot, he will not

respond with alacrity to increased incentives at the farm or factory. Yet a sub-
stantial boost in labor productivity is essential if the economy’s sliding growth
rates are to be reversed. Leadership decisions in the consumer area also are of
increasing significance to the rest of the world. Consumer-related imports exclud-
ing machinery and equipment has constituted about a third of total Soviet
imports since 1965. The decision to import grain in recent years is a good exam-
ple of the potential impact on world trade of a change in Soviet consumer policy.

(Denton, p. 760.) .
Housing like meat has been a key to consumer incentives and satis-
faction. In spite of substantial programs, adequate housing continues

to be a problem area.

After years of neglect, the Soviet regime in the mid-1950’s launched an ambi-
tious residential construction program with the stated purpose of eliminating
the severe housing shortage which had forced the majority of urban households
to live communally with many families sharing an apartment and averaging 5
gq.m. per person. Now, almost a quarter of a century later, the majority of
urban families live in apartments of their own which is a significant improvement.

However, thirty percent or more of urban households (families and singles)
still live communally or in dormitories. Therefore, the promise that each family
would have an apartment by 1980 will not be kept because the number of dwell-
ings has still not caught up to the number of households. The rate of construction
which peaked with 2.7 million units in 1959 has levelled off ta 2.1 million units in
the latter half of the 1970’s and since 1969 has fallen below the yearly number of
marriages. This is why most newlyweds are compelled to live with their parents
for many years before receiving a place of their own. Housing conditions would
seriously worsen if large urban centers were not legally closed to millions of
would-be migrants, many of them working in cities but denied permission to
reside in them.

Th'e still acute housing shortage is the government’s responsibility. It invests
heavily in industry, attracting workers and managerial personnel to urban areas
yet under-invests in housing construction and other consumer services which are
needed to ta_ke care of them. It restricts consumer choice to high density apart-
ment-sty}e }1ving in cities thereby discouraging consumer initiative for private
pome building and for cooperative housing by charging a costly down payment
ms_;teqd of offering more generous credit terms. As long as the state remains the
pru}clpa‘ﬂ financier of urban housing construction without even a partial return
on its m_vestment, the housing deficit in relation to households can only be
reduped incrementally. However, if rents were raised to pay for a sigpificant
portion of the co_nstruction cost and for the upkeep of the housing stock then the
§tate would. be in a much more favorable position to increase substantially its
mvestn}ent in housing and accelerate the rate of construction without seriously
neglecting other sectors of the economy. Since such a change in policy is not

.
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feasible at the present time because of the government's often repeated commit-
ment to distributing housing free of charge, which the Soviet urpan consumer
finds very attractive (not realizing that he is paying higher prices f.or food,
clothing and durable goods to pay for the state’s huge housing subsidy) the
shortage in housing will continue for many years to come. (Morton, pp. 808-809.)

Increased availability of passenger cars is both a source of satis-
faction and frustration to the productive and rewarded Soviet citizen.

The automobile age hds finally arrived in the Soviet Union with the mass
production of passenger cars for private use. Production has increased by more
than fourfold since 1970 as new automobile production capacity has been ex-
panded, production efficiency improved and existing excess capacity more fully
utilized.

Relative to Western countries and even their East European neighbors, how-
ever, private car ownership in the USSR is still very low and the average con-
sumer faces frustration and bureaucratic impediments in purchasing a new car.
In addition to a carefully orchestrated allocation system whereby ‘“elite” groups
are granted special privileges in obtaining cars, retail car prices are relatively
high, and consumers face a long waiting period for delivery, a lack of install-
ment credit, and little freedom of choice of model, color and equipment options.
Domestic consumption is also stymied by the fact that Moscow exports over one-
quarter of the passenger cars produced. . . .

Having successfully purchased a car, a new owner is faced with still further
problems. Existing service and maintenance facilities do not meet the public’s
need—in both quantity and quality. In addition, spare parts and the supply of
gasoline are in short supply. As a result, a flourishing black market exists sup-
plying those who can afford the higher prices. Finally, the opportunity to travel
by car within the Soviet Union is limited because of both an inadequate and
poorly constructed road system and a lack of roadside accommodations.

As private car ownership continues to grow into the 1980’s, Soviet authorities
will also be faced with a number of formidable problems. Inadequate parking
space and traffic safety have already become major problems and will probably
get worse. Pollution and traffic congestion in urban areas will also have to be
faced as Soviet citizens use automobiles more to commute to work, to shop, and
for long excursions. ( Welihozkiy, pp. 811-812.)

26. As an additional source of goods and services and stimudus to the
Sovist .consumer an illegal, private economy has been permitted to
exist and grow. What observations are supportable on this unusual

" aspect of the Soviet economy at this time?

The illegal economy probably comprises the larger part of the whole private
economy, legal and illegal. To begin with, the range of permitted private eco-
nomic activity is very limited, and little of that is conducted without some
significant admixture of illegality. Thus, though in principle an activity may not
be illegal, some of the inputs (materials, supplies, transport, equipment, space,
and—not the least—labor) may be systematically obtained in some illicit man-
ner and at unlawful prices or wages, while the products themselves may often
(though not always, see below) be sold in black markets at “black” prices. Finally
private plot farming aside, all but the most trivial private activity, if permitted,
requires a license, but the license inevitably brings the tax inspector and high
income taxes in its wake. Hence, taking out a license is often avoided, thereby
rendering the undertaking ipso facto illegal.

To be sure, there is nothing uniquely Soviet about either illegal production and
exchange or bribery, although in both their nature and extent these phenomena
are distinctively different in the USSR in some respects. As elsewhere, the scope
and variety of illegal economic activity in the USSR are limited only by human
daring and ingenuity, as well as by the efficacy of law enforcement.

... The total nominal value of personal incomes would almost certainly be sig-
nificantly augmented by addition of illegal incomes to the total of official (legal)
- incomes. So would the nominal value of personal consumption and investment ex-
penditures by addition of black market purchases and bribes. This being the case.
it is not unreasonable to suspect that there may be perceptible effects also on such
break-down measures of personal income as its regional distribution among .
various functional groups of the population (sectors and branches, occupations,
ete.), and, lastly, its size distribution. (Grossman, pp. 835, 851-852.)
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I. INTRODUCTION

After a long period of steady progress, the Soviet economy has
entered an era of increasing difficulties. Policies and procedures that
worked well in the 1950’s and 1960’s have yielded diminishing returns
in the 1970’s and now appear to face failure in the 1980’. While the
papers in this volume address many detailed aspects of this situation,
the present essay offers some overall perspective on the forces at work
and the alternatives open to Soviet authorities in responding to major
problems. . '

First, several major features of recent Soviet economic experience
are described and compared with recent Western experience. Like
other economies, the USSR has been experiencing slower growth
rates coupled with inflationary pressures. In addition the USSR has
its own unique economic problems. Section III of this essay spells out
the resulting many sided dilemma that confronts Soviet authorities.
Effective responses to Soviet economic problems may require funda-
mental changes in the Soviet system. Section IV goes on to sketch
three alternative policy directions to illustrate the options that could
plausibly be chosen. The three scenarios are not exhaustively analyzed.
They are offered, rather, as a conceptual framework within which the
detailed papers of this volume can be evaluated. An additional section
comments on the implications of these alternatives for Soviet foreign
economic relations, and the essay ends with observations on U.S.
concerns.

In a nutshell, this analysis suggests that the USSR must change in
order to deal adequately with its economic problems. The problems
stressed here are declining output growth, serious inflationary pres-
sure, slow technological progress, and accumulated deficiencies in
housing and other public needs. Responses to these problems are

*The author is a professor of economics and chairman of the Economics Deparfment
at Haverford College, Haverford. Pa.
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blocked, however, by institutional resistances that reflect the very
nature of the present Soviet system. The methods used to create
massive heavy industrial and military power worked well for a
generation, but they have been the cause of the accumulated deficien-
cies, the slow technological progress, and the inflationary pressure.
Now, under new conditions, Soviet authorities face a choice between
frustration of their growth objectives and reform of their methods.

We examine three alternative Soviet policy approaches: a “mud-
dling through” scenario in which existing policies continue, a “liberal”
scenario involving relaxation and decentralization of controls, and a
“conservative” scenario embodying reversion to even more centralized
and stern procedures. We also sketch the foreign economic relations
likely to accompany each scenario, noting some of their implications
for the outside world. Not unexpectedly, the gains in productivity
and efficiency obtained under the “liberal” scenario make it far more
effective in meeting Soviet problems than the “muddling through” or
“conservative” scenarios. The “liberal” scenario is also the one most
conducive to peaceful and healthy international economic relations.
The “muddling through” scenario, though perhaps the most likely to
occur, involves continuation of economic policies and procedures that
have already shown their inability to meet the economy’s current
problems. Continued “muddling through” will also limit the USSR’s
ability to be a productive participant in the world economy. Finally,
the “conservative” scenario embodies retrogressive policies that seem
even less likely to enable the Soviet economy to compete effectively
under late 20th century conditions.

II. Four Masor FraTurEs oF RECENT Sovier EcoNomic
EXPERIENCE

During the 1970’s, output has been growing in the Western indus-
trial world more slowly than during the 1950’s and 1960’s. Among
the forces at work, higher energy costs have been significant. On a
smaller scale, efforts to reduce environmental disruption have raised
costs and slowed material output growth while raising its overall
contribution to welfare. Higher labor costs, higher import costs, and
diverse trade restrictions have hampered real gains.

Output has been growing more slowly in the USSR as well, but
chiefly for other reasons.! The costs of obtaining and using natural
resources have been rising in real terms as high grade, well located
resources have been depleted and less accessible supplies have been
drawn on. Continued massive flows of annual investment in fixed
capital formation have encountered diminishing returns, not signifi-
cantly offset by technological progress. Soviet agricultural output
growth has been set back by two very bad crop years (1972 and 1975),
with some indication that climatic trends may have changed for the
worse.

Though the rate of Soviet output growth has been slowing down,
it is still positive. There have been no absolute declines in Soviet

1 8ee “Output trends: Prospects and Problems,” by F. D. Whitehouse and D. R. Kazmer,
and ‘“The Qutlook for Soviet Agriculture.” by B. S. Severin and D. W. Carey. in Holland
’E{)u;ét)er. editor, The Future of the Soviet Economy, 1978-1985 (Boulder : Westview Press.
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GNP since 1946. The recent growth rate, though lower than before,
is still respectable. In a world economy where all major economies
face growth constraints, recent Soviet overall growth performance
appears impressive. It is its internal composition and qualitative
characteristics that give concern to Soviet authorities and evoke criti-
cism from outside observers.

The Soviet economy shares with the outside world a second common
feature—inflationary pressures. Upward pressure on the price level in
the USSR, however, does not reflect the usnal wage-price spiral nor
is it associated with large government budget deficits. Most wages
and prices are controlled by the Soviet state, and official prices are only
occasionally revised upward, in substantial general adjustments every
eight years or so, with ostensible stability reigning in the intervening
periods. . .

As for budget deficits, a “proposition 13” mentality has long been
characteristic of Communist public finance and Soviet authorities have
maintained balanced state budgets for several decades. Large hidden
sales taxes and taxes on enterprise income siphon off enough current
purchasing power to cover state outlays for national defense, education
and public health, social security, and most fixed capital formation.
The state budget does not, therefore, inject purchasing power into
current income flows.

Chronic concealed inflation is nevertheless a serious problem in the
Soviet economy. The pressures reveal themselves, not in sharply rising
wages and prices, but in chronic shortages, long consumer queues, per-
vasive economic inefficiency, and widespread corruption. Soviet au-
thorities accept these. malignancies as being less undesirable than
market-clearing prices. For two decades the performance of the econ-
omy in delivering increasing output appeared to outweigh these opera-
tional defects, but in recent years reduced output growth has intensi-
fied inflationary pressures and focused more attention on these painful
byproducts of the Soviet allocational mechanism.

The aggregate purchasing power of Soviet wages and salaries ex-
ceeds the ruble value of available consumer goods, priced at current
official prices, so a growing mass of ruble savings in state savings banks
and in currency outside ganks hangs over the market. Soviet money
wages are meant to provide material incentives for sustained effort
and are further differentiated to attract labor, e.g., to jobs in the East
and North. Thus Soviet authorities are both unwilling to curtail the
public’s purchasing power and unwilling to expand and reprice the
flow of consumer goods; the resulting savings are thus not voluntary
in the usual sense. .

A major source of inflationary pressure is the regime’s policy of pro-
viding job security to all Soviet men and women employed in state
enterprises.? Since unemployment is officially defined as a capitalist
phenomenon, Soviet enterprises seldom fire workers. Padded employ-
ment rosters and swollen payrolls are the norm. It is therefore literally
true that, apart from seasonal difficulties, unemployment scarcely
exists in the Soviet economy. The economy suffers, however, from sub-
stantial underemployment of millions of workers in situations where

3 See Herbert S. Levine’s discussion in Seweryn Blaler, editor, Internal Determinants
of Soviet Foreign Policy (in press).
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layoffs would not reduce output. When Western firms squeeze out
excess labor the conse%uences may be harsh unless alternative job op-
portunities are available; cost-minimizing efficiency in the firm can
1mpose social costs on the society. Under the prevailing Soviet ap-
proach, by contrast, toleration of generous, not to say wasteful, staff-
ing norms in Soviet enterprises facilitaties social peace at the expense
of substantial inefficiency. The real output per worker of the. Soviet
labor force is thus held down, and the potential output increments that
might be obtained if the labor force were more efficiently allocated are
not available to match the purchasing power embodied in current
wages and salaries.

Another major source of inflationary pressure arises from the
steadily growing demands of the Soviet public for the goods and serv-
ices that make up an advanced standard of living. Soviet living stand-
ards have improved impressively over the last quarter century, but the
regime’s priorities have not enabled the system to keep pace with
growing consumer demands. In particular, supplies of meat and dairy
products have not grown rapidly enough and, instead of raising prices
to market clearing levels, authorities have been paying increasingly
large subsidies to %ivestock producers. Occasional 1ncidents in Eastern
Europe and the USSR show that market-clearing prices for meat
would produce riots and markedly negative reactions from the Soviet
public. The gravely inefficient agricu%tural sector has been unable to
reduce costs; in fact procurement prices have been raised repeatedly to
provide incentives to livestock producers. The growing state subsidies
have therefore seemed a necessary though desperate remedy, in spite of
the inflationary pressure they put on the central budget. From time to
time and region to region, inadequate meat supplies are accompanied
by inadequate supplies of fruit and vegetables, demonstrating a sys-
temic difficulty in raising the quality of the food-component of the
Soviet standard of living.

In this shortage economy, special supply channels convey higher
quality consumer goods to the elite. Moreover many goods and services
are exchanged in a “second economy” outside official state channels,
under conditions that extend from the officially tolerated to the clearly
illegal.® These pink, brown, gray, and black markets make life more
tolerable for millions of Soviet citizens, but at the expense of economic
inefficiency and social inequity. A high price is paid in economic and
social terms for an ostensibly stable price level.

While the Soviet economy has recently shared with other economies
the problems of slower output growth and rising inflationary pressures,
the USSR has also displayed its own unique problems. One that has
been of increasing concern to Soviet authorities centers on the system’
difficulties with innovation.* The classic Soviet formula for outpu.
expansion over the last half century has employed an unusual approach
to economic innovation. The USSR made a massive effort in the early
1930s to build an industrial capital stock embodying the advanced
technology that prevailed in Western Europe and North America at

3 See Gregory Grossman’s paper, below. and, for vivid background, Hedrick Smith.
The Russians (New York: Quadrangle, 1976), chap. III. On varicolored markets, see Aron
Katsenelinboigen. ‘“Market Colors and the Soviet Economy,” pp. 165-201 in his Studies
in Soviet Economic Planning (White Plains, N.Y. : M, E. Sharpe, 1978).

“‘ ge(;l my; review essay in Problems of Communism, March—April, 1879, and references
cited therein.
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the end of the 1920s. The whole decade of the 1930s was required to
build this capital stock and train people to employ it. After World
War II, defense-related technology incorporated later Western devel-
opments, but the rate of technological innovation in the USSR gen-
erally was very low. The system that came into being in the 1930s was
designed to maximize the output of a limited range of high priority
products under centralized direction by known methods. While the
system served its initial purposes well, expanding output and capacity
in extensive and duplicative fashion, it has proved remarkedly re-
sistant to change. Change is needed partly because, as the number of
producing units has increased and the range of products produced has
broadeneg, planning and control procedures have proved less effective.

More importantly, systemic revision is needed because an ongoing
industrial revolution in the West has not been matched in the USSR.
Major innovations in products and processes have steadily altered the
economies of North America, Western Europe, and Japan while the
USSR has participated only through limited imitation. The USSR
argues that socialism in principle facilities technological innovation
while capitalism by its nature represses it. Recent experience suggests
~ that the reverse is true. Decentralized market economies encourage
and facilitate innovation, while the Soviet system in its present form
thwarts the actual introduction of improved processes and products.

The incentives and disincentives that shape the behavior of Soviet
economic decisionmakers serve to block the acceptance of innovations.
As shown in Joseph Berliner’s authoritative and fascinating analysis,
decisionmakers from top to bottom in Soviet industry seldom find it
wise to replace old machinery and methods with new ones.® Innova-
tion is risky and its rewards are outweighed by its dangers. Official
policy has called for industrial innovation but in practice the system
protects the status quo. Where industrial assets are owned and oper-
ated by the state, officials show a natural tendency to protect and
preserve these assets. If an innovation undermines the value of exist-
ing plant and equipment, ministerial and enterprise officials asso-
ciated with the old assets will resist their displacement. Competition
in a market economy forces old technology off the stage, penalizing
with bankruptcy those who fail to adjust. No comparable pressure
exists in the USSR.

On the contrary, long standing Soviet tradition preserves old capital
plant and equipment to an extraordinary extent. Maintenance out-
lays are extensive, and equipment service lives run far beyond Western
practice.® This stubborn retention of aging and obsolete equipment
means that the Soviet capital stock necessarily embodies antiquated
technology. The difficulty is compounded by unusually long gestation
periods for building and bringing fixed plant and equipment into
operation.

Suppose that the time required from an initial investment decision
to full operation of new capital plant and equipment varies from one
year to eight years, averaging four years. This range of gestation

ls;g‘)he Innovation Decision in Soviet Industry (Cambridge, Mass.: The MIT Press,

8 See Stanley H. Cohn. “Deficiencies in Soviet Investment Policies.” pp. 447-59 in
Joint Economic Committee, Soviet Economy in a New Perspective, (Washington : Govern-
ment Printing Office, 1976), and below.
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periods is roughly what prevails in the USSR. Large innovative in-
stallations are the ones requiring the longest construction periods. This
means that from four to eight years of additional delay must be added
on to whatever period is required for Soviet authorities to notice a
Western innovation, evaluate it, and decide to adapt it for Soviet
purposes.

The long gestation periods also tie up massive amounts of resources
in uncom;ﬁeted construction. If 25% of a growing GNP is devoted
to fixed capital formation, year after year, then 1n due course each
year’s investment will be matched by a roughly equivalent amount of
capital (from prior investment) going into operation.” However, a
huge aggregate of unfinished construction, almost equal to one year’s
GNP, will be standing unproductively throughout the economy while
the technology embodied in it is getting out of date.

The.lack of slack in annual plans also militates against large scale
acceptance of product and process improvements. When greater out-
put using existing technology has top priority, taut planning has its
advantages. The objective is “more,” as quickly as possible. If enter-
prises have idle capacity, it should be drawn on. “Hidden resérves”
should be uncovered, and no slack should be permitted.®

But under different conditions, if the focus shifts toward steady im-
provement in quality, sustained efforts to reduce costs, and prompt
adaptation to changing circumstances, then slackness becomes func-
tionally desirable. Enterprise directors under less pressure to produce
more are able to respond to opportunities for product and process im-
- -provement leading to cost savings and/or higher quality. Supporting

firms like machine shops, if they have room in their schedules, can
give prompt assistance in grafting improvements onto existing equip-
ment. What appears from above as under utilized capacity, producing
less than its full theoretical output potential in the short run, never-
theless will in fact produce a stream of output incorporating lower
real costs and greater quality improvements than what emerges from
.an extremely taut system. :

Another unique feature of the Soviet economy is its lopsidedness.
Because Soviet priorities over the last half century have focused on
heavy industry and defense rather than civilian welfare, the economy

* displays large cumulative deficiencies in the stock of residential cap-
ital, urban social overhead capital, and the facilities required to sup-
ply public and private social services. In spite of a large nationwide
program of urban residential construction over the last 20 years, there
is still a serious housing shortage in the USSR, especially where urban
population is growing rapidly.® Housing is a major form of output
in all economies, especially where winters are cold, and if moderniza-
tion brings mass migration from the countryside into towns and cities,
adequate housing requires a huge commitment of resources.

. Resources committed to urban housing in the 1930s fell far behind
needs and under German occupation the housing stock was reduced
substantially. Only in 1957 did a massive urban housing construction

7 See the example using 1930s Soviet evidence in my “Test of Five-Year Plan Feasibility,”
p. 286 in Judith Thornton, Economic Analysis of the Soviet-Type System (Cambridge:
Cambridge Univ. Press, 1976). "

8 This was argued long ago in my “Optimum Tautness in Development Planning,
Economic Development and Cultural Change, July 1961, pp. 561-72.

9 See Henry W. Morton, “The Soviet Urban Scene,” Problems of Communism, January—
February 1977, pp. 73-77, and below.
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rogram get underway. Though large in absolute dimensions, it pro-

uces low-quality residential quarters, and unléss the program im-
proves in both quantity and quality, an urban housing shortage seems
sure to persist. . .

Soviet growth policies over the last half century have also given in-
adequate attention to improvements in water supply, sanitary facil-
ities, and paved roads. There is still a large national backlog of unmet
demands for water mains, sewers, paved streets, and sidewalks. This
kind of social overhead capital is provided in response to local demands
expressed through local governmental units. Their voice has been weak
in the USSR. Outside major cities, and once off major inter-regional
highways, one immediately steps into a pre-twentieth century setting
that is shockingly at odds with the USSR’s position as a super power.

Still another sectoral deficiency lies in the area of wholesale and
retail trade. For sixty years the regime has been unwilling to make
adequate provision for handling consumer goods and services; until
recently, Soviet citizens could be appeased by comparisons between
their genuine improvement and the extremely straitened circumstances
of the 1930s and 1940s. Under current conditions, however, with more
vivid awareness of contrasts between Western living standards and
continued Soviet shabbiness, claims from this quarter can no longer
be slighted. By comparison with Western Europe, North America, and
Japan, the USSR is still stunted in respect to the developed needs of
a mature economy.'® Effective economic performance in the 1980s may
require deliberate attention to these needs as a key instrument in
mﬁ?mtaining morale, raising productivity, and eliciting sustained
effort.

The lopsidedness of the Soviet economy reflects in part the secrecy
and compartmentalization that have kept defense-related industrial
innovations from spilling over into the rest of the economy. Several
elements of contemporary Western technology received their initial
stimulus from World War IT applications and subsequent efforts in
space. Computers, electronics, fractional horsepower electric motors,
and various plastics provide examples. In the West these product and
process innovations have spread quite promptly from the defense in-
dustries into civilian applications but this spread has been inhibited
in the Soviet economy by several factors. One is the long standing
Russian tradition of secrecy, not only toward the outside world, but
also toward ordinary citizens, especially where military matters are
concerned. Another factor probably is the lack of financial incentives
for defense contractors in the USSR to investigate civilian markets
for products using their innovations as components.

II1. ELEMENTS OF A MULTIFACETED SovieET DinEMMA

Mounting evidence over the last several years has made it increas-
ingly clear, both to Soviet leaders and to the outside world, that these
strains in the Soviet economy require new answers. The input increases
that formerly underlay Soviet output growth are no longer in sight.
The pressure on Soviet labor supplies means that improvements in

10 See Gertrude E. Schroeder, “Consumer (3oods Avallability and Repressed Inflation in
the Soviet Union,” pp. 837-47 in Economic Aspects of Life in the U.8.S.R. (Brussels:
NATO, 1975), and below.
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per-worker productivity, formerly merely desirable, are now crucial.
Similarly the contribution of added capital plant and equipment, for
several (Kacades a central feature of Soviet growth, must somehow be
raised to a new level of effectiveness. In both respects the economy is
under pressure to shift from extensive to intensive methods, laying
stress no longer on sheer quantitative increments but placing new em-
phasis on qualitative improvement. The drive for “more” can no longer
be permitted to override the need for “better.” In its late-twentieth
century rivalry with other economies, the USSR needs to develop
more sophisticated and more effective ways of operating its sprawling
economy. :

In casting about for specific ways to upgrade its economic activities,
the USSR has become interested in a variety of Western high-
technology areas. Giant projects like the Tolyatti passenger auto-
mobile plant and the Kama River truck plant symbolize the willingness
to import advanced industrial technology in hopes of stimulating
Soviet technological progress. Sophisticated equipment is being im-
ported to improve resource extraction. Automated feed lots mark a
comparable effort in agriculture.

In seeking to improve the effectiveness of economic planning and
management, the USSR has been working out organizational blue-
prints for a very extensive system of information collection and proc-
essing designed to link all levels of production and administration
into a national network of centralized economic management. The
USSR in cooperation with Eastern European countries has developed
a family of computers, modelled after the IBM 360 series, and has
made substantial efforts to adapt to Soviet purposes the accompanying
programming software. Though thousands of people have been in-
volved over the last decade, it appears that effective implementation of
the new control arrangements is still several years in the future.

It is already evident from Soviet experience to date that the transfer
and application of contemporary Western technology in these fields
requires a degree of flexibility that is simply not compatible with the
present Soviet economic system. Large projects in heavy industry re-
quire a systems approach going far beyond specific aggregates of
machinery.!* An isolated product or process cannot be effective if put
down in a surrounding economy that is incapable of supplying inputs
of adequate quality and reliability. The typical high-technology prod-
uct today achieves maximum effectiveness only as part of a complex
network of suppliers, servicing facilities, distributors, and customers.
Backward and forward linkages extend in many directions.

Effective technological transfer now requires a systems approach to
the innovation, covering managerial aspects of production organiza-
tion along with the narrow physical aspects. The present Soviet sys-
tem, however, has great difficulty accommodating these relationships.
In computer use, for example, it is standard Western practice for the
computer manufacturer to make available very extensive servicing
arrangements so that the hardware can be maintained and the user
can be assisted in making effective use of the facility. These vendor
services are utterly foreign to Soviet practice. But without prompt

11 See John P. Hardt and George D. Holliday, “Technology Transfer and the Soviet
Economic System.” in Frederic J. Fleron, Jr., editor, Technology and Communist Culture
(New York : Praeger Publishers, 1977), esp. pp. 212-18.
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informed support of both hardware and software by a vendor or-
anization, no computer user can learn how to make the computer
eliver its full potential.!* The unsupported user is likely instead to
have an expensive and largely idle piece of equipment on his hands.

Most Soviet discussion of “automated systems of management” runs
in general terms that make very little contact with the operational
complexities of data manipulation and interpretation. Perhaps this
is because general principles must precede the filling in of details.
Perhaps also it reflects the longstanding Soviet practice of treating
Tnost ecohomic evidence as restricted material, to be withheld not only
from foreigners but from most Soviet people as well. In any case, it
appears that an enormous gulf lies between the Soviet vision of a
multi-layered network of computer based information flows and
managerial controls, on the one hand, and a flexible, efficient, decen-
tralized set of effectively operating Soviet enterprises on the other.

In the sphere of agriculture, a somewhat similar dilemma confronts
the regime. Western observes have long been critical of the costly and
ineffective performance of giant Soviet state farms at one end of the
organizational spectrum, and tiny peasant private plots at the other.
Intermediate size farms, operated under on-the-spot guidance, diversi-
fied and decentralized for alertness to local conditions and responsive-
ness to local opportunities, are missing from the Soviet scene. Yet it
is in this direction that the greatest promise lies for lowering costs
and improving capital and labor productivity in agriculture.

The dilemma appears to be that the organizational changes required
to meet the new conditions confronting the Soviet economy do not fit
within the present economic and political institutions of the USSR.
Powerful vested interests in the Party and the state bureaucracy find
changes along these lines to be unacceptable. Decentralized agricul-
ture would give free rein to the “petty-bourgeois soul of the peasant
" proprietor.” A systems approach to technological innovation would
concede major initiative to plant management both as salesman for
the plant’s products and as free ranging purchaser of inputs. It is
evidently feared that enterprise-level initiative would permit “localist
tendencies” to divert resoures from the Party’s priorities into profit-
able consumer-oriented activities. ’

IV, THREE ALTERNATIVE SCENARIOS FOR SOVIET EconoMic Poricirs

It is risky but reasonable to speculate on the policy responses that
Soviet authorities are likely to make to the many-sided dilemma de-
scribed above. As the Kremlin grapples with these problems, and as
leadership changes come about, new policy directions are at least pos-
sible. An analysis of alternative prospects can perkiaps benefit from
a systematic effort.to sketch a few plausible scenarios, each made up
of consistent elements in a policy package. The three set forth below
mvolve, first, continuation of present trends in a “muddling through”
scenario. Alternatively, a “liberal scenario” is sketched, incorporating
numerous elements of relaxation and reform. Thirdly, a “conservative

“scenario” is outlined ; it pulls together a series of stern and retrogres-
sive tendencies immanent in the Soviet system. .

12 See N. C. Davis and S. E. Goodman, ‘“The Soviet Bloc¢’s Unified System of Computers,”
- Compnting Surveys, June 1978, pp. 93-122, and S. E. Goodman, below. -
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_ A “muddling through” scenario for Soviet economic policy would
involve continuation of centralized bureaucratic management of the
economy. Politically-determined resource allocation, primarily
through administrative procedures rather than response to market
forces, would remain impervious to reform efforts, As a result, tech-
nological progress would continue to be slow and improvements in
factor productivity would continue to be modest.

The “muddling through” approach would involve continued over-
staffing of enterprises throughout the economy. Management would
stockpile workers in order to handle intermittent spurts of effort, and
most workers would continue to benefit from tenacious claims to job .
security. As a result, output per worker would continue far below
* Western levels and would not rise rapidly. Given all the non-con-
sumption claims on aggregate output, this approach would continue
to generate aggregate purchasing power exceeding the value of avail-
able consumer goods. The imbalance would thus continue to create
inflationary pressure and stimulate “second economy” activities.

In the “muddling through” scenario the pattern of investment allo-
cations among heavy industry, light industry, national defense, dnd
other government activities would remain unchanged. The effect
would be to continue the economy’s unique lopsidedness; lagging
sectors would make no progress. The downward drift of capital pro-
ductivity would continue. .

The available quantitative evidence suggests that under these con-
ditions Soviet gross national product would grow more slowly than
it has grown during the 1970s. Income per capita and consumption
per capita would still be rising, but so modestly as to be accompanied
by a good deal of popular frustration. If the share of national defense
outlays in GNP remains constant, slower GNP growth would bring
smaller absolute defense increments than if GNP continued to grow
at earlier rates. Nevertheless the annual defense outlays would be very
substantial, so additions to Soviet stocks of missiles, aireraft, sub-
marines, naval vessels, tanks, etc. could be very large. The share of
GNP going into investment would remain very high but the yield
on this investment, not being augmented by significant technological
progress, would continue its decline. ,

In sum, the detailed developments that would unfold in a “mud-
dling through” scenario would disappoint Soviet authorities, would
frustrate the Soviet public, and would fail to solve the basic problems
confronting the Soviet economy. :

A second scenario, derived from suggestions for improvements
made by innumerable Soviet and Western economists,'* can accurately
be called a “liberal scenario.” It would involve acceptance by the Party
and government of arrangements for economic management permit-
ting enlarged initiatives at the enterprise level and encouraging adop-
tion of new products and processes, Resource allocation would reflect
more accurately the true opportunity costs of input use, and the in-
fluence of market forces would gain at the expense of traditional ad-
ministrative procedures. A revised set of incentives and disincentives
would effectively shift emphasis from quantity to quality, from the

13 See Alec Nove's informed and vivid account in Dimitri Simes an% :ﬁlsfs.?c;:fieioi‘:l?:f

Succession, vol. VI, No. 59 of The Washington Papers (Beverly Hills,
Sage Publications, 1978), pp. 59-72.
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safe to the innovative, and from output maximizing to cost
minimizing,

In the “liberal scenario,” procedures for laying off unnecessary
workers, retraining them, and helping them into new jobs elsewhere,
would be given major attention. Labor would be shifted into the sec-
tors being expanded in order to reduce the economy’s inherited lop-
sidedness. This would have the two-fold consequence of simultane-
ously making workers more productive, and reducing the inflationary
overhang of excess purchasing power by increasing the flow of desired
consumer goods and services. The change could have some effect in
shrinking the “second economy,” and in reducing the wasted time
consumers spend standing in queues. Public morale would be raised
and labor productivity might thereby benefit.

In the “liberal scenario” there would be reduced pressure for invest-
ment in heavy industry and less stress on a handful of giant projects.
Investment would shift toward light industry and toward projects in
all sectors that could be quickly finished. As a consequence, the output-
increasing effectiveness of investment would be raised, and the ad-
vanced technology embodied in new capital plant and equipment
would have its impact more promptly.

Under the “liberal scenario” GNP would grow more rapidly than
under the “muddling through” scenario. Income per capita and con-
sumption per capita would rise more rapidly because the chan
would promote labor productivity, spur public morale, and shift at-
tention to forms of output pointed toward consumer needs. The out-
come for national defense seems indeterminate; with faster GNP
growth, absolute annual increments for national defense could equal
those in the “muddling through” scenario while still constituting a .
smaller share of GNP. Even if the share of investment in GNP were
lower than under the “muddling through” scenario, a higher rate of
technological progress would raise the yield on investments carried
out.

Still a third logical possibility is what might be called a “conserva-
tive scenario.” This set of policies would involve reversion to even
more centralized controls, stressing sporadic campaigns for top-pri-
ority objectives (“storming”) in the old Stalinist manner, an emphasis
on quantitative targets, and administrative rather than economic cri-
teria for resource allocation.

In a “conservative scenario” the labor force would be concentrated
in giant projects, high priority activities, heavy industry, and na-
tional defense. There would be overstaffing at these points and lack
of attention to the output of consumer goods and services. As a result
one could anticipate an increase in inflationary overhang, lopsidedness,
and the role of the second economy. Output per worker would suffer,
frustration would be high, and the rate of technological progress
would ke held back as initiative was throttled and innovation
discouraged. .

The authorilies in a “conservative scenario” would be likely to
squeeze the consumption share of GNP in favor of investment and
national defense. If GNP grew as rapidly as under the “muddling
through” scenario, an increased share of defense in GNP would gen-
erate larger annual defense increments under the “conservative sce-
nario,” assuming that consumption was squeezed in favor of national
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defense. If output growth slowed, a higher share for defense could
at least generate the same absolute increments as under “muddling
through.” In this ap proach investment would be focused on giant proj-
ects, heavy industry, and long period construction. Technological
progress would probably be even slower than under a “muddling
through” approach.

Interaction among these forces would most likely produce a slower
rate of GNP growth than under the “muddling through” scenario. In-
come per capita and consumption per capita would surely rise more
slowly, reflecting diversion of resources away from these sectors ac-
companied by impaired popular morale and sagging labor produc-
tivity. Slower technological progress would mean a reduced yield on
investment. The mass of unfinished construction would increase and
overall efficiency would deteriorate. Internally, then, the “conserva-
tive scenario” would be more likely to bring the economy to an impasse
than to lead it out of its present difficulties.

V. IMPLICATIONS FOR SOVIET EXTERNAL EconoMic RELATIONS

These speculations have concentrated so far on the domestic economy.
This is because the Soviet regime, like every government, is primarily
concerned with its domestic problems. Retention of power at home has
first claim on the attention of Soviet leaders. Adequate management of
the domestic economy is a key factor in their survival. The Kremlin
also, of course, devotes some attention to external threats, responsi-
bilities toward its allies, and opportunities for gain abroad.**

Soviet domestic economic prosperity depends to some extent upon
the USSR’s economic relations with the outside world. After relatively
little contact in the 1950s and 1960s, the USSR has deliberately opened
itself to increased economic interchange with the outside world, espe-
cially with the developed West. What are the implications of each of
the three scenarios for Soviet external economic relations?

In the “muddling through” scenario, it can be assumed that Soviet
authorities will continue their reluctant recognition of the need for a
substantial inflow of high-technology imports. They will try to obtain
the “fruits of the scientific and technical revolution” without changing
the way the Soviet economy operates. Tn this scenario they will also be
reluctant to make the changes necessary to enhance the exportability
of Soviet goods in the world market. In general, therefore, the
“muddling through” scenario is one in which exports grow slowly,
and imports therefore grow slowly as well.

The cautiousness and rigidity of Soviet domestic policy in the
“muddling through” scenario will be accompanied by continuation of
a similar general foreign policy. The inherited traditional great-power
interest in expanding Soviet influence abroad will lead the Kremlin
to take advantage of opportunities for political gain, wherever mili-
tary strength (even though unexercised) could sway events.

In the “liberal scenario,” the logic of Soviet external economic re-
lations would be perceptibly different. As part of the changes designed
to improve the economy’s performance, Soviet leaders would be more
willing to accept the advantages of reciprocal interdependence between

14 §ee Morton Schwartz, The Foreign Policy of the U.S.8.R. : Domestic Factors (Encino,
Calif. : Dickenson Publ. Co., 1975).
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the USSR and its major trading partners. In opening itself to tech-
nology transfer, the USSR would absorb both software and hardware,
would adopt both new methods and new equipment. In particular, the
authorities would perceive that the international transfer of technol-
ogy occurs through the movement of persons more effectively than
through the movement of publications and products, and recognize
that Soviet restrictions on the movement of persons are “perhaps the
major reason that the Soviets are not members of the international
high-technology club.” 25

Under the “liberal scenario,” Soviet industry would pay more atten-
tion to developing the adaptability and flexibility required to spur
Soviet exports to the world market. Success in stimulating the growth
of Soviet exports would in turn make possible a greater volume of
Soviet imports from the West. Provision of adequate spare-parts sup-
plies, attention to customer services, improved reliability as to delivery
dates and quality specifications—these peripheral but essential as-
pects of successful commercial relations would all be promoted in a
“liberal scenario.”

Under these conditions Soviet leaders would lay stress on competing
with the West through demonstrating their internal success in raising
living standards, solving social problems, and meeting socialist ideals.
Effectiveness along these lines would put competitive pressure on
Western economies to display similar achievements. The USSR would
be seen, not merely as a threatening military power, but also as an
advanced, mature, successful society.

The external aspects of a “conservative scenario” would be very
different. The leaders’ outlook would become more nationalistic and
xenophobic. Soviet publicists, especially spokesmen for the Great Rus-
sians, would protest against the export of natural resources. The
human contacts associated with technology transfer would be reduced.
After the 1980 Olympics, foreign intrusions into the USSR would be
cut back. Dissident views in the USSR would be quelled, patriotism
stressed, and ideological conformity demanded. An outlook of this sort
might be a response to Islamic fervor along the USSR southern fron-
tier or to US-Chinese rapprochement.

The effect of all these tendencies in a “conservative scenario” would
be to bring the volume of Soviet trade with the outside world back
down to a very low level. Even trade with Eastern Europe would
be constrained. The Kremlin would be inclined to tighten up on its
alliances and apply coercion wherever possible. The political atmos-
phere would increase the likelihcod that opportunities for aggran-
dizement would be seized wherever possible. The USSR would project
;tself, not as a successful society, but primarily as a powerful military

orce.
VI. Untrep StaTes CoNCERNS

Since Soviet affairs are shaped mainly by domestic forces, the United
States can have only a very indirect and peripheral influence on their
evolution. We make up only a small part of the environment within
which Soviet policies are set. It is appropriate nevertheless to comment
brieflv on some United States concerns. especiallv in regard to eco-

15 Berliner, op. cit., p. 515.
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nomic relations between the USSR and the non-Communist West.*®

As a matter of settled principle, the United States seeks international
economic relations that will promote the mutual and balanced advan-
tage of all participants. Official US policy is directed toward inter-
national trade as open and free as possible. Official Soviet doctrine
likewise blesses trade for mutual and balanced advantage, so that in
a formal sense, at least, there is common ground between the USSR
and the United States. Practice falls short of theory, but in recent
years mutually acceptable arrangements have expanded markedly.

Under a series of agreements since 1972, the two countries have
worked out a number of science and technology exchanges. These bi-
lateral arrangements are intended to provide benefits for both sides
as they exchange ideas and experience in attempting to deal with com-
mon problems. In many aspects of science, medicine, public health,
urban affairs, pollution control, and meteorology the United States
and the USSR have found that these exchanges improve each side’s
understanding of the other’s practice, while tending also to relax
tensions between the two countries.

The last decade has also seen a massive growth in “technology trans-
fer,” i.e., in Soviet imports from the West of plant, equipment, and -
licenses embodying advanced Western technology. To a lesser extent
the transfer has also involved advisors and intangible know-how, as
Soviet specialists have spent time in the U.S. or as U.S. specialists
have spent time in the USSR. The United States has been deeply con-
cerned to minimize the transfer of technology directly related to mod-
ern weapons systems, and some U.S. observers have grave doubts about
all industrial technology transfer. :

Nations with an industrial head start have long been reluctant to .
see their neighbors catch up, ever since the 1600s, when the Low Coun-
tries sought to prevent British acquisition of new methods in textiles
manufacture and other fields. It has, however, proved impossible to
prevent the diffusion of modern technology ; at most it can be slowed
down. In most fields at present, the USSR has alternative sources of
supply if the United States is reluctant to make high technology prod-
ucts and processes available. Moreover under mutually satisfactory
terms of trade technology transfer can serve as a positive means of
improving understanding on both sides of the exchange.

Technology transfer is most effective when the importing society
adapts the new technology to its own unique setting. In carrying out
the transfer, both the seller and the buyer improve their understand-
ing of the society.and economy taking in the innovation. This means
specifically that, for example, U.S. firms associated with the instal-
lation of Western equipment at the Kama River truck works have a
joint opportunity with Soviet industrial managers to uncover optimal
ways of making the imports effective. Company officials involved in
starting up the automative feed lots for Soviet livestock are similarly
in a position to throw new light on raising effectiveness in Soviet
agriculture,

The purchaser and the seller of high technology have a joint interest

18 For a thoughtful analysis of interaction between U.S. policles and Soviet interpreta-
tion of these policles, see Morton Schwartz. Soviet Perceptions of the United States
(Berkeley : Univ. of Calif. Press.. 1978).
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in making the technology effective in its new setting. Full effectiveness
will cut costs and raise the revenue out of which the purchase can be
financed. Fully satisfactory performance increases the likelihood of
further sales. Successful adaptation of the technoiogy in a setting that
is different from that of other economies enlarges the seller’s under-
standing of the product’s properties and potential. Thus the gains from
technology transfer are by no means limited to the buyer’s side.

But successful technology transfer requires adequate information
about the receiver’s situation, and here the USSR has proved a reluc-
tant cooperator. Western scientists, engineers, technology specialists,
and business officials have had great difficulty in obtaining the infor-
mation needed to make technology transfer fully effective. Relevant
statistics are typically withheld. Access to plant facilities is often
denied. Direct contact with operating personnel may be difficult to
arrange. Soviet lack of openness in these respects subtracts markedly
from the potential effectiveness of technology transfer.

Even the broad economic information normally made available in
all developed economies is restricted jn the USSR. Standard statistical
information is withheld, not merely from foreigners, but from the
Soviet public as well. This traditional secrecy lowers the effectiveness
with which domestic economic decisions are made, since on any specific
matter only a handful of people are well-informed. An advanced econ-
omy needs accurate widely-available economic information, and Soviet
authorities hamstring their own efforts through continuing their
secretiveness. '

Recently several categories of economic information have been cut
back, and this shrinkage in data is a step backward in Soviet external
economic relations. The annual foreign trade handhook now provides
significantly less detail than before on exports and imports of several
commodity groups. The statistical handbooks for Soviet Republics
have cut back on information concerning the population, labor force,
and industry in their regions. Suppressing this information harms
economic cooperation with the outside world. '

Mutually advantageous economic relations between the USSR and
its major Western trading partners would be greatly facilitated by «
substantial increase in the availability of Soviet economic informa-
‘tion. Western sellers will be in a far better position to fit their offer-
ings into the Soviet economic setting in an optimal way. This is
obviously a critical point when the high technology import is to be
paid for through the proceeds generated by Soviet exports. Both
parties are concerned to assure the quality and reliability of Soviet
exports to the world market. Even without such a direct link, efficient
performance of any product or process coming into the USSR through
technology transfer improves the ability of the Soviet economy to be
a steady and attractive trading partner. In the broadest terms, it can
be argued that an ample flow of economic information about all aspects
of the Soviet civilian economy would reassure the outside world about
Soviet purposes. If secretiveness breeds fear and suspicion. openness
can help to dispell them. Thus in selecting its economic policies, the
USSR would do well to recognize the potential gains that openness
could bring. Data restrictions is a retrogressive step ; its reversal could
be a welcome signal that the USSR is not opting for the conservative
scenario.
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I. OVERVIEW

Guns, butter, and growth are the official policy goals in the eco-
nomic sphere as the Brezhnev era winds down. In one form or another
these goals have been pursued since the advent of the command econ- :
omy under Stalin 50 years ago. But at various times, one or the other
has predominated, usually defense, followed by growth, and only then
butter. Pursuit of all these goals simultaneously n the present political
environment has exacerbated the problem of resource allocation, which
together with planning for transfer of power when Brezhnev leaves
the scene, is perhaps the most crucial problem facing the Kremlin
leadership other than war or peace itself.

Decisions on economic priorities are taken by a handful of men in
the Kremlin who are also responsible for such varied tasks as: the
preservation of the Party’s supremacy in the Soviet system of rule;
national security abroad and interral order at home; and the develop-
ment of what has at times been called “the new Soviet man,” i.e., the
educational attainment and cultural outlook of the entire citizenry.

As a result, economic decision-making is inextricably intermixed
with all other aspects of the Soviet political process at the macro- and .
cften at the micro-level.

A permanently operating factor, to use a favorite phase of Stalin’s,
is the fact that the Kremlin takes these decisions in what it perceives
as a hostile world environment. It is one of history’s ironies that a
regime which acts as if it invented the “peace and friendship” theme
and incessantly proclaims that it constitutes the wave of the future,
often acts as if it were being victimized by a capitalist encirclement

_determined to negate The Bolskevik Revolution. And persists in this
despite—or is it perhaps because of—the creation of a “Cordon Soviet-
icus” in Eastern Europe and the coming to power of socialism in the
world’s most populous nation, China. Or, as Brezhnev put it in 1978
" following his Siberian whistlestop tour, the Soviet Union has enemies
to the East as well as to the West.! Indeed, there is reason to believe

1 Pravda, Apr. 8, 1978,
(38)
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that the Kremlin views the Chinese People’s Republic, not the U.S.,
as “Enemy No. 1.” . .

Similar insecurities are manifest at times in Soviet demestic policies.
Despite six decades of rule, the communist authorities act as if they
believe if they “loosened the bonds” on the population, to borrow an
old pre-revolutionary phrase, anarchy would inevitably ensue. In this
context, the thought of private groups overseeing the 1mplementation
of solemn commitments of the government, like the: Helsinki Monitor-
ing Groups, is seen as sheer effrontery and at times as anti-Soviet.?

National security needs as perceived on the domestic front dictate
the maintenance of a vast police apparatus—the KGB/MVD. To-

" gether with the demands of the military establishment, therefore, in-
ternal security requirements place severe constraints on the leader-
ship’s freedom of choice in allocating resources. )

At the other end of the spectrum—and in the recent past it was
truly a distant end—stand the Soviet consumers as claimants. Through-
out much of Soviet history they were the proverbial residual claimants.
In the 1930’, to cite an extreme example, wheat was exported to pay
for imports of technology and machinery while huge numbers of
people literally starved to death. .

But with the passing of Stalin and recovery from the devastation
of World War II, standards of living have risen. The Soviet Union
1s now undergoing a modest second revolution, that of rising consumer
expectations. Ideological exhortation has proven increasingly ineffec-
tive in motivating the labor force, material stimuli—the availability
of consumer goods, for example—have become more of a determinant
in raising labor productivity. .

It is also possible that standards of living could decline because of
such “objective” developments as a major upsurge in the arms race
or a decline in energy supplies. The Kremlin, however, has become
most conscious of the need to keep the shelves and larders full if
national goals are to be attained. The 1970 and 1976 Polish workers
riots gave added impetus to Soviet desires to give sustenance to the
Brezhnev era slogan: “Everything for the benefit of man.” But con- -
sumer expectations in a sense are insatiable.

The decisions to advance/defend Soviet interests abroad without
risking too much, while balancing off widely disparate demands at
home, come from a leadership whose vitality is being eroded by
actuarial realities. Members of the Party Politburo average 15 years
in office. The ranking members first attained national status under
Stalin, who died more than a quarter of a century ago. They are all
over 70 years of age. :

President Brezhnev and his colleagues can justifiably point with
pride to the fact that the Soviet Union has been at peace longer, and
the lot of its citizenry is easier, than at any time in its history. But
while they take satisfaction in these real attainments, one suspects
they do not view the present, much Jess the future, with equanimity.

To the extent that it is possible to generalize about the often con-
tradictory policies of the Kremlin leadership, one is tempted to spec-
ulate that the leadership is primarily concerned with passing on to its
successors a mighty nation at peace. In this sense, pursuit of a more

t; This outlook was manifested by the 1978 trials of Ginsberg, Orlov, Shchgranskly, and
others.
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closely integrated Warsaw Pact and Council for Mutual Economic
Assistance (CEMA ), Peace and Friendship Treaties with Third World
countries, and perhaps especially SALT and MBFR can be viewed as
attempts to codify gains already won. To be sure, pursuit of targets of
oppi)rtunity confinues and at times threatens attainment of other
goals.

II. HistoricAL. BACKGROUND

To understand the Soviet present, much less indulge in futurology,
one must study the history of the USSR. For Soviet history is alive;
it is constantly being rewritten to prove that black is white or vice
versa, or in any event that red—current policies—are-always right. -

In the Soviet context, economics is politics-and, to a large measure,
politics is economics. This is in part because of the Marxist-Leninist
1deology enshrined in official dogma which has as its base the philoso-
phy of economic determinism. In gart it is also due to the fact that
when the Soviet State was founded, the economy was in shambles as
a result of the depredations of World War L. Lenin and his colleagues
socialized scarcity, not plentitude, and the Kremlin has been playing
catchup ever since.

If the domestic scene was a mess at the beginning, the international
setting was worse. The war raged on. Germany invaded the Ukraine,
the Allies were in the far North, the South, and the Far East. Civil
war broke out. And three years passed before a modicum of order was
restored. Strenuous efforts were then made to temper relations with
immediate neighbors, and at home .a limited free enterprise system
was encouraged.

By the end of the twenties, with Lenin dead and war commissar
Trotsky in exile, Stalin and his then allies proceeded to lay the basis
of the present economic system. The most prominent features were
centralized planning; industrialization at a forced pace which empha-
sized quantity, not quality; and an agriculture regimented under the

ise of collectivization. :
® Some 6 million souls are estimated to have perished as a result of
the famines caused by. collectivization;® and additional 15 million
are estimated to have died in purges which caught up not just so-
called well-to-do peasants but also many of the Revolution’s “finest,”
who fell under suspicion of the OGPU/NKVD.* Millions were up-
rooted and sent to the camps memoralized by Solzhenitsyn. A Gulag
shroud covered the country.

Despite the cost in human suffering, the resultant social order did
provide Stalin and his ever-changing palace guard with the capa-
hility to force the pace of industrialization and to build up the armed
forces. The purges, however, almost destroyed the Red Army officer
corps on the senseless charge of collaboration with fascist Germany.
Just enough survived to organize a resistance to Hitler after the
initial routings of World War II. Four years later, the Allies tri-
umphed. But for the Soviet Union, the cost was 20 million killed
and untold billions of rubles worth of capital destroyed. The land
lay in ruins. :

2 :)Psa;na Dalrymple, “Soviet Famine of 1932-34,” Soviet Studles (January 1864), pp.
5 L .
¢ Robert Conguest, The Great Terror (London, 1968), p. 533.
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The victorious but war-weary nation turned to peace with high
expectations, only to be disappointed again by the now near-paranoid
Stalin. Freed Soviet prisoners of war were sent off as traitors to the
burgeoning archipelago. The “Zhdanovshchina,” harsh discipline ac-
companied by renewed terror, was imposed, and the anti-cosmopolite
(read Jewish) campaign unleased.

Abroad, the destruction of World War.II alliance was symbolized
bﬁr the siege of Berlin and the Berlin airlift. The cold war replaced
the hot.

Stalin died in 1953 and 7A¢ Thaw began.® While the temperature
has fluctuated since then, the Soviet Union has moved away from the
iconoclastic, autarkic world ruled by Stalin through gross applica-
tions of terror. ,

Highlights of the Khrushchev era would include promulgation of
the doctrine of “many roads to socialism,” revelation of Stalin’s
crimes, and recognition of the need to raise living standards, so-called
goulash communism. Also included of course, would be the crushing
of the Hungarian Revolution and the Cuban missile crisis, followed
by the 3-E Test Ban Agreement.

The record of the Brezhnev years in foreign affairs would have to
begin with the violation of Czechoslovakia’s experiment of “socialism
with a human face.” Stress would have to be placed, however, on the
detente process, first with the Quadripartite on Berlin, and then
summitry as we know it today. Also included in any assessment would
be Angola, Ethiopia, and some would say, Afghan if not Iranian
adventurism.

On the domestic front, since the end of World War II, the economy
has grown impressively. Industrial output has risen from 30 percent
of that of the US in 1950, according to inflated Soviet statistics, to
80-odd percent at present.® It grew so impressively that several years
ago Western specialists were speculating when—not if—it was going
to catch up and surpass that of the US. Khrushchev went so far as to
predict in 1959, upon launching the first but now forgotten 7-year plan,
that 1980 would see the Soviet Union overtake the U.S.”

In recent years, however, sharply declining rates of growth, coupled
with periodic harvest shortfalls, have focused attention on Soviet
economic weaknesses. Industrial labor productivity, again according
to Soviet sources, still amounts to only 55 percent of that of the U.S.,
and agricultural labor productivity to only 20-25 percent.® Energy
supplies are becoming increasingly costly in time and resources to ex-
ploit. Increments to the labor force, a traditional source of overall
economic growth, are falling markedly. And now distinguished West-
ern economists are predicting crises in the 1980s when all these factors
could come to a head.

There are times, however, when both the optimists and the pessimists:
overstate the evidence. At the macroeconomic level, it is true that the
boom days of 6+ percent annual growth of the fifties have gone for-

5The Soviet novel, The Thaw, by Ilya Ehrenburg, is viewed by many as symbolizing
the reawakening of Soviet political life after the death of Stalin.

% Narodnoye Khozyaystvo SSR za 60 let (Moscow, 1877), p. 95.

7 Vreocherednoy XXI S’ezd Kommunistichiskiy partly sovetskogo soyuza. Stenografichesky
otchet (Moscow, 1959), vol. 1, 12-120.

3 Narodnoye Khozyaystvo SSSR za 60 let (Moscow, 1977), p. 96.
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ever, that roughly half that rate seems in prospect for the coming
decade. Yet, 3—4 percent is considered by many nations to be quite re-
spectable. At the micro-level, the US is still producing almost 9 mil-
lion automobiles a year—but may be about to spend an hour waiting
to buy gas. The Soviets still must wait a year or more to buy a car,
and the automotive infrastructure is in its infancy. But more cars are
being produced than ever before and more are planned. But, who is to
say that private vehicles are the best solution to transportation

problems?
III. Tre CURRENT INTERNATIONAL SCENE

The view from the crenellated Kremlin walls must be worrisome.
Gains to the South, Afghanistan and Ethiopia most recently, are at
least partially offset by the normalization of relations between Peking,
Tokyo, and Washington. And progress on major arms and control
measures, especially SALT and MFBR, has been painfully slow.

Have Brezhnev and Company materially advanced Soviet interests
commensurate with the growth of Soviet military might? The answer
has to be mixed. Has the Soviet Union become so powerful that no
problem of any significance anywhere in the world can be solved with-
out taking into account Soviet interests, as Gromyko proudly pro-
claimed at the 24th Party Congress.® Hardly, as the Egyptian-Israeli
peace treaty, the Sino-Vietnamese war, and a host of other develop-
ments testify.

The world has proven far more complex than Karl Marx foresaw in
the 19th century. Superpower status enables a nation to flex its muscles
in new ways, but it also can lead to its becoming muscle bound in
others. But Moscow knows that its new prestige stems largely from its
military strength. In economic terms, it recognizes that while the
USSR is somewhat more populous than the US, when allies are added
the West has twice as many people (see table 1).

TABLE 1.—COMPARATIVE ECONOMIC STRENGTH, 1977

. United .

United States U.S.S.R.

Category States U.S.S.R. and allies and allies
Population (in millions) 217 289 759 379
GNP (in billions)..._ $1, 887 $932 $4, 907 $1,292
Per capita GNP_ ... ... $8,704 $3, 600 $6, 348 1,164
2,209 1,150 4,721 1,540

Electric power (in biilion kilowatt-hours). . ___________.

Source: U.S. Department of State, Special Report No. 49, *‘Indications of Comparative East-West Economic Strength’”
(December 1978).

The US GNP is twice that of the USSR, and together with their
respective allies, the West’s lead is almost 4 times larger. Measured in
per capita GNP, the differences are even greater: the US leads by 2.4
times, and with allies, almost 5.5 times.

Relations with the US have not fulfilled the heady Soviet expecta-
tions of 1972. The mix between cooperation and confrontation has
varied considerably.’® Slow, painstaking progress in arms control

? Pravda, April 4, 1971,
10 For an expanded treatment of the subject, see Colette Shulman, rapporteur, ‘“A Sym-

posium on United States-U.S.S.R.: Confrontation or Cooperation,” Yale Seven Springs
Center (November 1978), passim. See also, Senate Committee on Foreign Relations,
Perceptions : Relations Between the United States and the Soviet Union (USGPO, 1978).
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negotiations has been paralleled by sharp exchanges on human rights.
Agricultural trade has been at high levels but industrial trade remains
below possibilities, according to Moscow, because of artifical US
barriers (read the Jackson-Vanik and Stevenson amendments). For
their part, the Soviets have opened the tap somewhat on Jewish im-
migration: in 1978 over 30,000 were allowed to leave, and the flow
during the three months of 1979 suggests as many as 50,000 could leave
this year.

Tﬁ’e overreaching problem remains SALT. In his January 10, 1979
exchange with Senator Baker and others, Brezhnev said :

The earliest conclusion of a new SALT would be a big step (toward mutually
advantegous development of relations in the most diverse fields). The agreement,
being of importance by itself, would also seriously improve prospects for other
talks on&iisarmament and would promote a leveling up of Soviet-US relations as
a whole.

A clearer statement of positive linkage is hard to find. )

But few weeks earlier, in his interview with 7éme magazine,
Brezhnev denied linkage while defining “détente.” “Détente,” he said,
“means a willingness to resolve differences not by force or threats but
by peaceful means at the negotiating table.” 2 He went on to claim a -
legitimate interest in supporting so-called national liberation move-
ments in the Third World ; that is, negative linkage in effect is outside
the concept of détente.

A Congressional delegation led by Senators Ribicoff and Bellmon
attempted to clarify the discrepancy and ran into a buzz saw, even
though the Soviets clearly were giving them a red-carpet treatment.’®
The misperceptions on the Soviet side, according to the Senators,
included statements—such as Politburo member and Leningrad Party
boss Romanov’s—that President Carter could compel members of the
Senate to vote for SALT by threatening to withhold money from their
future campaigns. '

It is clear, however, that the Soviet leadership wants to conclude
SALT and other arms limitation and reduction measures. It believes
these measures are in the Soviet national interest, in part because they
would ease the burden of armaments and, in part, be an earnest desire
to ease bilateral tensions. To what extent the leadership will modify
its behavior to achieve these ends remains to be seen.

In the background during the long SALT negotiations is China.
Soviet sensitivities have risen geometrically as Peking has moved out
into the world to play its “China card.” Perhaps the biggest Soviet
foreign policy failure has been Moscow’s inability to bring China back
into the communist fold as defined by Moscow. Instead, China moved
first toward Japan and concluded a Peace and Friendship Treaty con-
taining an anti-hegemony clause which Moscow had fought to have
deleted. Then came normalization of relations with the US. The Sino-
Vietnam border war probably. did not lessen Soviet fear that a Sino-
Japanese-US consortium is in the making, one that will be anti-Soviet
and, inter alia, tilt the latter countries’ investment and technology
away from Siberia.

1 Moscow Tass in English, Jan. 10, 1979.
1 Time. Jan. 22, 1979. .

13 For a frank account of the visit, see Robert Kaiser, Washington Post, Dec. 31, 1978.
Other recent visitors to Moscow have encountered similar abrasiveness, even at scholarly

institutes, such as IMEMO, whenever neuralgic points like the Middle East and China were
brought up.
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On the other side of the geo-political scales, Moscow has been pur-
suing what some consider expansionist policies along its southern
periphery and in Africa, and probably benefits from Vietnam’s con-
quest of Kampuchea. Soviet naval combatants have visited Cam Ranh
Bay. Similarly, the Cubans are building a submarine base at Cien-
fuegos which the Soviets may end up using. Thus, though some of
Moscow’s victories may contain the seeds of its future defeats, as in
Egypt, the USSR is now better positioned to influence developments,
say in southern Africa, either directly or through its Cuban surrogates,
than ever before in history.

From Moscow’s perspective, its European front has been relatively
uiet. The Conference on Security and Cooperation in Kurope
CSCE), a Soviet initiative, proved somewhat embarrassing over

human rights (Basket IIT) during the Belgrade meeting—but evi-
dently was successful enough for Moscow to agree to a further meet-
ing in Madrid in 1980. Gains were registered on the security side,
such as notification of maneuvers involving 25,000-plus personnel, and
the Soviet Union can be expected to push hard to add other military
related matters to the agenda in Madrid. On the economic front, trade
and credits apear to be moving satisfactorily but Soviet cutbacks in
energy supplies are worrisome. ) :

This has been especially true in Eastern Europe, where Moscow
seems determined to force its clients onto the world oil market. Con-
sumer unrest, especially in Poland where the election of a Polish Pope
generated new expectations for at least religious freedoms, is on the
rise. And Moscow is faced with the dilemma of where to ship oil and
natural gas, for if it does cut back in Eastern Europe to earn hard
currency in Western Europe, it runs the risk of generating serious
labor disorders with political overtones. Romania, too, has its labor
problems, and Ceausescu has publicly criticized Soviet attempts to
strengthen the Warsaw Pact vis-a-vis China and to raise defense
expenditures to counter NATO guidelines calling for an increase of
3 percent in each member’s military budget.

IV. Porrticar. DyNAMICS

One of the most remarkable features of the Brezhnev era has been the
regime’s ability to mask the dynamic nature of the Soviet political
process to the extent.that Western commentators tend to avoid the
subject altogether or persist in applying simplistic “hawk-dove” cri-
teria to every development.

One reason is the absence of a charismatic leader like Khrushcheyv,
whose penchant for innovation, hare-brained schemes as they were sub-
sequently called, kept him constantly in the headlines. The very stolid-
ity of his successors; a trait which endears them to the vast army of
bureaucrats who actually run things, has obscured the continuing
vitality of the Soviet political process: -

Another reason, of course, is the continuing monopoly of control
over all public media. To be sure, samizdat (unofficial, and risky self-
publishing) and the govorya (“they say”) network help fill some of
the crevices but few of the chasms. What other nation, for example.
could unceremoniously dump its President, in this case Podgorny



45

in 1977, without providing any explanation whatsoever to its
citizenry ? 14

The Communist Party of the Soviet Union (CPSU) continues to
"dominate political life. General Secretary Leonmid I. Brezhnev chairs
the weekly meetings to the policy-setting Politburo (see chart I) '
and, since 1977, formally chairs the Presidium of the Supreme Soviet
(see chart IT), hence his title of “President.*®

The 22-man Politburo currently has 13 voting numbers, 3 of whom
are non-residents of Moscow; and 9 non-voting members, 4 of whom
are non-residents. In addition to the 4 voting and 1 non-voting mem-
bers of the Politburo who comprise the ranking members of the Cen-
tral Committee Secretariat, there are 6 other party secretaries, all of
whom work in Moscow.

These 28 men—only one woman, Ekaterina Furtseva, ever attained
membership in these organs—in effect rule the USSR. In addition to
General Secretary and President Brezhnev, they include his de facto
“second” secretary, Kirilenko, Premier Kosygin, and his now sole First
Deputy, Tikhonov; ideological overseer Suslov; and Ministers of
Foreign Affairs Gromyko, of Defense Ustinov, and of Culture
Demichev.

Since the 25th CPSU Congress in 1976, there have been 9 changes
in this elite group. In addition to the Podgorny ouster, they include:

Full Polituro member and Party Secretary for Agriculture
Kulakov, the second youngest voting member, who died at age 60.

~ Full Politburo member and First Deputy Premier Mazurov, -

who resigned for reasons that are still obscure but may include
poor health,

Candidate Politburo member Chernenko, 67, who was promoted
to full member, setting off speculation that he was on track to
succeed his patron, Brezhnev.

Long-time Gromyko deputy Kuznetsov, 78, who was made a can-
didate Politburo member after becoming Brezhnev’s Vice-Presi-
dent (for protocol) ;

Georgian Party First Secretary Shevarnadze, 51, who was made
a candidate Politburo members, as was Tikhonov, 73, who became
Kosygin’s First Deputy. :

Among the Party Secretaries, Gorbachev replaced Kulakov, and
Ryabov was named a first deputy chairman of GOSPLAN, the State
planning agency.

Although almost one-third of the composition of the Politburo and
Secretariat has changed in the last three years, attention has focused
on the fact that renewal has not meant rejuvenation. Since the 25th
Congress, the average age of full Politbure members has crept up to
69; all the ranking leaders are 70-plus. Brezhnev is 73, Kosygin is 75,
and Suslov is 76 (see table 2). Expressed differently, Brezhnev and

1 The Western press noted him sitting among the run-of-the mill delegates at a sub-
sequent Supreme Soviet session, but not his faflure this year to be elected to the body
he once headed. His current circumstances are as obscure as those of surviving members
of the 1957 so-called anti-Party group of Foreign Minister Molotov, Premier Malenkov.
and economic tsar Kaganovich.,

15 The author is indebted to his colleague, Steven Coffey, for preparation of charts I

nd II.

18 According to the 1977 Soviet Constitution, the President also selects the membership
of ang chx&irﬁs the Defense Council, the highest ranking organization dealing with military-
security affairs.
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Kosygin became members of Stalin’s enlarged Presidium (now Polit-
buro) in 1952; Suslov was named a Party Secretary in 1947; and both
Ustinov and Kosygin became ministers of the U.S.S.R. in 1939. The
age situation is only somewhat better in the Central Committee where
“only” 57 percent are over 60, compared with 75 percent in the Coun-
cil of Ministers and 80 percent in the Politburo.

TABLE 2.—AGE GROUP COMPOSITION OF THE SOVIET ELITE, 1978

[In percent]

) Council of Party Centra

Age group Politburo Ministers Committee

Loss than 45 1.4
4510 49__ R 4.7 1.5
50 to 54__ 4.5 - 9.4 17.6
55t0 59._ 9.0 10.8 16.4
60 to 64__ 18.0 19.6 23.7
€5-pIUS -« oo oo 68.5 55.5 33.3
Total members. . ..o ieaee 22 128 414

Note: Based on calculations by Robert Blackwell and William Duncan. It should be noted that these represent double
and triple counting, .g., all members of the Politburo and Council of Ministers are also members and candidate members
of the Party Central Committee; and Kosygin and several others are members of both the Politburo and Council of Minis-
ters in addition to the Central Committee. .

The fact that the leadership has not brought young blood into its
ranks, and has kept its younger members, such as Ukrainian Party
. boss Shcherbitskiv, 61, and his Leningrad counterpart, Romanov, 56,
in their provincial posts rather than bring them to Moscow to gain
experience at the national level, has generated speculation that the
Party elders plan to hold on to power as long as possible.

V. EconoMic OrGaNIZATION AND OPERATIONS

The basic structure and style of the Soviet economy have not
changed appreciably since last examined in 1976.}7 It remains es-
sentially a command economy administered by a vast bureaucracy
under tight centralized controls. Heavy-defense industries dominate;
the consumer sector still appears to be a residual claimant to re-
sources; and agriculture remains an unreliable but increasingly im-
portant sector.

The rate of economic growth continues to decline but still remains
at a respectable level by Western standards. The need to improve
output quality has increased the demand for introduction of new tech-
nology, much of which is to be imported, especially since the labor
force is approaching a zero growth rate.’® And the Soviet Union, one
of the world’s largest producers of oil, coal, and natural gas, is be-
ginning to experience an energy shortage which could retard future
development.

The organizational structure and modus operandi are basically
those inherited from Stalin. The Communist Party Politburo sets
policy and oversees its execution by the Council of Ministers (see

17 “The Soviet Economy in a New Perspective”, pp. 3-16.
18 See below, Feshbach, “Prospects for Massive Outmigration From Central Asia During
the Next Decade.”



47

chart IT) through a network of several hundred thousand professional
Party officials known as the apparat (“apparatus”). In U.S. manage-
ment terminology, there is a redundancy of controls. The basic phi-
losophy is “democratic centralism,” in which the most important rule
is the subordination of lower organs to higher ones.

Brezhnev usually chairs the weekly sessions of the Politburo where
spokesmen for various groups thrash out large and small issues. Dur-
ing his not-infrequent absences in recent years, Brezhnev’s long-time
associate Kirilenko usually has taken over. The Central Committee
Secretariat provides the chair with both substantive and administra-
tive staff support. It is the Politburo that lays down the guidelines
for the annual and five-year plans which are then expanded upon in
extenso by the government planning organization, GOSPLAN.®

The Politburo reviews the drafts and recommends their acceptance
“in the main” to the Central Committee, or CPSU Congress '** in the
case of five-year plans, which, in turn, approves them. They are then
formally promulgated by the USSR Supreme Soviet or government
“legislative” arm, thereby giving them the force of law.

Decisions in these organizations are believed to be reached on the
basis of a concensus.What few votes are published are below the Polit-
buro levels and with only one exception—Old Bolshevik Molotov’s re-
fusal to vote for his own expulsion in 1957—all have been reported as
unanimous. There is presumptive evidence, however, that serious dif-
ferences do surface in Politburo and perhaps other deliberations.?®

For example, the excision of Kirilenko’s picture in the May Day,
1979 leadership lineup in one Moscow newspaper suggests personal
as well as policy rivalries. And the dumping of President Podgorny
noted above, without giving him even a modicum of honorifics suggests
considerable pique, perhaps at his failure to yield his post voluntarily
to Brezhnev. ‘

Politburo decisions are usually promulgated in the name of the
Central Committee, to which the Politburo is formally subordinated.
The reverse is really the case. Membership in the Central Committee
is formally bestowed by Party Congresses, whose members are selected
on the basis of a series of indirect elections in which the rank-and-file
participate only at the first stage. Actually, membership in the Cen-
tral Committee appears to go with the full-time position an individual
holds. Jobs of this importance are on the nomemklatura or patronage
list administered by the Politburo through its Secretariat staff. The
leadership is thus a self-perpetuating oligarchy from which one de-
parts by reason of age, ill health, or death, or in political disgrace.

If the Politburo is the national command center, then the Party
apparatus headed by the Secretariat is the central nervous system.
Also chaired by Brezhnev, it too meets weekly to check on the execu-

1 As Brezhnev indicated in his speech to the 1978 November Plenum of the Central
Committee (Pravda Nov. 28), there is considerable dissatisfaction with the performance
of GOSPLAN. The assignment of Ryabov, the Party Secretary responsible for overseeing
defense production, as a First Deputv Chairman of GOSPLAN, may reflect an attempt to
apply Party-defense expertise to GOSPLAN.

192 See fold-in at end of naper.

® These were, for example, notable differences in the leaderships 1979 “election”
speeches : e.g., Brezhnev, Kosygin, Gromyko, and Andropov stressed the possibility of
improving relations with the West, especially the United States; but Suslov, Ustinov,
Romanov, and Ryabov were more restrained and failed to mention SALT, expansion of
trade, etc., with the West.
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tion of decisions and to draft reports for the Politburo, using its in-
ternal staff of several thousand Party officials. The Secretariat is
organized as a functional duplicate of Soviet society ; there are depart-
ments responsible for monitoring industry, agriculture, propaganda,
education, and the armed forces and police. It is the channel through
which decisions are passed through the Party system for execution
and verification in every administrative-territorial division down to
the basic Party organization formed in every institution, plant, or
farm where there are at least three Party members, Each echelon in
this system has its own smaller version of the Secretariat which con-
trols and monitors activities within its own jurisdiction. )

Though the Party formulates policy and oversees its execution, it
directly administers little aside from propaganda agencies. The gov-
ernment furnishes the muscle that gets things done. Head of Govern-
ment Kosygin chairs the 128-man USSR Council of Ministers *** which
administers the entire economy. It determines the output of all major
commodities, investment, military production, consumer goods, for-
eign trade, housing construction, prices and wages, etc. In effect, it
owns and operates the productive plant and trade organizations and
also is the sole stockholder in all financial institutions.

The government functions at present in a highly centralized fashion,
a reversal of Khrushchev’s short-lived experiment with limited local
control. There are ministries at the all-union, union republic and re-
public levels. The all-union ministries are located in Moscow and
directly supervise production facilities throughout the country; ex-
amples are the defense and aviation industries. Union-republic min-
istries have a central headquarters in Moscow and subordinate
ministries in the republics; the central ministry directly controls ma-
jor enterprises under its jurisdiction, whereas the subordinate minis-
tries administer the remainder. Typical union-republic ministries are
agriculture and light industry. Republic ministries usually handle
industries of purely local significance. There are also three major
supra-ministerial agencies. They are:

The State Planning Commission (GOSPLAN), which is supposed
to be able to identify the needs of the economy and mobilize the
resources necessary to meet those needs;

The State Committee for Material-Technical Supply (GOSSNAB),
which theoretically is able to ensure the availability of all requisite
materials but more often than not is barely able to keep abreast of
demand ; and

The State Committee for Science and Technology (GOSTEK-
HINKA), which is charged with developing and encouraging the
adoption of new approaches by production agencies. It is the agency
behind mueh of the drive to computerize the Soviet economy, to de-
velop new management techniques, and to raise capital and labor
productivity.

Much has been said in the Soviet Union and in the West about the
need for reform of the economic organization and operations to pro-
vide stimuli/incentives and to raise factor productivity to revitalize
growth rates. Reform rhetoric, however, has remained just that.®

202 See fold-in at end of paper.
21 For an expert description of the ceaseless search for econom}g' panaceas, see below,
Gertrude E. Schroeder, “Soviet Economy on a Treadmill of ‘Reforms’.
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The Brezhnev leadership has continued the proclivity of its pred-
ecessors to tinker with the system of management. In 1965 it adopted
a so-called economic reform which was mistakenly labelled in some
Western publications as ‘“creeping capitalism” because one of the
success criteria was profit. Unfortunately, since the centrally set pric-
ing system chronically lags far behind actual costs, managers began
to produce what was profitable for their enterprise and slighted
assortment. This led to disproportions on a scale comparable to that
which existed when weight and value were the prime determinants.

Administrative reorganizations have been a favorite mechanism.
In 1973 self-financing “production associations” were introduced in
place of numerous budget funded enterprises in industry and con-
struction (in Western parlance, these “associations” resemble medium-
sized vertical and horizontal trusts). Initial conversions accomplished
the aims of the changeover, largely because the units initially selected
were the most efficient. More marginal gains have been registered as
less well endowed units have been converted. The 25th Party Con-
gress, nevertheless, decreed the extension of this form of management
to agriculture—but little has apparently been done in this area.

The Congress also endorsed the creation of Manhattan Project-
scale organizations for undertakings involving long time periods and
many agencies, such as the Baykal-Amur Main Railroad (BAM). In
this context, it has been rumored recently that a number of super-
ministries are to be formed. On the other hand, ranking officials, in-*
cluding Politburo member Romanov, have urged the creation of
“complex” plans for territorial divisions, like Romanov’s Leningrad- -
dominated Northwest Economic Region, which would encompass all
economic activity in the area regardless of subordination. This ap-
proach bears a superficial resemblance to Khrushchev’s sovnarkhozy
(regional economic councils) and represents the latest attempt.to
balance off local versus central interests. At this writing, its fate is
by no means certain.

VI. Proerosis

The foregoing leads to the conclusion that barring national catas-
trophe continuity, not change, is likely to predominate in Kremlin
policy over the neat term.

Soviet foreign policy, whether it is primarily reactive, opportun-
istic, or expansionist, is likely to remain cautious. Deliberate provoca-
tions to either the East or the West will be few because of the new rela-
tionships between them. Miscalculations, however, can and perhaps will
produce confrontations of sorts. But the Soviet leaders are not likely
to be adventuristic. Once having committed themselves, however, they
will be most reluctant to back off.

At home, movement toward some form of market socialism or
genuine reform to revitalize economic growth appears unlikely. Calls
for extensive improvement of planning and management are likely to
generate only additional bureaucratic restructurings. Meanwhile, the
downward trend in economic growth rates will continue, and it is pos-
sible that the search for solutions will get caught up in succession
politiking.

The seeming absence of any heir apparents-to either Brezhnev or
Kosygin, other than their stand-ins, both 73, further suggests that
when they depart the scene, no generational turnover will occur. If

—_
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indeed their deputies or other elders do succeed to the top positions,
odds are that these successors are not likely to meaningfully alter ex-
tant policies which they helped form and now administer under Brezh-
nev’s aegis.

One can never exclude from consideration, however the possibility
that whoever succeeds might turn out to be far more dynamic once
he has the gavel in his hand. Certainly Khrushchev was not a Stalin,
nor Brezhnev a Khrushchev. But 15 years have passed since Brezhnev
took over and perhaps as a result of his penchant for consensus-style
decision-making, there does seem to be a basic agreement on systemic
questions among the elite generally. Actuarial realities also suggest
that the tenure of the successors will be short and that another succes-
sion will take place by the mid-eighties.

In the meantime, guns, butter, and growth will remain the declared
policy. The practical impossibility of attaining all these simultane-
ously will continue to make economic decision-making, especially the
allocation of resources, among the most important—and contentious—
features of Soviet politics.
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Large changes in the world economy invite speculation as to whether
the U.S.S.R. may play a more active part in international economic
relations in the future than it did in “the Bretton Woods world.” While
there has been an increase in Soviet foreign economic activities (trade,
industrial cooperation, borrowing, shipping) it has not been matched
by great Soviet interest in multilateral cooperative arrangements. The
essay suggests some reasons why this may be so and analyzes a series
of issues to see what kinds of factors might influence future Soviet
action in these matters with particular attention to obstacles arising
primarily from systemic differences. Still important, these latter are
less general than is often realized but there are many other sources of
difficulty. Without predicting Soviet behavior or prescribing policy
for western countries, the paper tries to show how future relations
among market-oriented and developing economies could affect east-
west economic relations.

This paper is not based on expert knowledge of the Soviet economy
or any special qualifications for divining the real meaning of Soviet
statements or actions. It has two quite different starting points. One is
the effort, over a period of years, to detect and understand the major
changes that have been taking place in international economic rela-
tions. These go back quite a long time but have been larger and more
vivid in the "70s than before and will, no doubt, continue in the ’80s.
The other starting point is the sense that in a changing world it is
unwise to leave out of account the possibility that the U.S.S.R. may
come to be more involved in international economic affairs than it has
been in the past. At least, one should not take it for granted that the
forces inside and outside the U.S.S.R. that have limited that country’s
participation in international economic cooperation during the past
few decades will continue to dominate. They may, but no unexamined
assumption has much intellectual value in a changing world. That one

*Senior research fellow, Council on Foreign Relatﬁms, New York.
(51)
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"may not be able to provide an altogether reliable alternative assump-
tion (or, for that matter, even confirm the old premise) is no ground
for not ventilating the question. In the nature of things, one cannot
expect precise and definitive results from such an inquiry. What fol-
lows is essentially an interpretive essay drawn from the impressions
of one observer.!

THE Post War Decabes

Many people forget that the Russians were at Bretton Woods. They
got what they wanted on some issues and not others but subsequently
drew back and the Soviet Union never became a member of the In-
ternational Monetary Fund or the World Bank. The U.S.S.R. did not
even join in the preparatory work that led up to the abortive Charter
for an International Trade Organization (ITO) and the General
Agreement on Tariffs and Trade (GATT). While the full story of
Soviet policy in these matters is not public, most explanations would
. emphasize the failure of the U.S.S.R. to get a substantial recovery
loan from the United States (itself a story with different versions)
and, by 1947, the Cold War. While there were some Americans who
attached a high value to enlisting Soviet cooperation for the building
of a new international economic order, others never believed it was
a serious possibility and some thought it would jeopardize the whole
endeavor if the U.S.S.R. took an active part. On the face of it, it looks
as if neither getting into the process of economic cooperation nor
spoiling it was a major objective of Moscow.

‘What would have happened if the Soviet Union had in fact been
in the main stream must be moot. The basic fact is that the processes
ran remarkably well for a period of years without the Soviet Union
and that the difficulties eventually encountered by what may conveni-
ently be called the Bretton Woods system ? had little to do with East-
West relations. What was lost by the virtual exclusion of the U.S.S.R.
from this process was the experience that would have been gained in
dealing with two sets of problems that remain relevant to the present
and future. First there are those that come from the need to connect
two quite different kinds of economic systems; the arrangements that
were made in anticipation of this event, such as the state trading rules
of GATT and the ITO, were known to be inadequate to the purpose
and were. thought of as providing a starting place from which it might
eventually be possible to arrive at new understandings and a body of
practice that might lead to new principles. The second loss was of the
chance to discover whether economic cooperation could tolerate a
higher level of politicization than it was subjected to so long as East-

1Most of the work on which this paper is based has been done over a period of years
in the preparation of a book for the Council on Foreign Relations on American economic
policy toward the Soviet Union and eastern Burope which will be published in 1980 lay the
New York University Press. A different treatment of some of these issues appear in Bast
European Countries in the World Economy,” in “The Soviet Union and Fast-West Rela-
tions.” by John C. Campbell, New York: McGraw-Hill (forthcoming 1979). For the
1980s Project of the Councll on Foreign Relations. My debts to scholars, officlals and
others in a pumber of countries who have discussed these issues with me are too
numerons to detail but I mrst mention the Institute of World Economics and Internatic_)nal
Affairs in Moscow at which I was a guest in the spring of 1977 and the Soviet-American
Parallel Studies Program of the United Nations Assoclation of the U.S.A. with whose eco-
nomic panel I have been associated since 1973.

2Tt went far bevond what was accomplished by the original financial and trade negotia-
tions to include the Marshall Plan, the partial integration of Western Europe, the finding
of an unprecedented place for Japan in the world economy and a long list of other arrange-
ments, mostly cooperative.
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West- tension was dealt with outside the system. The experience on
both these points gained from the growth of East-West economic
relations starting not long after the Korean War was largely of a
different sort since these developments were more or less ad hoc and
rarely regulated by more than bilateral understandings.

Stalin’s description of a world economy divided into two parts,
whatever its theoretical or empirical weaknesses, was not far from
being an accurate picture of the state of affairs in the *50s and ’60s.
But like most simple models it fell short of reality as the Russians
seemed to recognize when in the mid ’50s, after Stalin’s death, they
launched a program of aid to developing countries that involved the
expansion of trade relations as well. By then development aid was a
well established ‘western practice and much more prominent than
it had been in the original Bretton Woods arrangements. Some
thought that the Soviet Union was largely concerned not to be left
out of what appeared to be an important element of great power
activity in the modern world. It was more common, however, and a
sign of the times, for such efforts (along with some others) to be seen
as adding up to a “Soviet economic offensive.” By either interpreta-
tion the Soviet Union was coming further into the international econ-
omy without necessarily subscribing to any of the goals or commit-
ments of anyone clse except perhaps of some developing nations. It -
did, however, play a part—through a rather limited one—in the eco-
nomic activities of the United Nations which also came to focus more
on development issues than on other economic relations. .

By the end of the 1960s the Soviet involvement in the world econ-
omy was greater than it had been for years but less than that of any
other major country. There was, however, a new willingness to increase
that engagement and a school of thought had emerged in the Soviet
Union stressing the benefits of still further participation in the inter-
national division of labor. This view and the need to deal with a
variety of consequences flowing from the expansion of trade and other
external economic relations naturally stimulated the Soviet interest
in various forms of cooperation. These still fall notably short of any
major efforts to enter into the broad multilateral processes which were
most characteristic of the Bretton Woods world. Whether this is just
a lag or something more lasting is far from clear. An answer to that
question cannot be entirely in the old terms of whether the U.S.S.R.
will “join the Bretton Woods system” because that system, however
broadly conceived, is undergoing changes of such magnitude that it
must be thought of quite differently from before.

Trar Cuancine WorLd Economy

In explaining the changes in the world economy it would be possible
but unwise to put primary emphasis on changes in world politics. It is
possible because the relative rise of power in centers outside the
United States and the Soviet Union, the common understanding of
the need to maintain the bilateral strategic balance of those two super-
powers and the kinds of power struggles those conditions permit in
various parts of the world all significantly affect the world economy. -
It would be unwise, however, to put primary emphasis on this set
of factors because one must go a long way down the analytical road
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before arriving at propositions about the constellation of power that
determine one set of specific economic factors and rule out alternatives.

There is no doubt, for instance, that the spread of productive and
technological capabilities around the world and the existence of many
sovereign governments limit what the United States can do by uni-
. lateral action to affect the Soviet economy more than did the circum-

stances of thirty vears ago. But the statement is not equally true of
every field from food through computers and there is no preordained
assurance that the diffusion of power means that commercial competi-
tion will always outweigh the willingness of governments to act to-
gether to limit east-west economic refations for political reasons. To
take another example, the argument that détente will generate in-
creased economic relations that will bind the Soviet Union inextric-
ably to the rest of the world economy has to be balanced against the
view that unless positive steps were taken to stimulate economic re-
lations détente will deteriorate (and then one has to reexamine the
economic consequences of increased tensions in international life). In
a short paper it is better to set these issues aside than to pursue them
but it is essential that changes in world politics be kept in the mind
as factors conditioning what is said about changes in the international
economic system. :

These changes have been so much written about in recent years that
there is no need for a detailed catalog. It will, however, help our anal-
ysis to bear in mind that the changes are of quite different sorts. When
people rather exaggeratedly speak of the “breakdown of the Bretton
Woods system,” they usually have in mind the replacement of the
fixed exchange rate system with floating rates, instability of money
markets and the displacement of the dollar. But in trade many of the
changes stem from the success of the Bretton Woods system. Because
tariffs have been so much reduced and other trade barriers removed,
a new need has arisen to deal with non-tariff barriers and all sorts of
national measures that affect the flow and structure of international
trade even though they are directed largely toward meeting domestic
economic needs. Closely related are the issues raised by the great
growth of international direct private investment. Stimulated by the
liberalizing Bretton Woods measures, these activities are not the
subject of anything like the complex multilateral understandings that
deal with trade and payments. One need not dispute the precise bound-
aries of each category in recalling that not merely the investment
process but the behavior of multinational enterprises at home and
abroad is a subject of international concern. Though a growing ele-
ment in most economies, many services have been dealt with only spo-
radically in international arrangements. Though the fundamental
importance of agriculture was recognized at the outset (the Hot
Springs Conference that led to the Food and Agriculture Organiza-
tion came before the Bretton Woods conference), it has not lent itself
to the same kind of international trade liberalization as other prod-
- ucts and is now likely to be thought of primarily in terms of world
food needs. Economic development, its aims, strategies and finance,
have become subjects of international concern on a scale out of all
proportion to the place accorded them in the original Bretton Woods
arrangements. The growth of industrial production in a number of
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countries in Asia and Latin America has; in turn, outrun thinking that
still divides the world into two categories, the “industrial” and the
“developing.” Energy is another subject that has greatly changed its
character as an international issue. The problems of adaptation that
increased oil prices have posed for many countries are part of a larger
set of issues concerning the effects of structural change on the reshap-
ing of the international economic system.

New problems, neglected problems that now seem important and
new manifestations of old problems make up a formidable agenda for
international economic cooperation. Almost all of them have some
bearing on east-west economic relations which has its own list of spe-
cial problems. It is rare, though, to find an issue of general concern to
the international economy that is principally rooted in east-west eco-
nomic relations. It would also be wrong to think only in terms of the
debate about the “New International Economic Order.” While the so-
called north-south and rich-poor issues are of great importance, some
of the most fundamental issues about reshaping the world economy
arose in relations among the OECD countries. While the oil crises,
persistent stagflation, international financial instability and the reces-
sion of the middle of the decade put the mark of the *70s on many of
the most drastic changes in the world economy, the process was well
gnfderway, largely visible and partly predictable in the mid ’60s and

efore. -

Even so abbreviated an account of the changes in the world econ-
omy shows that it is none too easy to see what their implications are
for the international position of the Soviet Union. Later we shall spec-
-ulate a bit on why the voice of the Soviet Union was not heard more
. often in a debate that is by now more than ten years old on some
issues. But in the absence of a clearer record, one has to analyze the
changes themselves to see what bearing they might have on our subject.
Several tests seem relevant. One might ask whether the systemic dif-
ferences between state-controlled and largely market oriented econ-
omies seem to present as great difficulties as they did when the orig-
inal Bretton Woods arrangements were worked out. One would give
special attention to products of which the Soviet Union was an espe-
cially important producer or consumer, both to assess the potential
interest of the Soviet Union and to judge how much difference it might
make to the rest of the world whether the Soviet Union did or did not
take part in any international arrangements that might be made.
Similarly one may ask whether the Soviet Union has a significant part-
in activities that are now of greater international interest than they
used to be. Or the emphasis might be on reasons why the U.S.S.R.
might have a new interest in some international activity. To find that
it did not make a great deal of difference to the success or failure of
some activity whetﬁer the Soviet Union took part in it, might not just
lead to dismissing the subject. It could become an argument for using
such cases as testing grounds for cooperation if ‘weight were given
to the widespread concern in the western world that the inclusion of
the Soviet Union in these efforts would be likely to be damaging. Fin-
ally, in looking for relevant issues, one' must not forget the points made
earlier about the changing political situation which makes some eco-
nomic relations far more sensitive than others.
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How raE CaEANGED CRCUMSTANCES COULD AFFECT EasT-WEST
‘ EconoMic RELATIONS

Tt is not only changes but the totality of the present and foreseeable
situation that concerns us. What leaps to the eye is that the systemic
differences remain profound and present real problems. How can 2
centrally controlled and planned economy with arbitrary prices and
inconvertible currency fit into a system of economic cooperation that
was largely motivated by a concern to.remove governmental barriers
to trade and payments? Not at all well, is the only possible answer, In
1979 as in 1944. But that is not all there is to say. There is, in the first
place, the question whether the bridges that could be built between
the two systems are good enough to be made more use of. And in the
second place there is the fact that the western system involves much
more than simply liberalization and freeing the play of market forces.

Money, where it all began, provides theclearest case, though a some-
what paradoxical one. Big as the changes in the west have been, they
have not altered the systemic differences that limit the participation of
the Soviet Union in the world monetary system. While other curren-
cies have been inconvertible without thereby being ruled outside the
system, the ruble’s inconvertibility is so deeply rooted in the nature of
the Soviet economy that it has to be treated as a necessary character-
istic. Major changes would be needed in the nature of Soviet prices and
the planning of production before the ruble could be made freely
convertible into goods or foreign money. Such kinds and degrees of
limited convertibility as are reasonably conceivable (for outsiders for
limited purposes, for other Comecon countries up to a limited amount
of the system’s external assets or to widen the use of the transferable
ruble within the system) all fall short of altering the fundamentals.
A change in the Soviet system sufficiently radical to make the ruble
truly convertible goes beyond the range of possibilities allowed for in
this paper.

There is, however, a monetary bridge between the systems which is
at least as good as it ever was: the use by the U.S.S.R. and its fellow
bloc members of western currencies for foreign transactions. The bur-
* dens of this method fall essentially on the eastern countries themselves
though westerners are sometimes inconvenienced by the devices the
Soviet government resorts to to avoid giving up hard currency. There
is, however, no terrible burden on the international monetary system
that would make its western managers especially concerned to find
ways of bringing the socialist countries into whatever new arrange-
ments are worked out in the course of time. Thus for the foreseeable
future it is hard to see how the Soviet Union could become one of the
makers of the system instead of remaining a taker of what others
provide.

As a taker, the U.S.S.R. along with the other socialist countries of
eastern Europe has found the Eurocurrency market attractive.® Fluid-
ity, size and the absence of the controls found in the national capital

¢ In spite of occasional references of this sort, it should be emphasized that this paper
confines itself to the U.S.S.R. and does not deal with the substantially different situation
of the smaller east European countries, Consequently, it also leaves out any systematic
consideration of the U.S.S.R.'s position in Comecon and its effect on other aspects of
Soviet foreign economic relations.
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markets and applying to national procurement have all played a part,
especially for a country whose payment record has long been an article
. of faith among western branches. While the possibilities are not limit-
less, the urge of western banks to lend (and western suppliers to sell
on credit) been strong enough to leave the U.S.S.R. in a reasonably
comfortable position and with a “reserve” of unused credits from some
western European governments. Its essentially conservative financial
managers have sought other ways as well to hold down indebtedness
(perhaps partly to leave the margin of discretionary borrowing freer).

‘When we turn to trade the situation is more complicated. There 1s
still a large systemic difference because of the amount of world trade,
especially in manufactured goods, that moves across relatively low
barriers in response primarily to market forces. The misfit of east-west
trade in this system has two sides. As seen from the west, the basic
issues about exports are summed up by the classic question of how the
Soviet Union should be asked to reciprocate for most favored nation
treatment. The possible answers are about the same as they were in
1947 and no more satisfactory. There has been experience with various
bilateral arrangements that provide access to the Soviet market and
it is worth thinking whether there would be much point in seeking to
transform these into multilateral understandings. As the U.S.S.R.
spends what it earns in hard currency, “the west” as%a whole may have
no complaints but any given seller faces a bureaucratic monopoly to
which ordinary standards of market access have no relevance.

On the import side (as seen from the West), the historical worry was
that of unfair competition. “Soviet dumping” is the old shorthand for
whatever combination of political or economic motives would cause
Soviet, sellers to lay down products at prices undercutting western
suppliers and in quantities felt to be damaging. During most of the
postwar period this had not been a very serious problem because west-
ern countries have shown they could act effectively te control imports
und the U.S.S.R. has for the most part been to conform to western
ideas of orderly marketing in the interest of maximizing its returns on
its exports and avoiding worse penalties. As markets sagged during
the recession and Moscow put increasing emphasis on buy back ar-
rangements; these practices came under some strain but the funda-
mental formula seems likely to remain manageable. The question of
“dumping” in third countries is not adequately dealt with but this is
also a weak spot in arrangements among western countries as well.

Will the Multilateral Trade Negotiations (MTN) change the situa-
tion? Unlike most socialist countries, the U.S.S.R. did not take part in
these negotiations and east-west trade issues were not given major
attention. However, “fair competition” was a central issue and if the
codes about subsidies other than tariff barriers and about safeguards
against market disruption prove effective, the results could have a
bearing on how trade with the Soviet Union is treated in the west. The
subject is too complex and “iffy” to warrant lengthy discussion at this
point but there are, roughly, two contrasting tendencies at work. One
moves toward refining international standards of fair and free com-
petition and thus, in principle at least, perfecting the working of
market forces. The codes on antidumping, customs valuation and gov-
ernment procurement can largely be thought of in these terms. The

~
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stiffening of rules on export subsidies may belong in this category but
the major part of the new subsidies code and its principal innovations
exemplify the other tendency. The effort is not to rule out particular
practices as inevitably falsifying competition but instead to accept the
fact that for any number of reasons governments are going to continue
to provide special assistance to some of their producers and to 1imit
their international responsibilities to cases in which they thereby
damage producers in other countries. The approach to safeguards is
much the same, asking not why import competition has become more
severe but only how to deal with the difficulties it causes.

Should either of these tendencies come to dominate, there would be
implications for east-west trade. A more nearly perfect market with a
freer and fairer play of competitive forces than ever before would
clearly heighten the contrast between the systems. But the more the
western world moves in the other direction, concentrating on the
effects of national economic measures rather than on their forms or
whether they interfere with “fair competition,” the more the controls
thought justified for trade in general come to resemble those used to
prevent “Soviet dumping.” The conjunction seems accidental and the
fit is not at all precise or logical, so too much should not be made of the
matter but it should also not go unnoticed in a survey such as this.

“Managed trade”—if that is what we should call it—also increases
in importance whenever some product or sector is made an exception
to the normal set of rules governing import and export policies. Steel
is the most striking recent example but the list includes the products
covered by American Orderly Marketing Agreements (OMA) and the
numerous arrangements European countries have to hold down im-
ports from Japan. Efforts to deal with excess capacity in shipbuilding
and perhaps chemicals and other industries will, if they are successful,
further limit trade (though they may leave some play for competi-
tion). These may prove to be temporary arrangements, as their pro-
ponents usually claim, but the fact that the cotton textile agreement
dates back to the early ’60s and was extended in the "70s to cover man-
made fibres and woolens is a reminder of the potential durability of
such measures. The significance of these arrangements for the present
subject is not just that they increase the area of managed trade in
which a state trading monopoly could be given a negotiated share in
a way that is impossible then market forces dominate. It is also that
sectoral arrangements are usually made among a relatively small num-
ber of countries. OMAs are likely to involve an important market
and one of a few suppliers; the steel arrangements are based on tacit or
explicit bargains among the United States, the European Community
and Japan; the textile agreements are largely shaped by the major
importers. In the nature of things, bargains, burden sharing and reci-
procity of one sort or another are worked out among the partici-
pants and often at the expense of outsiders.*

The targets of such arrangements are usually not just a general ex-

4 The textile agreements work a little differently in that an outsider may escape trouble
if he is a small or prudent enough suppllier; but if he grows important enough for larger
importers to act against him, there is an incentive to Join the agreement since it sets at
least minimum standards for what the importing country can do. My essential point,
however, is the one stated more generally in the text, that in one way or another an
outsider is likely to be in a weaker position than a participant when governments get
together to manage trade and thus implicitly allocate production.
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cess capacity but the exports of certain countries. These have not yet
included the Soviet Union but those who worry about the supply and
prices of basic chemicals frequently refer to that country. And even
if it were not a primary target, the U.S.S.R. might find its export
possibilities restricted by efforts on the part of a number of western
producers to accommodate one another in an agreement covering some
major industry or products. Then the intriguing question would arise
whether it might be possible to work out an agreement that took the
U.S.S.R.s interests into account, and how. A particularly interesting
dimension would be given to the problem if the effort was not just to
deal with a temporary difficulty but, in a much more ambitious way, to
adapt the industry to changing circumstances more constructively than
by sinmiply offsetting one country’s protective measures or subsidies with
those of another. We have not had this kind of effort in the west but the
possibility remains real as governments become increasingly concerned
with the difficulties of structural adjustment and the dangers of pur-
suing it on a national basis alone. '

Another segment of international trade that does not fit the tradi-
tional free market model with numerous buyers and sellers is the ex-
change of goods within multinational enterprises or, at least, among
closely affiliated companies. These exchanges are not immune to market
forces or unaffected by governmental trade barriers but up to a point
they internalize some of the costs and absorb the impact of distortions.
For present purposes, however, their primary interest is that transac-
tions among affiliated enterprises can provide links between the
planned Soviet economy with its arbitrary prices and the world
markets in which multinational corporations do most of their business.
This is already happening in a number of instances of industry co-
operation between western companies and Soviet enterprises. When the
western partner takes goods simply as a substitute for money, the sig-
nificance of the arrangement depends on its duration and what the
products are; there still may be an important advantage to the
U.S.S.R. since the western company takes over responsibility for sell-
ing to western markets. The risk of encountering antidumping meas-
ures or other restrictions is also reduced. When the relation is a lasting
one and the western partner actually wants the products he takes be-
cause he can use than in his normal activities, then the industrial co-
operation serves to integrate Soviet production into the world
economy.

Among the Soviet products that westerners want most are raw ma-
terials, oil and gas. But even without any western partners, the Soviet
relation to the rest of the world in energy, minerals and lumber is sig-
nificantly different from that in manufactured goods. A major pro-
ducer and frequently large exporter, the Soviet Union has a strong
position and-substantial bargaining power. To ruminate at any length
on how this-bargaining power might be used would be idle without
making quite a few assumptions about the future of the world’s raw
material economy. The situation is fairly obscure (leaving energy
aside for the moment). :

The specters of widespread cartelism and a general shortage of raw
materials conjured up by OPEC and the Club of Rome have largely
disappeared. The pessimistic forecasts resulting from the very low
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mineral prices of the recession are giving way in one product after
another. Expropriation and other measures by governments in many
producing countries caused firms based in the OECD world to shift the
emphasis of their exploration and new investment toward North
America and other “safe” sources. But the industrial world’s longrun
needs pretty clearly call for substantial imports so governments, busi-
nesses and banks are trying to work out new ways of blending producer
and consumer interests in a durable fashion. Objectively, one would
say that an interest in diversification of sources and the expansion of
output plus a preference-for stability in the producing area on the part
of western companies must improve the Soviet position. But when
western producers contemplate the costs and commitments of the kind
of “investment” they would have to make to help maximize Soviet pro-
duction, they find themselves facing well-known doubts and difficulties.

Another widespread expectation of the early *70s about raw ma-
terials has not been realized. Instead of numerous commodity agree-
ments providing support for LDC export earnings we have very few
additions to the small number that already existed. Few people would
expect to see a great reversal of prospects socon. Whether an increase
in the number of commodity agreements would tend to draw the Soviet
Union into them is hard to say. As an exporter, it would have to assess
the “security” provided by material commitments against the bargain-
ing power of independence; as an importer it would be as concerned
as the next one with the effects of such agreements on prices or the
stability of supply. As the alternative to commodity agreements is not
necessarily free markets and the Soviet Union is as capable as any
western private or public entity of entering into long term agreements,
questions of systemic differences hardly arise.

The situation with regard to energy has been so thoroughly discussed
as to need no recapitulation here. Eg in the case of raw materials, the
question about a potential increase in Soviet involvement with the rest
of the world rests on calculations of interest and policy inside and out-
side the U.S.8.R., not on systemic differences. That is also true of food
but there the great difference is the large effect on international supply
and demand that can come from shifts in the domestic position of the
U.S.S.R. because of its huge consumption. First its exceptional need
for wheat (and the possibility of a recurrence) and now the implica-
tions of Soviet livestock plans for sustained imports of feedstuffs
underline the positive interest of the U.S.S.R. in plentiful world sup-
plies and relatively open markets with competing sellers.

For a time earlier in the decade, it looked as if worry about shortages
and the longrun growth of world demand would lead western coun-
tries to create international stockpiles of some sort and try to set
standards for the use of export controls by producing countries. Had -
things developed that way, there was a serious prospect of the Soviet
Union’s taking on some obligations to help insure 1ts supplies. That
possibility may reopen but meanwhile a combination of enlarged world
supplies plus a revival of the belief that market forces will work
better than stockpiles (except for disasters) is creating a situation in
which it must be reasonably attractive for Moscow to keep its hands
free. The commitments involved in the bilateral agreement with the
United States can be thought of as the cost of insurance against diffi-
culties in periods of some tightness in world supplies.
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There are many other aspects of the world economy that could
usefully be reviewed but we are already pressing on the limits of this
paper. The extension of national sovereignties offshore with its effects
on fishing and the seabed plus whatever the future holds by way of
new ocean regimes are all matters affecting the Soviet Union and in
which it has played some part. The striking emergence of a merchant
fleet paralleling the' growth of the Soviet navy has turned some of
. the standard views on their head. Here the state trader is a champion
of competition and the western operators seek ways to enforce agree-
ments setting rates and, sometimes, dividing traffic. To be sure, the
obscurity of eastern costs may well hide competition that is “unfair”
in a variety of ways but in the world of shipping western standards
are also not crystal clear. There are private, moneymaking operations
that are competitive by almost any standard but there is also a net-
work of subsidies on building and operating, stateowned fleets, much
public regulation and also private agreements of a sort generally
thought of as restrictive. The situation lends itself to compromise. at
least in liner arrangements, with two key factors being when the
Soviets feel they have gained a large enough share of the market to be
willing to stabilize ant% how far the public powers in the west will go
to force the issue. Just what kind of agreement would work in tramp
shipping is less clear. A further dimension of some interest is the
interaction between the Soviet move and the effort of some developing
countries to obtain for their national merchant marines carriage of a
negotiated share of their foreign trade. The working out of this issue
will be worth watching for what light it may cast on possibilities in
other fields. )

It would be misleading to try to sum up this section in a simple
statement. Even three may not suffice but perhaps enough has been
said to suggest the following. (1) Systemic differences continue to
present obstacles to fitting the U.S.S.R. into a variety of international
economic activities. (2) There are other very significant areas of
activity in which the U.S.S.R. as a state monopoly can perfectly well
participate if it and others wish. Here the calculation, on both sides,
i1s of interest, importance, reliability, the extent to which common
objectives are thought to exist and the trade-off between commitments
and independence. (3) The U.S.S.R. has shown far less interest than
most western countries in engaging itself heavily in international
economic activities, influencing international agreements and institu-
tions or exploring the possibilities for further cooperation. Or so it
seems to a western observer though there are clear signs of increased
interest in some fields and indications of possibilities in others. On the
whole the changes in the world economy over the last decade and a
half have enlarged these possibilities.

Tae View From THE Sovier StDE

It would be interesting to know whether economists sitting in
Moscow have cast up a balance of the changes in the world economy in
anything remotely resembling the terms used in this paper. Certainly
there are many who study the changes in the world economy and not
least that of the capitalist world but one who probes from the outside
finds remarkably little disposition to discuss these changes in terms
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of the possibilities they open for the Soviet Union to join in the process
of remaking the world economy or altering how it is likely otherwise
to be made. I must leave it to others to pursue these questions more
deeply in the Soviet literature or the back rooms of the academic and
ministerial bureaucracies but a few impressions and reflections are
relevant to the purpose of this paper and may also suggest points at
which further inquiries could be pursued. )

One large exception to what has been said concerns the Soviet ap-
proach to the developing world. Here there is, after all, a good bit of
Soviet experience and an appropriately large literature. The impres-
sion is widespread that, as in the west, knowledge has been gained
in this process and old ideas altered but insofar as the focus is on
development, strategies the subject is beyond the bounds of this paper.
With regard to the Soviet record in the discussions of a New Inter-
national Economic Order, western commentators are pretty much
agreed that there has been much rhetoric and little performance and
that under growing pressure from the LDCs to do something sig-
nificant, some larger but still limited response is not impossible. Guess-
ing about the response leans toward something bilateral or arrange-
ments involving other Comecon countries. It is not inconceivable, how-
ever, that Moscow should make at least a gesture toward western sug-
Eistions that it join in more general efforts to increase development

ancing. Probably the least likely result is a movement toward a new
central role for the U.S.S.R. in development activities but it is also
unlikely that the Soviet Union would stay out of any major set of
U.N. activities on the subject.

The Soviet stance with regard to various international economic
activities seems quite sensibly based on its own interests. One can
hardly be surprised that the U.S.S.R. should not be greatly interested
in proposals to “organize” the world grain market unless other coun-
tries seem about to take measures that might restrict its freedom of
action or set conditions for its access to supplies. As an active borrower
(and to some degree lender) in the Eurocurrency market, the U.S.S.R.
enjoys the flexibility of the institution. But would it try.to assert an
interest and influence if western governments or central banks tried
to establish some restraints on the hquidity of that market or the terms
of access to it ?

It is less clear why, in the decade or more that there has been active
reconsideration of the international monetary system, so little has been
heard about what the U.S.S.R. would like to see happen. Perhaps the
easiest explanation is the sense of a lack of locus standi for Moscow
in these matters and the wish to avoid a rebuff. Maybe the association
of monetary disturbance with the long predicted general crisis of
capitalism added to the inhibitions, though this seems not to have
been important in guiding policy in other fields and there is clearly
considerable recognition that the U.S.S.R. has a stake in the more or
less satisfactory functioning of the western economies. One cannot
~ help wondering what part may have been played by the fact that in
monetary matters the Soviet Union is the home of ideas about gold,
real values, and the like which, although not unknown in the west, are
no longer even a conservative orthodoxy. The abandonment of the
fixed exchange rate system must also have been bothersome to Soviet
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thinking with its strong set in favor of “stability” (though the ques-
tion must have occurred in the east as well as the west whether it was
not the failure of the fixed rate system to provide stability that econ-
tributed much to bring it down). Perhaps there was just a dearth of
ideas in a field where talent or originality were not likely to be well
rewarded within the U.S.S.R.

The Soviet approach to international trade seems to be highly prag-
matic whether tﬁe issue is raising oil prices, dividing oil and gas de-
liveries between Comecon and the west, marketing diamonds through
the syndicate or agreeing to respect price and quantity limitations so
as not to be excluded from western markets for a variety of products.
Apart from an insistence on most-favored-nation treatment, which
seems to have become a symbol of acceptance as a fully sovereign entity
in world trade, there seems to be relatively little Soviet interest in
much beyond bilateral trade agreements. One exception is the issue of
a trade agreement between Comecon and the European Community.
Another might be the proposal for a new International (or World)
Trade Organization that makes its appearance from time to time, but
this seems to envisage largely a reordering of U.N. bodies (and the
possible absorption of GATT) without much clarity as to what kinds
of rules or commitments might be introduced. Some kind of Soviet
adherence to GATT is, on the whole, an unlikely development that
raises issues far too complex to be gone into here. But the fact that
the MTN codes apply only among the countries adhering to them raises
interesting questions. A number of them are irrelevant or impossible
for the U.S.(.]S.R. for systemic reasons, but is it inconceivable that both
the U.S.S.R. and other countries might find it interesting to explore the
terms on which Moscow could usefully adhere to the Standards Code
which aims to reduce the difficulties for international trade stemming
from national rules about testing, certification and other measures to
insure that products meet certain standards? Whether the Soviet inter-
est in qualifying to bid for some government contracts in capitalist
countries would make it reasonable to see if the obligations of the MTN

. code on government procurement could be applied in Moscow is prob-
ably another matter.

Enough has been said in the previous section about the possible inter-
est of the U.S.S.R. in commodity agreements, especially concerning
products of which it is a major exporter or importer. On balance it
may be doubted whether its calculations in these matters are likely to
be radically different from those of other large and diversified coun-
tries. Not so much a general approach as the merits of an agreement
applying to a particular product and likely to be decisive. In many
ways the more interesting questions about raw materials as a link
between the U.S.S.R. and the world economy focus on the organization
and financing of the future development of Soviet resources. The
U.S.S.R.’s willingness to accept the costs and obligation of enlisting
foreign capital and technology in order to get the advantages they
bring is clear: It is not always prepared to go as far as foreigners think
necessary in the terms offered or in establishing the conditions they
think necessary for them to operate effectively. As in other parts of
the world, the vast sums required and the long delays before there can
be profits or, often, even products, are obstacles in themselves and also
pose conundrums about how dependable the supply will be years in
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the future. Still, so long as foreign “investors” can be found who will
assist in the development of Soviet resources on the terms offered,
usually because they want the product, there will be little reason for
the Soviet Union to do things (ﬁﬁ'erently. It is, after all, in just about
the same position as an increasing number of raw material producing
countries which have broken the link of foreign ownership and con-
trol of production and yet remain able to draw on the benefits of for-
eign participation. But the foreign interest is not to be taken altogether
for granted, the suppliers of suitable technology are not infinite and
there are sometimes advantages to being linked to vertically integrated
structures. So bargains have to be struck and it is conceivable that at
some point the U.S.S.R. might find it advantageous to work out new
ways of making its resources attractive to foreigners—but what these
might be does not leap quickly to the eye. Perhaps in some cases the
well known stability of the Soviet Union could be exploited to per-
suade foreigners that it was a better bet in matters of security of supply
than less developed countries with more volatile societies.

Where the matter of attracting foreigners must raise real questions
of Soviet policy is in the field of industrial cooperation, in manufactur-
ing, processing and perhaps agriculture. For all the reasons suggested
earlier, this is a kind of activity of great interest to the U.S.S.R. and
there can be little doubt that the government would like more of this
sort of foreign activity. Part of the interest is in insuring that for-
eigners not only provide the latest technology but keep it up to date
by a continuing flow of developments and 1mprovements. While a
company that builds a turnkey plant may undertake to provide further
help later on, there is little doubt that the best assurance of this process
results from the self interest of a western partner who has a stake in
the quality and volume of production in the Soviet Union. This is
partly a matter of the western company’s financial return, whatever its
name or form, and partly the usefulness of the product if some of its
payment is in that form. The arrangements the Soviets have been will-
ing to make so far have left many western companies unwilling to
commit themselves very heavily and there is little doubt that an argu- .
ment is going on within the system about how much can and should be
done to make the arrangements more attractive. Sometimes it seems
as if the problem were largely one of people with different areas of
responsibility having to learn what it is that makes the difference
between having a foreigner work for one as a contractor or with one
as & partner. At other times the dominant impression is that those who
oppose further “concessions” do so because they consider the benefits
not worth the costs in disturbance of the system and the upsetting of
existing arrangements. Whatever results the debate eventually leads
to will have a major influence on how closely the Soviet economy fits
into the international economic system as a whole.

How far closer integration into the world economy would be desira-
ble is clearly a matter on which Soviet views are divided. Whether the
advocates of greater involvement are also gradualists or whether the
familiar slow march of “two steps forward and one step back” applies
here as elsewhere in Soviet life is an interesting question. Obviously
differences in view about what kind of economy provides the greatest
security and whether importing too much makes the country vulnerable
are important issues in this debate. Stability in the society and the
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effect of economic change on political control must be taken into ac-
count along with questions of efficiency and cost. No doubt the recession
of the mid *70s, the troubled recovery from it in many countries, per-
sistent unemployment, continuing inflation and international monetary
instability have worried Soviet advocates of more international in-
volvement as they have westerners. But did these concerns stimulate
or dampen interest in what the U.S.S.R. could do to affect the world
cconomy as a whole? 3 ,

Perhaps all we can safely say is that there does not appear to be
a substantial body of opinion in the Soviet Union—much less a sig-
nificant group of policy makers—with well-formulated ideas about
how the Soviet Union ought to try to influence the reshaping of the
international economic system in its own interest. This is a situation
that could change. Further Soviet involvement in the international
cconomy seems to be inevitable. Perhaps there is new thinking that
has not shown itself. What circumstances might bring about a change
or what relevant shifts in forces within the Soviet administration are
reasonably possible are matters that I am not qualified to judge. This
section and some earlier passages have provided a very spotty and
incomplete indication of some of the external factors that ought to be
watched for signs of change. Something else that has to be taken into
account is how far Soviet thinking or policy in these matters might
be influenced by the situation of eastern Europe and China.

The smaller European Comecon countries are much more heavily
dependent on the international economy than the U.S.S.R. Several of
them have shown a good deal more flexibility in dealing with external
economic relations, including industrial cooperation. All but Bulgaria
and the German Democratic Republic are in GATT, each on a differ-
ent footing, and Bulgaria took part in the MTN. Romania has joined
the Fund and Bank, getting access to credits and loans, and has also
established itself as an L.LDC in various arrangements. Hungary,
Romania and Poland all get more favorable trade and credit treat-
ment from the United States than does the U.S.S.R. But still the
Soviet nexus is of fundamental importance to all these countries as
an export market and a source of energy and raw materials at rela-
tively favorable prices and sometimes credit. For the U.S.S.R. there
is a tradeoff between permitting these countries to cultivate western
economic relations which contribute to their welfare (in which it has
a stake) and maintaining its own dominance in economic and political
matters as well as the security sphere. In what ways these considera-
tions might influence the Soviet approach to the international economy
is a subject worth pondering. There is also the question of how the
example of the smaller countries and the results they have had from
their innovations might be seen in Moscow. While the calculus for the
U.S.S.R. is different, the experience of the others is surely not
irrelevant.

The China case is even more complex. Formerly the main challenge
it posed with regard to the external economic behavior of the U.S.S.R.
concerned the developing countries. As the exemplar of a unique set
of development values. Peking easily outflanked the U.S.S.R. as a
leader of the third world but did not altogether eliminate the attrac-
tion Moscow had for those more interested in growth than egalitari-
anism and self reliance in poverty. Now China seems to be some kind
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of “reformist,” willing to accept some of the rest of the world’s values
along with arrangements with foreign business that the Russians have
found impossible. ‘

The question of how far all this goes may bewilder the Russians as
much as anyone else. One can, however, easily imagine three possible
responses that might seem suitable to thinkers and policy makers In
Moscow. One is that any inhibitions on moving closer to the capitalist
world that stemmed from the resulting exposure to Chinese criticism
could be dropped. Very likely the U.S.S.R. has more to offer the rest
of the world than China, runs this argument, and might even draw
foreign firms away from China, a poorer market. A second approach
would be to take a hard look at external relations so as to maintain a
sense of strong, independent and somewhat separate Soviet develop-
ment, leaving China to the real and imagined fears of dependency,
damage from the outside world, etc. A third possibility is that the
Soviet Union should simply proceed to act more like a superpower
and take a more active role in the world economy without necessarily
“opening its doors” in the Chinese manner. But whether this would
lead to more emphasis on multilateral diplomacy in international
organizations or simply an effort to assert strength and importance
by the preferred bilateral method is anyone’s guess.

AvTERNATIVE FUTURES

If one thing is clear from reflections on different aspects of the
subject set out above, it is that no single line of development of future
Soviet involvement in the world economy is inevitable. One major con-
ditioning factor will be the state of the world economy. Another.
closely linked, will be what other countries do to reshape the processes
of international economic cooperation. This will be primarily in
response to other things than east-west issues. The gamut of possibili-
ties is great but it may be enough to think about four major variants:
(1) an improved and extended version of the Bretton Woods system
(2) the creation of major new arrangements, often global in extent:
(8) selective innovation, often involving different countries for dif-
ferent purposes; (4) the further erosion and eventual breakdown of
multilateral cooperation. Obviously these are crude divisions and over-
lap. The content of each could vary enormously and to avoid ringing
~ all possible changes we shall concentrate on the few points most sig-
nificant for east-west economic relations.

In keeping with most people’s mental processes, the first alternative
starts as a projection of the familiar. It is, however, more than a
strengthening and refurbishing of the Bretton Woods system. It
requires that ways also be found to deal with the new problems and
the neglected issues described earlier and that means some enlargement
of the group of key countries to recognize new realities. While much of
this process is incremental, it also allows for bigger breakthroughs at
various points, such as the possibility of significant new measures
regarding international investment and problems of adaptation to
structural change on either a sectoral or more general basis. Otherwise
it means pushing ahead with the kind of measures laid out in the
MTN, improving matters in energy and food and generally furthering
the process that Miriam Camps called “managing interdependence.”
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This would naturally require some significant improvement in the han-
dling of the international monetary system, but just how is a matter
that goes beyond the bounds of this paper.

‘While more countries would be involved in this process than just the
key members of the OECD, the Soviet Union would again be largely
an outsider. The questions about its possible role would be mostly those
already discussed in this paper. A key issue, therefore, would be how
far the main cooperative measures would move toward the effective
use of market forces and how much increase there would be in the
“management” of trade and other relations (as the term was used
earlier). This does not mean that the matter of systemic differences is
the single most important factor; Soviet and western ideas of what
interests would be served by Soviet participation, would take prece-
dence. It is, however, hard to find anything about east-west relations so
compelling as to make it seem certain that the U.S.S.R. would play a
larger part in this process.

An extensive remaking of the global pattern of economic coopera-
tion would strike most people as the least likely of the three alterna-
tives. It could be thought of as a kind of enactment of the New Inter-
national Economic Order. The U.S.S.R. professes much interest but
there is very little evidence that other major economic powers see very
much advantage in this approach. Even developing countries tend to
look to particular concrete arrangements to meet their needs. In any
case, large new constructions are unlikely to be effective unless they
are supported by the countries most directly involved with the prob-
lems with which they purport to deal. It is difficult to imagine very
many comprehensive arrangements being made outside the U.N.
framework and, in that case, one would expect the U.S.S.R. to be
involved in most of them. In fact, the presumption would be that if
the U.S.S.R. did not wish to take part, the burden of demonstration
as to why should be on its own shoulders. Once engaged in the process,
however, the U.S.S.R. might be hard put to confine 1tself to formulas
which served its particular interests but it might then lean toward a
fairly common U.N. formula which sets no detailed obligations for
the majority of countries. Of all the alternatives, this is the one that
seems least likely to deal in a satisfactory way with the most difficult
problems of the world economy. It is also a hard alternative to think
about in specific terms since one has to hypothesize so many unlikely
events. A safe prediction is that it is the alternative most likely to
call forth the fullest Soviet response in words. -

The third alternative is eclectic. Selective cooperation is certainly
not incompatible with the first possibility and can be thought of as the
most plausible approach to the significant new patterns of cooperation
contemplated in the second. Essentially what is involved here is a
suggestion that even if a wide range of “core” cooperative activities
continues to center on the countries most active in the OECD, GATT,
the IMF, etc., there would be different combinations of countries that
were of decisive importance for different sets of problems—as the
mention of those different organizations already indicates. This is
roughly the kind of formula that is being used in the MTN codes
concerning non-tariff barriers which are to apply to those countries
acceding to them and not generally to all members of GATT; it is the
same with regard to organizations concerning shipping. aviation,
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particular commodity agreements and so on. The tendency is to enlarge
the number of countries whose assent is vital to positive action, but to
make possible progress in one sphere even if there are difficulties in
another. Of course, the handling of the monetary system and to some
degree the maintenance of open trading relations are essential to all
the rest. While the number of countries needed for each of these activi-
ties is larger than before, there is still a heavy concentration on some
core countries. For example, while trade cooperation will deteriorate
if no good way is found to deal with the needs of the NICs (the
Newly Industrializing Countries), it is hard to see how that can be
done except with the full participation of most of the older industrial
areas. Some OPEC countries should be given a voice in monetary
matters, but they could do nothing without the governments of the
great financial centers. '

The key point about selective cooperation, however, is not that a
smaller number of countries than those formally responsible for some-
thing really have the key role (as in GATT or the IMF). It is that
even if liberalization of trade and payments continues to be essential
to much of the cooperation, quite different activities and countries
would be involved when, say, energy or food was the central subject
and that would almost certainly be the case with regard to particular
types of commodity agreements, sectoral arrangements in troubled
industries, etc. As we have seen, the selective pattern is the one that
comes closest to representing the kinds of activities in which the
'Soviet Union has taken part. As the most flexible formula, it must be
seen as the one under which the largest increase in Soviet participa-
tion in international economic cooperation would be likely to take
place. Again, though, the emphasis must be on the other factors which
bear on Soviet (and western) behavior rather than merely the exist-
ence of opportunities. One determining factor is likely to be the world
economic climate. :

The successful operation of the Bretton Woods system is closely
associated with thirty years of remarkable expansion of the world
economy. This helped persuade people of the value of the measures
that were being undertaken in cooperation with other countries or to
live up to international obligations. Perhaps more important, it also
helped greatly in making some of the substantial adjustments that
were required by the removal of old barriers to trade and payments
without undue dislocation. It also provided a kind of cushion for
errors in policy and for living with difficulties no one was ready or
able to remove. A temporary advantage that is now beginning to look
like a long run disadvantage is that the general improvement per-
mitted most countries to avoid facing certain difficult problems of
adjustment or permitted them to stick to wasteful policies that were
politically and socially more acceptable for the time being than eco-
nomically more efficient measures would have been. The accumulation
of such resistances may well be one of the major factors contributing
to present difficulties. A sense of how hard it is to make large changes
after such delays and in unfavorable economic circumstances may
itself be holding back full recovery from the recession that, by normal
standards, should have been well behind us some years ago (and not
just in the United States).
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On top of this, there are a number of good reasons to expect that
growth in the industrial world will be slower in the next decades than
in the past. If this happens, few people doubt that resistances to
change will increase even though the need for change becomes greater.
Trade protectionism is the most obvious example but the same proc-
ess i1s manifested in all fields. Expecting this to happen, people act so
as to help bring it about, for example, by refraining from investment
because returns will be low or on account of uncertainty about future
-governmental policies. Precisely because the situation 1s so threaten-
Ing, a strong case can be made for cooperation among a number of
key countries to avoid doing damage to one another and to increase
the ability of each to make use of a larger range of resources. This
would mean that each one would have to make some “sacrifices” to
accommodate the interests of others. It would be hard to carry out
such measures except among countries willing to work closely together
on a number of basic issues. The OECD countries or some more limited
number of them are not just the obvious but the essential candidates.

If that prescription is followed, what happens to the rest of the
countries in the world ? Those at the center are ambivalent. They know
they cannot live in isolation and must be concerned about the welfare
of others. But there is a limit to what their.electorates will accept in
the way of short run difficulties in the expectation of long run advan-
tages. They have to treat one another as well as possible or the glue
of their cooperation will dissolve. But who gets next best treatment?
On the basis of most present thinking, it would be a number of develop-
ing countries, those with energy or raw materials to sell (or even
ration) and those with markets to offer, especially for capital goods.
Their growth is expected to be faster than that of the older industrial
countries. There might well also be political reasons to treat some or
all of these countries as well as possible. The Soviet Union, and per-
haps the smaller communist countries, also offer markets and may
have some products to bargain with. There are a variety of reasons
for arguing that they should not be badly treated but there is at
least a serious case for believing that they are likely to find themselves
on the bottom of the list. It does not necessarily follow that there
could be no steps forward in Soviet involvement in international
economic cooperation—and there might be a positive stimulus for
Moscow to cultivate its relations with developing countries—but one
can hardly believe that the climate would be favorable.

There is, however, still another version of this story, the real fourth
alternative. The same problems that in the scenario just sketched led
to a drawing together of the industrialized capitalist countries could
drive them apart. Each one, trying to cope with the difficulties of slow
growth, internal struggles over a limited pie and the barriers to making
the structural changes that are most needed. could fail, in wish or
ability, to strike a bargain with the other OECD countries (which are
in many wavys its competitors). Concerned about energy and raw mate-
rials supplies. its balance of payments, markets for its exports, espe-
cially of capital ooods. and jobs for its workers, each would see
advantages in coming to tefms with a few developing countries. Divi-
sion within the industrial world would sharpen and bilateral dealing
would become increasingly the order of the day. The prospects of any
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major progress along any of the three lines of cooperation noted ear-
lier would be poor.

This would be a situation quite favorable to the U.S.S.R.—at least
in the first instance. Whether it stood ahead or behind Brazil or Mexico
or Saudi Arabia or Indonesia or Korea in the preferred list of one or
another leading capitalist country would be less important than that it
had things to offer all of them, especially if they were willing to finance
the capital goods exports with eredits and take payment in goods. Each
deal it made would sharpen the appetite of another western competitor.
and at the same time limit the ability of the first partner to take in
competing goods from someone else (or stimulate him to dump in a
third market). There is little point in trying to dream up what kinds
of structures of cooperation would be possible or impossible but there
is little doubt that the result would be a greater involvement of the
U.S.S.R. in the world economy.

To end on this gloomy and controversial note has at least the advan-
tage of emphasizing what this paper has not been. It has not been a
set of predictions about either the world economy or Soviet behavior,
only an exploration of some possibilities. It has not argued that fuller
involvement of the U.S.S.R. in the world economy was inevitable
(though this does seem most likely) or that this would necessarily
cause Moscow to take a greater part than in the past in cooperative
arrangements. It has certainly not made the case for the view that
either of these results would in themselves be desirable or that the
world would necessarily benefit if the U.S.S.R. participated more
fully in existing arrangements for international economic cooperation.
The essay has only tried to suggest where such possibilities exist and
where others may open up. It as not argued that the U.S.S.R. would
be greatly tempted by such possibilities but it has suggested what some
of the forces bearing on the matter might be and where to look for
issues worth examining more closely. Most important of all, this
limited essay has deliberately stopped short of even considering
whether increased Soviet participation in international economic proc-
esses is desirable from the point of view of those who believe that new,
improved and extended arrangements are needed to keep the world
tfaconomy from getting into much greater difficulties than it already

aces. :

That is a whole separate subject which has to be joined with a con-
sideration of western, or American, policy. What kinds of Soviet in-
volvement are desirable and on what conditions? What measures ought
to be taken to encourage, discourage or set conditions for the process?
Given the fact that east-west economic relations are rarely the domi-
nant element in international economic problems. how can they best be
fitted into a structure of cooperation based mainly on other sets of
relations? One would have to determine when Soviet participation
would be helpful or even essential and when it would be acceptable,
but only on certain terms. A good many people feel that the inclusion
. of the Soviet Union in various arrangements makes them harder to
work. How justified is this view? Are there means of insuring that
Soviet participation does not frustrate larger purposes? In the present
state of the world it seems almost inevitable that westerners would have
to try to devise a double track policy that would often leave the way
open for constructive Soviet cooperation but not stop all progress
until that result was assured.
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©

Soviet modernization to date is a prime example of unbalanced na-
tional development. Instead of rounded economic, political, and gen-
eral societal development, it has become increasingly military
criented. The resulting imbalance is attributable to overriding foreign
policy and strategic considerations. In Lenin’s and Stalin’s gays eco-
nomic and military modernization was driven by the needs of sheer
survival. Their post-WWTII successors, however, have added a global
Great Power dimension to Soviet foreign policy. The new expansive
policy is reflected most prominently in USSR’s growing activities on
the world’s oceans.

However, the new global Soviet policy is evoking a negative reaction
of other major, non-communist nations and could lead to a new anti-
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Soviet alignment. This could serve to “self-fulfill” the traditional So-
viet prophecy of a hostile capitalist world bent on USSR’s destruction.
Ironically, the hostility of fellow socialist states, e.g., China, has also
been aroused, current]gr exceeding that of “the capitalist camp.” In
Soviet eyes, an even worse situation is in the making—collusion of both
groupings against the USSR—and requires even greater military
modernization. But given the increasingly poor performance of the
Soviet economy, the USSR is faced with the need for drastic reform
to improve efficiency. The Party’s pervasive rule is greatly responsible
for that inefficiency; this is raising the question of political reform
from the Soviet elite groups outside the Party apparatus, focused
on allowing professional competence to prevail.

_ However, their views are unlikely to effect any significant change
in the near future: in over 60 years of control, the Party has created
sufficient momentum in the system, reinforced by the world’s most
elaborate political control structure, to continue its sway. The more
distant future of Party rule as it is now practiced is, however, open
to question. The outcome will depend on whether the Party has enough
organizational flexibility and intellectual creativity to transform itself
in order to carry out systemic reforms needed to correct today’s im-
.balance, or face the possibility of being overwhelmed by the many
problems of the Soviet economy and polity and the external dilemmas
created by its expansive foreign policy.

INTRODUCTION

Soviet modernization to date can be characterized as a prime ex-
ample of unbalanced national development. Instead of rounded eco-
nomic, political and general societal development, it has become in-
creasingly military oriented. The resulting imbalance, due to over-
emphasis on heavy industry and defense production, is attributable
directly to overriding strategic and -foreign policy considerations.
These have driven USSR’s economic and«military modernization from
the very inception of the Soviet regime, In Lenin’s and Stalin’s days
this drive was motivated by the needs of sheer survival. Their post-
WWTI successors, however, have added a global Great Power dimen-
sion to Soviet foreign policy without accompanying internal political
reform. The new expansive policy is reflected most prominently in
USSR’s oceanic policy, requiring still greater development of military
capabilities to support the enlarged Soviet aspirations. )

However, the new global Soviet policy is evoking a negative reaction
of other major, non-communist nations and could lead to a new anti-
Soviet alignment. This could serve to “self-fulfill” the traditional
Soviet prophecy of a hostile capitalist world bent on USSR’s destruc-
tion. Ironically, to this prophecy has been added a development un-
foreseen by the Soviets, viz., the hostility of some fellow socialist
© states; in fact, China’s enmity now exceeds that of “the capitalist
camp led by the US.” In Soviet eyes, an even worse situation is in the
making: explicit or implicit collusion of both groupings against the
USSR. Such a counter-reaction, in the Soviet view, requires an even
greater effort of Soviet military modernization. But given the increas-
ingly poor performance of the Soviet economy. the USSR is face,d
with the need for drastic reform to improve efficiency. The Party’s
pervasive rule, greatly responsible for that inefficiency, is raising the
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question of political reform centered on easing the Party’s stifling
hand. The Soviet elite groups outside the Party apparatus (the mili-
tary, the scientific-technical community, cconomic planners, and in-
dustrial managers) feel it should reduce or eliminate its intrusion in
mattey]s in which professional competence and experience should
prevail.

~ However, their views are unlikely to effect any significant reform
in the near futurc: in over 60 years of control, the Party has created
sufficient momentum in the system, reinforced by the most elaborate
political control structure in the world, to continue its sway in the
near future. The more distant future of Party rule as it is now prac-
ticed is, however, open to question. The outcome is likely to depend
on whether the IParty has enough organizational flexibility and intel-
lectual creativity to transform itself in order to inspire and carry out
systemic reforms needed to correct today’s imbalance ; otherwise it will
face the possibility of being overwhelmed by the many problems of
the Soviet economy and polity, and the dilemmas created by its ex-
pansive foreign policy. These are certain to multiply if not appro-
priately dealt with.

Sovier Drive For MoODERNIZATION UNDER STALIN

In physical terms (e.g., the number of literate people, the size of its
educational establishment, the percentage of trained scientists and
technologists, and the industrial-military indicators such as the annual
output of steel, oil, tractors, machine tools, aircraft, tanks, missiles and
nuclear weapons) the USSR undoubtedly qualifies as a modernized
state, even if it suffers from the lack of comparable efficiency. For its
quantitative modernization the Soviet Union is indebted to Stalin; he
was determined to transform a basically rural Russia into a highly in-
dustrialized state as quickly as possible because of the danger to
USSR’s survival he perceived if he failed to do so. As he put it in the
often remembered speech in February, 1931:

To slow down the tempo (of industrialization) means to fall behind. But the
backward get beaten. And we don’t want to be beaten. . . . The history of old
Russia was, among other things, one of being continually beaten because of
backwardness. . . . Such is always the law of exploiters—to beat the backward
and the weak. This is the capitalist law of the wolves. If you lag behind, if you
are weak, then you are wrong and you can then be beaten and enslaved, If you
are strong, then you are right and need to be treated with wariness.

This is why we can no longer lag behind.!

Less noted was Stalin’s determination not only to drag Russia from
industrial and military backwardness but to develop production cap-
abilities to a level that would, by extension, enable the USSR to be-
come militarily superior to the capitalist world. In fact, he declared
that the Soviet regime could not endure unless it ultimately out-
stripped the industrial capabilities of the capitalist states.”

The German attack in 1941 prevented Stalin from accomplishing
his goal: it placed the USSR’s very existence in question before the

E—— s
1], Stalin, Sochineniya (Collective Works), State Political Publishing House, Moscow,

1951, vol. 13, pp. 38-39.

. 2See his report on the results of the 1st Five-Year Plan to a Central Committee plenum

in January 1933. Ibid., p. 173. It should be underscored that Stalin’s determination to

obtain s,uch an overwhelming defense production edge was expressed at a time when

U.S.S.R.’s backwardness made his singlemindedness seem to be an impossible dream.

45-154 0 - 79 - 6 \
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intended industrialization plans could be fully implemented. In fact.
the shattering experience of the Nazi invasion and the earlier (1918--
20) Russian Civil War, in which the survival of the Bolshevik regime
had similarly been in question, also prevented Stalin from initiating
a truly global foreign policy. . )

But a dynamic policy abroad, driving USSR’s military moderniza-
tion not only out of sheer survival and defensive needs but alsu in
active pursuit of influence far beyond Soviet borders, was initiated
and is currently being implemented by his successors. It accounts for
USSR’s on-going military modernization on a scale that has produced
Soviet military capabilities equal to or exceeding those of the US.

A dramatic measure of how the Soviets have closed the military gap
is represented by the strategic weapons delivery system. For example,
in land-based ICBM’s, the US lead of 1,000 to 200 for the USSR in
1962 (at the time of the Cuban Missile Crisis) was changed in 1977 to
a lag of 1,054 compared to 1,469 for the Soviets. A similar reversal
occurred in sea-based systems: for example, in 1970 the US had 656 to
289 for the USSR ; by 1977, the US inventory of 656 (which had re-
mained unchanged) was exceeded by USSR’s 878.2

USSR’s confirmation of the strategic change was reflected in its re-
action to the US proposal of March 1977 for a drastic arms reduction;;
Soviet spokesmen derided the US proposal as a calculated effort to
obtain unilateral advantage over the USSR now that the Soviets had
overtaken the US. And, in broader and more euphemistic terms, en-
compassing non-military as well as weapons factors, the Soviets have
marked the strategic change, which has capped USSR’s military mod-
ernization to date, by citing “profound changes in the correlation of
forces in favor of the Socialist commonwealth.”

The strategic parity with US achieved by the USSR has given sub-
stance, in military terms, to Stalin’s dictate.of the Thirties: the Soviet
need “to overtake and surpass” the US, as the leader of the capitalist
world. It also provides the military muscle for USSR’s increasingly
expansive foreign policy. Soviet oceanic policy and activities embody
this post-Stalin global reach. '

Sovier Oceanic Poricy UNDER STALIN’S SUCCESSORS

USSR’s current oceanic policy has developed in response to the im-
peratives of an expansive post-World War II foreign policy, the
resultant strategic problems and opportunities, and domestic political-
economic developments. In turn, the oceanic policy has been the driv-
ing modernizing force behind the full span of Soviet capabilities that
are visible on the world’s oceans today. These range from warships
making “courtesy calls” and “showing the flag” at many foreign ports
to Soviet ships carrying foreign goods, fishing off distant coasts, and
being engaged in scientific research on all the world’s oceans.

New Expansive Policy

The beginning of this transformation of the USSR from an insular
landlocked nation—the interests of which the West at one time totally

3For a comparison of these and other U.S.-Soviet military trends, see John M. Collins,
American and Soviet Military Trends Since the Cuban Crisls, CSIS, Georgetown Univer-
sity, Washington, D.C. 1978.
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ignored even in areas as close to the USSR as the Middle East—to a
worldwide, oceanic competitor of the United States, can be dated to
the mid-fifties. It was then that the Soviet leadership asserted global
aspirations.

Thus, in classic, non-communist terminology, Khrushchev declared
the U.S.S.R. to be a great power (velikaya derzhawa, a term used in
Tsarist Russia) with worldwide interests and without whose partici-
pation no problem on earth could be successfully resolved. The current,
post-Khrushchevian leadership reaffirmed his views with even greater
vigor, though in less colorful style. The Soviet Foreign Minister
Gromyko put it most explicitly:

The Soviet Union is a great power situated on two continents—Europe and
Asia, but the range of our country’s international interests is determined not by
its geographical positions alone . . . :

The Soviet people do not plead with anyone for a say in the solution of any

guestion concerning the maintenance of international peace, the freedom of and
_independence of the peoples and our country’s extensive interests.

To sum up the fundamental change, U.S.S.R.’s expansive foreign
policy has now been enshrined in the new (1977) Soviet Constitution.
Unlike its 1986 predecessor (the so-called Stalin’s Constitution), the
new basic charter proclaims that Soviet foreign policy is “directed
toward ensuring favorable international conditions for . .. strengthen-

-ing the position of world socialism, the support of the struggle of
peoples for national liberation . . . .”°® :

To underscore the significance of this change, Brezhnev, in a report
to the Party’s Central Committee in May 1977, focused on what he
called “the key principal issues underlaying the new Constitution.”
In this connection, he pointedly noted that for the first time a Soviet
Constitution features a special foreign policy clause. This was inserted
because of “radical changes in the international position of the Soviet
Union,” and thereby “in the social-political profile of the world.” He
explained further: »

The capitalist encirclement of the U.S.8.R. has been ended. Socialism has been
converted into a world system . . . The position of world capitalism has been
substantially weakened.®

In effect the new Soviet Constitution has been used as a formal cap-
stone to mark U.S.S.R.’s activist policy abroad and the changes it has

wrought. ]

To date, a major thrust of that policy has been toward the oceans,
i.e., by definition, activities beyond the Soviet periphery. In its forma-
tive stage, Gromyko telegraphed the expanding Soviet oceanic policy
by declaring:

Equal rights in all sectors and in all spheres of activity in the international
arena, including the adoption of measures to protect the vital interests: of the
Soviet Union, its allies and friends . . . freedom of navigation for ships an_d
fleets, no lesser than that for the ships and fleets of any other power—all this
determines our prospects and responsibility in world affairs.”

4 A. A. Gromyko, Consistent Policy of Peace, Report to tile U.8.8.R. Supreme Soviet

on June 27, 1968, Novosti Press, Moscow, 1968, pp. 3738,
s Konstitutsiya S.S.8.R. (Constitution of the U.S.8.R.) Publishing House Izvestiya,

Moscow, 1977, p. 14. - .
8L, T, Brezh‘!’lev. 0. Provekte Konstitutsii SS®R. (On the Draft of the Constitution of

U.S.S.R.), Political Literature Publishing House, Moscow, 1977, pp. 4 and 12.
7 A. A. Gromyko, Ops. Cit., p. 39. .
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Somewhat later Brezhnev, in reacting against external criticism of
Soviet military policy, confirmed U.S.S.R.’s new interest in freedom
of the seas around the world:

. . . The U.S. propaganda machine has initiated a whole campaign concerning
the Soviet fleet. In Washington, it seems, a threat is envisioned from the ap-
pearance of our ships in the Mediterranean, in the Indian Ocean, in other seas.
But in this situation, American politicians consider it normal and natural for
the Sixth Fleet to be continually in the Mediterranean, which can be called the
underside of the Soviet Union, and for the Seventh Fleet (to be) at the shores
of China and Indo-China.

‘We never did and do not consider it an ideal situation in which the navies
of a great power for lengthy periods cruise around scores of lands away from
their own shores. And we are ready to solve this problem, but to solve it, so to
say, as equals.®

Having received a cue from their political chiefs, the Soviet mili-
tary leaders thereafter echoed the new policy line by similarly ex-
panding their definition of the mission of the Soviet armed forces
to cover the greater scope of Soviet interests. According to Marshal
Grechko, the late Soviet Defense Minister, the USSR Armed Forces
serve to defend the extensive gains of the socialist commonwealth now
that “under the impact of the growth of the international authority of
the USSR fundamental changes in the world have occurred . . .” and
“capitalism has ceased to be the indivisibly dominnant force in the
world.”®

General Yepishev, the chief political officer of the Soviet Army, ex-
tended Grechko’s appraisal by indicating that “the international tasks
and obligations of the Soviet Armed Forces have widened and deep-
ened and their responsibility for fulfillment (of these tasks and obli-
gations) has increased.” 2° :

In the oceanic policy context, Admiral Gorshkov, the Soviet Naval
Commander, further underscored the change in Soviet foreign policy
by noting the consequences for his command: the USSR has created
a new type of armed forces—an oceanic navy which, “with its long
range capabilities, guards Soviet state interests on the world’s seas
and oceans.”

As in the case of marking the post-Stalin changes in Soviet foreign
policy, the new Constitution formally recognizes and enshrines the
role of the Soviet Armed Forces. Thus, Brezhnev noted that special
reference to their mission appears for the first time in the Soviet
charter.?

Pursuing new global aspirations and missions, the USSR had leap-
frogged into distant areas, beginning with massive economic and mil-
itary aid to Egypt in the 1950°s and following up with diplomatic and
economic contact with nations in Africa, Latin America and Asia in

8L. I. Brezhnev, O. Vneshnei Politike KPSS I Sovetskogo Gosudarstya (On Foreign
Poéi;g of CPSU and Soviet State), Political Literature Publishing House, Moscow, 1973,
D. L

9 A. A. Grechko, Vooruzhenniye Sily Sovetskogo Gosudarstva (Armed Forces of the
Soviet State), Military Publishing House, Moscow, 1975, p. 96.

10 A, A, Epishev, Partiya I Armiya (The Party and the Army), Political Literature Pub-
lishing House, Moscow, 1977,"p. 5.

1 Boevol Put’ Sovetskogo Voennomorskogo Flota (The Fighting Course of the Soviet
Navy), Military Publishing House, Moscow, 1974, pp. 5—6. To further highlight change,
this work traces the transformation of the Soviet fleet from a defensive to an offensive
arm of the U.S.S.R.; it notes that for the first time in its history, the Soviet fleet has
long range, strategic capabilities which can fundamentally affect the outcome on oceanic
and continental war fronts.

12 Brezhnev, O Proekte . . . ., op. cit., p. 12,
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the 1960’s and 1970’s. As a result, Soviet material aid and military and
technical personnel have been sent to many areas of the world which
have never before seen Soviet presence. :
Both the assertion of global aspirations and the resulting imple-
menting activities are a clear reversal of Stalin’s cautious foreign
policy. With the exception of ideological rhetoric about supporting
international proletariat and of secretly financing of communist par-
_ties abroad, Stalin’s policy abroad was relatively modest. Moreover,
he never claimed for the USSR great power interests on a global
scale, much less acted on them. And his use of Soviet capabilities, par-
ticularly military, were confined closely to the Soviet periphery.
Indeed, even here his behavior was very cautious: he drew back when
confronted by determined Western opposition. For example, in 1946,
Stalin withdrew Soviet Army units from Iran after President Truman
threatened strong US action to force such a withdrawal. (The Soviet
forces, together with allied troops, had entered Iran during World
War II to insure the flow of allied aid to the Soviets; but in contrast
with the allied withdrawal, they remained in Iran after the end of
the war despite an earlier agreement for removal of all forces six
months after the end of the war.)
But the foreign policy, inaugurated by Stalin’s successors, was not
only a radical break with his policy but also impacted profoundly on
Soviet strategy.

The Impact of the New Policy on Soviet Strategy

The post-Stalin expansive foreign policy has revived the traditional
strategic threats to the Soviet Union; it also has created new com-
plexities for the USSR. Thus, it has: resurrected the traditional two-
front challenge to the USSR on the Eurasian continent; intensified
the strategic challenge of the US as a powerful adversary; and,
triggered USSR’s effort (also new) to project its support and in-
fluence to the developing countries far beyond its immediate periphery.

GEOPOLITICAL SITUATION

In the main, these strategic problems have arisen from and have
been heightened by USSR’s geopolitical situation. The Soviet Union
isin a geopolitical bind unlike any other nation in the world. Striving
to be a global power like the US, the Soviet Union has not, because of
its location on the Eurasian Continent, had the advantages of the US.
In a balance of power context, it does not have the US option of play-
ing an offshore role in a major conflict on the Eurasian continent, if
that is considered to be the main arena of US and Soviet interests.
Again, unlike the US, the Soviet Union does not have the option of
detaching itself from either Europe and Asia or both. While unlikely
to do so, the US nevertheless has the choice of “walking away” from
cither Europe or Asia, or both. :

The Soviet. Union’s two-continent location also imposes on it stra-
tegic disadvantages which do not confront the other major European
nations. Thus, while Western Europe faces a direct threat only from
the East, the Soviet Union potentially must consider a challenge
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from both Eastern and Western directions. Consequently, Soviet
capabilities cannot be measured by simply matching them against
those of either the US and West Europe, or both, since this does not
reflect the full magnitude of Soviet Union’s disadvantages. Even apart
from those of the US, West Europe’s manpower, economic and mili-
tary capabilities objectively are, or potentially can be, equal to those
of the Soviet Union; this is particularly true if considered against the
USSR’s current need to divide its strength between the West and the
East to meet potential threats from both directions. West Europe’s
main problem is political: the will to put aside its differences and
unite to meet a common challenge.

As to projecting its power beyond the Eurasian Continent, the
Soviet Union is again handicapped by its geopolitical situation. Its
direct and easy naval and maritime access to the global oceans and
seas is impeded in key areas by geography: its ships have to pass
through narrow straits, e.g., in the Black and the Baltic Seas; but
these passages are controlled by others and can serve as easy targets
for “bottling up” Soviet ships.

THE TWO-FRONT THREAT

The geopolitical context described above suggests the magnitude
and complexities of the strategic problems facing the Soviet Union
which have been evoked by its expansive foreign policy and which are
likely to serve as constraints on Soviet freedom of action abroad. As
a first problem, it faces a two-front challenge on its Eastern and
Western flanks. The two-front threat is deeply imbedded in Russian
and Soviet psyche by past and recent history. This includes invasions
from the East and West which date as far back as the 13th Century
when the Mongol hordes and Teuton Knights devastated Russian soil.
The incursions by the Japanese and the Germans in the 1930’s and
1940°s were the modern versions of this threat to Russia.*®

In the current context the potential challenge is posed by West
Germany and China. Regarding Germany, a traditional continental
rival, the Soviets assume that West Germany, due to its size and stra-
tegic location, will dominate any future alliance arrangements in
West Europe, particularly if the US should reduce its role in Europe.
(Germany is already the dominant European member of NATO.)

The Soviets also believe that Germany is likely to enhance its
strength in the future by acquiring or having direct access to nuclear
weapons and missiles. Even 1f there is no objective basis for assuming
such an eventuality, the Soviets perceive this will or may occur. They
already consider the current US-West German dual arrangements as
giving the Germans a finger on the nuclear trigger. Moreover, the
USSR is convinced that even now the Germans are capable of inde-
pendently producing missile weapons but are constrained at present

13The two-front threat is so ingrained in the thinking of Soviet strategists that even
. seemingly unrelated activities are put in context of that classic threat to Russian security.
Thus, as a young naval officer, Adm. Isakov, the one-time Soviet deputy naval chief,
conducted a study of the World War I attack by Japan on German-held Tsinrtao in China ;
this attack occurred while the Germans were pre-occupied in the West. His biographer
indicates that Isakov later analyzed the lessons of that incident for its application,
under comparable circumstances, to a U.S.8.R. simultaneously threatened from the East
tllgd4the V1Vest. §See V. Rudny, Dolgoye, Dolgoye Plavanie (Long, Long Cruise), Moscow,
74, pp. 102-3.
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only by political expediency.’* In the Soviet view, this German self-
restraint is susceptible to erosion, and will change. But, even in the
worst case of national acquisition of nuclear-missile armaments, West
Germany would offer relatively little concern to the Soviets if, alone
and unaided, it posed the only threat: they could successfully meet it
by the superior ground forces and nuclear-missile capabilities which
they have developed and acquired since World War I1.%°

_But, China, as a potential enemy, has added another—very large—
dimension to Soviet strategic problems, almost overriding all others.
With the defeat of Japan in 1945 and the Communist victory in China
in 1949, the Soviets assumed that they had permanently solved the
two-front threat posed before World War II by Germany and Japan.
However, since the eruption of the bitter Sino-Soviet dispute in the
late 1950’s, the USSR has had to assume a hostile China, either alone
or in open or implicit collusion with West Germany or others. (Soviet
lperceg)tions of possible alliances against the USSR are discussed
ater.

Indeed, the major impact of Communist China on Soviet policy has
been to transform Sino-Soviet relations into a state of armed hostility
and force the Soviets to view China as an active threat to their na-
tional security. Consequently, the Soviets have been forced to build
up their forces on the China border to some 50 divisions and with over
half-million men. o

This tremendous build-up, unanticipated and unplanned for in
Stalin’s days, has been accompanied by organizational and command
changes which indicate the Soviet expectations about the permanency
of the China threat. In 1969, the Soviets established a new Central
Asiatic Military District with all that this implies in terms of Soviet
military contingency planning for and integration of forces at an
important sector of the Sino-Soviet border. (This move may be com-
pared to the Soviet organization of a special military command in
the Far East, just prior to the Soviet attack on the Japanese in
Manchuria at the end of World War II. On that occasion, the Soviets
organized a new command under Marshal Vasilievsky with three
operational fronts designed to capture Manchuria from the Japanese.)

With regard to command changes, General I. G. Pavlovsky—then
a relatively junior officer—was promoted in 1967 from Commander of
the Far East Military District, which he had headed since 1964, to
Deputy Defense Minister and Commander of the Soviet land forces.
He was originally sent to the Far East apparently to modernize the
Soviet forces in the area. It can be surmised that he was subsequently
brought to Moscow in order to do contingency planning for a possi-
ble land conflict with China.

And in 1968, General Tolubko, the Soviet deputy commander of the
Soviet strategic rocket forces prior to that date, was sent to the East

1 Ag far back as 1964. the Soviets interpreted West Germany’s manufacturing of
missiles for meteorological use by non-German consumers as masking capabilities for
producing combat missiles. (The Soviet views on this matter were stated in Pravda, Feb. 4,
1964). By implication, the Soviets suggested a parallel with German manufacturing of
weapons after World War I in violation of the Versailles Treaty. They conveniently
omitted, however, the fact that in the 1920’s they gave the Germans a big start by allowing
the Reichswehr to manufacture and test tanks, aircraft, and other weapons on Soviet soll.

15 1J.S.S.R.’s confidence in its ability to handle a German threat, separate from the
United States, was expressed even at a time when Soviet strategic capabilities were far
less than they are today. (See Party Secretary Leonid. Brezhnev’s declaration to the
23rd party Congress, Pravda, Mar. 30, 1966.)



80

to take command of the Far East Military District. It can be assumed
that he was detached from the central missile command in order to
use his experience in organizing possible new missions for Soviet stra-
tegic and tactical missile forces based in the Far East ; the contingen-
cies undoubtedly include possible attack against Chinese nuclear-
missile facilities, alone or in combination with any land force opera-
tional plans developed by Pavlovsky. (Subsequently, Tolubko was
promoted to full general and replaced Marshal Krylov as commander
of USSR’s strategic rocket forces; this meant that the command of the
most important arm of the Soviet armed forces was placed in the
hands of a man very familiar with the threat in the East.)

The increasing severity of the Sino-Soviet conflict to date threatens
to make it the overriding major strategic concern of the Soviets. This
has been spurred by the Chinese willingness to risk use of force to act
on their perceived grievances. Thus, the Chinese initially provoked the
1969 border clashes along the Ussuri River, which involved regimental
size units, even at a time when the Soviets had overwhelming military
superiority. China’s continuing willingness to use force for “punish-
ment” or “border rectification,” as occurred against the Vietnamese in
February 1979, only serves to further feed Soviet concern.’®® That is
likely to increase even more in the future, if the present Chinese goals
related to large scale military modernization, proclaimed by Deng
Xiaoping, are carried out.'*®

THE CHALLENGE POSED BY UNITED STATES

On top of the traditional two-front threat, the US has added an
entirely new dimension to post-war Soviet strategic concerns. In the
Soviet view, the US challenge differs from any Eurasian threat for
the following reasons: the US is a non-continental power, and hence
beyond the reach of Soviet ground forees; the US currently still has
an overall edge in nuclear-missile capabilities, if the reported US qual-
itative lead is valid ; and, most important, the US has actual or poten-
tial economic and technical resources to increase its military
capabilities which the Soviets would be hard put to match in the fore-
seeable future; therefore, unless the US deliberately permits it, the
USSR cannot get a permanent, overwhelming edge over the US.

Thus, the Soviets have already noted their concern about the US
using its superior economy to pressure or exhaust the USSR in an
unbridled arms race. A Soviet military organ put it this way:

. . . Imperialism fears new successes of socialism and tries to disrupt them
by political, economic, and spiritual means. Imposing on the socialist countries
an arms race, the military-industrial establishment is counting by these means
to trigger economic and other difficulties for the States of the socialist common-
wealth. The increase in military activity of the imperialist aggresive bloc in-
creases the military danger . . . ¢

152 Gen. Yepishev noted “the criminal ease” with which Chinese ‘‘militarists” resorted
to arins on that occasion. (See Kommunist Vooruzhennykh Sil, Communist of Armed
Forces, No. 9, May 1979, p. 14.)

150 Party Secretary Rusakov underscored Soviet concern by noting that of the ‘“four
PRC modernizations”’—agriculture, industry, science and technology, and military—the
stress was on the last. (See his speech on February 5, 1979, as cited in FBIS Daily Report
Supplement, March 8, 1979, p. 34.)

16 Kommunist Vooruzhennykh Si1 (Communist of the Armed Forces) February 1979,
No. 4, p. 18. Another Soviet spokesman reflected Soviet concern that the ‘‘imperialist”
pressure may be extended beyond economic to military and political areas. (See V.D.
Kuchin, Imperializm-Vrag Svobody I Progressa (Imperialism—Enemy of Freedom and
Progress), Publishing House DOSAFF U.S.S.R., Moscow 1978, pp. 77-78).



.

- 81

Consequently, a possible US-USSR confrontation poses almost in-
soluable problems for the Soviets. Unlike a German attack on the
Soviet Union, which at worst could be blunted by the traditional Rus-
sian strategy of trading space for time, a US nuclear-missile attack
cannot be met by a similar strategy. Indeed, for the first time such an
attack threatens Soviet political centers without a need for a foreign
foe to invade Soviet territory. The impact of such a possibility must
be viewed against the background of the 1941 Nazi attack. Even with-
out the capture of such key centers as Moscow and Leningrad, the
German invasion almost led to the USSR’s collapse.

In recognition of the unprecedented danger posed by a possible con-
flict with the US and the effect on the USSR, the Soviet regime has
noted the need for special conditioning of the Soviet people. As one
Soviet spokesman puts it :

The second most important circumstance which increases the significance of

the morale factor in modern war is the radical, revolutionary transformation
which has occurred in the equipping of armies, above all with the appearance of
nuclear-missile weapons. . . . It is natural that with the threat of the use of
nuclear weapons the danger grows by leaps and bounds which demands from
the personnel of the armed forces and the entire people special morale-psycho-
logical conditioning.’” :
The Soviet spokesman further notes that the psychological prepara-
tion of the éoviet people is particularly important because the lack
would impact on people’s bravery, risk-taking, initiative and other
requirements necessary to insure victory.'

The conditioning 1s also necessary because of Soviet leadership’s
concern that its people and armed forces might be subjected to panic
or “political immaturity” in the event of a nuclear war. The imma-
turity is a thinly veiled reference to the disloyalty to and defections
from the regime that were displayed by many Soviet citizens in the
early months of the 1941 Nazi attack.”® A Soviet conflict with the US
might see history repeat itself if such a war did not degenerate into

_an all-out, unrestrained nuclear death spasm.

THE STRATEGIC PkOBLEM OF THE DEVELOPING WORLD

In addition to perceived two-front and U.S. threats, the Soviets
face a problem with regard to the developing areas. Like the Soviet-
postulated threat from the U.S., this is also a new postwar challenge:
how to effectively project U.S.S.R.’s military power and influence
beyond its periphery, regardless of whether the need is attributed to
Great Power imperatives or ideological requirements for the support
of “national liberation struggles.” In Stalin’s days, this problem did
not confront Soviet strategists since he neither asserted overseas ob-
jectives nor did the Soviets have the capabilities for attaining them.
Indeed, he viewed the Developing World as a strategic reserve of
“Western imperialism”; given the latter’s control over the reserve
areas, they could only be undermined through an attack on the “home-
land” capitalist bastions. In this context, Stalin viewed the then few

17 E. Lauronin, Leninskaya Politika Mira I Dal’neiisheye Ukrepleniye Oboronosposob-
nosti SSSR (Leninist Policy of Peace and the Further Strengthening of Defense Ca-
pa?ilifies of the U.S.S.R.), Political Literature of Ukraine, Kiev 1978, p. 48.

18 Tbid.. p. 49.

1 For an examination of Soviet views during the formative years on the implicatioqs
of a nuclear conflict, see the present author’s “Limited Nuclear War in Soviet Strategic
Thinking,” Orbis, spring 1966.
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ex-colonial areas which had gained their independence from the

mother-countries, e.g., India, as “lackeys of imperialism” since these

new nations would not blindly follow his lead. The Soviet view then

g}as relatively simple: those who were not with them were against
em.

After Stalin’s death, Khrushchev drastically reversed Soviet poli-
cy : even if the developing countries chose not to be totally subservient
to the Soviet cause, they could serve Soviet interests as long as they
were anti-Western. The new policy opened up a vast arena for Soviet
political action; but it also confronted the Soviet strategists with a
similarly new problem of how to concretely exert influence in areas
beyond U.S.S.R.’s periphery. This was a particularly challenging
problem at that time because the Soviets lacked both naval and air
capabilities for delivering Soviet material support over long distances
or for showing the flag. Indeed, when World War II ended, the
U.S.S.R. had only a coastal, defensive navy and no strategic air force
or air transport capabilities.

In sum, the Soviets, as a result of post-Stalin aspirations, have been
confronted by the overarching problem of developing separate and
non-interchangeable capabilities to deter or defeat a nuclear-missile
attack from the U.S,, to deter or defeat a ground attack on the
Eurasian continent from either or both the East and the West, and
to support non-peripheral “national liberation” struggles. The crea-
tion of this problem has impelled the Soviet military modernization, as
reflected in the implementation of U.S.S.R.’s expanding ocean policy.

Ocsanic Policy Imperatives Driving Modernization
STRATEGIC

Soviet economic, and particularly military, modernization is being
driven by strategic challenges facing them. This requires an increase
in capabilities, including oceanic, either “to solve” the problems
created or to capitalize on the opportunities offered. Thus, to counter
the two-front threat, the Soviets perceive a need not only for land
forces but also for naval capabilities in order to outflank from the sea
both China and NATO, particularly West Germany as the European
keystone of the alliance.2°

Regarding the challenge posed by the U.S., the Soviets perceive a
need, in addition to strategic missile forces, for appropriate naval
capabilities both to interdict U.S. assistance to NATO in the event of
an armed conflict in Europe and, if necessary, to attack the U.S.
directly from the oceanic depths.?* Such a naval capability in particu-
lar is required because the U.S., as a power outside the Eurasian
continent, is beyond the reach of the U.S.S.R.’s land forces and hence
cannot be dealt with in a “traditional” manner of being overrun by
those forces. L

Tn a similar vein of a new challenge not amenable to a traditional
solution, the Soviets have had to confront an unfamiliar problem of

20 Soviet Navy’'s need for a capability to strike objectives deep in the rear of an enemy
is detailed in Boyevoi Put. op. cit.,, p. 493. In this connection. Adm. Gorshkov indicates
the Soviet Navy has capabilities to affect the outcome of a conflict on continental as well
as ocean war theaters.

71A discussion of how the sea lanes of a potential oceanic enemy must be disrupted
and his home territory targets hit is contained in ibid., pp. 491-92.
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projecting Soviet presence and influence in the developing world; the
latter, like the US, consists of areas beyond the USSR’s immediate
periphery. As a result, the Soviet perceive a need for appropriate naval
and maritime capabilities. Since the mid-fifties, they have addressed
the problem by developing airlift and sealift capabilities as well as
organizing amphibious and airborne forces. These are intended to meet
the Great Power requirements of being able to “show the flag,” e.g.,
Soviet war ships now make frequent port calls in many areas of the
world. At the same time, the increased capabilities are also needed to
meet the ideological requirements of being able to support “struggles
for national liberation” via military advisers and materiel, as was the
case, for example, in Vietnam and, more recently, in Angola and
Ethiopia. The list of examples is growing. -

POLITICAL-ECONOMIC IMPERATIVES

The development of Soviet oceanic policy and the build-up of mari-
time capabilities have been further fueled by economic and agricul-
tural problems in the USSR. Since World War II, the post-Stalin
Soviet leadership has been under political pressure to increase the
Soviet standard of living. This effort has been retarded by continu-
ously poor performance of Soviet agriculture, despite some investment
in fertilizer manufacturing and mechanization. As an alternative, the
Soviet leaders have been forced to “turn to the sea”; the USSR has
built floating “fishing factories” in order to “harvest” and process
oceanic catches. Illustrative of the increasing role of fish in the Soviet
diet is the plan of USSR’s leaders to shift internal consumption from
‘meat to fish. For example, a first effort goal was set in 1976 to increase
the sale of fish by 25 percent.?? The disastrous impact of the low grain
vields in the 1970’s has added urgency to Soviet plans; because meat
is scarcer than ever, the Soviet people will have to shift to fish re-
gardless of their preferences. (The Soviet people are officially on one-
meatless day per week; in reality, meat is often not obtainable on -
additional days.) : '

Then, too, the Soviet Union has been under pressure to acquire its
own large merchant fleet; the latter is needed both to carry Soviet
goods as a way of conserving scarce hard currency, and to carry the
woods of cther nations as a way of earning such currency, needed to
finance the purchase of Western technology and know-how for use by
the Soviet economy. The strength of the Soviet imperative to expand-
its merchant fleet 1s suggested by the fact that the build-up is taking
place at some political and economic cost: because of its own limifed
ship-building capabilities, the USSR hag had to place orders with
others, e.g., with East European shipyards. Undoubtedlv, the Soviet
leaders would prefer to have the ships built at home, both as a matter
of prestige and money.

Political and Foreign Policy Dilemmas

While the current economic and military modernization is attempt-
ing to respond to the imperatives noted above, Soviet oceanic policy
driving that modernization has been, and is, affected by numerous

22 This was according to plans announced by N. Batbakov, Head of the Soviet Planning
Agency (Gosplan), on Dec. 2, 1975.
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dilemmas and obstacles. These are rooted in: (a) Russian history and
culture; (b) the internal Soviet political system; and (c) the USSR’s
attempt to be simultaneously a great power nation-state, a claimant
to ideological leadership of the Communist world, and a moving force
in the non-Communist developing world.

HISTORICAL AND DOMESTIC POLITICAL FACTORS

In developing its oceanic policy and perfecting its maritime capa-
bilities, the Soviet Union, as a successor to landlocked Tsarist Russia,
does not have a long maritime tradition and experience to draw on.
This has necessitated developing in the Soviet people an awe for
Russia’s naval glory and a feeling for the seas; then, too, the Soviet
regime has had to supplement this with appropriate training for
survival of Russian “landlubbers” in the unfamiliar environment of
the oceans. Then, too, the Soviet regime feels compelled to thoroughly
indoctrinate its youth in the traditions of the Russian navy and the
history of its exploits, even if the latter by comparison with the West-
ern maritime powers are few; then the indoctrination is capped by
exposing them to the growth of USSR’s own oceanic prowess.* After
the youth become sailors, they are exposed to long training cruises de-
signed to give them sea legs and an “at-home” feeling on the oceans.
Equally important, the Soviet regime feels the necd to combat the
worry and home-sickness that develops in young sailors when they are
far from native shores.? :

But by expanding their ambitions to the oceans and involving their
people in the effort, the Soviet leaders have heightened a political
dilemma. They have generally always been nervous about any contact
between their people and foreigners. This was reinforced by the mas-
sive defections in World War II. The official concern applies with even
greater force to activities that call for Soviet personnel to range be-
yond USSR’s borders. It has been fed by numerous defections which
have occurred, and continue, in the post-World War IT period.

In particular, the Soviet regime has been most wary about one of
the most important groups in the Soviet system—its military. As a re-
sult of their experience abroad, the armed forces in some instances
have become ideologically “contaminated” and have even provided the
seeds of dissidence.

The regime’s concern about the military stems from recent experi-
ence. In the final stages of World War II, the Soviet troops advanced
into East Europe and were exposed to local economic conditions; as
poor as the latter were in comparison with those in West Europe or
the US, they were superiod to those in the Soviet Union and accord-
ingly affected the attitude of Soviet personnel. For example, Soviet
soldiers, many of whom came from rural parts of the Soviet Union
and were of peasant stock, saw first hand that even the poorest peasants
in Poland or Hungary were in many ways better off than the richest

2 A description of typical indoctrination and training, focused on the Soviet youth
in the Far Eastern Province, 1s contained in V. Goryunov. Put v Okean (The Road to
the Ocean), DOSAAF Publishing House, Moscow, 1974, :

2 Soviet publications note that the training of Soviet naval personnel must be very
thorough, concerning itself even with such minute detalls as to how to avold or cope
with sea-sickness. A detailed discussion of such training is contained in Voina, Okean,
Chgeslcl)gféx (Wia(x)';z Ocean, Man), Voenizdat, Moscow, 1974. .

. D. .
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Soviet kolkhoznik. Because the Soviet soldiers made unfavorable com-
parisons, they were not allowed to return directly or promptly to their
homes at the end of the War. Instead they were first “decontaminated”
by being sent elsewhere.

This wartime experience led the Soviet leaders after the war to
isolate their forces serving outside the USSR, e.g., in East Germany,
Hungary, and Poland, in their barracks; they were not allowed to
freely fraternize with the local population as was the case with Ameri-
©canGT’s.

The foregoing examples illustrate the source of Soviet regime’s dis-
trust of its citizens, whether in uniform or in civilian capacity. The
regime’s lack of confidence in the loyalty of its people evokes, in turn,
a negative reaction up to and including dissidence. The latter is most
telling once again in the case of the Soviet armed forces. In an oceanic
context, the alienation is most applicable to the forces based in the
Baltile Sea area. In the postwar period the Baltic Fleet has produced
a number of dissenters, including reportedly in the 1960’s some sub-
marine officers who are the cream of an already elite group that makes
up the Soviet navy.?s '

It should be noted parenthetically that any dissent in the Baltic
Fleet draws on past history, both in the Soviet and the Tsarist context :

(1) The Decembrist uprising in St. Petersburg in 1825 was led by
Russian officers who during the war against Napoleon marched to the
West and were exposed to Western political ideas.

(2) Sailors of the Baltic Fleet were the mainstay of the Bolshevik
Revolution in 1917 (in fact, they could -be considered lineal descendants
of the Decembrists in terms of playing a major role in the uprising
against the Tsar).

(8) It was also these very same sailors who revolted against the
Soviet regime at the Kronstadt Fortress in the Baltic in 1921 because
they believed Lenin had betrayed the revolutional ideals (the sailors -
were brutally put down by the Bolshevik forces led by Tukhachevsky ;
ironically, as a future marshal, he was himself purged by Stalin in
1937 after becoming disenchanted with Stalin’s rule).

The foregoing historical background has particular relevance to
USSR’s oceanic policy: the regime has to depend on its people to
implement that policy. But many of these must of necessity operate
beyond the Soviet borders and hence beyond the pervasive, internal
control system. But, in being abroad. this personnel is exposed to “alien
influences” and can, in addition to itself being affected, on returning
home “infect” other Soviet people. The Soviet regime’s sensitivity on
this score is reflected in commentary which warn its personnel abroad
against being taken in by seductive but false Western ideology and
appearances.?®

2a The most recent laree scale example of dissent was the meeting in Novemter 1975 of
the personnel of the anti-submarine warship Storozhevoy. (See W. H. Manthorpe, “The
Soviet Navy in 1976, US Navy Institute Proceedings, 1977 pp. 208 and 210.)

28 For example. the main Soviet naval organ has noted that Soviet sailors in foreign
ports are subjected to “attacks of bourgeois propaganda’ ; it calis for strengthening their
vigilance and for preserving their ‘‘class feeling.” (See Morskoi Sbornik. No. 8. 1975,
n. 7-10). Because more of them are abroad than ever before, they are exhorted to lead an
ideological counterattack. (See Rear-Adm. I. Petrov in Kommunist Voorushennykh 8il, No.
8. April 1979, p. 59.)
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FOREIGN POLICY DILEMMAS

The USSR also faces numerous foreign policy and ideological di-
lemmas related to its oceanic policy. These arise from the Soviet need
on differing occasions to side “with” or “against” both the advanced
nations of the West and the developing countries. In building up and
using its oceanic capabilities in pursuit of its great power aspirations,
the USSR (in common with the advanced nations) has developed a
vested interest in oceanic issues such as preserving unrestricted pas-
sage of straits and limiting the expansion of territorial water claims.
But this has put the USSR in an undesired conflict with many devel-
oping nations, even though it would prefer, on the basis of ideological
imperatives and competition with the West for influence among those
%étions,.to lead them against the “imperialist” or “neo-colonialist”

est. .

Their ambivalence on many oceanic issues of interest to the develop-
ing nations has exposed the Soviets to political exploitation by China,
its arch-rival in both the Communist camp and the non-Communist
developing world. Now that it has acquired a vested interest on some
oceanic issues in common with the West, the USSR is accused within
the Communist world of having betrayed the revolutionary cause by
siding with the West; within the non-Communist developing world,
the USSR is attacked for being unqualified to lead the developing
nations because, as an advanced state, it cannot possibly understand
their needs and promote their interests.

The Soviets have tried to counter the Chinese attack by joining the
developing world in “anti-colonialist” votes against the West. But in
doing so the Soviets are caught in still another dilemma affecting their
oceanic policy. Even as it expands its oceanic capabilities at the ex-
pense of the West in response to strategic and political imperatives,
the USSR has been forced at the same time to turn to the West for
technology and know-how in order to help the Soviet economy improve
its poor performance. The latter is due to the central internal problem:
the Communist Party has maintained its pervasive control over the
Soviet system even when this has been done at the expense of economic
efficiency, as has been true to date. :

Of course, the problem can be solved by fundamental economic and
political reform. But to avoid this and still mitigate the negative

impact of their pervasive control over the economy, the Soviet Party
leaders modified their policy toward the West in the early 1970’s;
among other things, they have promoted detente to obtain Western
technology and industrial production management skills. In this situ-
ation, any large-scale U.S. response to meet their material needs would
enable the Soviets to continue the current expansion and moderniza-
tion of their oceanic capabilities by freeing their own resources for
such a build-up. However, since such an expansion has been taking
place at its expense, the U.S. could balk at providing the Soviets with
technological assistance that could be used to undermine its own
interests. N
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Fourure Sovier Poricy anp DEVELOPMENTS AFFECTING
MODERNIZATION

USSR’s Perception of Threatening Foreign Developments

U.S. withholding of its technology might ultimately be only a part
of a much larger, negative foreign reaction to USSR’s expansive
policy abroad. Indeed, a significant first sign of such a reaction is re-
flected in increasing US defense expenditures.?®* The Soviets already
exhibit awareness of such a possible reaction and perceive threatening
developments, most particularly in the strategic area involving the
question of national survival.

Thus, with regard to the two-front challenge, the Soviets envision
the possible anti-Soviet collusion of China in the East and West Ger-
many in the West. The first seeds of this potential threat were sown,
in Soviet eyes, in the 1960’s when the strongly anti-Soviet Christian
Democratic Party was in control of West Germany. In the Soviet view,
the possibility of such collusion continues even though the Social Dem-
ocrats may be in power, particularly when the government is headed
by tough-minded leaders such as Helmut Schmidt, an old opponent of
the Communists.

The Soviet views of West German Socialist leaders must be put in
an historic context that is nevertheless highly relevant today. The
Social Democrats have always been the arch-rivals of the Communists
because they compete for support of the same group, the workers. The
Social Democratic Party (SPD) leadership in general has been de-
scribed as a capitalist tool, serving by its policies of reform to divert
the German workers from the true revolutionary path. And, SPD
leaders such as Schmidt in particular, with a history of vigorously
opposing the Communists, have been” described as uncompromising
enemies of the USSR in the long run, despite any tactical compro-
mises of the moment.

The current rapprochement between the USSR and Germany, rep-
resented by Bonn’s conciliatory policy toward the Eastern bloc
(Ostpolitik), has only temporarily muted Soviet distrust of SPD’s
intentions. Even so, the Soviets have taken due note, for example, of
Schmidt’s continuing championing of the maintenance of NATO’s
unity and strength and of his efforts to keep up Germany’s own defense
budget and have it play a major role in NATO. :

Moreover, in the Soviet view, Ostpolitik, whether formulated by the
Christian or Social Democrats, has the following long term objective :
by establishing friendly links in Eastern Europe (distinct from the
USSR), West Germany intends to undermine Soviet influence in the

26a Tn the key area of defense research and development, which has provided the basis
for the US qualitative lead over the USSR to date, the US has even now accelerated its
expenditures from an average annual increase of 1.5 percent in 196974 to 8.2 percent in
1978-79. (See “An Analvsis of Federal R & D Funding by Function,” National Science
Foundation, 1979, p. 7.) ‘

77 For a description of the historic roots of the Soviet distrust for the SPD and its
leaders. see N. A, Trunin. Militarizatsiya FRG 1 Politika Sotsial-Demokraticheskol Partli
(The Militarization of the FRG and the Policy of the Soclal-Democratic Party), Soclal-
Economic Literature Publishing House, Moscow,.1962.
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area and ultimately to obtain German reunification at the expense of
Soviet interests.?® )

It is from the foregoing perspective that the Soviets have drawn
their own conclusions about possible Sino-German collusion. In this
connection, Schmidt’s visit to Peking in November 1975 and the senti-
ments of parallel interests expressed by him and the Chinese on that
occasion did not go unnoticed by the Soviets. And, to complete the pic-
ture, Soviet concern is further fed by China’s urging NATO to retain
its unity and strength against Soviet hegemony, thus paralleling
Schmidt’s views on NATO.2®

Any full-scale Sino-German collusion could alone drastically step
up Soviet alarm, given their almost irrational fear of a two-front
threat. But compounding Soviet concern is the possibility that the
Sino-German collusion could be widened to include Japan. However
remote the possibility may appear to others, the Soviets do not ex-
clude it, again in the light of their reading of past history which has
seen Japan and Russia as bitter enemies. Even now, the Soviets are
supersensitive to any Japanese contacts with China. The latter has
been deliberately manipulating Japan for advantage over the USSR
and has, in Soviet eyes, succeeded in part to date.

Thus, China pressured Japan to sign in 1978 a Peace Treaty that
incorporates expressions of joint Sino-Japanese opposition to “super-
power hegemony.” While nominally intended to include the U.S., the
Chinese effort on this score has been directed against the Soviets and
the latter have interpreted it as such. In fact, prior to the signing
of the Peace Treaty, the Soviets put heavy pressure on Japan to
reject the Chinese overtures. But Japan resisted Soviet pressure and
thereby fed Soviet concern. Indeed, Prime Minister Miki categorically
rejected a heavy-handed attempt by Soviet foreign minister Gromyko,
during his visit to Tokyo in January 1976 to obtain a Japanese com-
mitment, to exclude the “superpower hegemony” clause in any treaty
with China.?® Japan’s subsequent signing of the Treaty left it free to
make whatever alliances it chooses in the future. Indeed, the Japa-
nese military have already had contact with their Chinese counter-
parts, the first delegation having visited Peking in 1978.

Against the background of these and related developments, the
Soviets view a future German-Chinese-Japanese combination as
feasible because, among other reasons, all have latent or explicit ter-
ritorial claims against the USSR. The Chinese, of course, have openly
expressed their determination to regain ultimately the territories
seized by the Russians under the unequal treaties of the 17th, 18th and
19th Centuries.** Relevant, too, is the fact that in the post-World War

2 For an extended Soviet analysis of the ulterior motives.of Bonn's policy toward the
U.S.8.R. and East Europe. see M. S. Voslenskii, ‘‘Vostochnaya” Politika FRG (the
“Bastern” Policy of the FRG). Science Publishing House, Moscow, 1967. This work
[e;xag]lnes the antl-Soviet roots of both the Social Democratic and Christian Democratic
arties. :

2 The foundations and implications of Sino-German collusion are examined in A. I
Stepanov, FRG i Kitai-——K Istorii Otnoshenii. 1949-1974 (FRG and China—On the
History of Relations 1949-1974), International Relations Publishing .House, Moscow. 1974.

% See Washington Post, Jan. 14, 1976. In fact. Mikl acserted J-pan’s intent to sign
as soon as possible a peace treaty with China that included such a clause.

# Soviet concern over Chinese pretensions has triggered not only a massive transfer
of military power (some 50 divisions) to the China border but also an elaborate defense
of the legitimacy of the territorial annexations under the Tsar. One of the most detalled
Soviet rebuttals of Chinese claims is contained in a 288-page volume by A. Prokhorov,
K Voprosu O Sovetsko-Kitaiskol Granitse (On the Question of the Soviet-Chinese Border),
Moscow, 1974. This work is described by the Soviets as an analysis of the legal ground-
lessnes of “Maolst territorial pretenses.”
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IT period Japan has continually pressured the Soviets for the return
“of the four Northern islands seized by the USSR in 1945.
The pressure on the Soviets for territorial satisfaction, added to
" their perception of other common interests of Germany, Japan and
China, such as economic affinity and the trio’s historical antipathy
toward Russia, shapes the Soviet image of possible future parallel, if
not common, military policy against the USSR. Having itself formed
strange, seemingly incompatible combinations with these very same
nations in the past, the USSR attributes to them the ability to simi-
larly unite for reasons of expediency.
mally, overarching all these combinations is the possibility, in
the Soviet view, that the U.S. might join the above-noted trilateral
combination, either voluntarily or because of entrapment by previous
commitments. This would lead to the most traumatic Soviet strategic
nightmare: U.S. strategic nuclear-missile capabilities linked to
Chinese, West German and Japanese ground forces.
‘ In Soviet eyes, incipient developments bearing on a possible US
“tilt” against the USSR have already occurred. This is currently rep-
resented foremost by the US seemingly hasty recognition of the Peo-
ple’s Republic of China in December 1978 and the US stance toward
China’s invasion of Vietnam in February 1979. In the Soviet view,
the US gave China the go-ahead for that attack as demonstrated by
the fact that the Chinese attack camne hard on the heels of Premier
Deng Xiaoping’s visit to the US during which he announced China’s
intention “to punish” Vietnam. This was followed by other US actions
indicating, in Soviet views, US approval of the Chinese action. For
example, the visit of Treasury Secretary Blumentha) was not called
off by the US despite the Chinese invasion. In fact, the visit was made
while the conflict was in full swing. The Soviets noted that by contrast
the US has taken unfriendly moves toward the USSR under circum-
stances far less grave than China’s use of force against an “innocent”
neighbor. In this connection, they cite the postponement or cancella-
tion of several scheduled meetings of joint US-USSR committees un-
der the various US-Soviet agreements in the science and technology
fields, e.g., the participation of Dr. Frank Press, the President’s Sci-
ence Advisor and US co-chairman of the Joint S&T Commission, was
called oft by the US in July 1978 in protest of the Soviet regime’s
treatment of its dissidents. According to the Soviets, this US move
was unwarranted interference in their internal affairs, and, in any
case, certainly did not equal the use of force as was the case in the
Chinese attack on Vietnam. A '
Soviet concern over each collusion possibility, however, preposterous
or unimaginable it inay appear to an outside observer, has already been
articulated. Indeed. it has served as part of the Soviet-asserted ra-
tionale for the sizable military capabilities the USSR has developed
to date. On this score, the Soviets have asserted that no nation in the
world has suffered the war ravages that the GSSR has; moreover, no
nation petentially confronts more threats than the USSR or has more
cause to seek strategic insurance against suffering a repetition of the
damage it received in World War II. - - .
Euphemistically, the Soviets describe the danger to the USSR as
stemming from the need to safeguard the “gains of socialism” since
World War II, which are now threatened by an “adventurist” policy

45-154 0 - 79 - 7



90

of “imperialism.” The latter is losing its grip under the pressure of
the socialist world, led by the USSR. Given its social and economic
superiority, socialism is leading to large-scale societal break up of
the capitalist world. Unable to face such a development, that world,
headed by the US, is making a tremendous effort to undermine the
USSR. The miltary danger, say the Soviets, is heightened because for
the first time in history, “imperialism” has succeeded in creating mili-
tary-political alliances on an international scale, even though these
alliances have sharp, internal contradictions. Moreover, the “impe-
rialist camp” possesses modern weapons which threaten all. And, de-
spite USSR’s “peace-loving” policy, not a single socialist state has
escaped persistent efforts of capitalist interference up to and including
open military attack.s

Beyond this subjective view of capitalist hostility, the Soviets argue
their need for large military capabilities because of their geopolitical
situation. As one gsviet strategist putsit:

The principles of military strategies are determined by the State’s geo-
strategic position, the scale of potential threats and the length and nature of
borders, and commitments to allies. Our country, as a State located in two
continents and forced to consider the situation in Europe, Asia and contiguous
regions, with a territory of 22.5 million square kilometers to be defended and
borders stretching for 60,000 kilometers and without a so-called “forward based
system” like the US has, is forced to take into account from a purely military
standpoint, potential threats both on land and from the sea. And this obligates
us to have forces strategically adequate to meet the threats.?

It is in the foregoing context that the Soviets imply that they need
military forces, including oceanic capabilities, stronger than those
o}f anyone else to meet the range of potential threats arrayed against
them.

Their perceptions are reinforced by the traditional Soviet fixation
on statistical and numercial superiority in general but in industrial
production and military requirements in particular. This stress re-
flects insecurity and an attempt to overcome qualitative inferiority by
greater numbers, It has relevance to Soviet modernization effort both
in the economic and military areas.

Thus, in the economic arena the Soviets have aways striven for a
quantitative lead over the capitalist world, to be reflected in greater
output of steel, coal, and other key materials, as a way of demonstrat-
ing the superiority of the Soviet over the capitalist system. However,
such production goals have often been met at the expense of efficiency
and even real need. Indeed, the quantitative output fixation became-so
great that Khrushchev was finally driven, during his attempt to carry
out some modernization reforms, to rail against what he called “the
steel eaters.” These were Soviet economic and political leaders who,
in his view, were interested only in producing increasing steel tonnage
even if other cheaper or better substitutes were available.

On the military side, the Soviet quantitative tendencies are reflected

-in past history and illustrated in World War 1T military operations.
Typically, the Soviets did not attack until they had overwhelming
(two and three to one) advantage even if this meant suffering heavy

33 For an example of Soviet rationale on the threat to the U.S.8.R., see E. Sulimoy,
Zashchita Sotsialils)ticheskozo Otechestva (Defense of Soclalist Fatherland). Moscow, 1970,
in particular p. 14 and p. 17. -

3")’D. Proek?or, “Problems of War and Peace ;- Two Approaches,” Novoye Vremya, No. 48,
Nov. 24, 1978, pp. 4-5, as translated in Foreign Broadeast Information Service, Nov. 29,
1978, p. A4
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losses in the process. For example, Marshal Zhukov did not launch
the Soviet counterattack against the Germans advancing on Moscow
in the fall of 1941 until he had built up irresistible superiority; he
held up that counterattack even though this allowed the Germans to
reach Moscow’s suburbs within sight of the Kremlin walls and caused
added thousands of Soviet military casualties. His attitude explains
in large measure the current Soviet effort to attain military superiority
over the West: a belief that numerical superiority has, even in the
nuclear era, meaning for military victory, if deterrence should fail.
Short of a nuclear cataclysm, the Soviets also believe numerical su-
periority, properly used, has political utility, e.g., to obtain conces-
sions without the use of force as the “imperialist world” takes note of
the change in “correlation of forces” in Soviet favor.

Soviet Reaction io Perceived Threats

Yet, in acting on their claims of needing military superiority within
the framework of an expansive foreign policy, the Soviets could
trigger an actual combination which is at this time only a figment of
their subjective imagination. But should the political-military combi-
nations that now concern them actually begin to form, the Soviets
would undoubtedly react as they have in the past: to attempt to dis-
rupt such alliances by making expedient deals with one or another of
the several members. . '

Even now, in recognition of a two-front threat and challenge by US,
the USSR has attempted to de-fuse its disputes with some adversaries
(such as the US and West Germany) ; this it has done in order to
concentrate its energies on facing what it considers to be the more
immediate and direct threats (such as the one posed by Communist
China) and to avoid confronting all rivals simultaneously. The prac-
tical effect of detente with US and Ostpolitik with West Germany to
date has been to give USSR breathing time to build up its capabilities
in the East against China and exploit other opportunities. -

This general strategy is in line with traditional Soviet behavior.
Historically, the Soviets have calmed disputes on one front while
turning to face a challenge on another. This occurred, for example, in
the late 1930’s when the Soviets signed a non-aggression pact with
Nazi Germany to forestall an attack from the West at a time when
they were fighting Japan in the East; then, on the eve of the Nazi
attack in June 1941, they signed a Neutrality Pact with Japan in order
to forestall the latter from joining Nazi Germany in a simultaheous
attack on the USSR.

But until a full-blown, “worst case” combination of US, China,
West Germany and Japan materializes, the Soviets are likely to con-
tinue their expansive foreign policy, at least in the near future.* In

% Indeed, they may do so even when they should prudently desist to prevent the worst
from materializing; they bave miscalculated in the past and this constitutes a danger
to all concerned. It should be noted, however, that the Sovlets clearly want to avold any
miscalculations which could Fe fatal to them in the nuclear era. Thus, the Soviet military
have in recent years been studying how wars broke out in the past, particularly those
which the weaker parties, in defiance of logie. initlated against the stronger. This has
current relevance because the Soviets now consider themselves stronger than anyone
else, possibly not even excluding the United States. (As already noted, the U.S.-Soviet
strateglc"relationshlp 1s described by the Soviets these days in terms of ‘“‘the correlation
of forces” having shifted heavily in favor of the “socialist world.”) But given the nuclear
danger, the Soviets presumably will continue to be sensitive to not triggering a desperate
recation such as a US nuclear attack. .
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" turn, their activities abroad will undoubtedly require a continuing
military modernization effort to support that policy since it provided
the major impetus for the current build-up in the first instance. :

Future Developments

As the biggest country in the world, and with large human and
material resources, the USSR probably can sustain the current high
levels of military modernization for the next five to ten years, even n
the face of accumulating economic difficulties and slowdown admitted
by the Brezhnev leadership. (These include shortages of manpower
and energy resources, economic mismanagement, etc., as noted in his
November 1978 speech to the Party Plenum.) The momentum for
continuing military modernization might be further sustained in this
period by the fact that as yet there is no internal Soviet “revolution of
rising expectations” comparable to that which has hit other countries.

Moreover, internal public opinion is too weak to force the Soviet
leadership to give up the current military-oriented effort.

Finally, the possibility of a self-fulfilling prophecy of collusion of
US, West Germany, China, and Japan, that could be provoked by a
continuing Soviet military build-up and expansive Soviet foreign
policy, could provide the Soviet leaders with the traditional excuse
that Rodina (the Motherland) needs still more arms to defend it
against such collusion.

But continued or accelerated military modernization would exacer-
bate even more the already significant impact of such unbalanced de-
velopment on the Soviet economy and society. These are already
suffering from fundamental problems of low productivity, stifled
initiative, etc. stemming from the traditional stress on defense produc-
tion (iLt the expense of other Soviet needs) and excessive political
control. ‘

Indeed, keeping the USSR on a draconian course would require even
greater expansion of pervasive party rule which is already viewed by
the Soviet people as responsible for the basic problems afflicting the
Soviet economy and polity. This political situation is likely to provoke-
in the long run increasing opposition of Soviet elite groups. Indeed,
the post-Stalin political context has already changed significantly.

_ The Party’s omnipresent and omnipotent hold on the Soviet system
is being gradually eroded by societal conditions beyond its control.
Increasingly it has to allow other groups a greater role: the military
because they man the very complex modern weapons systems; the
scientists and technologists because they are needed to develop the
scientific-technical ~breakthroughs; the industrial-governmental
bureaucracy because it is needed to run the increasingly complicated
Soviet economy; and, the intellectuals because they are needed to
muster the enthusiasm of the increasingly educated Soviet citizenry.
The role of these groups is being played out against the background of
younger Soviet generations which, with no direct links with the
Stalinist past, are questioning this very past and thereby putting a
strain on the older generations to defend the rationale of the Soviet
system. This leads to what is the crucial long-range problem for the
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Soviet leaders: the changing role of the Communist Party n the
Soviet system. o . )

In the earlier days when the Soviet industrial system was relatively
primitive, the use of untutored party activists as watchdogs over all
phases of Soviet life was a tolerable liability. Now the more complex
and sophisticated Soviet economy cannot be run the same way. Thus,
the system is operated by highly skilled personnel in the armed forces,
industry and science. They now constitute a much greater portion of
the labor forces, require more intelligent and subtle controls than the
heavy-handed party system offers, and require a greater diversion of
resources to satisfy their personal needs. Moreover, the Soviets are try-
ing for technological breakthroughs that even the West has not yet
achieved. This by contrast with the past when the Soviets could and
did borrow less advanced technology from the West.*® .

Consequently, whether the new skilled Soviet labor force 1s giving
its best to the Soviet system cannot be measured by party hacks or
terror technicians of the secret police. At a minimum. the party man
assigned to control functions must himself possess some scientific,
technical or military skill. But in this case, his party loyalty may be
diluted by professional pride; at the extreme, it may even make him
question the need for the party to run the system since it may be
apparent to him, as well as to those under his surveillance, that the
system could be run more effectively without the party. )

This process is heing abetted by the growing inability of Marxist-
Leninist ideology to provide answers to the problems of modernization
generated by advancing technology. In fact, the modernization process
has created the central dilemma facing the party internally. To mod-

- ernize and develop the Soviet Union’s national power, the party has
been forced to educate the Russian masses. This has enabled and led
many Soviet citizens, in.pursuit of their professional duties, to ask
precisely the kind of questions which the ideology cannot answer. As
a result, many within the Soviet Union today consider-Marxist-Lenin-
ist ideology, at a minimum, to be irrelevant to the modernization
problems facing the Soviets, and, at a maximum, to be an obstacle to
Soviet progress and efficiency. In turn, this poses a challenge to the
party since its raison d’etre is based on the necessity and applicability
of that ideology to Soviet progress.

The developing resistance of Soviet technocrats (military, scientific-
technical, managerial) to the party’s ideological indoctrination and
rigidity in the face of changing conditions has several adverse effects
from its viewpoint. First, because these groups consider ideology ir-
velevant or an obstacle, they tend to be increasingly pragmatic and
apolitical in their approach to the solution of problems facing the
Soviet system. The party cannot tolerate apolitical groups since accord-
ing to the ideology, the revolutionary attitude of the Soviet people

%5 Byen Stalln acknowledged this at one time. For example, in a message to the workers
of the Gorky automobile manufacturing plant, built with U.S. help, in 1932 and in an
interview in 1929 with a U.S. executive, he openly acknowledged his gratitude to U.S.
technicians and freely admitted that the Soviets had much to learn from U.S. science
and technology. (See his Collective Works, vol. 13, p. 124 for the Gorky Plant message
and p. 149 for the interview with Campbell.) Later, in the early 1950’s, and in more na-
I;iiona;-ifstt moments, he claimed the Russians invented virtually everything, from radio to

reraft.
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must be maintained if the party’s ultimate objective of a world com-
munist victory is to be achieved. Therefore, if the technocatic groups
lose their ideological fervor, the Soviet Union loses the revolutionary
drive necessary to win the world to Communism, and the Party loses
its ultimate claim to primacy within Soviet society. )

Second, the new elites recognize that efficient operation of the Soviet
system requires policy which is well defined and appropriate to new
economic-technological conditions. Increasingly therefore these elites
want to formulate policy themselves, not simply implement party
directives. This, of course, is anathema to the party, since policy-
making is the prime source of its control. Whereas the new elites are
interested primarily in efficiency, the party, if forced to choose between
efficiency and control, has always chosen control. The technocrats’ own
self-interest also comges into play, since they recognize that not only
Soviet Union’s national progress but their 6wn role in the future of its
society is dependent on substantial involvement in formulating appro-
priate national policy.

An example of this conflict kas been the Soviet military’s challenge
to the party’s role in the armed forces and its assessment of the stra-
tegic needs of the Soviet Union. Marshal Zhukov was purged explicitly
in 1957 for trying to reduce or remove party interference in the
professional military’s responsibilities. And, Khrushchev’s pronounce-
ment in January 1960 that Soviet strategy would be based primarily
on nuclear-missile forces triggered further military opposition since
in effect such a strategy implied implementation at the expense of the
ground forces. This met the opposition of the Soviet marshals and
moved them to seek a voice in formulating as well as implementing
strategy. The party’s concern over such a development was reflected
in its criticism in the 1960’s of Marshal Sokolovsky’s Voennaya Stra-
tegia (Military Strategy) : this book, by a leading Soviet military
leader, attempted to define modern Soviet strategy and was attacked
for infringing on the prerogatives of political leadership in formu-
lating grand strategy.®®

Continuing tensions between the Soviet military and the party is
suggested by the latter’s continuing and strained effort to prove that
even under yedinonachaliye—the concept of single command, nomi-
nally without political commissars—the military commander needs
the help of the party activists in the Army to keep its morale and
combat potential at a high level.®” The party has had to respond to
these tensions by easing the pressure for ideological conformity and
by catering to the Soviet military, particularly the younger officers,
whose solutions to USSR’s current strategic problems involve even
greater outlays on advanced military technology.

In his days, Stalin imposed his strategic concepts—epitomized by
his so-called permanently operating factors—on the Soviet military
and thus hamstrung their ability to keep pace with the changing tech-

3 The Soviet military have also had reservations about the political leaders’ imple-
mentation of Soviet foreign policy. For an examination of the developing differences on
professional grounds, see present author’s, “Soviet Foreign Policy and the Military,”
Survey, (London), No. 3, summer 1971.

87 A particular critical period for that argument was the transition between Khrushchev’s
and Brezhnev’s leadership as reflected in commentary at that time. (See Kommunist
Vooruzhennykh Sil (Communist of Armed Forces), No. 23, December 1964.)
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nology and advanced strategic thought in the West. Now the Soviet
military have gained greater freedom to examine strategic problems
in a less ideological context. Thus, the Soviet General Staff Academy
has been examining such questions as why both non-Communist US
and Communist Soviet Union were caught by surprise in 1941. In
doing so, the military researchers since the mid-1960’s are no longer
bound by this catechism: Soviet strategy formulation is superior be-
cause it is based on “scientific” Marxism which enables the Soviets
unerringly to forecast military threats and take timely action to
disarm them.?8

The negative reaction of the military and other elite groups to an
ideological straitjacket and Party’s control will undoubtedly grow.
Therefore, over the long run the Soviet leadership must somehow
reconcile the primitive and instinctive exercise of centralized control
through the party with the needs of an increasingly sophisticated
. society whose future technological progress may depend on political
decentralization. In this connection, the Soviet leaders’ concern is re- -
flected by their periodic examination of how the Soviet system will
evolve in the future. With some strain, they try to prove that the
proper foundations for the ideal Communist society were laid by both
the Marxist ideology and the developments in the Soviet Union to date.
But since the description of the development of Soviet society have un-
dergone continual revision in Soviet history books, it is clear that de-
velopments to date have depended more on the whim of individual
leaders than on the wisdom of either Marxist ideology or the party.
By an logical extension, the question of the validity and utility of both
the philosophy and the party must be faced. It is likely that the in-
ability of Marxism to provide the needed guidance will contribute to
an even greater withering away of ideology than has been true to date.

How the problem of party control is solved is fundamental. If it
continues to adhere to an outdated ideology and to try to exercise the
kind of pervasive control that worked in Lenin’s and Stalin’s days, it
may risk a weakening or even fundamental disintegration of the
system.

On the other hand, the party may undergo a change from a highly
ideologically-oriented group with a vested interest in advocating and
promoting world revolution to a more pragmatic group increasingly
concerned with greater domestic Soviet progress. The first signs of such
a possible future change surfaced during the last years of Khrush-
chev’s rule. As part of an apparent attempt to reform the party, it was
“discovered” that Lenin had foreseen the need to replace political
agitators with economic organizers.*® This seemed to be a first effort
by the Soviet leadership to find and justify a new role for the party:
having fulfilled the political aims of establishing communist rule, the
party could now turn to economic specialization and thus transform
itself into a necessary component of the Soviet Union’s modernization

38 The Soviet Institute of Military History established at that time reportedly was
directed to identify the impact of past history and current technology on future strategy
regardless of ideolozical strictures. (See Marshal Zakharov, Izvestiya, Nov. 4, 1966.
Zakharov is the late Chief of General Staff.)

= See Pravda, Sept. 28. 1962, for the “‘discovery of Lenin’s views on the importance
of economics in Soviet policy and the appropriate “mix” between economics and politics.
For discussion of party reforms at that time, see Carl Linden, Khrushchev and the Soviet
Leadership 1957—64, Johns Hopkins Press, Baltimore, 1966, pp. 16-21.
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progress.®®** If the future leaders are successful in establishing such a
role for the party, it will be converted from an organization providing
ideological guidance to Soviet society from above to one providing
specialized knowledge within the society. It is not suggested that such
a transformation will occur in the near future since this is a political
leap requiring leaders even further removed from Leninism-Stalinism
than Bezhnev or his immediate successors. But a significant transfor-
- mation in the long run cannot be excluded. Indeed, the party’s ulti-
mate survival may depend on its ability to find a necessary role in the
general modernization of the Soviet Union, i.e. beyond the current,
military-oriented effort.

Even now, Khrushchev’s current successors have found it necessary
to ease, however slightly, the heavy hand of the Party. By so doing
they are establishing precedents for the eventual rationalization of the
Soviet system. At the same time they are producing an atmosphere
in which the Soviet leadership’s decisions are no longer accepted with-
out question. Witness the spectacle of foreign Communist parties send-
ing delegations to Moscow in 1964 to question the reasons for Khrush-
chev’s removal. Who would have dared to do so in Stalin’s days! This
questioning of the Kremlin’s wisdom has been pushed further by the
“Furocommunists.” In a rudimentary fashion, the questioning is also
taking hold internally, particularly among some of the establishment
elites such as the Soviet writers.*® If and when this questioning extends
through the whole system, it could signal a significant transformation
of the Soviet system. Such a transformation will not necessarily make
the Soviet system any less hostile to the West, but it may by its ration-
ality avoid the excesses of one-man rule (inherent in Stalin’s and, to a
lesser degree, in Khrushchev’s days) and even of one-party rule. Such
a development might undermine the ability of any party zealots to
embark on any “harebrained,” “adventurist” schemes for speeding up
world revolution or Great Russian ambitions.

The Soviet Union’s ideological fervor may be further dampened
in the future by the emergence of countervailing forces within the
Soviet elite. These may oppose not only the party but any other insti-
tutional grouping that argues for overly ambitious expansion abroad
or. otherwise tries to enhance its own position by cloaking itself with
the cover of advancing the world revolutionary cause. The military
has always been able to argue for increases in their capabilities on the
basis that these are necessary to serve the world revolutionary cause,
as well as defend the USSR. As scientific-technological, economic-
industrial, and cultural leaders within the elite gain some voice in
policymaking, because of the political leadership’s dependence on these
groups to produce the sinews of USSR’s power, they may be expected
to challenge the sizeable and disproportionate investment in Soviet
defense. The scientists, technologists, economists and industrial man-
agers may argue that such investment is being made at the expense of
fundamental scientific-technological breakthroughs and long range
economic growth ; the cultural figures, with their influence over Soviet

%s Khrushchev also tried to arrange for “new blood” to be infused into the Party man-
agement. In 1961 he proposed changing the Party statutes to require a regular turnover
of Party secretaries at lower and middle levels. Though the initiative lapsed with his
downfall in 1964, a future Party leader may revive his ideas. .

4 Their attitude is symktolized by the publcation in 1979 of Metropol, a collection of
literary works by writers who previously drew high praise from the regime.



97

youth and intelligentsia, could argue that the militarization accom-
panying such investments defeats the objective of presenting the
Soviet Union as a free, creative, non-militaristic society worth emula-
tion by others.#* Such play of internal forces, along with increasing
burden of unsolved economic and political problems, could eventually
lead to decreased allocation of resources to the military and to a pos-
sible brake on the use of Soviet forces as “an arm of world revolution,”
including curtailing the current massive Soviet support of “national
liberation wars.” Ultimately, the Soviet military may be returned to
the traditional role of defense against unprovoked external attack.
This could broaden Soviet modernization from its unbalanced mili-
tary orientation to date. But this is likely to happen only if Soviet
leaders do not succeed in escaping from their internal dilemmas by
exploiting externally their increased military capabilities. The weak-
nesses inherent in such dilemmas may be compensated by foreign
policy successes: successful expansionism abroad can provide a substi-
tute for internal reform. Only if this possibility is blocked, may
Soviet orientation be deflected into primarily domestic policy channels.

CONCLUSIONS

In sum, the current Soviet military modernization is being driven
by an expansive Great Power foreign policy with its resultant strategic
and political-economic imperatives. This policy has radically trans-
formed the USSR from a land-locked insular nation to a global com-
petitor of the U.S., as demonstrated by the appearance of Soviet
capabilities on all the oceans of the world. Yet, this transformation
has given rise to political dilemmas and strategic dangers which may
limit in the future the benefit the USSR may derive from its new status
as a global superpower. Unsolved economic and political problems at
home, resulting from burdens of expansive foreign policy and per-
vasive party rule producing economic inefficiency, may ultimately
force the Soviet leaders to diverge from USSR’s current military-
oriented modernization.

4 There have already been running battles between the Soviet military and literary
ficures on the shape and nature of Soviet society. For example, in the recent past,
former Defense Minister Marshal Malinovsky and other military leaders accused Soviet
writers of generating pacifism among the Soviet people, of undermining the prestige
of the militarv. and of d»mpening the politieal (and presumably. the revolntionary)
fervor of the Soviet youth. In response, such literary figures as Tvardovsky reaffirmed the
intention of Soviet cultural leaders to criticize both the political and military leaders
for their errors and shortcomings, and to strive to influence the development of Soviet
society. (See Literaturnaya Gazeta (Literary Newspaper), Mar. 18, 1967.)
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The paper assesses the nature of foreign economic constraints facing
Soviet policymakers in drawing up economic strategies for the 1980s.
Primary focus is on the trade and credit relations of the Soviet Union
with the West. The conclusions suggest that domestic factors hinder-
ing the effective trade in technology are the most serious constraints
to Soviet economic policies for the 1980s. Market demand factors asso-
ciated with geographical location are next in importance, followed
by credit availability. Implications for economic policy in western
countries are reviewed.

I. InTrRODUCTION

In drawing up economic strategies for the 1980s Soviet planners
face two emerging problems. One is the sharp slowdown and probable
stagnation in the growth of oil production. The other is a slowing of
economic growth due to lagging technological change and to a sig-
nificant decline in the rate of growth of the labor force. There are
many policy options open to Soviet planners to alleviate the effects
of these problems. Those options in the foreign trade area are of par-
ticular interest; they are frequently thought to offer relatively large
returns for a given outlay of resources. They may also have significant
effects on western economies, e.g., by means of higher or lower flows
of trade and credit. The options may also be partly or directly under
the control of western policymakers, e.g., by restrictions on credits or
sales of technology.

A key issue is whether Soviet policymakers will face constraints in
their use of foreign economic options in seeking to offset the adverse
domestic economic trends expected in the coming decade. Related to
this is the issue whether Soviet access to such foreign options should be
restricted or controlled as a matter of western policy. v

In addressing these issues several concepts need definition at the out-
set. In referring to foreign economic options the primary focus will

’ *Vice president and senior international economist, Bankers Trust Co., New York.
(98)
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be on trade and credit relations with developed western countries dur-
ing the decade of the 1980s. We will need to define how these options
may act as constraining factors. A related task is to identify the role
that foreign options may play in Soviet decision making. Before turn-
Ing to these questions, the status of the Soviet long-term plan is briefly

described.
II. Tae LoNg-TerM Pran

Soviet efforts at long-term planning for the 1980s go back beyond
1975. A fifteen-year plan covering 1976-90 had been scheduled for ap-
proval at the communist party congress in 1975. The poor harvest that
year, combined with the unexpected deterioration of the Soviet balance
of payments due to recession in the West, caused a postponement of
the long-term plan. :

In 1977 Gosplan, the Soviet economic planning agency, issued a
decree outlining the basic objectives of a revised plan which is now in
the process of formulation.! The new plan has been renamed “General
Outline for the Location of Productive Forces in the U.S.S.R. for the
Period Ending 1990.” The timetable called for the basic background
work to be completed by the middle of 1978 in order to allow adequate
time for the preparation by 1980 of the final version of the long-
term plan and the next five-year plan for 1981-85.2 It is expected that
both plans will be formally approved by the communist party congress
to be held in 1980. A special council has been set up in Gosplan to
coordinate the work on the long-term plan.

ITI. CrepiTr aNxD TraDE OPTIONS

The long-term plan must decide several interrelated tasks:

(1) The allocation of labor and capital resources among com-
peting economic sectors (including the military) and also among
geographical regions of the country.

(2) The setting of economic priorities and the timing of major
projects. : :

(3) The desired pace of economic growth, the investment rate
and the rate of technological change.

(4) The changes,if any, to the system of economic management.

Soviet trade and financial ties with the West are related to these
tasks in several ways. There is the obvious augmentation of domestic
capital resources through imports from the West. The size of such
imports, though, is still relatively modest and is unlikely to change
markedly in §1e future. Imports of machinery and transport equip-
ment from the West accounted for only about 514 percent of domestic
machinery investment in 1975-76 ; this was up from a 3-percent share
in the 1960s.3

Perhaps more important is the fact that western capital goods are
typically allocated to priority sectors where their economic return may
be very high due to their help in relieving critical bottlenecks. Such.
& role for western capital may help significantly in the settling of eco-

1 Planovoye Khozyaystvo, 1977, No. 6; a summary of the decree is given In Soviet
Geography, November 1977, pp. 699-700.

2 1. Prostyakov, “Dolgosrochnoe Planirovanie: vazhnoe uslovie realizatsii ekonomiche-
skol politiki KPSS,”” Planovoye Khozyaystvo, 1977, No. 1, p. 29.

2 Philip Hanson, “Western Technology In the Soviet. Economy,” Problems of Communism,
November-December 1978, p. 22.
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nomic priorities and the timing of interrelated projects. Western cap-
ital may also help to raise the technological level of specific industrial
branches; the mineral fertilizer industry is a case in point. Apart from
a limited number of such cases where the contribution may be very
significant, the size of western capital imports points to only a modest
impact on the technological level of the overall economy. The same is
also true of the economy’s aggregate growth rate—a.positive though
modest contribution. Foreign options cannot contribute much to in-
_ereasing labor resources or to economic reform.

This suggests that foreign economic options available to Soviet
planners should be assessed from the following perspectives: (1)
Their impact on decisions concerning economic priorities and the tim-
ing of major projects; and (2) their impact on the rate of technical
progress in priority economic sectors. A further consideration is the
nature of the obligations Soviet planners must accept in order to uti-
lize these foreign options: Capital imports require credit and credits
must be repaid by future exports.

A remaining question is how these foreign options might act as
constraints. Foreign borrowing makes sense when a country is able to
invest such resources to obtain a positive rate of return over and above
the repayments necessary to amortize the credit. There are several
aspects to this. process: (1) The efficient use of the foreign capital
being financed to manufacture the product; and (2) the sale of the
product abroad to generate foreign exchange revenues. We will be
interested in exploring situations in which constraining factors cause
prospective investment projects to be postponed or cancelled. There
are three general cases:

(1) A country having profitable investment opportunities may
be unable to secure the necessary credits to implement such proj-
ects. In this case, credit is the constraining factor.

(2) A country is able to use foreign capital efficiently to pro-
duce a given output, but sales prospects in foreign markets are
unfavorable or sufficiently uncertain to cause postponement or
gancellation of the project. In this case, trade is the constraining

actor.

(3) A country has profitable investment opportunities involv-
ing foreign trade and credit but is unable to implement them effi-
ciently due to constraints of a domestic nature, such as shortages
of labor, domestic capital (infrastructure) and inadequacies of
management. In this case domestic factors are the constraining
element. .

The task is to identify situations in which trade and credit are con-
straining factors and to distinguish them from cases where domestic
factors may be the real underlying constraints. In some cases, there
may be multiple constraints. .

IV. CrepiT A8 A CONSTRAINT

There are several notable features in the Soviet use of western credit.
One is the importance of credits from western governmental agencies,
such as E.C.G.D. in the United Kingdom, Coface in France and
Hermes in Germany. Another is the major role of compensation or
product buy-back agreements. By securing long-term export commit-
ments these deals provide an assured repayment of the credits used.
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At the end of 1977 official financing from western countries—guar-
antees, insurance and direct credits, totaled about 60 percent of the
estimated $17.7 billion Soviet gross foreign debt. This proportion is
the highest of any country in Eastern Europe. Official financing has
been preferred by reasons of fixed rates of interest and generally longer
maturities than for bank loans. Fixed interest rate on official credits
average about 714 percent, whereas commercial bank credits are typi-
cally based on floating market rates of interest. During 1978 bank 1n-
terest rate on dollar loans to the Soviet Union rose from about 814
percent to over 12 percent by early 1979.

A second reason is political. The Soviet Union has sought to expand
commercial relations with the West primarily on the basis of govern-
ment-to-government agreements. Such agreements are attractive to
Soviet leaders because they help reduce risks they perceive associated
with expanded commercial ties with market economies. If problems
arise, the political agreement provides an assurance that the matter
will be viewed in the context of government-to-government bilateral
relations. As part of the agreement, the western country normally
commits to provide official export financing for Soviet purchases of
capital goods up to a stated total amount. The failure to reach a U.S.-
Soviet trade agreement in 1975 after the passage of the Trade Act of
1974 has been and still remains a major stumbling block to improved
U.S.-Soviet commercial relations. Lacking the political assurances of
such an agreement, Soviet leaders have been unwilling to run the risks
of developing closer commercial ties with U.S. firms since that time.

Soviet use of commercial bank credit accounts for most of the
remaining 40 percent of Soviet debt. There are several interesting
aspects to Soviet practice here as well. On the one hand wholly-owned
Soviet banks are active in the major financial centers in Europe,
especially in Paris and London. An extensive network of interbank
relationships has also been built up over time with western banks.
Bank-to-bank activities in money market, foreign exchange dealings
and in short and long-term borrowing are actively pursued. At the
same time, Soviet use of the syndicated Eurocurrency loan market has
been very modest. This market offers borrowers the possibility of rais-
ing much larger sums of cash than through bank-to-bank credits.
During the four years 197477, the Soviet Union borrowed $1.3 billion
in syndicated loans. A further $650 million was added last year, but a
large part of this sum was used to prepay several of the earlier
credits.* Brazil, which exports about the same as the Soviet Union
exports to the West, borrowed $13.7 billion by comparison during 1974 -
78. Up to now, the Soviet Union has apparently not felt the need to
expand borrowing possibilities in this market.

The second feature of Soviet credit use, the compensation agreement,
is frequently misunderstood. Compensation typically involves two sep-
arate contracts, one for the sale of technology by the western company
and another for the sales by the Soviet agency which will supply the
resultant product. In order for the Soviet capital imports to be fi-
nanced, the two contracts must be legally independent. Commercial
banks are willing to assume only the credit risk of the Soviet borrower,
the Bank for Foreign Trade, and not the commercial risk that either

4 Buromoney, March 1979, p. 124.
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side may not meet the contract provisions. Hence, the compensation -
agreement by itself does not give a western bank any additional in-
* centive to lend, since the bank receives the guarantee of the Soviet state
in any case.

The link of compensation with credit is made on the Soviet side.
Soviet planners have placed priority on compensation agreements
because the long-term purchase commitment by the western firm pro-
vides an assured revenue source for servicing the project’s debt. The
value of these product buy-back agreements often exceeds the amount
necessary to amortize the debt. The compensation agreement has also
been linked to government-to-government agreements for large proj-
ects. This helps reduce risk to the Soviet side; by offering long-term
supply commitments of needed raw materials, official financing can
usually by secured for the entire package.

‘Credits associated with compensation agreements account for over
one-third of Soviet indebtedness currently outstanding to the West.
The value of compensation agreements now totals an estimated $8

billion, including commitments on unfinished projects. Export earn-
ings from these deals are projected to rise from $830 million in 1977
to about $4 billion in 1985.° These data point to a careful and con-
servative approach by Soviet planners to foreign borrowing.

Let us turn now to look at circumstances where credit may be a con-
straining factor in Soviet economic policy decisions. There are two
general cases: (1) The total size of debt may become very large, caus-
ing banks to curtail further lending; and (2) the form of credits for
specific deals may pose problems, due, for example, to the large size
of individual projects or the desired maturity of the credit.

The possibility that Soviet debt could rise to very high levels may
result either from the large-sized credits needed for new development
projects, or because exports of oil may decline in the future, causing
a fall-off in export revenue. As outlined above, credit makes sense if
the associated investment yields a positive rate of return, net of repay-
ment through export sales. Hence, any given level of debt must be
related to a country’s present and future export capabilities. One pro-
jection of Soviet credit needs for probable and possible major develop-
ment projects arrives at a $30-35 billion figure.” This is a very large
sum to be sure. But if the projects are economically viable in the sense
noted above, there should be no cause for concern about creditworthi-
ness. The debt will be large, but so will exports.

There would, of course, be a problem if western credits were used
in a misguided attempt to develop non-viable projects. The evidence
to date indicates that Soviet planners are taking a very cautious
approach to the use of credit. As already mentioned, a large portion
of Soviet debt is explicity linked to future export contracts. Further,
the size of the future exports guaranteed by these contracts exceeds, in
some cases substantially, the debt repayment obligations of the proj-
‘ects. There appears to be an evident dedication to export a certain
portion of the output of virtually all major projects, whether or not

5 The relationship of financing and compensation are discussed in detail in my “Finane-
ing Soviet Cavnital Needs in the 1980’s,” in The USSR In the 1980’s (Brussels : NATO Direc-
torate of Economic Affairs, 1978), pp. 165-72.

¢ Dennis J. Barclay, “USSR: The Role o2 Compensation Agreements with the West,”
in this volume. .

7 Barelay, op. cit.
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the project is based on compensation and whether or not the needs of
the domestic market for the product have been met.

There is also evidence that a major reassessment by Soviet planners
of their borrowing policy has resulted in a more cautious approach to
new projects. New orders for plant and equipment have leveled off
and stagnated in 1977-78 and only one new compensation agreement
was signed in 1978.* Soviet borrowing from western banks has also
tapered off. Soviet net liabilities (excluding the CMEA banks) to
western banks declined from about $2.3 billion at the end of 1976 to an
estimated $900 million at the end of September 1978.°

The reasons behind this shift in Soviet credit policy appear to reflect
a serious “indigestion” problem in absorbing the western capital
already purchased. The indigestion is caused by an acute shortage of
domestic labor and capital necessary to supplement the investment of.
foreign capital and by inadequacies of planning and management. The
result has been delays in meeting many of the priority tasks set down
by the Soviet, leadership; many priority projects have been deferred
beyond 1980. The costs to the economy of these deferrals are enormous:

The -costs are high indeed if the expensive multi-billion ruble projects, in some

cases well underway, are not brought to a level of effective production in the
Fifteen-Year Plan (1976-90). The gestation periods for these major projects, so
central to improved future Soviet economic performance, are long in any event,
b}lt the possibility for converting facilities or utilizing partially completed facili-
ties, once the commitments are made, is very small. Regional energy, metal and
transportation facilities are sunk costs. The returns come only after completing
the economic complexes which provide them.?
. One example of the costs being incurred is given by the delays and
indecision in moving ahead on the development of the resource in-
dustries along the new Baikal-Amur railroad, scheduled for comple-
tion in 1983. The railroad promises to be underutilized for some time
after completion because of this. The same is true for the new Sayan
dam on the Yenesei. When the dam is.completed in the near future,
there will be a significant lag before its power can be fully used due
to delays in developing the associated energy consuming industries.
Since the Soviet Union has not encountered any problems in securing
credits, the constraints that have led to these delays must be primarily
domestic in nature.

On balance, Soviet borrowing policy to date has been generally
conservative. We do not know whether they will be seeking $35 billion
in new credit. There will undoubtedly be an increase in credits for
new projects as the economy moves into the 1980’s. But there is little
to suggest that Soviet planners will change their views about how
credit ought to be used. Despite the slowing of the economy’s growth
rate, credit use will likely be closely linked to projects with assured
export prospects. .
~ There is, however, the question whether credit will be used to com-
pensate for a fall-off in oil exports in the future. In a 1977 study the
CIA projected a substantial deterioration in the Soviet balance of
payments by the mid-eighties. The shift from current oil exports of 1

8 Barclay, op. cit., Appendix B. .

% Baged on data published by the Bank for International Settlements and my estimates
of the net liabilities of the CMEA hanks to western banks.

10 John P. Hardt, *“Military or Bconomic Superpower : A Soviet Cholce,” paper presented
at U.S. Military Academy. West Point, New York, June 15-17, 1978, p.14.
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million barrels a day to the West to imports projected at 2.7 million
barrels a day by 1985 would cost $17 billion in 1977 prices.!* Tt is not
my purpose here to evaluate these projections, but to point out that
credit does not offer a solution to the problem.

Credit can play a role in bridging unexpected or temporary balance
of payments shortfalls, but it is no substitute for the necessary real
adjustments in the economy to the causes of these shortfalls. Soviet
planners are undoubtedly aware of this fact. In 1975, for example,
the Soviet balance of trade with the West (including developing coun-
tries) worsened by $6 billion, moving from a surplus of $1.5 billion
in 1974 to a deficit of $4.5 billion. Credit was used to cover the deficit
and policy changes were introduced to correct the imbalance. By 1977,
the balance moved back into a $1.7 billion surplus. It is unlikely
that Soviet planners foresee using credit to compensate for a fall-off
in oil revenue, except to aid temporarily in facilitating the real ad-
justment process in the economy. Credit, of course, will be used to
support investments in the oil industry. The use of credit for specific
projects such as these is discussed next.

The remaining issues regarding credit relate to the form of credit
for specific projects. Some projects that have been discussed would re-
quire very large credits and long repayment terms. The Yakutsk LNG
project for example will cost $7-8 billion according to current esti-
mates,’? and the term necessary for the amortization of these loans
would likely be at least 15 years. The maximum term on official and
bank credits is currently 10 years, but there have been a few loans with
final maturities as long as 12 vears. The financing of such a project
would pose difficulties, though there may be ways arourd the problems.

Credits arrangements appear to pose problems to the implementa-
tion of such large projects, but so does almost every other aspect of
these projects. Not only are many priority projects large-sized, their
locations (mostly in Siberia) are unfavorable, investment commit-
ments on the projects are highly interrelated with each other, coordina-
tion and management tasks are formidable and potential export com-
mitments will be huge. In dealing with planning for these projects,
Soviet planners face a complex set of constraints. Credit is one of
them. It is an important constraint, but probably not the most
important.

Another potential constraint relates to interest rate spreads and dis-
closure. A Soviet decision to increase significantly its Euromarket bor-
rowings would require modestly higher interest rate spreads, con-
sistent with a higher volume of borrowing, and better economic data.
The interest rate spread on the latest Soviet long-term borrowing
(December 1978) was 54 percent over the London Interbank Rate
(LIBOR) for 8 years. On an aftertax basis (assuming a 46 percent
tax rate) this rate translates into a potential return on assets employed
for U.S. banks of about 35 basis points, well below most banks’ targets
for return on assets for international lending: these targets probablv
range upward from 50 basis points. U.S. banks have participated in
some loans priced at 54 percent over LIBOR, but they have looked

1212Central Intelligence Agency, ‘“Soviet Economic Problems and Prospects,” July 1977,

p. 22.
2 Barclay, op. cit.
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primarily at other income from the customer relationship, such as fees
as head managers of loan syndications, foreign exchange and letter
of credit business, the size of demand balances, and the involvement of
American business in the country, as justification for their participa-
tion. Because U.S.-Soviet commercial relations are still far from nor-
malized, there have been far fewer opportunities to develop such col-
lateral business with the Soviet Bank for Foreign Trade than with
central banks in Western Europe and elsewhere.

The interest of U.S. banks in better economic information is fre-
quently misunderstood. Unlike many European and Japanese com-
panies, American firms in trade with the Soviet Union do not operate
under the umbrella of government-to-government agreements, nor do
they enjoy the support of their government to the.extent that foreign
firms do. This is a factor which acts to increase risks to. American
banks. Economic information is requested, not because the banks ex-
pect to find skeletons in the closet but because information is an essen-
tial element of the banks’ risk management. It is a factor that helps
reduce uncertainty and builds confidence. Better information is neces-
sary if U.S. banks’ willingness to support a significant expansion of
lending above the current levels is to be increased.

In summary, then, credit does not appear to pose a constraint to solv-
ing the general economic policy problems that face Soviet planners in
the 1980s. The reason is because the solutions to these problems involve
real adjustments in the economy, not a shortage of credit. Credit may
help facilitate such adjustments as in 1975-76, by temporarily bridg-
ing unexpected balance of payments shortfalls. At that time Soviet
policymakers, unlike some of their colleagues in other Eastern Euro-
pean countries, gave top priority to achieving a rapid adjustment to
the balance of payments problems that followed the 1974-75 world
recession. Soviet borrowing policy is likely to remain conservative in
the future, with much attention being given both to rapid adjustment
to balance of payments problems and to exports by means of compensa-
tion agreements. A western policy to limit future credits to the Soviet
Union may cause their economy some discomfort; it would not likely
cause serious hardship. Soviet planners face a set of diffienlt problems;
credit is on the list but it is not at the top of the list. A

There do appear to be some constraints concerning the form of
credit for specific projects. These constraints, however, could effec-
tively be relaxed by changes in Soviet policy and practice. Some of the
very large projects may have to be reduced in size by medification to a
sequential or stage-by-stage pattern of development. Policy regarding
interest rate spreads or information disclosure could also be modified.
Techniques of project finance might be applied to some very large
projects. One technique is that of production payments which has been
used extensively in oil and gas projects in the West. This is a secured
form of financing in which lenders receive security via the assignment
of rights by the borrower to the revenues from the sale of the product.

Soviet planners must weigh the tradeoff between the costs of changes
in their policy and practice (as suggested above) and the potential
benefit of such projects to the economy. These projects will very likely
be in priority sectors. Complicating such calculations is the probability
that factors other than credit will pose constraints of their own.

45-154 0 - 79 - 8
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V. TrabpE as A CONSTRAINT

There are three major issues to examine in the trade area. One relates
to the products available for export. The other two issues concern the
demand and price outlook for goods the Soviet Union will be exporting
and the geographical location of this demand ie., Western Europe,
Eastern Europe, Japan, etc..

The decision about what to export for Soviet planners is essentially
whether it is feasible and desirable to develop exports of manufac-
tured goods as a significant part of the future increment to total ex-
ports. The alternative is whether to continue investment in the produc-
tion of raw materials, thus maintaining the current high dependence on
such exports in total foreign exchange earnings in the face of rising
development costs. In recent years, finished manufactured products
have accounted for only about’5 percent of total exports.*® Because of
rapidly increasing costs to developing raw material resources, Soviet
leaders have had interest for some years in the possibilities of increas-
ing manufactured exports. It is evident, however, that decisions made
during the past few years make unlikely a significant role for exports
of manufactured goods for some time into the future.

Trade in technology associated with direct investment is the most
important form of international technology transfer today. Due to
their predominance, compensation agreements are one of the major
avenues of technology transfer in the Soviet Union. Despite other at-
tractions, compensation is an inefficient mechanism for technology
transfer. In nearly all deals, the western partner fulfills his side of
the agreement by supplying a turnkey plant or equipment. After he has
done this, his only worry-is selling the product. There is little incen-
tive for him to update the technological processes employed by the
Soviet partner. Even when continuous transfers of technology are
agreed upon in a contract, the results are likely to fall far short of
potential. One of the biggest drawbacks of compensation is the great
difficulty in adapting it to the production of manufactured goods. All
the major compensation deals signed to date are for raw materials or
basic chemicals, such as urea, PVC and polyethylene.**

These limitations of compensation are well understood by Soviet
economists. Several years ago a number of alternative arrangements
were explored in discussions with western firms. One arrangement was
patterned on the joint venture model, but with long term leases sub-
stituting for foreign ownership. More than the technology itself, the
Soviet Union needs western management systems to get the maximum
from technology purchases. The joint venture model recognized this
fact. There was opposition, however, to these proposals from various
quarters (the Ministry of Foreign Trade, the chemical industry). Such
profit al}d risk-sharing ventures were seen as beine incompatible with
the Soviet economic system. Serious consideration of such proposals
was apparently deferred. Lacking some such means for the accomoda-
tion of foreign investment. there is little prospect that manufactured
goods can play a significant role in the future in providing the needed

13Pyz}ul Ericson, “Soviet Efforts to Increase Exports of Manufactured Products to the
West,” in Soviet Economy in a New Perspective, edited by John P. Hardt for the Joint
g]c’?ixgmic Committee of Congress (Washington, D.C.: Government Printing Office, 1978,
Tu Biirclay, op. cit.,, Appendix B.
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boost in exports.. Compensation agreements in raw materials, despite
evident limitations, will remain the preferred model for Soviet trade
in technology during the 1980s. ) ) .

Prospects for new compensation deals involving raw materials are
not promising at present. The exception is natural gas, where addi-
tional contracts to supply gas via pipeline from the Urengoy fields in
northwest Siberia to Western Europe are expected by 1980. There are
several factors limiting western firms’ interests in compensation. One
is the current excess capacity in industries producing products the
Soviet Union would like to export, such as basic chemicals, steel, cop-
per, and wood products. The depressed chemicals market in Western
Europe has already been hard hit by Soviet and East European 1m-
ports. The volume of imports is still relatively small, no more than 5
percent of total supply.® But the effect on prices at the margin has
been very significant. Further sharp hikes in exports will cccur in the
next few years as the plants now under construction are finished.

The difficulties associated with compensation have, thus, been in-
creased by the slower growth being experienced in the West. There is a
risk that western political reaction to these problems may lead to
restrictions being placed in such buy-back deals. Also there are risks
that western governments may initiate anti-trust proceedings against
compensation deals. The EEC commission, for example, recently
charged that swap deals in aluminum between western producers and
Eastern Europe constitute a de facto cartel.’* A further problem for
some Soviet products is growing competition in industrial countries’
raarkets from developing and OPEC countries, particularly, in basic
chemicals and fibers.

Soviet planners face a unique set of restrictions as regards the geo-
* ‘graphic location of demand for future exports. The basic thrust of
economic development is toward the East, Siberia and the Far East.
The bulk of Soviet export commitments are to the West, primarily
the CMEA countries in Eastern Europe and to a lesser extent, West-
ern Europe. In view of the increasing cost of transporting resources
from Siberia to countries west of the Soviet border, a sensible alter-
native would be to redirect more trade toward the Pacific basin coun-
tries, particularly Japan. This option has gained in importance with
the construction of the new Baikal-Amur railroad.

Prospects for economic cooperation with Japan, however, have
worsened markedly following the signing of the Japan-China peace
and friendship treaty last year. Part of the reason for the Japanese
decision to tilt toward China was apparently related to frustration in
negotiating the return to Japan of four disputed islands north of
- Hokkaido. The Soviet Union is said to have threatened retaliatory

action against the signing of the Japan-China treaty. Military bases
- have recently been built on two of the islands.?”

Given these developments Japanese observers were quick to note a
change in Soviet attitudes at the Tokyo meeting of the Japan-Soviet
Business Cooperation Committee this Fabruary. According to the
Japan Economic Journal the Soviet side indicated its strong desire

. 15 “Chemicals in the East Explode West.” The Economist, Feb. 10, 1979, p. 84.
18 “Probing the Club.” The Economist. Sept. 23, 1978, v. 97. ° -
17 ““Change in Soviet Stance.” Japan Economic Journal, Feb. 27, 1979, p. 10.
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to obtain Japan’s cooperation in Siberian resource development. The
reaction on the paper’s editorial page was straightforward:

The Japanese side turned a cold shoulder to new quiet overtures for partici-
pation in big development projects, such as construction of an integrated §teel
mill, and development of copper at Udokan and asbestos at Molozhozhinoe.
Japanese businessmen at the conference told their Soviet counterparts that they
would carefully study the proposals which call for Japan’'s purchase of re-
sources developed and products manufactured. This amounted to shelving the

proposals.*®

The rapid development of the China market which seems probable
in the next few years will hinder Soviet efforts to attract western firms
to Siberian projects. This is particularly true for Japanese companies.
Large Soviet and Chinese projects will be competing to some extent
for the same western partners, for credits and also for western mar-
kets. Both China and the Soviet Union have publicized major coal and
copper projects and both will be seeking help in developing offshore
oil fields.

The Soviet Union’s trade relations with Eastern European countries
pose another major restraint on the geographical pattern of Soviet
trade in the 1980s. Eastern Europe’s needs for Soviet oil and other
raw materials will continue to rise during this period. The Soviet
Union may not be able to meet the increments to Eastern European
demand to the same extent as in the past, but political considerations
suggest that the continuation of raw materials supplies to Eastern
Europe will remain a top priority. Given their debt problems, though,
Eastern Europe will not be able to contribute much capital for new
Soviet raw materials projects. Hence, export commitments to Eastern
Europe will be a restraint on efforts to increase exports to the West.
And though the Soviet Union gains substantially from CMEA trade,
the benefits are largely consumer not investment goods.

In summary, then, the constraints to Soviet policy making in the
trade area are varied, but significant. The Soviet inability to develop
manufactured goods for export is probably the most important limit-
ing factor to longer-term economic policy. The reasons are primarily
domestic and reflect the inadequacies of the Soviet system of manage-
ment and the unwillingness and/or inability to reform the system.
By contrast, the other trade constraints are primarily external and
exogenous. Although the potential demand for exports of major com-
pensation deals was not examined in detail, it is evident that serious
problems have already been encountered with chemicals. The likely
continuation of moderate growth rates in Japan and Western Europe
suggests that more such problems will be encountered in the future.
The geographical constraints to the development of Soviet exports—
Japan, the China factor, and Eastern Europe, all seem largely out-
sidl(? of Soviet influence, barring major changes in Soviet foreign
policy. ’

The effects of these constraints on Soviet priorities in the context
of the long-term plan appear very significant. The options facing
Soviet policymakers focus primarily on the domestic factors which
limit the effectiveness of technology trade. Given the foreign market
and geographical constraints and the huge costs to the deferral of
priority projects, the desirability of experimenting with various

18 Ibid.
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forms of foreign investment and management participation gains
added weight. For such options to have much of a contribution in the
. period to 1990, major decisions would be necessary in the next year
or two. There are no signs at present that such changes are being
contemplated. .
VI. CoNCLUSIONS

Among the foreign options available to Soviet policymakers in the
coming decade, those in the trade area pose the greatest problems and
challenges. The constraints of market demand and location present
significant limitations to future Soviet export expansion, given the
current commodity composition of trade. Soviet planners possess lit-
tle scope for a flexible adaptation to these constraints, unless ways can
be found to deal with the complex set of domestic factors that hinder
the expansion of manufactured exports. These domestic constraints
have proven to be very resistent to change in the past. Until a new
generation of Soviet leaders emerges they will continue to resist
change in the future. By contrast, constraints on long-term economic
strategy due to credit appear much less important and more amenable
to modifications in Soviet policy. The major problems relate to the
very large size of some of the projects.

In terms of relative importance as a constraint on.Soviet decision-
making, the following ranking is suggested :

(1) Domestic factors limiting the effectiveness of technology
trade.

(2) Foreign market demand and location factors limiting the
access of Soviet goods.

(3) Factors relating to credit availability.

The ranking points to several conclusions for western policy. The
most important restraint on the use of foreign economic options by
Soviet policymakers is a domestic one and is not, therefore, under
the influence of western policy. Secondly, the importance of credit
availability as a constraining factor on Soviet policy is probably
overestimated. Soviet credit policy appears cautious and conservative.
For this reason, restrictions by western governments on lending to
the Soviet Union promise little in the way of political leverage. The
most important issues for western policy lie in the trade area, particu-
larly in relation to market access and fair trade practices.

.S. policy toward the Soviet Union since 1975 has focused on the
denial of MFN, of Eximbank credits and selected Soviet technology
purchases. The Soviet Union has been able without much difficulty
to deny us any political benefit from the policy and lost sales by U.S.
business have imposed economic costs. In turn, we have been unable to
deny their access to credit and technology in other countries.

In the wake of the 197475 recession and the opening up of China,
market access for exports is now a very important constraint facing
the Soviet policymakers; it is also directly controlled by U.S. policy.
We both stand to gain economically from normalized trade relations
and there should also be political gains for the United States. In offer-
ing MFN and normalized trade and credit relations, however, we
must be careful to keep the potential benefits to the Soviet side in
proper perspective and bargain accordingly.
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SuMMARY

- This paper views Soviet economic performance and power in a
global context. It uses as its yardstick the growth and volume of na-
tional products, without disregarding the many other factors that de-
termine the international pecking order. Nevertheless, larger where-
withals are a potential source of greater welfare, might, and prestige,
and the GNP is not only a mass of goods and services, it is also an
index of their producers’ diligence and flexibility; it bespeaks the
efficiency of their institutions and policies. On the whole every nation
deserves its GNP. And in power rivalry, other things being equal
(quite an assumption!), the greater economic potential will win out.

Of humanity’s combined GNPs totalling in 1978 814 trillion (1978)
dollars the United States producéd one fourth, the USSR one eighth.
The European Community outranks the USSR with close to 19 per-

(110)
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cent of the planetary product but it is not a national entity. So there
are only two superpowers. The USSR may match the US militarily;
economicsally it 1s not in the same ball park. The PRC and India sur-
pass both in population (23 and 15 percent of mankind as against an
American 5 percent and a Soviet 6 percent), but economically they
are far from being superpowers (as yet).

Comparing the two superalliances shows that the Soviet group
(Warsaw Pact, Mongolia, North Korea, Vietnam, Cuba) encompasses
about 10 percent of mankind and 18 percent of the planetary product,
the Western group (NATO, Japan, South Korea, Australia, New -
Zealand, et al.) 17 percent of the world’s population and 58 percent
of its product. If the balance of power differs from the GNP ratio, it
is not for lack of wherewithal on the part of the U.S. and its asso-
ciates. In fact, the U.S. alone has close to half as many people as the
Soviet group and an output (achieved with superior technology) 43
percent larger than the USSR with all its allies.

" The proportions adduced for West and East are unequivocal despite
the statistical uncertainties surrounding economic aggregates and pop-
ulation figures alike. The problems become heavy as soon. as less de-
veloped nations are examined. The author, after discussing some of
the pertinent literature, advances GNP ratios of 60:100 in an Indian-
Chinese comparison, 20:100 for India versus the USSR, and about
34:100 for the PRC and USSR, but such proportions are approxi-
mations and not precise measurements.

Coalitions can always be renounced as well as joined, and some of the
neutrals, fence sitters, and mugwumps outside the superalliances may

“sooner or later side with one or the other or team up with the solitary
PRC. The residual, most diverse in its composition, represents 21 per-
cent of the planetary product, 49 percent of the world’s population,
and no less than 80 percent of what are now 163 sovereign states. It
includes the “Third World,” and while the entire less developed world
outside the Communist realms has a combined national product below
that of the Warsaw Pact, its population pool is large and its political
and ideological radioactivity is perilous and far-reaching.

Comparing national products over space and time conjures up sta-
tistical problems of Einsteinian relativity. Still, the trends are quite
clear. As nations ravaged during the Second World War regained
their strength, the economic preeminence of the U.S. receded, a normal
process, though since the 1960’s American policies have contributed to
the relative decline. Between 1950 and 1978 the American share in the
planetary product declined from 33 percent to 26 percent. However,
the Soviet share rose very little, i.e., only from 11.9 to 12.4 percent.
The PRC’s share of about 4 percent remained stable. There were, of
course, startling changes. Japan’s share increased from 3.8 to 12.1
percent; Brazil and other developing countries enlarged their role;
OPEC members displayed a sudden embarras de richesses, while
(Great Britain’s share went from 4.8 to 3 percent. The growth exper-
ience of the USSR and the advanced West on the whole has been quite
similar over the decades with GNP progress of around 5 percent on
average in the 1950s and 1960s and a noticeable slowdown to less than
4 percent in the 1970s. Does this slowdown in East and West suggest
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that there are forces at work that depress growth in industrial soci-
eties, whatever their mode of operation ? Or is the deceleration a short-
lived happening either in the USSR or in the advanced West, while
hard times will continue on the other side ?

There are some developments that reduce productivity growth in all
modern nations, namely adverse changes in the physical and social
environment in the widest sense of the word. Awareness of these prob-
lems is greater or, at least, more vociferous in the West than in the
USSR and so is the outlay in the fight against deterioration. The pub-
lic service sectors with their seemingly lower productivity—it is
largely a statistical illusion—expand everywhere, though more in the
advanced West than in the USSR. There is no evidence of a growth-
depressing slowdown in technological progress on either side, a Soviet
lag vis-i-vis the West notwithstanding. The law of diminishing re-
turns is in operation throughout the world and technology can be
relied upon to offset its impact, although it may temporarily fall be-
hind (energy output is such a field, with the OPEC monopoly—which
benefits the USSR—complicating conditions).

Specific reasons for a slowdown on the Soviet side are a heavy and
rising military burden, which absorbs more resources otherwise avail-
able for growth-promoting capital formation than in the West, and
an economic system which has become increasingly cumbersome in
running a by now vast and sophisticated economy. These peculiar in-
stitutions and policies appear unchangeable at the present time; as
a result the Soviet Union wil] have difficulties coping with resource
constraints both human and material in the foreseeable future. The
more flexible and innovative market economies have a better chance to
overcome the current dislocations and the accompanying malaise, but
this is where economiecs converge with unfathomable social and po-
litical elements and where analysis ends in a matter of hunch and an
article of faith.

1. Tae INTERNATIONAL PECKING ORDER AS REFLECTED 1N NATIONAL
PRrODUCT STATISTICS

A. Problems of Politics

These remarks on the Soviet economy in a global context deal with
the international pecking order. They face conundrums as to what
determines the standing of a nation and how to measure it, in other
words, problems of politics and of statistics.

Our little gray cells, drawing upon a welter of information, dis-
solve the integrated stream of history into political, spiritual, eco-
nomic, military, and other components—a miraculous process, but, oh !
how deficient in precision and certainty. Spectroscopy, resolving the
rays of a star through diffraction gratings, determines its composition
and, in the presence of red shifts, its course and direction, by far more
accurately than our intuition applied to history, past or present. Po-
litical science, to be sure, endeavors to improve upon our perception
by building cliometric models measuring historical components and
movements (including possible red shifts) but this process, rigorous
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though it appears, does not eliminate intuition; it pushes it back into
the underlying evaluations and assumptions including theories on the
number and weight of specific factors observable in history (let us,
hqweve)r, not underrate the role of intuition in the progress of natural
science).

This author refrains from cliometric experiments and sticks to his -
field, economics and, still: more narrowly, economic aggregates. He
knows full well that the volume and effictency of output alone does
not guarantee the happiness of individual citizens or the power of
their body politic (even less do they account for the charisma of a
leader or the marksmanship of a terrorist). But larger wherewithals
are a potential source of greater welfare and comfort, of greater power
and prestige (the latter intertwined with the envy of outsiders, which
occasional grants and permanent strength may serve to diffuse).

Now a considerable GNP per capita of population and labor force
does not come about by accident, though it is sometimes under the
influence of exogenuous conditions. On the whole every nation deserves
its GNP. The national income is not only a mass of products and serv-
. ices; it is at the same time an index of their producers’ diligence and
steadfastness, flexibility and inventiveness, their out- or inward orien-
‘tation, and the efficiency of their institutions and policies. Even faced
with events not of their making, their economic performance will
reflect their ability to react to challenges and opportunities. Nations
experiencing environmental changes or the gain or loss of territories
or resource bonanzas and stringencies have responded according to
their character, some convérting calamities into progress, others turn-
ing windfalls into adversity.

While GNP estimates express ever-fluctuating scarcity values, they
are not more relative than demographic or geopolitical data. To be
sure, people are people (and Western thought teaches their equal
dignity), but they differ greatly in productivity and requirements.
Square miles are square miles but their significance as a source of wel-
fare and power varies with the number of inhabitants, the stage of
economic development, and technology. Distances are vast or slight
depending on the technology of communications; economic and stra-
tegic capability or vulnerability change, sometimes abruptly, depend-

ng on the tools for peace or war.

B. Problems of Statistics

The statistical conundrums touched upon at the outset, are fit for a
volume the size of the present. Alexis de Tocqueville—whom to quote
is de rigueur—thought it not only “difficult to compare social expendi-
tures” in the U.S. and France, but he added, “It would be even danger-
ous to attempt it. When statistics are not based on strictly accurate
calculations, they mislead instead of guide. The mind easily lets itself

‘be taken in by the false appearance of exactitude which statistics re-
tain even in their mistakes, and confidently adopts errors clothed in
the forms of mathematical truth.”?

Almost a century and a half have elapsed since de Tocqueville wrote
this passage, and even its farseeing author would be amazed at the

1 Alexis de Tocqueville, Democracv in America. Part JI. Section 5..p. :201. “Can the
Public Expenditure of the United States Be Compared With That of France?”’ (ed. J. P.
. Mayer and Max Lenz, New York, 1966). -
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amounts of quantitative knowledge now at our disposal. Yet his ver-
dict remains correct and enjoins us to spell out what the figures in this
paper mean—or do not mean. This will be done as we proceed from
pomnt to point. We will, first, compare the economic volume of the
USSR with that of the only other superpower, the United States, both
in their respective alliance systems and in relation to sympathizers,
antagonists, or fence-sitters outside (and even inside) their systems.
We will then examine the economic dynamics over time. In this con-
nection we will touch upon a question which concerns the USSR as
much as the West, namely whether the world experiences a downward
trend in economic growth. Finally we will try to trace the course of
GNP growth to its sources, which—as several ingenious economists
have shown in detail—differ greatly between periods and nations.
Even more significant than the change in inputs and their combined
productivity in their impact on growth are the (little understood)
underlying social factors influencing efforts and efficiency.

II. Present Economic RaTios
A. Soviet-United States GNP Ratio

In 1978 4.3 billion humans? produced combined GNPs of 815
trillion dollars of 1978 purchasing power.® The shares of the U.S. and
USSR in the world population (5 and 6 percent, respectively) remain
far below those of the PRC and India (23.2 and 15.3 percent, réspec-
tively),* but the US and USSR are superpowers, China and India
are not (or not yet). What counts is the GNP or, better still, the ca~
pacity to produce. In this respect the US outperforms the USSR, not
to mention the PRC and India. The American share in the planetary
product is one fourth, the Soviet share one eighth. The European
Community (close to 19 percent of the world total) actually outranks
the USSR but as of now it is not a national entity. Japan’s share in
1978 was 8.6 percent; expectations voiced a decade ago that the Japa-
nese GNP would catch up with the Soviet at the end of the 1970s came
to naught. But earlier Soviet boasts to catch up with the US also hit

a catch.
In some cases there may be doubt whether one country is ahead of

another (e.g., Greece and Finland with GNPs of about $24 billion),
but the US-Soviet comparison is unequivocal, irrespective of some dif-

2In my Planetary Product for 1977 and 1978 (forthcoming Special Report of the
Department of State) I use a mid-1978 figure of 4.327.5 milllon. The U.N. implies an
estimate of 4,255 million (Demographic Estimates and Projections for the World, Regions
and Countries as Assessed in 1978, U.N., Population Division, 25 January 1979. This paper,
incidentally, makes Israel part of Europe—a relativity of space Einstein would have
approved). The Environmental Fund (World Population Estimates 1978) presents a
total of 4,365.3 million. The difference is largely due to ignorance about China and India
(see below, section II D). The mass migrations that ch~racterize our age create nncer-
tainties abont the demography of many countries: fortunately, there are as yet no inter-
planetary migrations. :

3 All dollar figures in this report refer to 1978 purchasing power. My Planetary Product
aims at purchasing power equivalents. Applying the methods Professor Irving B. Kravis
uses in his International Comparison Project (ICP) might increase my 1978 figure of
$8.46 trillion for the world by close to $1 trillion, chiefly because of the ICP’s higher
purchasing power equivalents for less developed countries. For the world as a whole
transnational factor payments even off so that in the total gross national product equals
gross domestic product.

« Areawise the territory of the United States is about equal to that of the PRC or
Canada and 42 percent tbat of the U.S.8.R. Under present conditions these powers have
sufficient space for economic and strategic purposes.
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ference in the calculations.® The Soviet economy is half the size ‘of
]tohti,] American. Insofar the two superpowers are not in the same
allpark.

Nobody will contend that, with a per capita ratio of 2.4, the average
American is 2.4 times as happy as his Soviet contemporary. But let us
not disregard the gratification that greater comfort provides for those
enjoying 1t and the lure American affluence exerts on another nation
with lesser means and ease. If two countries engage in a power struggle
of short duration—the confrontation may in the end be limited to
diplomacy and propaganda—the men and materials ready for imme-
diate action are, of course, of utmost importance. In this respect, the
US and USSR are believed to have reached a so-called approximate
parity. In a war of long duration, assuming proportionate destruction
and an equal will to resist, the “winner” will be the country with the
larger economic potential and the greater productivity, flexibility, and
inventiveness. These latter qualities are actually supported by indus- .
tries producing those consumer supplies that are deemed essential; all
other facilities will in an emergency begin turning out the numerous
goods and services that a modern war requires.

B. A Digression on Steel

The Soviet-American ratio for industrial output is not much dif-
ferent from the GNP ratio; it is about 60:100 in favor of the US.
~ But, we are told, the steel ratio is 122:100 (crude steel production
1978 in millions of metric tons 151 in the USSR, 124 in the US).
Nevertheless, it would be a mistake to conclude that the USSR is 22
percent stronger than the US. It is a weakness that requires the Soviet
economy—with its modest car and container production—to use up
214 times as much steel per unit of GNP as the US (it is even com-
pelled to import increasing amounts of steel from the West). The
ton mentality that dominates Soviet economic institutions, its pen-
chant to produce much in quantity without due regard to quality,
leads to a waste of steel in production and to the output of manufac-
tures (above all machinery) heavier than desirable. This is also an’

5In my article in this volume’'s 1976 predecessor (Soviet Economy in a New Perspective,
D. 246) I presented for 1955 and 1970 Soviet-American GNP ratios of 36:100 and
49 :100.. Abram Bergson’'s ratios, using data on pp. 62, 67, and 247 of his book on
Productivity and The Social System—The U.8.S.R. and the West, Cambridge, Mass., and
London, 1978, are implicitly 35.3 and 49.7:100. The most recent ratios of CIA for
1955 and 1970 are 37.5 and 52.1:100. For 1978 CIA’s estimate is 55 :100 (but now revised
- upward in the paper on U.S. and USSR—Comparisons of GNP by J. Noren, I. Edwards and
M. Hughes in the second part of this volume). The ratio in the latest edition of my
Planetary Product is 49.3 :100. The World Bank Atlas offered in its 1974 edition a ratio
of 32.3 percent for 1972 and in its 1978 edition of 41.4 percent for 1977. Both ratios
are too low. A Yugoslav author, Ivo Vinski, implies in his book Kretanje DruStvenog
Proizvoda Svijeta od 1910.do 1975:G. (Zagreb 1978) a 1975 GDP ratio for the U.S.S.R.
versus the United States of 46: 100 (my own ratio for that year is 51.4: 100). Last but
not least. the Soviet themselves: In Narodnove Khozyaistvo SSSR v. 1977 gz. Moscow
1978, ». 53, the Central Statistical Office of the U.S.8.R.. annlyving the Marxist concept
of national income, compares for 1977 a U.S. total of $1,010 billion with a Soviet national
income valued at $548 billion at the official rate of exchange and at $673 billion “at
comparable prices”. It snffices to consider this latter version of a purchasing power
equivalent. The ratio is 66.6: 100. The American figure appears reasonable; it represents
the net material product within a GNP of $1.887.2 billion (this particular comparison
uses 1977 dollars). I moved the Soviet calculatlon from Marxist to Western concept with
the help of John S. Pitzer’s excellent Research Paper U.S.8.R.: Toward a Reconciliation
of Marxist and Western Measures of National Income, CIA, ER 78-10505, October 1978.
Table 2. When I added to $673 billion the 26.3 percent which according to Pitzer accounted
for the 1970 difference between Soviet national income utilized and GNP, I arrived at
%846 billion: when I added 31.8 percent, l.e., the whole difference between the Soviet
figure and CIA’s 1970 GNP ruble estimate, the Soviet 1977 GNP (Western concent)
became $883 billion. There appears to be no reason to increase the supplement for services
omitted in the Soviet national income between 1970 and 1977. The result is a Soviet-U.S.
GNP ratio of 44.8 or 46.8: 100 for 1977. I advance this calculation not in the belief that
llt ofgelfzsp theﬁﬁnal solution to the problem but to show that Soviet statistics imply a rather
ow ratio.
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obstacle to exports of Soviet equipment. With military concerns in
mind, it must be added that (without losing sight of ship and tank
building) wars are no longer—and were probably never—won with
steel ; they are won with equipment embodying new technology.

To finish the steel comparison and expand the record to embrace
East and West, we list in table 1 the 1978 crude steel output of the
superpowers and their associates.

TaBLE 1.—Crude steel output of the superalliances, 1978

[In millions of metric tons]

USSR e 152. 0| Netherlands_ . ____-__________ 5.6
Denmark_____ ______._______. .8
Poland___._______________ 19. 5
Czechoslovakia________._.__ 15. 4 Total, European Economic
Romania________________. 11. 6 Community___._.._.___ 132. 4
German Democratic Republic. 6.9 '
Hungary. .- oo . 3.9 Turkey oo oo 2.3
Bulgaria____-_.__________ 2.6 Greece - - e 1.0
. NOTWAY - oo e 7
Non-Soviet Warsaw Pact_______ 59.9 | Portugal . _ ___ oo 6
Total, Warsaw Pact..____ 211. 9 |Other NATO_ ________.______. 4.6
Democratic i’eople’s Republic of .
Korea____ o - 8.0|European NATO__.__________ - 137.0
< Grand total . ___________ 214. 9 Total, NATO___________ 276. 0
United States._.- .. ______ 124. 0| Others: ’
Canada- - oo ______ 15.0 Japan__ . .. 102. 0
Republic of Korea________. 50
Federal Republic of Germany__ 41.3 Republic of China (Taiwan). 3.5
Ttaly e~ 24. 2 Australia_________________ 7.6
France_._._ e 22.9 Brazil ____ __ . ____ ———- 12. 2
United Kingdom_____._________ 20. 2 MeXiCO. oo mmmeme 6.7
Belgium-Luxembourg-_ . ____ 17. 4 Sweden. _ .- 4. 4

Juxtaposing Warsaw Pact and NATO countries, the steel ratio—
whatever its meaning—shifts to 77:100 in favor of the Atlantic
Alliance; adding North Korea on the Soviet side, Japan, South
Korea, and Australia to the West, the ratio becomes 55:100. Out of a
1978 world steel production of 713 million m. tons, the Soviet camp
accounts for 30 percent, the Western countries just enumerated for
55 percent. A capacity comparison would even widen the gap. Since
we pointed to the perennial Soviet weakness of “steel eating” (a word
Khrushchev coined), we have also to decry the Western steel over-
production of recent years. The structural crisis is due not only to
Japan’s ultramodern steel industry competing with frequently obso-
lete European and American plants—they are now being renovated—
but, though to a smaller degree, also to the expansion of steel out-
put—often for irrational reasons—in developing countries. The drive
is not limited to the West. If between 1965 and 1978 Brazil’s output
of crude steel increased from 3.0 to 12.2 million tons, Romania’s grew
from 3.4 to 11.6 million. Beijing had vowed to overtake the (once so
redoubtable) British steel industry and did so in 1975. Starting from
close to nothing, the PRC’s steel output (not counting, of course, the
3.5 million on Taiwan) reached an estimated 31.7 million m. tons in
1978 and is now ranking fifth in the world. China has begun to
approach West Germany with its 41.3 million t. But let us not over-
look that there is a quality difference between PRC (and also Soviet)
steel and the steel of advanced Western nations.
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C. GNP Ratios for the Superalliances
Passing on to the more meaningful GNP statistics, we encounter
the data for the superalliances assembled in table 2.¢

TABLE 2.—THE SUPERALLIANCES: 1978 GNP IN TOTAL AND PER CAPITA
[Value data in 1978 dollars)

Midyear
. population GNP per capita
GNP (billions) - (millions) (dollars)
Eastern camp:

L 1,046.6 261. 4 4,004
Poland o e e 108.3 350 3,094
German Democratic Republic_______________________________ 81.0 '16.8 4,834
Cechoslovakia. . .. - et 70.7 15.1 4,673
Romania. . _____.___________ e 67.4 219 3,083
Hungary. ... 32.1 10.7 3,000
Bulgaria. . e 24.8 8.8 o 2,19

Non-Soviet Warsaw Pact. ________ ... __________________________ 384.3 108.3 -+ 3,549

Total Warsaw Pact. .. .. .. 1,431.0 369.7 3,871

Mongolia_______________ . 1.5 1.6 937

Democratic People’s Republic of Korea__ .. _._.______ 16.2 18.2 890

Vietnam__________ - - 11.0 51.6 213

Cuba. e 12.5 9.8 1,215

Subtotal. ... _.____________ i 42 812 507
Grand total_.______________ e I 1,472.2 450.9 3, 265
Western camp:

United States (50 States)..._. . __________ . __ 2,106.9 218.6 9, 640

Camada. . e 196.6 23.6 8,323

Federal Republic of Germany. _______________________._.________ 513.1 61.3 8,372

France ... ___ 411.3 53.3 , 719

United Kingdom.._ 254.2 55.8 4,556

Italy ... . 210.7 56.7 , 211

Netherdands_____.________________________________ 88.1 13.9 6, 324

Belgium. ... - 69.7 9.8 7,085

Denmark - 38.9 5.1 7,607

Luxembourg. e 2.5 0.4 6, 889

Total European Economic Community. ____________.__.________ 1,588.5 256.3 6, 200

Turkey e 43.4 43.2 1,005

Norway_____________ 319 4.1 7,867

Greece. 24.2 9.4 2,576

Portugal ... _________ 16.9 9.8 1,723

Ireland.. ... 1.3 0.2 5, 706

Other NATO-Europe 17.7 66.7 1,765
European NATO. .. 1,706.2 323.0 5, 282
Total NATO_________ .. 4,009.7 565.2 7,094
Japan_.. ... 721.9 115.0 6, 329

Australia_.____ 14.2

Republic of Korea_______ 39.0 37.0 1,054

Republic of China (Taiwan) 25.1 17.1 1,468

New Zealand._...___.____ 16.0 3.1 5,119

Israel. o e 14.8 3.6 4,154

Subtotal . __ .. 919.5 190.0 4,839
Grand total ________ e 4,929.2 755.2 6, 527

Source: The Planetary Product in 1977 and 1978, the Department of State (forthcoming).

¢The GNP data are taken from the forthcoming 1977-78 issue of the author’s
. Planetarv Product (referred to in footnote 2)., The 1976-77 version appeared as Special
Report No. 44 of the Department of State, June 1978. The GNPs of the advanced Western
countries are converted into dollars not with 1978 average rates of exchange but with
1973 rates which are closer to purchasing power equivalents. See text on pp. 12-15 of
the 1976-77 paper including a comparison with the results of the U.N. and World Bank-
sponsored ICP mentioned in footnote 3. The- GNP data of the six non-Soviet Warsaw
Pact countries are taken from Economic Growth in Eastern Europe 1965-78 by Thad
P. Alton and Assoclates, Research Project on National Income in Eastern Central Europe,
New York, 1979. The Romanian estimate yielding a per capita GNP above that of Poland
and Hungary appears to be on the high side, Both the economic and military strength of
the superalliances is discussed in The Economic and Military Balance Between East and
VAVes!:l t;y!') 7lgerbert Block and Edward N. Luttwak, American Bar Association, Chicago, Ill.,
pri . .
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In 1978 the population of the Warsaw Pact members numbered 65
percent that of NATO; the GNP ratio was 36:100 in toto, 55:100 per
capita. The greater economic strength collected in NATO is obvious.
The political and military balance is another story. Part of this story
is the position of the protagonist in each alliance system. In the War-
saw Pact the USSR accounted for 71 percent of the population and 73
percent of the GNP, in NATO the US for 53 percent demographically,
37 percent economically. Decisions are obviously easier to arrive at in
a group consisting of one superpower and six middle-sized countries
than in the NATO with one superpower and fourteen nations, great,
medium, and small (not to mention the difference between Eastern
authoritarian and Western democratic rule). The Soviet Union’s
largest partner, Poland, had a GNP 9.7 percent that of the USSR;
next in line was the GDR with 7.7 percent. Romania, at 6 to 7 percent
of the Soviet GNP and yet at sixes and sevens with its imperative Pact
leader, plays a risky game. In NATO the West German GNP was 30.4
percent as large as the American converted into dollars at the average
1978 exchange rate or 24.4 percent at a rate closer to purchasing power
equivalent; the corresponding proportions for France (with 1its cur-
rency less overvalued vis-3-vis the dollar than the mark) were 22.3
and 19.5 percent, for the UK 14.6 and 11.2 percent, for Ttaly 12.1 and
10 percent. Even the latter ratio gives Italy more economic weight in
NATO than has Poland in the Warsaw Pact. :

Each superpower has military commitments besides NATO and the
Warsaw Pact. They range in form from multi- or bilateral treaties to
policy declarations and in substance from low-risk to high-risk as-
sociations and from solid to brittle or even ephemeral.” In the Soviet
camp are Mongolia, North Korea, Vietnam, and Cuba. The strength
of commitments between the USSR and several African and Asian
countries is uncertain. The US is firmly bound to Japan, South Korea,
Australia, New Zealand, and Israel ; the American defense treaty with
the Republic of China continues into 1980 but security assistance is
likely to go on. The US has given additional pledges to the Phillip-
pines and Thailand (both members of ASEAN) and to others. The
ASEAN countries (others are Indonesia, Malaysia, and Singapore)
are not covered by explicit American commitments but their outlook
tends to tie them to the Western side. (In 1978 ASEAN as a whole
had 247 million inhabitants and a GNP—with Third World Supple-
ments—of $165 billion, i.e. 44 percent as much population and 4 per-
cent as much GNP as NATO).

What stands out in a comparison limited to the countries enum-
erated in Table 2 is that the Soviet group with all its associates en-
compasses about 10 percent of mankind and 18 percent of the
planetary product, the Western group 17 percent of the world’s popu-
lation and 58 percent of its product. If the balance of power differs
from the GNP ratio it is not for'lack of wherewithal on the part of the
US and its confederates. In fact, the US alone has close to half as
many people as the Soviet side and an output (achieved with superior
technology) 43 percent larger than the USSR together with its allies.

7 John M. Collins. in his hook. American and Soviet Military Trends Since The Cuban
Missile Crisis. Washington, D.C. 1978, lists on pp. 161-165 the security commitments
of both sides as of early 1978.
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D. Sino-Soviet Proportions

Secretary Schlesinger called the People’s Republic of China the 16th
member of NATO. Whatever description we may use, the vision of
an arrangement between the superalliance of the West and what will
be a formidable superpower in a foreseeable future has produced in
Moscow the cauchemar des coalitions that Count Shuvalov ascribed to
Bismarck. It is therefore important to fit the PRC into the global
context. Beijing itself is—in contrast to Washingto:1 and Moscow—
not the hub of an alliance. Albania rejected it as it forswore the USSR
years ago; the Kampuchean regime of Pot went to pot, and the PRC’s
friends in various parts of the Third World did not prove dependable
either. Hanoi (with 52 million subjects—not counting 12 million
Laotians and Cambodians under its thumb, a total GNP of very
roughly $7 billion, and a strong military establishment) has become
a thorn in China’s flesh. )

Estimates of the GNP of Mainland China suffer from the paucity
and inadequacy of Beijing’s statistics; per capita calculations are
afflicted by inadequate population estimates.® Even if the raw data
were by far better, a host of methodological headaches would still
afflict us (adjusting the statistics of the PRC to the standards of
Western market economies; comparing the purchasing power parity
of an indigent country with that of the US or even the USSR ; coping
with changes in real price relations during a period of rapid economic
development, etc.).

What we know about the Chinese national income is largely the
work of American and British scholars and much of it is assembled in
various volumes of the Joint Economic Committee on the economy of
the PRC. The latest is ‘Chinese Economy Post-Mao, November 9, 1978;
this fat green book has eclipsed the Little Red Book. Several JEC
volumes contain the important national income calculations by Arthur
G. Ashbrook, Jr., and Robert M. Field. The latter will soon publish
a “Recomputation of Chinese National Accounts” as a sequence to the
1978 tome. I myself, not a Sinologist, can only hope that the forth-
coming revisions will help improve comparisons between the PRC and
its great neighbors to the North and South.

Ashbrook and Field offer for 1978 an estimate of $437 billion in toto
and, applying Aird’s population figure, of $435 per capita. CIA’s
latest GNP calculation for the USSR—$1,146.4 billion—implies a
Sino-Soviet ratio of 38:100 in toto and of 10:100 per capita. India’s
GNP, converted at the official rate of exchange, equaled $105.1 billion
and per head of a population of 660.7 million (according to the Bureau
of the Census; the World Bank Atlas has only 643 million) $159.
These figures undervalue the Indian GNP greatly. The International

8 The new 1978 figure in the medlum series of John 8. Aird, Bureau of the Census,
FDAD. is 1,003.9 million, 1.e. 23% million higher than his previous estimate for the same
year. The difference is 14 percent of all mankind. Leo A. Orleans has in the 1973 JEC
Compendium (p. 77) for 1978 a projection of 887.4 million, Werner Klatt an implied
figure of about 870 million (China’s National Accounts—as seen by Western Analysts,
Bundesinstitut fiir Ostwissenschaftliche und Internationale Studien, Cologne, December”
1978). If demographic data are that uncertain, what may we expect of GNP estimates
with their value problems? The difference hetween Klatt’s figure and Aird’s high series
is 169 million people, more than two thirds the entire U.S. ponulation.

Since this footnote was written, it has been disclosed (see The Washington Post, May 14,
1979) that PRC authorities are now using a population figure that, extended to mid-1978
and excluding Taiwan, amounts to 966 million. A census is planned for 1980; the new
official figure is still only an estimate. It is 3.9 percent below Aird’s calculation and 8.8
or 11.1 percent, respectively, above the extrapolations of Orleans and Klatt.
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Comparison Project calculated for 1973 an exchange rate deviation . .
index of about 3 ° that, if it were roughly the same b%r 1978, would yield
an Indian GNP of $315 billion in toto and of $477 per capita. The
Indian-Chinese ratio would then be 72:100 and 110:100, respectively.
Opinions differ as to whether India or the PRC has the larger per
capita GNP (which must not be mistaken for consumption and says
even less on income distribution). I am inclined to favor the PRC con-
sidering its decidedly faster growth over the postwar decades and a
number of important physical output data (of which steel 1s one; see
above). If this is correct, the indicated Indian-Chinese ratio would re-
quire emendation with three alternatives in mind. Either the demo-
graphic data underlying the per capita figures are wrong (substituting
Klatt’s estimate for Aird’s would raise the PRC GNP per capita from
$435 to $502, i.e., by 15 percent). Or the ICP purchasing power for
India is on the high side (it may, for instance, overstate the real value
of Indian services as compared to services in an advanced country and,
in particular, the US as the base country) . Or, finally, the Ashbrook-
Field estimate for the PRC is below the purchasing power equivalent.
If the Indian-Chinese ratio for GNP per capita were reversed (not
110:100 but, say : 100:110), the Ashbrook-Field figure would rise from
$435 to $525. With Aird’s population figure the PRC total would in-
crease to $527 billion, i.e., half the Soviet GNP. This is unlikely. Until
better data are available, I continue to use and extrapolate for the
PRC the series Ashbrook presented in the JEC volume for 1972 1t and
for India a dollar series at nominal rates increased by a 60 percent
Third World Supplement, which I apply to poor countries in general.
The latter percentage is, as I have admitted all along, on the low side
and so is the resulting Indian-Chinese ratio of 78:100 for GNP in toto
and 52:100 per capita. If, the statistician’s eye in a fine frenzy rolling,
I may express my hunch, T would raise my Third World Supplement
in the case of India to 100 percent and increase the Chinese per capita
GNP by about 10 percent above the Indian. This would provide ratios
for GNP in toto of 60:100 in the Indian-Chinese comparison, of 20:100
in an Indian-Soviet comparison, of 34:100 in a Sino-Soviet
comparison.
E. Countries Outside the Alliance Systems

Always remembering that alliances can be renounced as well as
joined and that neutrality may also be temporary, the world in its
political structure consists currently of the Soviet camp with 11 states,
10 percent of mankind, and 17 percent of the planetary product, the
PRC with 23 percent demographically and 4 percent economi-
cally, the Western camp as described in table 2 with 22 states, 17
percent of humanity, and 58 percent of the product, and all the others.
These others embrace as of mid-1979 130 states, 49 percent of the
world’s population, and 21 percent of the product. The residual group

9 Slightly more or less depending on the concept used ; see calculations by Irving B.
Kravis. Alan W. Heston, and Robert Summers in their article “Real GDP Per Capita for
More Than One Hundred Countries” in The Economic Journal, June 1978, pp. 215-242,
and in their book International Comparison of Real Product and Purchasing Power—
United Nations International Comparison Project: Phase II, Baltimore and London, 1978.

10 According to the ICP book quoted In footnote 9, services of all kinds in the India
of ‘1973 constituted 36.3 percent of the GDP at international prices, 16.6 percent at
national prices (p. 124).

1 Arthur G. Ashbrook, Jr.. “China: Economic Policy and Economic Results, 1949-71"
I[\)/I.a{\)r‘ lig Il’gggle’s Republic of China : An Economic Assessment, Joint Economic Committee,
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1s most diverse. It includes four countries that call themselves Com-
munist (Kampuchea and Laos with an unclear situation, Yugoslavia
and Albania), several nations with a decidedly Western outlook but
without NATO and relatéd structures (Switzerland, Sweden, Fin-
land, Ireland, Austria, Spain, and a few smaller states), all members
of OPEC and OAPEC (15 together, but Egypt’s membership in
OAPEC has been suspended since April 1979), and many others, large
and small, with sympathies, sometimes shifting, for this or that camp
or simply sitting on the fence and ready to jump in either direction.
The large number of states in the residue is indicative of the prolifera-
tion of sovereignty; there are now 163 independent nations in the
.world (counting two Chinas for, legal niceties aside, they are two
states, each with the full paraphernalia of statehood), many of them
by far less important than “dependencies” such as Puerto Rico or Hong
Kong. They lack frequently the political and economic experience
of well-tempered nations with accepted traditions or they are caught
between modern and traditional modes of behavior or are unviable
for one reason or another. Some of them, with small or tiny populations
and slight domestic products, but with material resources much in
demand, a vital geopolitical location, and a surfeit of passion have
become bones of contention between the great powers or, as has been
the case throughout history, they are exploiting great power rivalry.
While the entire less developed world outside the Communist realms
has a combined GNP below that of the Warsaw Pact and while it is
divided in itself, its population pool is large and its political and
~1deological radioactivity perilous. The explosive power extends not
only to international affairs but also to the domestic scene within the
ghreat powers (through minorities and factions) both in the East and
the West.

ITI. EcoNomic PERFORMANCE IN THREE DECADES
A. Long-Term Growth Fluctuations

Adding time to space we turn to Soviet performance in the context
of global development in recent decades. Again the reader must keep
in mind that the raw data for worldwide comparisons vary in reli-
ability and that, depending on methods, concepts, deflators, etc. the
rates of change differ. But the trends are quite clear (see table 3).

First of all, while the Western world suffered through the Great
Depression, the Stalinist command economy——created exactly fifty
years ago—started a rapid build-up of industries moving rural masses
into more productive pursuits in the cities and pushing Investment at
the expense of personal consumption, utilizing the available resources
to a wasteful limit, and preventing inflationary financing from un-
balancing foreign economic relations by making the ruble a strictly
domestic currency. According to Abram Bergson’s calculations the
Soviet net national product increased between 1928 and 1940 (the latter
year including a larger territory) by an average annual 4.2 percent at
1937 ruble factor cost and by 9.3 percent with a composite 1937 base.??
The Nazi regime followed a basically similar course, though with pri-
vate enterprise maintained and with greater attention to consumer
needs. The German net national product rose by a reported annual 9.3

12 Abram Bergson’s book quoted in footnote 5, p. 122,

45-154 0 - 79 . g



TABLE 3.—PLANETARY PRODUCT WITH THIRD WORLD SUPPLEMENT IN SELECTED YEARS, 1950-78

[In billions of 1978 dollars]

1950 1955 1960 1965 1970 1975 1976 1977 1978

X WORLD 2,366.71 3,017.77 3,747.96 4,824.58 6, 164.09 7, 455.52 7,828.35 8,133.63 8, 459.45

DOVeloped COUNMTIBS - o oo e oo omocececemeeamemsammmmmecee 1,936.16 2, 457.06 4, 009.04 3, 848.40 4,910.45 . 070.17 6,387.53 " 617.89 6, 858. 86

Less developed countries. ... .. o oiioiiiaiooo. 430.55 560.71 738.92 976.18 1,253.64 1, 385.35 1, 440. 83 1,515.74 1, 600.59

Non-Communist countries. .. ..o o caecacaccciecoaa 1,897.93 2,373.60 2,897.83 3,762.31 4 817.69 5,797.69 6,112.89 6, 351.11 6,603.73

Communist countries...._.____. emmmmemmmamanan - 468.78 644.17 850.13 1,062.27 1, 346.40 1,657.83 l, 715. 46 1, 782.52 1,855.72

Developed non-Communist countries___._..._____. 1,584.58 1,973.89 2,370.91 3,058.79 3 905.76 4,736.65 ,997.30 5,178.83 5,371.92

United States. ... oo iicioeeas 811.40 995. 89 1, 120.60 , 408.20 1, 635. 42 1, 828. 60 1,932.80 2,027.50 2, 106. 90

Developed Western Evrope. ... ... ... 597.00 735.30 919, 32 1, 168. 26 1,532.15 1,770.63 1,852.19 1,887.82 1,944.47

Germany, Federal Republic. . 123.67 193.79 263.17 333.96 416.11 457.97 483. 62 496.19 513.06

France_____________.___ 113.58 140. 05 180. 10 238.81 304.87 367.16 387.72 399. 35 411.33

United Kingdom_._ 126. 06 144.28 163.94 191.98 215. 36 236.73 242.89 243.78 254.18

It: 57.08 76.26 99.90 128.27 171.24 192.53 203.31 206.77 210.68

51.73 67.93 82.38 108.30 136.79 174.80 184.95 189.93 196. 58

28.80 34.56 44.89 §6. 61 73.53 89.01 92.39 94.33 96. 69

NA 6.77 9.11 11.59 13.27 16.08 16.03 15.84 15.97

73.81 113.90 171.14 275.54 475.93 619.93 657.13 687.96 727.86

mmunist countries. 313.35 399.71 526.92 703.52 911.93 1,061.04 1,115.59 1,172.28 1,231.81

................. 63.20 74.82 9].23 105.23 133.18 145.35 147.68 156. 54 168.13

........... 19. 32 26. 83 37.33 55.8 80.7 135.12 147.25 154.11 163. 82

................. 468.78 644.17 850.13 1,062.27 1, 346. 40 1,657.83 1,715. 46 1,782.52 1, 855.72

- 351.58 483.17 638.13 789.6 ,004.69 1,333.52 1,390.23 1,439.06 1, 486. 94

| S . 269.68 357.60 479,31 608. 91 790. 17 940. 40 980. 8 1,014.19 1, 046. 64

Less developed Communist countries. - 117.20 161.00 212.00 272.66 341.71 324.31 325.23 343.46 368.78

People’s Republic of China._ .. ...co.oocceeaios 70.10 117.20 138.90 169.60 217.00 283. 33 283.33 300.50 323.94
Memorandum items:

NATO total. .o 1,367.95 1,724.99 2,025.14 2,573.95 3,119.63 3,542.28 3,735.78 3,872.11 4,013.16

NATO in Europe 512.19 666. 36 835. 62 1,066.25 l 345.61 1 538.88 l 618.04 1,654.68 l, 709.98

Warsaw Pact___ oo 380.08 500. 56 666. 22 835.57 l 063.51 ,286. 48 1,341.41 1, 386.91 1,430.97

Six Pact members in Eastern Europe. 110.40 142.96 186.91 226. 66 273.34 346.08 360. 57 372.72 384.66

All OPEC (OAPEC) Members ..o o ieemreimccmmcccecceecccaceaccacececesescaccasccaco-edocccsassssmenren 356.41 394.83 418.83 435.17

Source: See footnote on table 2.

¢cl
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percent between 1932 (when it was at low ebb) and 1939.2* The demo-
cratic West watched totalitarian growth with uneasy wonderment.

In the meantime Western economic policy began to learn from
Keynes. A postwar depression—widely predicted since people expect
always more of the same—did not take place. Instead a new chapter
opened in economic history. For close to a quarter of a century (from
1950-73) the world economy grew by a unique average 5 percent per
annum. (All GNP growth rates in this paper are in real terms, i.e., de-

flated as well as possible.) Recessions there were but—except for a.

few minor cases of actual GNP decline (zero growth in the USSR
in 1963)—they were mere “growth recessions”, ie., years of low
growth. GNP growth between 1950 and 1973 is calculated at 5.3 per-
cent for the USSR, at near 5 percent for the non-Communist world.
The persistent progress created in the West a euphoria, even hubris

until a combination of currency disequilibria, commodity scarcities

(real or contrived), environmental anguish, and other troubles shook
the confidence, engendered an all but universal malaise, and revived
theories of long-term cycles with an unpropitious wave now believed
to engulf us. . ‘

" The time pattern of growth varies even between closely allied
market economies—which may not be without advantages; in fact, the
severity of the 1974 recession was attributed not only to the “oil
crunch” and similar happenings but also to the simultaneous collapse
of an unusually pervasive boom in 1973. The growth experience of the
.Soviet economy coincides even less with that of the West. New periods
of Soviet development began with the years 1955, 1959, 1964, and 1971.

B. The Soviet Challenge of the 1950’s

Countries recuperate fast after wars; the USSR regained its pre-
war level of output by 1948. But in the early 1950s the performance
appears to have slackened. We judge by the appendix tables made
available by CIA/OER—a non-taxable windfall which I gratefully
-acknowledge. The series update with slight revisions for past years
the careful computations made by the late Rush V. Greenslade and
published in the preceding JEC volume on the Soviet economy.** The
GNP figures show an average annual growth rate of 5 percent for
1954 over 1950, low not in itself but for a period when rehabilitation
‘was still going on with significant takings from Eastern Europe.
"There is no doubt that the despotism of Stalin’s last years had be-
come a depressant, that international tension led to growth-retarding
" preparedness measures (the Korean war began in 1950; in August
1953 the USSR exploded its first nuclear bomb), and that agricul-
ture did poorly in those years.'s

Stalin’s heirs, Malenkov and, after his fast eclipse, Khrushchev,
did not change the economic institutions but made distribution less
inegalitarian and saw to it that there was more to distribute. During

lg?zstatlzsé:if)schés Bundesamt, Bevilkerung und Wirtschaft, 1872-1972, Stuttgart-Mainz,
. . D. . .
14 Rush V. Greenslade, “The Real Gross National Product of the U.8.8.R., 1950-1975” in
2833163% oEconomy in a New Perspective, Joint Economic Committee, Oct. 14, 1976, pDp.
18 Abram Bergson in The Real National Income of Soviet Russia Since 1928 (Cambridge,
Mass., 1961, p.- 303) arrived at an annual GNP growth of 6.7 percent for the same
yearsihex[;ressed in ruble factor cost of 1937 Later base years yleld, as a rule, lower
growth rates.
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the four years 1955-58. household consumption, recovering from the
lower depths of previous years, increased according to the accompany-
ing table A-3 by an annual 6.5 percent, consumer goods offerings by 7.8
percent. This improved supply presupposed investments, and Khru-
shchev did direct investments into food production and housing con-
struction to ease the worst scarcities. New fixed investment is believed
to have risen during the same four years by annually 15.6 percent.
Where did the funds and labor come from¢ 1t appears that the gov-
ernment restrained the expansion of military activities (the Korean
armistice was the beginning of several years of reduced international
tension) and curtailed a top-heavy administration. The figures in table
A-10 underlying the series on “administrative and other services” show
a reduction of “civilian police”—an admittedly indistinct category—
from 1.5 billion (1970) rubles in 1953 to 1.07 billion rubles in 1958.
While these figures are shaky, military expenditures can only be

* guessed at. Table A-3 on GNP by end use (at factor cost) contains

v

two defense-related lines. One is “outlays not elsewhere covered”;
they increased in 1955-57 only by annually 1.5 percent but rose by no
less than 21 percent in 1958. The category 1s a residual catchall
for omissions and errors, changes in inventories (including strategic
stocks) and net exports, and above all the national security outlay
including the cost of the militarized police (KGB troops). The growth
of this manifold residue is not an index of the defense component.
Not only does it contain non-military items (some of them on occasion
negative, e.g., when inventories decline), but there exist defense out-
lays in other items of the GNP breakdown, namely among the public
services, in investments, and above all in R & D. The R & D line in
table A—3 could be up to three quarters of a defense nature (nor need
it be all-inclusive), and in the years 1955-58 it increased by an annual
11.9 percent.

Nevertheless there are reasons to believe that at least between 1954
and 1957 national security outlays grew moderately. The shift of hard-
ware production from military accouterments to civilian equipment
gave impulse to a GNP growth which in 1955-58 reached an annual
7.5 percent.

is, in turn, influenced the international economy. In the 4-year
period 1954-57 the GNP’s of Japan and Germany, belatedly recovering
from war and defeat, leaped by 7.8 and 7.9 percent p.a., but the US,
recession-plagued, did poorly: a mere 2.3 percent. The difference be-
tween the superpowers became even more pronounced in 1958 when
Soviet GNP, favored by an excellent crop, increased by 7.7 percent,
whereas the American GNP experienced one of two slight declines in '
the twenty years 1950-69, namely by 0.2 percent. The launch of the first
Soviet satellite in 1957 accentuated the unequal performance. Khru-
shehév now predicted that the USSR would overtake the US by 1970
and his challenge—above all meant as a tonic for a population restive
during “de-Stalinization”—produced in the West agonizing reap-
praisals of the future and the economic policies of the US.

During this period of “growthmanship” the PRC started the Great
Leap Forward. Mainland China had made the usual rapid recovery
after the takeover by Mao and his forces in 1949 (GNP growth in
the three years up to 1952 is calculated at more than 19 percent.per
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annum) ** and had successfully completed a First Five-Year Plan -
(GNP growth an annual 6.8 percent according to Ashbrook and Field,

5.9 percent according to Klatt).”” Now Mao decided to out-Stalin

Stalin. In the first Leap year (1958) the PRC GNP increased in Ash-

brook’s 1972 estimate by 11.8 percent, in his later calculation by a

miraculous 19.5 percent.’® Bulgaria’ Zhivkov was so impressed that he

wanted to out-Mao Mao. Both follies failed.

C. The 1960°s: Western Prospeﬂty—Oommmﬁz’st Disappointments

Late in 1950s a sea change occurred. Growth improved in the West,
decelerated in the East. The annual average GNP rate for the six years
1959-64 was 5.1 percent for OECD as a whole, 4.4 percent for the US,
11.5 percent for Japan, 5.3 percent in OECD Europe (including even
a pretty good 3.8 percent in the UK) ; Brazil made 7 percent and the
less developed countries of the-West came close to 6 percent. Western
inflation, between 2 and 3 percent, was still tolerable. )

. On the Communist side the rate was 4.5 percent for the USSR, 4.8
percent for its six Eastern European associates, at best zero in the
PRC. This zero growth in 1964 over 1958 hides a calamitous fall up
to 1961, then a recovery from the “Leap”. Soviet growth receded to
actually less than zero 1n the poor crop year 1963—a bench mark in-
sofar as Khrushchev, breaking with Stalin’s pitilessness, began to
import grain; GNP came back in 1964. This performance, unbecom-
ing for a challenger, was, weather aside, due to erratic and contradic-
tory policies in a system with a disadvantageous cost-benefit ratio. At
a time when entries into the labor force fell off in consequence of the
low birth rate during the Second World War, Khrushchev felt himself
constrained to reduce the workweek. At a time when heavy invest-
ment should have been continued to keep the economy in rapid de-
velopment, the regime embarked on foreign policy ventures (Berlin,
Cuba, China, etc.) which provoked an arms race and forced the USSR
to divert resources from growth and welfare to the military. Policy
failures as well as the style of his leadership undid Khrushchev in
October 1964, ' A

The series in appendix table A-3 shows that in the six years 1959-
64 fixed new investment increased by only 6.2 percent, i.e., at a rate
not much more than a third that of the preceding period. This re-
duced rate was an important factor in dampening GNP growth and
likewise the availabilities for consumption (down to 8.9 percent, con-
sumer goods to 3 percent). R & D outlays continued to grow by about
the same rate as before (10.6 percent, to be exact), and the residiie
“outlays n. e. c¢.” moved slightly faster at 2.9 percent p. a. I will re-
turn to this item presently

Brezhnev and his lieutenants changed Khrushchev’s governmental
style; their’s was more dignified, stable, and tranquil—but then their
task was not to guide the Soviet empire through the difficult period
following the tyrant’s demise. As little as Khrushchev did they change
the basic features of the economic system, and they continued, with
adaptations to changing circumstances, their predecessor’s allocation
policies: greater attention to the consumer, particularly through

18 Ashbrook in the JEC volume Chinese Economy Post Mao, Nov. 9, 1978, p. 208.
17 Ashbrook, loc. cit.. Klatt., loe. cit.. g 41,
18 Ashbrook, JEC 1972, p. 5, JEC 1978, p. 208.
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. consumer-oriented investments; grain imports on an even greater scale
and, above all, throughout a sequence of years; a greater openness to
foreign economic relations, including technology imports; also more
concern for the less privileged classes; and at the same time a power-
minded national security posture. Table A-3 indicates that in the six
years 1965-70, with GNP growth somewhat improved to an annual
average 5.5 percent, consumption expanded by 5.2 percent in toto
(5.7 percent for consumer goods), fixed new investment by a modestly
higher 6.7 percent, R & D outlays by 6.5 percent, i.e. less than before
(one cannot triple these expenditures every eleven years), while ‘the
residue increased by 3.7 percent.

For 1970 table A-7 could be amended to include an explicit defense
figure, namely the one that CIA, making use of new evidence, has
adopted since 1975. It reads 50 billion (1970) rubles at established
prices. The “outlays n. e. c¢.” would then change from 44.2 billion to
negative magnitudes, namely 5.8 billion rubles. Let us now make three
assumptions: first, that the defense figure is by and large reasonable;
second, that the GNP total—obtained from and checked by summing
up the value added in the various sectors of origin (industry, agricul-
ture, services)—is fairly correct, and, third, that the non-defense
ingredients in “outlays n.e.c.” (some positive, some negative) are on
balance small. Under these assumptions the GNP for civilian pur-

- poses would have to be reduced roughly by the aforementioned 5.8
billion rubles, again at established prices, because they are in reality
defense expenditures. This means that some consumer goods and serv-
ices are military goods and services and some of the investment goods
military plant and equipment. John S. Pitzer, in the CIA study cited
above,’ calculated that 1n the same year 1970 around 3.5 billion rubles
(at established prices) of machinery were military hardware and 1.5
billion rubles of construction military installations. By implication
investment in civilian machinery was not 26.2 billion but only 22.7 bil-
lion rubles, i.e. 15 percent lower than new investment in machinery
and equipment as shown in a 1970 column of the GNP by end use at
established prices.

Over the 1950s and 1960s “machinery investments” increased year
in, year out by over 10 percent. (Table A-3.) Did the share of military
hardware decrease or increase? How did the significantly lower invest-
ment in civilian machinery affect the capital-output ratio, i.e., capital
productivity ¢ If in 1960 defense and space expenditures absorbed
roughly 10 percent of the GNP,2° their annual increase in the 1960s
must have been 9-10 percent in order to fit into the attached tables. If
on the other hand national security outlays rose in line with the GNP,
i.e. by about 5.1 percent p. a., defense must have devoured 15-16 percent
of the 1960 GNP with the likelihood that much of the so-called ma-
chinery investment was in reality military and space hardware. If in
the time before 1970 (civilian) capital productivity was not higher
than the “machinery” line of fixed investment (without deductions for
military hardware) implies, do we have to change the GNP growth
rates, either by increasing the GNP of earlier years or by reducing it
for more recent years? As long as these questions remain unclarified
(they may never be answered), I prefer a dollar figure for the Soviet
GNP somewhat below the series in recent CIA publications.

1 See the study mentioned in footnote 5, above.
2 See, for lnsgauce. Abraham 8. Becker, Soviet National Income 195864, Berkeley and
Los Angeles 1969, p. 267 and Tables K-1 and K-2.
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Soviet recovery from the untoward final period of Khrushchevian
stewardship took place in a world still in its prosperous decade. Not-
withstanding a number of international and domestic conflicts and
tensions, it was an era of peaceful modernization everywhere and of
improved international division of labor. In the US the seven fat years
were 1962-68 with an average annual GNP growth of 4.9 percent; in
the years discussed in the preceding paragraphs (1965-70) American
GNP _growth—moving toward another recession—was only 3.5 per-
cent. It was 5.1 percent in OECD Europe including Britain’s 2.4 per-
cent (the mal Anglais became acute), 4.8 percent in the entire OECD
including Japan’s sensational 10.5 percent, and slightly over 5.3 per-
cent in the Third World with Brazil’s equally astounding 10.1 percent.
Non-Communist performance was 5.1-5.2 percent, in other words, very
close to the USSR’s 5.4-5.5 percent. Progress in the six other Warsaw
Pact nations in Eastern Europe was less favorable, namely an esti-
mated 3.4 percent.”” The PRC warrants a special comment. In 1965
Mainland China had just recovered from the Great Leap Forward; in
1970 it began to recover from the Cultural Revolution; the interval
was filled with political turmoil and correlated economic friction. In
view of these events I cannot reconcile me to Ashbrook’s and Field’s
average annual growth rate of no less than 8.1 percent.?

D. The 1970’ : Slowdownin the USSR and the Advanced West

The 1970s are the decade of our discontent. The average growth
rates up to now. are not bad: 1971-78 on average 4 percent for the
world as well as its non-Communist and Communist sectors. But the
decline by roughly one percentage point spoilt expectations of prog-
ress as accustomed ; above all, the average hides the ups and downs
in specific years and countries and eliminates through deflation perva-
sive price and currency troubles. Here we are faced with significant
differences in performance between the USSR and the West. Soviet
growth is not only lower than in past years, it is at the same time
sluggish. On the monetary side Soviet inflation is not rampant as in
many—by no means all—Western economies; it is creeping, latent, it
is unreported and, with a strictly domestic currency, not a matter of
international concern.

In the advanced West the troubles began in the US and as early as
the end of the 1960s. The American economy was recessed in 1969/7 0;

2 From 1965-70 3.1 percent according to Thad P. Alton’s recently revised calculation.
Loc, cit. in footnote 6 above. .

2% Because official national income data are available for the First Five-Year Plan
1953-57, Sinologists use the years 1952 and 1957 as base years for their estimates. For
1952-70 Ashbrook’s and Field’s new average growth rate 1s 5.6 percent, for 1957-70 5.1
ﬁercent. Thelr former series showed rates of 4.1 and 3.4 percent for the two periods;

latt’s estimates are 4.8 and 4.4 percent. The increased rates of Ashbrook and Fleld
happen to coincide with the Soviet rates for the same periods (5.6 and 5.2 percent) ;
their 1952-78 rate of 5.9 percent is almost 1 percentage point above the Soviet rate,
It ought to be remembered that the Soviet series has in 26 years only one case of GNP
decline or, to be exact, of zero growth (1963 minus 0.04 percent), while according to
Ashbrook and Field the PRC GNP dipped from 1958-61 by 37 percent and regained
the 1958 level only six years later; it declined by 4.3 percent in 1967 and did not grow
at all in 1976. Since the agricultural production index of Ashbrook and Field for the
period 1852-78 increased by an average annual 214 percent and their industrial index by
10.5 percent (services are added to either agriculture or industry), the PRC’s agriculture
has now a share of 30 percent in the GNP by origin, industry of ful'y 70 percent. If it were
. possible to improve the coverage of the slow-moving services, if Ashbrook and Field

were able to steer away from physical output data, If they could gauge changes in
quality (which has deteriorated in many flelds) and take account of the Gerschenkron
Effect, their growth rates were likely to return to those in their previous series (or would
even remain below them).
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overvaluation of the dollar led to a rush first into gold, then into other
currencies and to a series of devaluations beginning in 1971. In
1971/72 the US joined a general boom which had continued in other
regions of the West irrespective of the currency uncertainties, until
it came to an abrupt end in the “oil crunch” of 1973/74 with its accom-
panying dislocations in pursuits with large oil consumption. The
years 1976-78 brought a “return to normalcy” in the sense that output
achieved again satisfactory and fairly steady growth rates; somehow
Western enterprise had learned to live with a considerable degree of
inflation and currency fluctuation and with unsettled commodity
markets. '

To quote some figures: in the US average GNP growth 1971-78 was
3.2 percent with maxima of 5.7 percent in 1972 and again in 1976 and
minuses of 1.3-1.4 percent in 1974 and 1975. In the OECD area as a
whole the average was 8.5 percent with a 6.3 percent increase in 1973
and a decline by 0.6 percent in 1975. Japan’s average was 5.5 percent
with a 9.8 percent expansion in 1973 followed by a minus of 1 percent
the year thereafter. While the Third World was under the influence
of the cyclical swings in the advanced West, more through trade than
through grants, it managed to increase its combined GNPs by an an-
nual average 6-7 percent and without OPEC members still by about
515 percent. As a result quite a few less developed countries moved
.Anto the GNP brackets of the advanced nations; several OPEC mem-
bers with small populations became superrich in a matter of years.
But the Third World includes also a number of retrodeveloping coun-
tries, countries that perform below average or decline for a shorter or
longer period either because of adverse climatic conditions, political
troubles, or a combination of inexperience, instability, and weakness.
They have become politically what the Balkans were before the First
World War. -

On the Communist side the PRC poses again the statistical problem
depicted in previous paragraphs. Ashbrook and Field offer for 1971-78
an average growth rate of 6.6 percent; Klatt for 197076 of 5.1 per-
cent. My uneducated guess is on the high side of 5 percent, still con-
siderably above the Soviet performance. Whatever the correct figures,
the annual fluctuations were great under the influence of climatic
changes both in weather and politics (according to Ashbrook and
Field between 12.8 percent in 1978 and zero in 197 6). The six Warsaw
Pact members of Eastern Europe actually speeded up in the 1970s
with an average GNP growth of 4.1 percent. There were oscillations
in time and between countries and in more recent years a decline in
growth to 3.1 percent in 1978. Popular demands for a better life, bal-
ance of payments difficulties, energy shortfalls have begun to depress
the previous progress, problems which in the more authoritarian, more
centralized, and moreover energy exporting USSR have up to now
been better controlled.

Soviet economic growth in the eight years 1971-78 was on average
3.7 percent. Weather was largely responsible for fluctuations, for even
now value added in agriculture accounts for one-sixth of the GNP,
and food and light industries in turn depend on agricultural raw
materials. In 1972 GNP grew by only 1.7 percent and in the bumper .
crop year 1973 by 7.2 percent; otherwise the rates remained close to

the average and this average must have greatly disappointed a growth-
oriented regime.
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IV. Reasons ror ECONOMIC SLOWDOWN

A. The Same Factors at Work in East and West?

In a limited number of cases the developments of three decades, as
outlined in Part ITT, have changed the economic ratios between coun-
tries with the results depicted for 1978 in Part II. The world has
been amazed by the rise of Japan and Brazil, by the comeback of West
Germany; it has been puzzled by Great Britain’s languishment and
startled by OPEC’s sudden embarras de richesses. Otherwise the pro-
portions among the great powers have not changed greatly, once those
ravaged by war had repaired the damage. Since the US had expanded
its economy by an average 12.3 percent in the five years 1940-44—
drawing upon resources idled during the depression—since it was
victorious and sound in a world in shambles, its position was pre-
eminent ; the gradual reduction of its share in the planetary product
was in the nature of things, though since the 1960’s American policies
have contributed to the relative decline. Comparing 1955, when peace
had been raging for ten years, and the year 1978, the share in the plane-
tary product declined for the US from 33 to 25 percent, for the UK
from 4.8 to 3 percent; it increased for Japan from 3.8 to 12.1 percent,
remained stable for the PRC (slightly below 4 percent), decreased
marginally for NATO in Europe (from 22 to 20 percent) and the
Federal Republic of Germany (from 6.4 to 6.1 percent), and improved
marginally for the USSR (from 11.9 to 12.4 percent).

Comparisons over the decades (see table 3) show furthermore that
on the whole the USSR and the developed West have shared their
growth experience with progress of around 5 percent in the first dec-
ades and a noticeable slowdown to less than 4 percent recently. A
threefold question arises. Are forces at work both in the USSR and
in the advanced West that depress growth, in other words, are hard
times upon all industrial societies, whatever their mode of operation ?
Or is the Soviet economy encountering unique obstacles to more rapid
growth, whether they are due to its peculiar institutions, its social and
political climate, or its resource endowment? Conversely, is the
USSR—despite its mediocre performance for a few years—exempt
from untoward conditions that brake progress in the “capitalist”
market economies of the West, with the result that in a foreseeable
future its economic base would become commensurate with its military
posture and its political clout? Let us briefly review a number of
factors that induce a slowdown of economic growth.

B. Fxpanding Public Service Sectors

. The increasing role of services in modern societies produces the illu-
ston of a GNP deceleration. This is so because statistical practice, for
want of better materials, determines the value added to the GNP by
government and non-profit organizations by only one of their inputs,
namely the remuneration of their labor force. Neither are the services
of government-owned capital services imputed nor is a presumable
productivity gain allowed for. Consequently rapidly expanding pub-
lic services make for some understatement of economic growth ; other
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services may share in this shortcoming. In the USSR, comparing man-
hours of employment in the civilian labor force between 1958 and
1978, we notice that the total of all sectors increased by an average
annual 1.5 percent but services in government administration, health
care, education, science, and the like by close to 3.8 percent.?** In terms
of GNP at factor cost the value added by the services named increased
at the same rate as their man-hours, i.e., 3.8 percent (administrative
service by 3 percent) p. a. as against a 4.6 percent GNP growth. If
the services would have included a productivity gain commensurate
to labor in “business” or “material production,” their value would have
grown faster and would have speeded up the GNP, though the differ-
ence could not be large It is hardly necessary to add that the value
added in military services does not include a supplement for their in-
creasing productivity (or, rather: destructivity).

C. Increasing Outlays for National Security

Military personnel has a share of 3-4 percent in the entire labor .
force. Military and defense-related expenditures absorb according
to recent estimate 13-15 percent of the G%TQP. It appears that the share
of national security outlays has grown over the years. Insofar as this
is the case they have slowed down the potential growth of the GNP.
In NATO the defense share declined in the five years 1974-78 from
4.8 to 4.2 percent of GDP, in the US (which bears 60 percent of
NATO’s defense expenditures) from 6.1 to 5 percent.?® Japan’s share
is still close to 1 percent of GNP. It is well-known that Japan’s ex-
traordinary growth was aided by the small size of its military estab-
lishment ; vice versa it can be said that more modest Soviet defense
outlays would have freed investment funds and labor for more pro-
ductive activities.

D. Declining Capital Productivity

There is, however, a catch. Even if we assume that some “invest-
ment” has all along been military hardware procurement in disguise,
the USSR has always overinvested, judged at least by Western stand-
ards. Suffice it to say that according to the appendix table A-3 total
investments (omitting inventory changes) and also new fixed invest-
ments increased between 1950 and 1978 in the average year by 7.7
percent; since the GNP grew by 5 percent, the share of investment
rose in 28 years from 14.8 to 31 percent and for fixed investment from
11.9 to 25 percent of GNP. The Soviet economy has a GNP gap of
its own in the sense that if it were able to utilize its capital funds

as effectively as (over the business cycle as a whole) the Western econ-

omies, it would grow not by a long-range 5 percent as in the past
three decades but by a much higher rate. Even in recent years when
new fixed investment increased only by 5.2 percent (average for 1971~
77), it still rose faster than GNP (3.8 percent). In the US gross in-

23a Murray Feshbach and Stephen Rapaway, ‘““Soviet Population and Manpower Trends
and Policies” in Soviet Economy in a New Perspective, Joint Economic Committee report
of October 14, 1976, particularly tables on pp. 138 and 153, extended to 1978 by personal
information. GNP data derived from table A-10.

28 NATO Press Service, Brussels, Dec. 4, 1978.
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vestment (private and public) had in 1977 a share of 15.6 percent
of GNP (some increase appears now desirable), in the European
Community of 20.7 percent, in Japan with its slight defense outlay
of 28.9 percent. Were capital productivity in the USSR equal to that
of the West, the Soviet economy would grow at rates approaching
Japan’s. That the Soviet Union’s peculiar “gap” has widened over
. the years and has thus contributed to the general slowdown can be
gauged by CIA’s calculation of capital productivity in Soviet in-
dustry : it declined steadily from a positive 4.2 percent in the average
of 1961-65 to minus 3.6 percent in 1977.2¢

E. Problems of Labor Supply and Labor Productivity

Conditions are similar in regard to manpower. Since Soviet labor—
its quantity and quality—discussed with great expertise in the preced-
ing JEC volume on the Soviet economy (see footncte 23a) and
will again be examined in the second part of the present publication,
it suffices to state that the slowdown of the 1970s cannot be ascribed
to a lower rate in the growth of the labor supply because only since
1978/79 have the entry of 16 year olds into the labor force and the
annual net increments to the population of able-bodied ages begun to
diminish (labor supply will become a problem in the years to come).
Moreover, the USSR produces a GNP half that of the US with a
labor force 41 percent larger. The relation between Soviet GNP and
labor force and GNP and labor force in other countries is in the case
of Japan 1.4 and 2.6 times (to wit, the Soviet GNP is 1.4 times as
large as the Japanese, the Soviet labor force 2.6 times as large as the
Japanese), in West. Germany 2 and 5.4 times, even in Italy 5 and 6.5
times. In other words, these nations require by far less labor per unit
GNP than the USSR. The figures quoted refer to the year 1977. In
Soviet industry labor productivity in terms of man-hours has declined
from 3.6 percent in the average of 1961-65 to 1.8 percent in 1977.2°

F.The Law of Diminishing Returns in Operation

In the past 28 years mankind has increased by more than 70 Eercent,
_the Soviet population by 45 percent, the planetary product about 3.4
times, the Soviet GNP 3.9 times. Under these circumstances the de-
mand for agricultural and industrial raw materials rose steeply and
technological progress was hard put to offset the law of diminishing
returns. In this context it is useful to differentiate between a real
increase in marginal costs wherever—despite all technological efforts—
demand can only be satisfied from lands or deposits with lower yields
and, on the other hand, an artificial increase in price due to monopoly
power. The first case implies a decline in productivity (in total pro-
ductivity because land, capital stock, and labor in their combination
extract less output with the same inputs) and it contributes to a slow-
down in GNP growth (or, as in the Sahel countries, brings about an
absolute GNP decline). Monopoly prices for oil, coffe¢, or raw ma-
terials, however, are simply a transfer of income from consumers to
producers, whether within one country or in foreign trade. There
2 National Foreign Assessment Center, Handbook of Economic Statisties 1978, CIA—ER

78-10365, October 1978, p. 47.
= Loc:~ cit., p. 47. ,
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exists also the reverse case of governments subsidizing with tax reve-
nues farmers with high production costs and then dumping the pro-
duce abroad. In the USSR all three possibilities have become reality.
Agriculture and raw materials output increase in real costs. Through
exports of raw materials the USSR was able to profit from monopoly
prices, above all by charging OPEC prices for oil and commensurate
prices for other energy products. Finally in its imports of grain and-
other foodstuffs (meat, dairy products) it was at times able to buy
below the cost price at the expense of Western taxpayers (including
the American).
G. The Role of Technology

Technological progress is the prime force in increasing output per
unit of input. According to Denison, advance in knowledge (not count-
ing some squrces of growth n. e. ¢.) was responsible for about 30
percent of the increase in U.S. national income between 1948 and
1969.2* No data are available for the USSR but progress in tech-
nology—including transfer of foreign technology—-must account for
less than 10 percent of its econcmic growth. In the absence of more
- detailed measurements I refer to total factor productivity as an ap-

proximate index of advance-in knowledge. As calculated by F. D.
- 'Whitehouse and D. R. Kazner, the average annual growth of Soviet
total factor productivity amounted to 1.2 percent 1951-60, 0.8 percent
1961-70 and minus 0.6 percent in 1971-75.2” This decline in factor
productivity accounts for much of the slowdown in the Soviet econ-
omy. In the US factor productivity increased by an annual rate of
2.9 percent between 1948 and 1966, but while the leve! of the rate has
remained above Soviet performance the trend has also been downward :
1.4 percent p. a. 1967-76, about 2 percent 1977, zero in 1978.2% The
development—which to a small degree may be statistical rather than
real—has caused puzzlement, unhappiness, and a scarch for remedies.
At various times in modern history “secular stagnation” was diag-
nosed or predicted with a technelogical standstill one of its main
ingredients. There is no evidence whatsoever that Western technology
is on a decline. Nor are there imperatives why Soviet technology should
decelerate. Tt is true that in the Soviet system scientists and techni-
cians—men with a brilliant tradition going back two centuries—have
trouble translating their innovations into practice and that foreign
technology is not as easily absorbed as desired but the lag behind
Western technology—some fields with great achievements excepted—
while it is observable, need not increase.?® '

2% Fdward F. Denison, Accounting for United States Economic Growth 1929-69. The
Brookings Institution, Washington. D.C., 1974. n. 127. .
19;’8111 Tllbe Future of The Soviet Economy : 1978-85, Ed. Holland Hunter, Boulder, Colo.,

. p. 10. .

2% John W. Kendrick, “Productivity”, Road Maps of The Conference Board, Janu-
ary 1978, and personal communication. See also Kendrick’s contributions on productivity
trends in the JEC publication U.S. Economic Growth From 1976 to 1986, vol. I, October 1,
1976, pp. 1-20, and during the Hearings, November 18, 1976. The 1979 issue of the
American Enterprise Institute’s annual Contemporary Economic Problems will carry
an article by Kendrick on productivity. See also John W. Kendrick and Elliott Grossman,
Productivity Trends and Cycles, Johns Hopkins University Press 1979.

2 John W. Kiser has studied the actual and potential transfer of Soviet (and Eastern
European) technology to the United States. See his article ‘“Soviet Technology—The Per-
ception Gap” in Mechanical Engineering, April 1979, pp. 22-29. ’
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H. Environmenial Deterioration

Environmental damage in the widest sense of the word is an im-
portant reason for a slackening of productivity growth in the West.*
With larger populations and a greater volume of output more harm
is done to our physical and social surroundings; there is also more
awareness of such impairments together with a tendency to exaggerate
them. They exist in all societies and in a forced-draft economy like the
Soviet they may be worse than elsewhere. Judging by the noise level
of Soviet environmentalism neither the awareness nor the costs of
fighting environmental damage appear close to what it is now in the
advanced Western countries.

1. Rising Cost of Crime

The costs of criminal activities, of crime prevention and persecution
have risen everywhere ; the USSR is no exception. In an economy with
all-encompassing regulations and controls infractions must be perva-
sive, particularly since de-Stalinization has made them less risky.
Insofar as the USSR’s Second Economy (see Gregory Grossman’s
paper in the present volume) is expanding and insofar as its pursuits
are pernicious and not simply harmless—perhaps even efficient—extra-
legal additions to the national product satisfying some heretofore
neglected demand, they tend to reduce productivity. With Soviet his-
tory in mind one cannot help wondering to what degree the despotism
of the past—there are remnants left—might be understood as a most
costly crime that permeated the human environment of the entire
nation and its dependencies.

J. The Size of Soviet Enterprises

Economics of scale have been important source of productivity
gains. The Soviet economy has either lagged behind or has gone
beyond the optima. Beyond the optima are the ultra-giant enterprises,
whether they be industrial plants, farms, or service organizations.
“Bigger is better” in Brezhnev’s words, and he echoes the sentiments
of all his predecessors. On the other hand almost one third of the agri-
cultural output is obtained from infra-tiny kitchen plots—which are
so important that despite their ideological impurity they have recently
been officially encouraged—and the extra or illegal producers of the
Se(;ond Economy are understandably undertakings on the smallest
scale. '

K. The Soviet Economic System

This is where the quest for the sources of Soviet economic slowdown
enters into a contemplation of the Soviet system. The manifestations
of and reasons for, its inefficiency compared to Western-style market
economies have been described in numerous publications; they have

% Edward F. Denison in Survey of Current Business, ‘Jannary 1978, pn. 21-44, The
paper “Effects of Selected Changes in the Institutional and Human Environment Upon
Output Per Unit of Input” deals also with the cost of crime and dishonesty.
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been touched upon in this article and need no further elaboration. Nor
should we overlook = tendency toward overregulation in the advanced
West—which in turn has provoked a backlash against big government
and welfare extravagance. As has been stated before, neither Stalin
himself nor his heirs have changed the structure he built in 1928/29.
They have only tinkered with institutions (e.g., during Kosygin’s 1965

“reforms,” which have long since petered out). '

Nor do we deny that these institutions induced or, at any rate, per-
mitted a ninefold increase of the national product in half a century, a
fourfold increase in the past three decades. They were essential for the
creation of a military establishment that Peter the Great and Alex-
ander I would be proud of. The tasks were achieved with immense
sacrifice and toil and inordinate costs. Is the economic structure in-
creasingly inappropriate for the planning, managing, and controlling
of an economy so much larger and so much more intricate than the
economy of fifty vears ago? The low level of total factor productivity
and its decline can be regarded as an affirmative answer. Does this
mean that the ruling elite will be looking for new fundaments? There
is as yet no indication.

The self-criticism—which has become routine—remains unchanged
in contents and style; a long-suffering reader of Soviet pronounce-
ments can only marvel at the political inefficiency and administrative
helplessness of denunciations voiced at such extent and repeated over
the decades. For the complaints have always been the same, even
though occasion and target vary (stress is now on bottlenecks in rail-
road transportation, on the beginnings of manpower shortage, on the
lack of ‘metals and energy sources). In general the plans are said to be
unbalanced, taut, and frequently revised. Information is wanting.
Costs are disregarded. Resources are spread over too many projects.
Capital and labor are underutilized except during the “storming” im-
mediately before planned deadlines. Spare parts are unavailable. Ma-
terials are wasted. Contracts remain unhonored. There is lack of
control. Extra and illegal deals are frequent. Innovation is inefficient.
Assortment and quality of output and service are poor, particularly
for consumers. _

The remedies are also old hat. The Party must intervene. More ideo-
logical education is needed. More selflessness. More discipline. More
socialist competition. Offenders must be punished. “Hidden reserves”
must be utilized. Resources must not be wasted, investment funds not
dispersed. Costs must be counted, productivity improved, plans over-
fulfilled. One nostrum, often applied and also prescribed in the 1979
plan may be called “stimulative planning”: goals are set high not in the
hope of reaching them but to goad administrators, managers, and
workers; later they are silently reduced so that the plan is in the end
successfully fulfilled. ‘

The by now old-fashioned prescriptions just enumerated are in line
with the character of the Soviet system, Tts label could be what on his
deathbed Austria’s Francis I bade his successor : “Do not change any- -
thing.” (Crazy Ferdinand I followed the advice and was ousted
thirteen years later.) «
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APPENDIX TABLES!

TABLE A-1.—U.S.S.R.: GNP INDEXES BY SECTGR OF ORIGIN (FACTOR COST)

[1970=100)
1950 1951 1952 1953 1954 1955 1956 1957 1958 1959
Industry. ... ... 20.4 227 246 27.3 30.2 336 37.1 41.2 458 50.4
Ferrous metals___ . 235 263 29.6 323 355 39.1 421 445 4.6 SL.8
Nonferrous metals__ . 183 207 233 260 285 334 355 37.4 39.5 42.7
vel_..___________ . 244 266 285 305 336 381 424 47.2 5.5 550
Electric power. .. . 125 142 162 183 20.5 231 260 285 320 360
Machinery.______ . 157 167 186 21,7 24,2 27,5 3.2 366 4L7 461
Chemicals________________ . 136 150 163 180 203 231 257 23.0 3.9 348
Forest and paper products_ - 40.3 458 47.7 50.0 547 57.9 59.8 64.0 70.2 76.7
Construction materials.____ - 147 169 19.2 22,3 258 30.2 333 39.0 465 53.3
Light industry. . ___ . 21.6 3.9 321 352 389 417 458 48.6 531 57.6
Food industry___. . 230 262 287 3.7 338 3.1 415 450 435 54.8
Construction_________ . 20,7 236 261 286 31.7 357 39.0 435 43.2 556
Agriculture__________ . 483 453 469 500 51.9 59.0 66.3 685 733 7217
Transportation_______ . 168 189 20.8 227 250 283 3.2 356 394 435
Communications_. ... . 22,4 245 267 284 30.8 33.0 356 383 40.6 432
rade_._..._.__._____. . 236 263 289 3.7 350 387 426 46.7 5.1 55.0
Services ... . . ....o- 52.3 550 57.1 57.1 577 58.7 59.2 60.3 622 64.2
Gross national product___.__._. 4.1 35.5 375 39.5 41.6 453 487 517 55.7 58,7
1961 1962 1963 1964 1965 1966 1967 1968 1969
Industry , 56.9 61.3 f4.7 68.8 73.7 780 83.8 8.6 940
Ferrous metals. 56.3 60.5 649 69.1 740 786 83.2 8.9 920 95.2
46.8 510 551 59.4 640 67.8 746 8.5 89.1 95.0
58.2 60.9 64.5 69.8 741 784 832 8.6 90.7 947
39.7 445 50,2 558 620 683 73.5 79.1 8.1 92,9
489 529 589 621 66.8 7.2 746 80.7 8.8 944
384 420 467 511 57.6 66.3 726 79.9 852 - 90.4
Forest and’ paper products_ 77.0 77.0 78.8 81.9 857 825 8.7 9.9 940 95,6
Construction materials. . . 5.3 635 666 682 71.5 761 8.7 8.4 9806 92.3
Light industry_______ . 61.2 626 642 658 68.8 70.9 76.8 834 8.7 945
Food industry._______ _ 56.7 59.8 63.9 669 663 752 79.7 8.6 9.2 93.7
Construction_.... . 594 623 656 682 71 76.4 80.7 86.3 90.2 93.4
Agriculture__ . 721 788 756 63.4 77.2 8.3 8.3 856 9.2 8.0
Transportation . 41,2 50.5 544 539 642 69.8 749 8.8 834 934
Communications_ . 4.5 49.2 52,2 553 59.2 654 723 79.7 8.5 930
rade._.._.... . 581 60.2 63.6 655 686 733 789 846 90.1 937
Services 2. oooieeioooo 65.4 67.9 7.2 743 780 8L5 8.2 887 929 9.4
Gross national product.__.._.__. 60.7 64.4 66,7 66.6 727 7.1 8.7 855 80.5 93.0
1970 1971 1972 1973 1974 1975 1976 1977 1978
Industry. .. ... 100.0 1069 1120 119.0 126.5 1335 1385 1441 1495
Ferrous metals.__._______ . 100.0 103.8 106.9 111.0 1154 120.3 123.5 1249 1285
Nonferrous metals.._______ . 100.0 1066 112.3 118.9 122.3 133.3 137.0 140.4 1417
Fuel oo 100,0 104.8 - 109.9 1153 1211 127.9 132.3 137.6 142.2
Efectric power. 100.0 108.1 1158 123.6 131.9 140.6 150.3 155.7 162.7
Machinery.__ 100.0 1100 116.8 128.4 1383 147.4 156.1 1653 1753
Chemicals.._______ 100.0 108.0 1150 125.1 1372.3 150.9 158.4 167.9 173.0
Forest and paper pr 100.0 102.8 1047 107.4 109.3 113.2 1131 1135 113.4
Construction materials 100.0 1060 111.3 117.6 122.9 128.4 1325 133.7 1345
Light industry. __ 100.0 1050 106.0 109.2 111.7 1137 1181 1210 123.2
Food industry. . 100.0 104.6 108.5 108.6 117.7 122.6 117.1 1228 126.3
Construction__ . 1000 105.8 110.7 116.9 122.9 129.3 133.5 1364 139.8
Agriculture ... _________..__ 100.0 991 90.3 1053 102.2 80.1 979 10L0 102.5
Transportation____..._._________.... 100.0 107.1 113.2 121.4 1299 137.9 1440 1489 156.3
Communications___.__._._.__.____.. 100.0 107.2 1147 123.4 132.3 141.9 15L0 159.8 169.4
rade. ... o ieieiailooos 100.0 105.4 108.5 1156 121.0 126.1 129.9 1354 140.4
Services 2. ... o ecaoeo- 100.0 103.7 107.4 1101 1145 1182 121.8 1255 129.2
Gross national product._.._____ 100.0 104.3 106.1 1137 118.1 1201 125.4 129.7 133.8

1 The tables in this appendix were
They represent a preliminary version
2 Including military personnel costs.

provided by the Office of Economic Research. Central Intelligence Agency.
of the data to appear in volume 3 of this compendium.
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TABLE A-2.—U.S.S.R.: GNP BY SECTOR OF ORIGIN (FACTOR COST), AVERAGE ANNUAL RATES OF GROWTH
{Percent]

1951-55 195660 1961-65 1966-70 1971-76  1976-78
Industry . o iiiiicean 10.6 9.8 6.6 6.3 5.9 3.8
Ferrous metals________._.____. 10.7 1.5 6.9 4.9 3.8 2.2
Nonferrous metals_.__.._.____.. 12.8 6.9 7.7 8.1 5.9 2.1
(1L IR 9.4 8.9 6.1 5.0 5.0 3.6
Electric power. ..o ... 13.1 11.4 1.6 7.9 7.0 5.0
Machinery... 11.9 12.2 7.8 7.0 8.1 59
Chemicals.. 11.2 10.7 11.5 8.6 8.6 4.7
Forest produc 7.5 5.9 2.6 2.7 2.5 .1
r 15.5 14.5 5.1 5.6 5.1 L5
Light industry 8.6 8.0 3.0 1.1 2.6 2.7
Food industry. 10.0 8.8 5.8 5.9 4.2 .8
Construction 11.6 10.7 5.2 5.5 5.3 2.6
Agriculture 4.1 4.1 2.4 4.2 =2.1 4.4
Transportati 1.0 - 10.7 8.1 1.5 6.6 4.3
Communications 8.1 7.1 7.1 8.9 7.2. 6.1
............. 10.4 8.5 A7 6.4 4.8 3.7
2.3 2.2 4.5 4.2 3.4 3.0
5.8 6.0 4.9 5.3 3.7 3.7
! Including military personnel costs.
TABLE A-3.—U.S.S.R.: GNP INDEXES BY END USE (FACTOR COST)
[1970=100]

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959
Consumption. _________________.___ 37.0 (O] () @) ('? 48.2 60.9 5642 57.6 59.8
Consumer goods. - 35.1 ) ®) @) () 47.2 50.4 543 658.4 59.9
Food_._ ... 41.3 Q] @ - @ () 52.8 555 58.7 627 63.7
Soft goods. ee-. 238 [ *) ?) () 36.5 4.8 47.1 516 54.1
Durables... ... 1.2 - @ @) ) (¢ 25.6 28.0 340 37.4 40.8
Consumer services. .. ... 39.8 41,3 42,9 445 469 49.6 51.7 540 -56.5 59.8
Fixed investment_______ 18,5 22,1 21.5 248 269 32.5 368 41.7 459 60,7
New fixed investment_ ... __ 179 - 219 20.7 24.4 26.6 32.8 37.6 42.9 47.4 520
Machinery and equipment 13.4 13.8 14,2 150 19.0 22,9 28.1 30.8 35.6 38.7
Construction and other. 20.8 239 26.3 289 321 364 39.8 448 50.4 56.7
Net addition to livestoc 3.1 38.2-15.6 17.0 —3.4 39.3 613 823 7.2 6.7
Capital repair__________ — 220 236 253 27.0 289 30.9 325 354 382 442
Administrative and other servi 97.3 97.4 97.4 934 8.7 77.3 759 724 732 712

Research and development... .. 17.5 19.1 20.9 221 240 26.2 29,2 333 37.6 A4l
Outlays not elsewhere classified!_____ 50.7 @) @ @ (» 62,7 69.4 67.0 74.2 71.7
Gross pational product._.____._ 341 355 37.5 39.5 41.6 453 487 5.7 557 58.7
1960 1961 1962 1963 1964 1865 1966 1967 1968 1969
Consumption.______ 63.3 65.4 685 70.5 73.3 77.0 8.4 859 9.8 9.5
Consumer g 63.4 64.9 67.7 689 70.9 74.5 79.5 843 89.8 951
Food.__.. 66.7 68.2 71.4 729 749 77,5 820 864 91.3 9.4
Softgoods. -.ooc oo 58.4 60.2 62.3 62.8 63.8 69.6 75.3 8L1 8.2 93.0
Durables_______ Slo.l. 45,9 47.1 49.4 29.2 543 60.8 63.2 742 82.6 8.3
Consumer services. . N, 63.1 66.1 69.6 72.9 769 80.7 8.4 832 924 961
Fixed investment. . ____________.___. 52.9 59.2 60.9 54.7 681 .73.8 74.8 78.4 8.2 887
New fixed investment__._.______ 53.5 60.0 61.6 52.8 67.9 73.6 73.7 76.8 8l.4 8.9
Machinery and equipment___. 41,5 45,9 51.8 57.3 64.8 69.2 73.1 787 850 889
Construction and other...__. 59.9 62.2 65.2 66,7 69.6 73.3 76.7 843 880 933
Net addition tolivestock.____  35.8 106.7 69.2 —147.2 6.8 1013 38.7 —21.2 —21.5 . 14.2
Capital repair- . ..-oooco—..___. 50.0 549 57.2 643 €9.2 74.7 80.4 86.5 92.4 92.5
Administrative and other services____... 70.3 69.5 70.9 71.2 742 78.1 823 8.9 9.9 9.5
Research and development________.__ 47.5 52.3 57.8 63.3 686 72.4 785 8.5 8.0 92.4
Outlays not elsewhere classified!__.__ 69.4 76,1 74.4 77.6 831 884 1048 1043 110.3 89.2
Gross national product________. 60.7 64.4 66.7 66.6 727 77.1 8L7 855 90.5 93.0
1970 1971 1972 1973 1974 1975 1976 1977 1978
Consumption. . _______.__________ 100.0 103.5 105.9 110.6 1146 119.0 123.0 126.8 1311
- Consumer goods 100.0 103.5 105.2 110.6 1146 119.3 123.7 127.4 13L8
Feod____. 100.0 102.0 101.2 106.5 109.3 111.8 115.0 117.0 119.5
Soft goods. 100.0 104.9 109.2 113.3 118.6 126.5 132.6 137.4 143.9
Durables____ C100.0 1135 131.3 142.3 1543 169.5 18L4 198.8 2147
Consumer services. . 100.0 103.6 106.9 110.5 114.7 1187 122.1 1257 129.9
Fixed investment_________ 100.0 103.9 107.5 116.8 124.8 130.4 140.3 147.7 154.6
New fixed investment____________ 100.0 102.8 105.3 1142 121.6 125.8 1357 1425 1487
Machinery and equipment___ 100.0 105.3 113.9 122.5 1348 152.0 166.8 176.2 g)
Construction and other...... 100.0 105.6 110.3 116.3 122.2 128.3 132.4 1350 )
Net addition tolivestock__._. 100.0 53.6 —4.1 42.8 432 —#4.3 . 58.5 38.5
Capital repair_ . ... 100.0 109.4 119.1 130.1 141.4 153.9 164.2 174.5 185.3
Administrative and other services. 5 104.1 108.0 111.5 116.1 120.1 123.8 127.4 130.9
Research and development_______ - X 106.1 114.3 113.3 127.3 1347 143.3 152.5  160.4
Outlays not eisewhere classified 1. 1095 99.7 124.9 1165 920 90.0 8.8 81.6
Gross national product.________ 100.0 104.3 106.1 113.7 1181 120.1 125.4 129.7 133.8

i Includes defense, net exports, change in inventories and reserves, unidentified outlays, and statistical discrepancy.

2 Not available.
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TABLE A-4—U.S.S.R.: GNP BY END USE (FACTOR COST), AVERAGE ANNUAL RATES OF GROWTH
[Percent}

1951-55 195660 1961-65 1966-70 1971-75  1976-78

100 e RO £ (3 b L0

Consumption___________________________________ 54 5.6 4.0 5.5 3.5 3.
Consumer goods._____.___________ - 6.1 6.1 3.3 6.1 3.6 3.
ood. . ______ . - 5.1 4.8 3.0 5.2 2.3 2.
Soft goods_____________________ - 8.9 9.9 3.5 1.5 4.8 4
Durables____._______________ . 20.1 12.4 5.8 10.5 L1 8.
. Consumer services_._____________ - 4.5 4.9 5.0 4.4 3.5 3.
Fixed investment._.______ - iL9 10.3 6.9 6.3 5.5 5.
New fixed investment_________ - 12.9 10.3 6.6 6.3 4.7 5.
Machinery and equlpment. - 11.3 12.6 10.8 1.7 8.7 ()
Construction and other__ - 11.8 10.5 4.1 6.4 51 )
Net addition to livestock . - 65.8 —1.8 23.1 -2 ®). ()
Capital repair..______.__ _ 7.0 10.1 8.4 6.0 9.0 6.4
Research and development . _ - 8.4 12.6 8.8 6.7 6.1 6.0
Administrative and other services__ —4.5 -1.9 2.1 5.1 3.7 2.9
Ouﬂays not elsewhere classified t_________________ 4.3 2.1 5.0 2.5 -1.6 4.4
Gross natlonal product . __________________ 5.8 6.0 4.9 5.3 3.7 3.7

1 Includes defense, net exports, change in inventories and reseﬁ/es, unidentified outlays, and statistical discrepancy.
2 Not available. -
3 Not calculable.

TABLE A-5.—U.S.S.R.: SHARES OF GNP BY END USE (FACTOR COST)

fPercent] s
1950 1955 1960 1965 1970 1975 1978
Consumption_ ______________________ 62.1 61.0 59.8 57.3 §7.3 56.8 66.2
Consumer goods._ . ... PR 35.5 3.0 | 36.1 33.4 34.6 34.3 4.1
. Consumer services.__.__..__.____. 26.6 25.0 23.7 23.8 22.8 22.5 22.1
Fixed investment._____________________ . 14.8 9.5 23.7 26.0 27.2 29.5 3.4
New fixed investment__._..________ 1.9 16.5 20.1 21.7 22.8 23.8 25.3
. Capital repair.__.___._. 2.8 3.0 3.6 4.3 4.4 5.7 6.1
Research and development 1.8 2.0 2.7 3.3 3.5 3.9 4.2
Administrative and other services__.____ 7.3 4.4 3.0 2.6 2.6 2.6 2.5
- Outlays not elsewhere classified:._.____ 14.0 13.1 10.8 10.8 . 9.4 1.2 5.7
Gross national product___________ 100.0 100.0 100.0 100.0 100.0 100.0 100.¢

tIncludes defense, net exports, chénge in inventories and reserves, unidentified outiays, and statistical discrepancy.

TABLE A-6.—U.S.S.R.: GNP VALUE ADDED WEIGHTS BY SECTOR OF ORIGIN (FACTOR COST)
[Billion 1970 rubles]

1970 1978
{ndustry ! 99,198 148. 266
Ferrous metals - 6.864 . 8.822
Nonferrous metals....__.___._.__ . 3.712 5.260
Fuel. ... R 8.8 12.566
Electnc power - 6. 827 11.107
Machinery_._.______.__...__..___. R 31,755 55, 368
Chemicals.._.__......_... . 6. 3l 11.018
Forest and paper products. _ _ 7.300 8.276
Construction materials. ... . 6.636 8.916
Lightindustry__________.__.__.__ - 8.985 11. 065
Food mdustry ................ - 9. 530 12.007
Construction_..__________________ R 30. 064 42.020
Agriculture_________ . ... _. . 69, 405 71,132
Transportation. ... ... _.____. - 26, 455 41, 357
Communications.._____.____.________ - 2.568 4, 350
rade_ .. . 20.673 29,034
ServiCes. .o i . 81. 808 105. 648
Housing. . ____ . ... R 27.647 33.835
Utilities. ... R 3.369 5.141
Repair and personal care_____._.__._ _ 3.676 6.588
Recreation, art, and physical culture__ - 1.867 2.131
Education ... . . ... ... . 13.630 16.260
Health. .. ... . 7.677 9.1
Science . .......... . 8. 360 13.409
Credit and insurance - . 556 . 861
Admmlstrahve and miscellaneous services._ - 7.467 9. 902
General agricultural programs._. .. - . 753 1.104
Forest economy_..__.._...... . . 548 .571
Apparat and social organizations. _ 2.866 3.656
uﬂure _______________________ . -1L772 2.576
Municipal services. . 475 . 652
Civilian police. . ___..___.._........ . 1,053 1.343
Military personnel and statistical discrepancy___. ... . .. ______ 7.459 8.420
Gross national product2 .................................................... 338,191 . 452. 566

* Includes 2.329 billion rubles of value added by ‘‘other industry” in 1970 and 3.472 biltion rubles in 1978.
2 Includes 8.020 billion rubles of unallocated value added in 1970 and 10.723 billion rubles in 1978.

45-154 0 - 79 _ 49
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TABLE A-7.—U.SS.R.: GNP WEIGHTS BY END USE (FACTOR COST)
[Billion 1970 rubles]

1970 1978

C ti R .- 193. 850 254.085
C CONSUMEr BOODS - - o o oo e e o e em e e 116. 868 154,076
____________________ 82.162 98.216

................ 26.324 37.868

U 8. 382 17.992

........ 76.982 100. 008

R 21.781 34.007

R 4,265 6.714

Personal transportation________________________ 5. 064 8.289

Personal communications_ O, .. 7150 1271

Repair and personal care_____._____ R 4,496 8.058
Recreation, art, and physical culture.__-_____________ 4,709 5.103
Education . . o o e 18. 547 22.921
Health e 11.364 13.647

Fixed investment____ . 91.883 142,067
New fixed investment. _ 76.959 114.409
Capital repair.__ ..o 14,924 27.658
Research and development__________ ___________.__________ 11,815 18.950
Administrative and other services_ . .___.._..____._. 8.687 11.376
General agricultural programs._ .98 1.444
Forest economy.__..._...._. 716 746
Apparat and social organizations . 3.804 4.853
Culture. . .. 1.201 1.746
Municipal services. - .62 .851
Civilian police.._... - 1.361 1.736

O utlays not elsewhere classified t. __ e 31.956 26. 089
Gross national product . o immeaee 338.191 452. 566

1 Includes defense, net exports, change in inventories and reserves, unidentified outlays, and statistical discrepancy.

TABLE A-8.—U.S.S.R.: SECTOR OF ORIGIN SERVICE INDEXES (FACTOR COST)

[1970=100]
1950 1951 1952 1953 1954 1955 1956 1957 1958 1959
SeIVICeS . - . eiiieiiiciiceaen 52,3 55.0 57.1 57.1 57.7 58.7 59.2 60.3 62.2 64.2
Housing.. . 4.3 47,8 435 51.3 53.3 556 580 60.4 63.2 66.7
Utifities___._..._____ _ 23,8 25,0 26.5 282 30.0 320 344 3.5 412 450
Repair and personal care_________ 4l.1 41,7 42,4 431 43,9 448 458 469 48.0 55.2
Recreation, art, and physical
culture .o eoeo_- 358 383 4L1 43.0 49.3 558 59,7 63,0 67.5 69.7
Education. . 47.5 49.1 50.7 52.0 54.4 566 57.4 585 69.9 61.2
Health__. 440 458 47.6 49,3 52.7 560 57.6 60.2 63.4 66.4
Science. . 17,5  19.1° 20.9 22,1 240 262 29.2 33.3 37.6 41.3
Credit and insurance__ 68,0 68.1 68.1 68,2 682 683 686 67.3 67.0 6.0
Administrative and mi
SeIVICeS. oo eacaaeaa 0.6 $0.9 91.0 87.6 820 739 726 69.6 70.5 68.8
General agricultural programs.  66.6 72.2 71.6 71.0 73.6 530 57.8 554 .6538 69.4
Forest economy__.__...._._. 121.8 123.9 126.0 113.3 109.3 1056 103.2 97.4 942 8.9
Apparat and social organi-
zZations. ..o ooeioo-- 118.3 116.6 114.8 110.7 98.9 8.0 83.7 78.8 78.2 749
Culture. .o iaaaon 39.9 41,2 425 43.6 455 47.3 47.8 485 49.7 50.4
Municipal services_. .. 53.4 554 57.5 587 59.8 60.9 62.5 63.1 63.9 643
Civilian police. . _....._._... 118.3 116.6 114.8 110.7 98.9 87.0 837 78.8 782 749
Military personnel and statistical .
discrepancy. .. .._o..o....._. 1142 129.3 137.6 127.0 119.9 116.6 105.6 100.2 95.4 91.0
1960 1961 1962 1963 1964 1965 1966 1967 1968 1969
Services. .. .o il oiocaeaoo 65.4 67.9 71,2 74.3 78.0 815 852 837 929 964
HOUSING. o eve oo iiiaan 70.6 741 77.4 80.5 83.3 8.0 838 91.6 945 97.3
Utilities_.. ... .._______. .. 49.4 54,4 593 645 70.0 755 805 8.3 8.9 946
Repair and personal care 53.5 49.6 49,1 50.2 54.7 60.7 67.4 750 83.0 90.5
Recreation, art, and physica
culture. ..ocooo oo 72.2 76,2 785 79.6 842 877 883 935 97.5 983
Education_ ... __._..._._... 62.9 65.8 70.3 742 79.2 83.8 87.9 9.0 947 917
ealth. .. ... 69.4 72.2 75.0 71.2 80.3 83.8 8.9 8.4 9.4 9.1
Science. ... .. 4.5 523 57.8 63.3 686 724 785 8.5 8.0 924
Credit and insurance. . ____._._._. 68.3 7.4 729 745 763 71.3 80.7 848 8.2 93.6
Administrative and mi
S@IVICOS. oo eo oo cicaieaaaaan 68.1 67.6 69.2 69.9 729 768 809 8.7 920 9.0
General agricultural programs.  84.3 76,2 75.1 74,1 76.8. 79,1 83.7 9.6 984 99.9
Forest economy__._....._... 86.2 8.9 89.4 9.5 93.1 91.9 94.0 949 97.2 98.6
Apparat and social organi-
zations. ... ooaiaool 70.5 70.1 7i.2 70.7 73.5 78.6 833 888 931 981
Culture._______ 51.2  52.9 56.3 59.3 63.3 669 70.1 77.2 8.2 928
Municipal services. 65.4 66.2 68.3 71.0 74.6 7.4 811 8.4 9.7 96.2
.. Civilian police ... 705 70.1 71.2 70.7 73.5 78.6 833 88 931 981
Military personnel and statistical
discrepancy. ..o . ......... 7.5 74.6 77.4 80.3 83.0 826 87.3 83,9 9.0 97.8
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TABLE A-8.—U.S.S.R.: SECTOR OF ORIGIN SERVICE INDEXES (FACTOR COST)—Continued

[1970=100)

1970 1971 1972 1973 1974 1975 1976 1977 1978
Services. . ... 100.0 103.7 107.4 110.1 1145 118.2 121.8 1255 129.2
Housing__ 100.0 102.7 105.5 108.4 111.2 1141 1168 119.5 122.4
Utilities________._. 100.0 105.2 109.6 1151 122.2 12909 1380 145.1 1526
Repair and personat care__.______ 100.0 108.5 117.5 127.7 138.0 149.2 159.9 168.9 179.2

Recreation, art, and physical
culture___._______.__________. 100. 102.3, 103.3 105.4 107.0 108.1 106.6 107.1 108.4
Education 102.9° 105.2 107.1 109.5 111.6 113.8 1167 119.3
Health_ 103.4 106.2 108.5 111.3 113.4 1156 117.2 119.0
Science.. 106.1 1143 113.3 127.3 134.7 143.3 152.5 160.4
Credlt and msurar'ljce 105.9 113.1 119.8 127.1 133.8 140.7 147.9 154.9

trative an

services___..______.__._______ 100. 104.4 1084 112.1 116.9 121.0 1248 1289 132.6
General agricultural programs.  100.0 106.6 111.4 115.8 120.6 126.8 138.1 141.2 146.6
Forest economy__.__._._____ 100.0 100.4 102.7 102.2 103.7 104.4 103.5 104.2 104.2

Apparat and social organi-

zations 00.0 103.3 107.0 110.4 1150 118.7 121.3 1243 127.6
Cuiture____ 100.0 106.9 111.5 116.7 122.9 127.9 132.9 140.5 145.4
Municipal services. 100.0 105.9 111.1 115.2 120.0 124.4 127.4 132.3 137.3
Civilian police 0 103.3 107.0 110.4 1150 118.7 121.3 1243 127.6

Military personnel and statistical
discrepancy._ . __.__.____....__ 100.0 103.2 105.3 107.3 108.5 1i10.0 1i1.2 1117 112.9

TABLE A-9.—U.S.S.R.: SECTOR OF ORIGIN SERVICES (FACTOR COST), AVERAGE ANNUAL RATES OF GROWTH

[Percent]

1951-556 195660 1961-65 1966-70 1971-75  1976-78

R T 2.3 2.2 4.5 4.2 3.4 3.0
Housing. ... . ... 3.7 4.9 4.0 3.1 2.7 2.4
Utilities_ ... 6.1 9.1 8.9 5.8 5.4 5.5
Repair and personalcare.__._.___ ... __.__. 1.7 3.6 2.6 10.5 8.3 6.3
Recreation, art, and physical culture.__________ 9.3 5.3 3.9 2.7 1.6 .1
Education 3.6 2.2 5.9 3.6 2.2 2.2
Health_____ 5.0 4.4 3.8 3.6 2.6 1.6
Science...___......_. 8.4 12.6 8.8 6.7 6.1 6.0
Credit and insurance .1 0 2.5 5.3 6.0 5.0
Administration and miscellaneous services_..__ —4.0 —-1.6 2.4 5.4 3.9 3.1

General agricultural programs__.________. =45 9.7 -1.3 4.8 4.9 4.9
Forest economy____.._______________.__ —-2.8 —4.0 1.3 1.7 .9 ~.1
Apparat and social organizations_______.___ -6.0 —4.1 2.2 4.9 3.5 2.4
Cultwre . _____ ... 3.5 1.6 5.5 8.4 5.1 4.4
Municipal services_ 2,7 1.4 3.4 5.3 4.5 3.3
Civilian police_____._______ ... _____ -6.0 —-4.1 2.2 4.9 3.5 2.4
Military personnel and statistical discrepancy. .. .4 —8.6 2.6 3.4 1.9 .5

TABLE A-10.—U.S.S.R.: GNP INDEXES OF END USE SERVICES (FACTOR COST)

1950 1951 1952 1953. 1954 1955 1956 1957 1958 1959

Consumer services.._______._. 39.8 41,3 42.9 445 46.9 49.6 51.7 540 56.5 59.8

Housing_____ . 46.3 47.8 49.5 51.3 53.3 55.6 580 60.4 63.2 667
[ — 251 26.4 27.8 29.4 3.0 328 348 37.0 39.5 423

Personal transportation._ ...

Personal communications...__....._. 22.4 .
Repair and personal care__._._..__.._ 41.1 41.7 42,4 43,1 439 448 458 46.9 480 55 2
Recreation, art, and physical culture.._  35.8 38.3 41.1 43.0 49.3 558 59.7 63.0 61.5 69 7
Education .. ____ - 42.5 439 45.2 46.2 48.1 50.2 51.8 53.2 546 _ 566
Health_ oo 39.0 40.4 42.2 446 48.3 52.2 545 57.4 60.3 641

Administrative and other serv-

L1 R 97.3 97.4 97.4 93.4 8.7 7.3 759 724 732 7.2
General agricultural programs____.___ 66.6 72.2 77.6 7.0 73.6 53.0 &7.8 554 658 69.4
Forest economy. . __ ..o 121.8 1239 126.0 113.3 109.3 105.6 103.2 97.4 942 8.9
pparat and social organizations_____. 118.3 116.6 114.8 110.7 98.9 87.0 837 78.8 78.2 749

Culture . .o 39, 41.2 42,5 43.6 455 47.3 47.8 485 49.7 50.4
Municipal services_ . . 55.4 5.5 58.7 59.8 60.9 625 63.1 639 64.3
Civilian police . . .____ ... 116.6 114.8 110.7 98.9 8.0 837 78.8 78.2 749
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TABLE A-10.—U.S.S.R.: GNP INDEXES OF END USE SERVICES (FACTOR COST)—Continued

1960 1961 1962 1963 1964 1965 1966 1967 1968 1963

Consumer services. ... __ ... 63.1 661 69.6 72.9 769 80.7 844 882 924 961
Housing___._________ .. 70.6 74.1 77.4 80.5 833 86.0 8.8 91.6 945 97.3
Utilities_ .- .- ..o_____ 459 50.0 544 59.2 664 69.5 750 80.2 863 931
Personal transportation ... 40.1 440 49.7 54.8 59.3 64.8 720 79.1 86.6 93.0
Personal communications 46.5 49.2 52.2 55.3 59.2 654 72.3 79.7 855 93.0
Repair and personal care_____________ 53.5 49.6 49.1 50.2 547 60.7 67.4 750 83.0 90.5
Recreation, art, and physical culture_.. 72.2 76.2 78.5 79.6 84.2 87.7 883 935 9.5 98.3
Education .. ... ... 59.6 ,63.2 686 729 782 8.7 8.8 90.1 942 97.8
Health_______ .. 68.1 °~70.7 72.3. 749 780 8lL6 849 8.3 9.1 947

Administrative and  other

SeIVICeS. .. oo 70.3 69.5 70.9 7.2 742 781 823 8.9 929 9.5

General agricultural programs_.______ 84.3 76.2 75.1 741 76.8 79.1 837 916 98.4 99.9
Forest economy. .. ... 86.2 86.9 89.4 9.5 931 919 940 949 97.2 93.6
Apparat and social organizations. 70.5 70.1 712 70.7 73.5 78.6 833 888 931 98.1
Culture . __ .. ... 5.2 52.9 56.3 59.3 633 669 70.1 77.2 85.2 92.8
Municipal services.. 65.4 66.2 68.3 710 746 77.4 8.1 8.4 9.7 96.2
Civilian police. . ... .o 70.5 70.1 7.2 70.7 73.5 786 833 838 931 981
1970 1971 1972 1973 1974 1975 1976 1977 1978

Consumer services . e 100.0 103.6 106.9 110.5 114.7 1187 1221 1257 129.9
Housing . 102.7 105.5 108.4 11.2 1141 116.8 1195 122.4
Utilities_ - _._____ 100.0 106.3 113.2 120.4 127.9 1357 143.8 150.1 157.4

100.0 106.9 114.8 121.5 131.2 141.2 149.5 155.8 163.7
100.0 107.2 1147 1234 132.3 1419 151.0 159.8 169.4
100.0 1085 117.5 127.7 138.0 149.2 159.9 168.9 179.2
100.0 1023 103.3 1054 107.0 108.1 106.6 107.1 108. 4

3 103.0 1045 106.9 110.1 113.2 1150 1187 123.6
102.6 105.1 107.6 110.9 113.4 1156 118.4 120.1

Personal transportatio
Personal communication:
Repair and personal car
Recreation, art, and phy:

1041 108.0 1.5 1161 120.1 1238 127.4 130.9

106.6 111.4 115.8 120.6 126.8 138.1 141.2 146.6
100.4 102.7 102.2 103.7 104.4 103.5 1042 104.2
103.3 107.0 110.4 1150 1187 121.3 1243 127.6

Apparat and social organizations.

Culture____________________ 106.9 111.5 116.7 1229 127.9 132.9 140.5 145.4
Municipal services 100.0 1059 111.1 1152 120.0 - 124.4 127.4 1323 137.3
Civilian police_ . ... 100.0 103.3 107.0 110.4 1150 118.7 121.3 124.3 127.6

TABLE A-11.—U.S.S.R.: GNP SERVICES BY END USE (FACTOR COST), AVERAGE ANNUAL RATES OF GROWTH

[Percent}

1951-55 1956-60 1961-65 1966-70 1971-75  1976-78

CONSUMEr SBIVICeS . oo oo oo meee
Housing._._._____ -
Utilities.. ...
Personal transportation . -
Personal communications _
Repair and personal care.__._____ .
Recreation, art, and physical culture_. -
Education . ..o -

-
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REGIONAL DEVELOPMENTS IN THE U.S.S.R., 1958-78
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SUMMARY

Soviet Union republics are the core of the economic and cultural life
of the constituent Soviet nationalities. There has been a long-term
commitment to leveling their economic development.

To appraise inequalities in productive activity and in material wel-
fare among these republics for 1958-78, we measure the weighted coef-
ficients of variation among them and the ratio between the average non-
Russian republic and the RSFSR for net material product and total
incomes. It appears that NMP per worker in the “productive” sphere,
which has always been higher in the northern republics, became more
so during the two decades under review, although even the poorest
Central Asian republic continued to progress slowly. Correction for
excluded services makes only a slight difference in the direction of
greater inequality.

Total nominal income per capita is distributed more equally than is
NMP or GDP, suggesting an open or implied subsidy to some of the’
poorer republics. These transfers have been growing rather rapidly.
The dispersion of consumption per head is similar to that of nominal
incomes in cash and in communal services. While deflation of nominal
figures by the small regional price differences overall does not seem
worthwhile, given the poor quality data, adjustment to an adult-
equivalent basis showed that the Soviet republics have not become more
unequal in their material well-being. The tfends in nominal incomes
per head resulted to a great degree from the different demographic

(141)
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characteristics of the different republics in the last two decades. Despite
a rather low disparity of incomes among the Soviet republics, the more
modern USA showed noticeably more egalitarianism among the states,
especially when adjustment is made for the asymmetry of Soviet re-
gionalization.

Gross investment has been distributed somewhat more unequally
during the Brezhnev years, and this may have contributed to the grow-
ing productivity gap. But efforts to develop labor-intensive industries
in labor-rich areas have succeeded partly. The labor shortage is ag-
gravating the Soviet agricultural deficit and preventing continued
extensive growth. To solve these problems, more resources may be
directed in the future to the Asian republics.

INTRODUCTION !

Since those early years when the Bolshevik leadership reunited
nearly all the former vassals of the Russian Empire under the battle
standard of proletarian internationalism, Soviet national divisions
have attracted continual attention, not least in Moscow. Now, too, with
a transition of leadership and possibly a prolonged succession crisis
at hand, an outside analyst does well o probe the deep fault-lines of
this multinational state. Such probing can help us determine whether
and where the smooth surface might crack, or even split, in the event
of severe disunity or other signs of weakness at the top.

The present paper examines certain economic aspects of the national
question in Soviet life: to what extent has interrepublican equality
been achieved during the Khrushchev and Brezhnev perieds? Have
the historical differences been aggravated, thus inviting frustration?
What appear to be the practical intentions of the Soviet leadership
with regard to regional issues? Needless to add, no intelligent observer
believes that unperceived material interests—without organization—

‘manifest themselves in history. Yet the material situation of the re-

spective national groups, their relative share in the country’s resources
will find reflection in the attitudes of workers, consumers, and loca
officials. They will do much, therefore, to condition the dilemmas forc-
ing choice upon this present or any future Soviet government.

This study’s second purpose is to inquire whether the Soviet Union
is following the general trend in most developed societies towards
greater interregional equality.? If so, this might be suggestive of in-
creasing (socialist) market integration and better information, as well
as international altruism or the necessities of imperial power. Greater
inequality, on the other hand, would indicate at this stage of develop-
ment that the planning bureaucracy is reinforcing agglomeration econ-
omies or established privilege.®

1This study is the second part of a larger enterprise to compare a number of Hast
Furopean countries’ practice during their capitalist and communist phases. The author
would like to acknowledge the -assistance of the Department of Economics and the Soviet
and East European Research Centre of the Hebrew University of Jerusalem ; The Russlan
and East European Research Center at Tel-Aviv University provided me office space and
library facilities. Ms. Vera Dubnov, Dr. Zev Katz, and Dr. Keith Bush of Radlo Liberty
Research provided certain references. Dr. Sydney C. Rome checked my calculations, and my
wife. Dr. Dina R. Spechler, gave advice and counsel at numerous points.

2J. G. Williamson, “Regional Inequality and the Process of National Development :
A Descrintion of the Patterns,” Economic Development and Cultural Change, vol. 13
(1965), pp. 3-45.

3As predicted by Gunnar Myrdal, Economic Theory and Underdeveloped Regions
(London : Duckworth, 1957).
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Why Take Republics as Units

Our primary focus in this paper is on the fifteen Union-republics,
not on the fifteen distinct titular nationalities ‘which compose each
Union-republic’s largest single population group (except in Kazakh-
stan). The reasons are both practical and substantive. Some social data
on nationals regardless of residence have been published since the
1970 census—and we shall refer to them below *—but no information
on income and wealth distributions among the Soviet nationalities
have found their way out of the Central Statistical Administration.
Nearly all our current information relates to the Union-republics.

Despite some anomalies—like Alma-Ata, the Slavic-dominated
capital of Kazakhstan—the Union-republics retain their national im-
portance. Between 1959 and 1970, the mean concentration of the titu-
lar nationality residing in their own republic rose, Only the Russians
continued to disperse among the other republics to more than a slight
degree. This relative dispersal occurred despite the enormous scope
for Russian migration within the borders of their own RSFSR. Still,
five of every six Russians resided in the RSFSR at the 1970 census.
Conversely, all the European republics counted a higher percentage of
the titular nationality among their citizens in 1970 than in 1959. In
polyglot Central Asia—where the centers of population are so close to
each other—the main national group is always less than two-thirds of
the republic’s population and often much less in urban centers. It re-
mains true that the Central Asian nationalities have shown persistent
preference to live among their own kind.®

Furthermore, national rights in the Soviet Union are safeguarded
to any degree at all only within the national republics (or autonomous
areas, for lesser nationalities). Unlike “expatriate” Russians, the
Ukrainian, the Armenian, or the Uzbek “abroad” will find no schools,
theaters, or newspapers in his own language. He must practically
speak Russian on the road,® even if he is not-quite forced to do so at
home. The many Ukrainians living in Siberia might better be in Can-
ada from the point of view of their Ukrainian national heritage.’
No Soviet republican nationality has autonomous status within the
territory of another such nationality, though very many small na-
tional groups (Finns, Tartars, and even Jews) do.* One may say,
then, that Union-republic boundaries outline the core of each nation-
ality’s common life.

Even where Slavs dominate the scene as fraternal colonists, experts,
and skilled manpower, they may complement local nationals in the
development of the republican economies—as well as compete for jobs

¢ See sections II and V. For a full discussion of the nationality dimension, the reader
is referred to Brian Silver, “Levels of Soclocultural Development Among Soviet Nationall-
ties : A Partial Test of the Equalization Hypothesis,” American Political Science Review
LXVIII, 4, December 1974, pp. 1618-37; and the compendium edited by Zev Katz, Rose-
marie }éo;éers, and Frederic Harned, Jr., Major Soviet Nationalities, New York, Free
Press, 1975. .

&8 Katz, Rogers, and Harned, op. cit., pp. 445-46.

¢ This is the experience of many small soverign nationalities throughout the world.
Komsomol’skaya Pravda. Jan. 28, 1976.

1. Dzyuba, Internationalism or Russification?, 2nd ed., London, Weidenfeld and
Nicolson. 1970. Nonethe'ess, Hungarians, Poles, and Germans have had their own schools
on the West of the U.S.8.R.

8 A minor exception might be the Nakhichevan ASSR, which is administered by the
Azerbaidjan SSR, though the autonomous republic is wholly surrounded on the Soviet
side by the Armenian SSR. Kaliningrad (formerly Kénjgsberg) Oblast is a discontinuous
part of the RSFSR. .
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and privilege. Some Russian youth and experts in construction, extrac-
tion, and engineering merely sojourn for a time under semi-mandatory
labor placement. Some others stay on in the non-Russian republics
to marry local youth. Many return to Mother Russia with their trust-
worthiness proven by years of pioneering the Soviet frontier. Hence,
a fraction of the self-identified Russians in every non-Russian re-
public must be seen as temporary residents, although not equally so
everywhere. In sum, therefore, the economic progress of any Union-
republic is a good indication of the long-term economic situation for
the titular nationality.

During the debate leading up to the new U.S.S.R. Constitution,
some spokesmen for the centralizing tendency in Soviet life called for
dissolving, or altering republican borders to accord with economic
reality. Indeed, when Khrushchev’s administration drew up major
economic regions, republican lines were sometimes crossed. Any compe-

tent geographer can point out instances in which resource and demo-

graphic unities are bisected by today’s political borderlines. Much of
Kazakhstan, for instance, is properly considered a continuation of
the South Urals area of Russian industrialization. But economically
meaningful regionalization—let alone the expressed will of certain
sub-nationalities—has not been permitted to disturb the geographic
status quo. Union-republics’ constitutional prerogatives, including a
vete on border changes and the famous right to secede from the
U.S.S.R., have been preserved. Their economic independence, though,
remains residuary only.? The new Constitution permits diplomatic
interchanges with foreign countries, but not independent trade.

Indeed, since 1965 less and less has been published in Soviet statisti-
cal handbooks about the results for the major economic regions. This
gathering silence is a loss to comparative economists, since there is
little information about differences within the huge Russian Republic
(some 53 percent of the total U.S.S.R. population in 1978) or the
Ukraine (19 percent). At the smaller end, no fewer than nine of the
fifteen Soviet Union-republics have populations of less than two per-
cent each of the U.S.S.R.’s 260 millions. This fact makes comparisons
with more symmetrically and rationally divided countries particularly
hazardous, as we shall see in section I1 below.

Not a great deal is yet known about the new fashion in regional eco-
nomic organization, the Territorial Production Administration.'®
Therefore, awkward as they are, the Soviet republics endure, and we
must deal primarily with them as the best basis for long-period
comparisons.

Official Soviet Objectives

Previous studies in Soviet regional economics have pointed out that
in ‘Soviet nationalities theory, the desired “evening out” of develop-
ment has referred to both production and consumption.!* Communism,

9 Arts. 73 and 74 define the legal precedence of U.S.S.R. legislation over its entlire
territory. For the text of the final law and the changes from the draft, see Current Digest
of the Soviet Press, vol. XXIX, no. 41, pP. 1f. . ,

10 But see Gertrude Schroeder. “Soviet Regjonal Development Policies in Persvective.’
NATO-—-Directorate of Economic Affairs, The U.8.8.R. in the 1980s, Brussels, 1978,
pp. 125-41.

i1 The best discussion of the Marxist-Leninist teaching on these matters is by, V. Holub-
nychy, “Some Economic Aspects of Relations Among the Soviet Republics,” in Erich
Gé)_ldhggen’,’ ed., Ethnic Minorities in the Soviet Union, New York, Praeger, 1968, pp.
50-120.
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like any non-capitalist form of social organization, has the possibility
- of severing claims to income and consumption from productive contri-
butions.’? Lenin welcomed this flexibility in the service of interna-
tionalism and did not dwell on the possibie conflicts between preferen-
tial industrial and cultural development in the Moslem and Caucasian
republics and the need for rapid progress of the country as a whole.
“Complex development” (many industries in any region) can detract
from any economies of scale and agglomeration, although less so today
than when output was much smaller. Stalin tended to sacrifice move-
ment towards national and regional equality to.the achievement of
overall development at maximum speed. In more recent years, the
desire to impress the Third World and concern with the Chinese threat
in the East have once again impelled Moscow to favor the outlying
rovinces, as the Tsars’ ministers did. This policy is consistent with
Klarxism-Leninism, as we are often reminded these days. Ffom the
viewpoint of dialectical materialism, the national question arises from
unequal development and will be answered through both assimilation
and the “leveling” of economic development, as Soviet society reaches
a yet higher stage of well-being. Coercion becomes unnecessary, and
chauvinism a sign of backwardness and impatience. Indeed, according
to Khrushchev and Brezhnev after him, the Leninist aspiration of
“leveling” social and economic development in the U.S.S.R. has been
realized “in the main.” 13 :

Is this not merely a boastful distortion? The objective evidence pre-
sented in sections II-IV indicates that incomes among Soviet republics
are remarkably equal on average, partly owing to explicit social wel-
fare spending. Contrary.to some reports, material well-being among
the Soviet republics has risen more or less steadily and evenly during
the past twenty years. Productivity, on the other hand, remains more
unequally distributed over the U.S.S.R., and the more productive
republics have seemingly progressed a good deal faster than the more
backward ones, especially those of Central Asia (sections II-IIT).

We may thus conclude that explicit and hidden transfers of incomes
to the Asian areas have become a more and more salient aspect of
Soviet political economy in the last two decades. Curiously, this phe-
nomenon——which might be called “welfare colonialism”—has not been
widely noticed up to now. :

Most previous efforts in the West have concentrated attention either
on production indexes or on income and consumption. A few writers
who have sought to identify transfers from republic to republic have
had to rely on incomplete budget data, since national income and bal-
ance of payments studies of the Union-republics have apparently not
been issued in the Soviet Union for recent years.* The published

12 Sometimes under immature capitalism the regional p is aggravated by the prefer-
ences of asset owners to invest close to home in regions a ready advanced. Stuart Holland,
Capital versus the Regions, London, Macmillan, 1976. chapters 4 and 5. This does not
appear to have been the case by and large in Imperial Russia, according to my previous
study. ‘“‘Regional Concentration of Industry In Tsarist Russia, 1854-1917,” Soviet and
‘East European Research Center Paper Series, Jerusalem, February 1979.

13 Pravda. Dec. 22, 1972, for example. .

¥ Two important exceptions to the statement in the text are the studies ‘on the
Ukraine: V. N. Bandera. “Interdependence between Interregional and International
Payments: The Balance of Payments of Ukraine,” and Z. Lew Melnyk, “Regional Con-
tribution to Capital Formation in the U.S.S.R.: The Case of the Ukrainian Republic,”
both in V. N. Bandera and Z. L. Melnyk, eds., The Soviet Economy in Regional Perspective,
New York, Praeger, 1973, pp. 104-53. Secondly, on the transfer issue: H.-J. Wagener,
er{;czh_tgtswuchstum in unterentwickelten Gebieten, Berlin, Duncker & Humblot, 1972,
pD. 7. : .
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Union and republican budgets are but one of the fiscal transfer mech-
anisms in the Soviet economy. Within industrial branches, the cross-
subsidies in enterprise wholesale pricing, for example, are completely
hidden from our view. When wages are paid in excess of the current
value of marginal productivity to attract labor to unpleasant situa-
tions, this investment implies a transfer.

In addition, the pioneering studies of the past perforce based them-
selves on statistics for only a few years—chiefly after 1958, when pub-
lication was resumed on a more generous scale. Those few years saw
major institutional-shifts and harvest fluctuations which may have
disturbed the immediate-term trends, as these specialists knew very
well. We can now utilize the full record of two decades to support our
views and thus re-examine some of the accounts published in previous
years. I have also tried to improve the earlier efforts somewhat by
adapting the main statistical measures used so as better to suit the
purposes of the comparisons offered. Given the complexity of the
nationality issue and the half-concealed nature of the data made avail-
able, however, the present effort has to be considered only a tentative
contllt'iibution to an on-going enterprise of specialists from the whole
world.

I. Propuctivity DIFFERENCES

The Soviet measure most acceptable to Western economists for sum-
marizing the dispersion of productive activity is net material prod-
uct (NMP), which in principle approximates our familiar net domestic
product at market prices with the exclusion of defense, general gov-
ernment, and certain person services. That is, NMP is always less than
the Western NDP.1s

The prices according to which NMP (as published), is aggregatec
include turnover tax. Were our concern productive potential, the in-
clusion of turnover tax in each republic’s output would exaggerate
the role played by republics with a disproportionately high share of
light industry, oil products, and agriculture—where the rate of taxa-
tion is particularly high. Since it is not practical to deduct turnover
tax or to attribute a common capital charge in order to obtain NMP
at factor cost for the republics,’® we must content ourselves with the
observation that the NMP comparisons will overestimate the degree
to which the southern republics contribute to U.S.S.R. productive
potential. This means that the measured gap found between North
and South is at least as great as that in productive potential.

Beyond the usual problems in valuing Soviet national income, there.
are some spatial ones which must at least be mentioned, even if they
cannot, be resolved. Agricultural output is troublesome because it 1s
inconsistently priced. Much of it is sold at low official procurement
prices, which are differentiated to favor the disadvantaged areas and
thus serve to collect rent from others. Some produce is made available
at higher ccoperative or collective farm market prices. State farms are
paid differently from kolkhozes. Thus even the output which is re-

15 Abraham 8. Becker, “National Income Accounting in the U.S.S.R..” in Vliadimir G.
Tremlbfmd John P. Hardt, eds., Sov;et Economic Statistics, Durham, North Carolina.
ess, 1972, pp. 69-119.
Dul%(eogntilygrg}gix?crtion bezwegg productive potential and the (material) welfare standard.
see Abram Bergson. The Real National Income of Soviet Russia since 1928. Cambridge.

Harvard University Press, 1961, chapter 3.



147

corded is priced differently depending on institutional restraints not
closely related to the scarcities on regional matters. Moreover, we
have no indication of how transport costs are allocated. Different in-
dustries have quite various profit rates, especially just before a price
reform, depending on bureaucratic as well as competitive factors.
Those profit rates do not fully reflect scarcities on the regional markets,

Official Soviet statistics surely ignore private manu acturing, con-
struction, and probably a good deal of private-plot agriculture, While
overall these activities may not be as great as sometimes believed,*”
there is some reason to think semi-legal and illegal production of goods
1s more widespread and substantial in the Caucasion republics than
elsewhere and the degree of underreporting correspondingly greater.

Table 1 sets out the main findings on production differentials
among the Soviet republics over the past twenty years. T'wo summary -
statistics are presented to convey different aspects of the distribution.
The coefficient of variation is an appropriate measure of the spread
of several series with different means, Its formula is

CVw___ [Z(yi—gg) 2ft]l/2

where f; is the appropriate weight for the series y;, whose means is y.
TABLE L.—NET MATERIAL PRODUCT PER CAPITA IN SOVIET REPUBLICS, 195878 1

In percent of union average Estimated

- level 1978

1958 1960 1964 1970 1975 1978 (rubles)

106 108 110 111 114 - 114 1,904

100 96 97 97 93 95 1,579

72 81 86 92 105 110 .1,827

78 75 72 61 58 56 929

94 88 83 82 73 82 21,363

85 79 75 76 76 79 1,321 .
91 89 76 62 63 65 1,077
. 86 92 102 112 111 m 1,854 -

82 76 76 82 77 80 1,327

121 128 132 132 133 136 2,268

7 13 13 67 60 57 953

67 66 69 58 52 50 824

78 76 7 80 81 1,352

116 107 94 73 66 6 991

117 128 140 133 132 130 2,160
All-union average level (rubles) 3. 610 684 820 1,200 1,512
Coefficient of variation (weighted) 4. _..__ .106 0.119 0.136 0.166 0.197
Non-R /R ratio (p ). 86.2 82.5 80 78.1 73.6

t Net material product is net output in manufacturing, mining, agriculture, and certain services connected to production.
It excludes government and financial and personal services. Projections based on national income produced, which is
nearly equivalent to NMP,

2 Estimated from “’R”b"c figures and union total.

3 In prices of 1970. Russian Republic. L o
th‘ Weighted by republican population in the given year. The coefficient of variation is the standard deviation divided by.

e mean,

Note: Owing to lack of explanation in the original sources, it cannot be excluded that the constant price series are
- derived from a changing basis. To the extent this is so, the above series should be interpreted as current price relatives
For the purpose at hand, however, such shifts would not have been very significant for relative movements over time.

SOURCES

1870: Levels taken from Narkhoz Latvia 1971, p. 56; Narodnoe Ho‘s)mdarstvo Ukrain'skoi RSR v. 1971 rotsi, p. 359;
Narkhoz Uzbekistan 1970, p. 216; Narkhoz Kazakhstan 1971, p. 261; V. I. Mel’kadze, ed., Ekonomika Sovietskoi Gruzii
(Tbilisi, 1972), p. 90; Naradnoe Khoziaistvo Azerbaidzhanskoi SSR k 50-letiiu SSSR, p. 196; Lietuvos TSR Ekonomika ir
Kultura (Vilnius, 19723,3. 114; Kirgizstan v Tsifrakh, p. 191—cited in i. S. Koropeckyj, '‘The National Income of the Soviet
Union Republics in 1970, in Z. M. Fallenbuchl, E Development in the Soviet Union and Eastern Europe, vol. 1,
New York, 1975, table 11.1, 1970 population from Zev Katz, Rosemarie Rogers, and F. Harned, (eds.), Handbook of Major
Soviet Nationalities (New York: Free Press, 1975), Table A4. i . R

Net material {oroduct derived from national income produced indexes published in Narodnoe Khozyaystvo SSSR, issues
for 1960, 1964, 1968, 1977. Population weights from same source. i L .

_1977: Data collected by Ann Sheehy, “‘Economic Performance of the Union Republics in the First Two Years of the Tenth
Five-Year Plan,"” Radio Liberty Research Builetin, No. 60/78 (Mar. 20, 1978), corrected to accord with later published
figures for produced national income. X i o
19;378: Collected from reports in republican newspapers, January-February, 1979. Population: Vestnik Statistiki, No. 11.

17 According to a forthcoming study of about 1000 former Soviet families by Professor
Gur Ofer and Dr. Aaron Vinokur.
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The all-Union average is weighted by the respective populations
when we want to evaluate the dispersion of economic activity in the
country as a whole. Even when the-concern is narrowly political, the
weighting assigns importance to each republic according to size. Surely
the gap between the Ukraine and the overall level is more salient for
the central leadership than a similar size gap would be for Armenia,
a republic one-tenth the numbers of the Ukraine.*®

We see that the weighted coefficient of variation has almost doubled
in the period under review. The rise in the productivity gap was espe-
cially sharp during the middle Brezhnev years.*®

For focusing on the nationality gap, as opposed to regional inequal-
ity for the whole economy, the best summary statistic is the ratio
between the NMP per capita of the Russian Republic and all the rest
(some 47 percent by population). The range, between Tadj ikistan and
either. Latvia or Estonia at the top, has much less practical import on
account of the social geography.?® Binary comparisons between repub-
lics can give rise to resentment in the wealthier republics, where it is
sometimes argued that they are being ‘robbed’ to subsidize the much
poorer. The non-Russian/Russian ratio in a sense measured the typical
basis for resentment by (or against) Russians. That differential grew
in parallel to the coefficient of variation and confirms our impression of
rising inequality in productive activity since 1958.

Turning to particulars, we can note similar experience among some
closely related republics. The three Baltic republics and Belorussia
made marked progress, even relative to the U.S.S.R. record, on the
basis of prosperous agriculture and sophisticated light industrial and
electronics manufacturing. Both of these sectors gained in standing
during the period in question, as compared with the Stalin and im-
mediate post-Stalin years. As we shall see, they also benefitted from
relatively high labor-force participation, but as these rates did not
rise, this fact bears mostly on their consistently high levels of produc-
tion per head. _

The four Central Asian republics lost their relative standing no less
dramatically, although except for oil-depleted Turkmenia, the falls
were never absolute in nature between benchmark years. To a lesser
extent, the same decline characterized Azerbaijan and Kazakhstan.

Can it be said that these declines are owing to the increase in the
number of dependent children in these Asian republics at a time when
the birth rates were falling steeply in European areas? Apparently
not. True, if we consider the level of NMP per employed worker in
these republics for 1970, the shortfall of the Asians is considerably
less than if measured per head of population. An extreme example is
Turkmenia. Table 1 shows its NMP per capita as 27 percent below

18 Professor Schroeder’s reasons for preferring an unweighted CV are unconvineing. As
she recognizes, Soviet republics are not ‘“rational” economic areas, and this presumably
suppresses some of the ohserved variance. But the divisions within countries we would
wish to compare to the U.S.S.R. likewise suffer this deficlency. Failure to assign an ex-
plicit weight hardly repairs it. “Soviet Wage and Income Policies in Regional Perspec-
tive.” The Association for Comparative Economic Studies Bulletin, vol. XVI, no. 2, 1974,
p. 15. Any reader interested in a republican nationality as a unit of value can, of course,
simply divide the index for it in the tables by that of any other republic he cares to choose
in order to obtain the appropriate relative. .

19 Koropeckyj’s coefficient also rose in 1958-68, but for unknown reasons his CV’s are
about four vercentage points above those presented here. “Bqualization of Reglonal Devel-
opment in Soclalist Countries: An Empirical Study,” Economic Development and Cultural
Change, vol. 21, 1972, pp. 68-86.

20.Soviet specialists Ya. Feigin and Ya. F. Vorob'ev have calculated the range was 3:1
and 2.4:1 in 1960 and 1961, respectively, somewhat higher than our findings. Cited in
Holubnychy, op. cit., p. 68.
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the Union mean (100 minus the index of Turkmenia for 1970), but
the NMP per employed worker in this traditional republic was a mere
7 percent. Nonetheless, in every case the gap between these six Asian .
regublics and European U.S.S.R. republics increased from 1970 to
1975. Except for Kazakhstan, the gap grew still wider from 1975 to
1978 (see table 2).

The figures on NMP per employed worker in material production
show also that both the non-Russian/Russian ratio and the coefficient
of variation increased by about half on 1970-75. To check whether
agricultural difficulties in 1975 affect that year’s figure unduly, the
1976 CV was compiled. It proved to be nearly identical. Unfortunately
data at hand did not permit calculation of the comparable figures for
the 1960’s, and even the 1975 and 1978 figures are based on tentative
assumptions subject to more than the usual margin of error. When
1978 or 1980 employment data are finally available, this table would
have to be amended somewhat. Nevertheless, the adjustment for labor
force participation in material production reduces the NR/R ratio for
1978 about six points, from 73 to 79 (compare tables 1 and 2).

TABLE 2.—NET MATERIAL PRODUCT PER EMPLOYED WORKER IN SOVIET REPUBLICS, 1970-781

in percentage of the all-union level Estimated
level (rubles)
1970 1975 1978 1978
RSFSR. - oo eee 108 116 110 4,691
Ukraine______ 87 90 , 813
Belorussia- __ . .- - 83 92 95 4,036
Uzbekistan____ - - 82 75 70 2,989
Kazakhstan_ .- 98 88 94 4,007
Georgia___. - 82 80 82 3,476
Azerbaijan. 93 85 83 . 3,530
Lithuania. __ 96 98 99 - 4,202
Moldavia 7 67 68 | 2,875
Latvia. ... = 17 .o 5,155 .
Kirgizia__.____ - ' 80 70 65 - 2,780
Tadjikistan___.__ 86 76 72 3,049
Armenia_ ... ... 98 87 85 - 3,626
Turkmenia_ - Tl 93 91 9 3,372
Estonia. et 106 120 124 5,256
All-union average level (rubles)_..______________ 3,243 3,883
Coefficient of variation (weighted by number of workers)._ 0.109 0.160
Non-Russian/Russian ratio (percent)______.__..________ 83.6 70.3

1 Civilian employment in manufacturing, mining, and_agriculture, but not in housing, communal, personal, health,
financial, educational, or other governmental services. 1975 and 1978 figures projected on the tion that the share
of such workers in the population of working age remains constant. The base 1970 figures from Koropeckyj, in Fallenbuchl
op. cit., p. 294, while the 1975 and 1978 figures were calculated on the basis of index numbers pubtished in the union and
republican statistical yearbooks and the plan fulfillment reports in republican newspapers.

Perhaps the point of this is worth some stress. The rise in the dis-
parities shown in Table 2 prove that the lagging performance outside
the European U.S.S.R. is not a statisticalartifact, as has been thought.
The poorer republics have expeérienced real difficulty keeping up with
the growth in labor productivity seen elsewhere. What is the source
‘of these difficulties? Probably not insufficient industrial investment, as
we shall see in section IV, Rather, the source seems to lie in industrial
efficiency. But further analysis would go beyond the information cur-
rently on hand. o - S

The much publicized and highly capitalized shift of production
eastwards may have caused the rise in our Russian figure from 3501
rubles per employed worker to 4691 in 1978, that is, a rise of 34 per-
cent. Yet mineral-rich Kazakhstan did not even hold its own. Agri-
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cultural Moldavia, Armenia, and Georgia—insofar as their produc-
tion was recorded—continued at levels about one-fifth below the Union
average. In general, the republics’ ordinal positions were quite stable
ove];" 1the twenty ‘year period, with Belorussia the only one strikingly
mobile.

Only one attempt has been made to calculate relative GNP per
capita (actually GDP by the income approach) for the Soviet re-
publics. Ivan Koropecky)’s detailed estimates for 1970 would give a
weighted coeflicient of variation of .179 and a NR/R ratio of 81.3
percent.?* Compared with the present findings, this means that over-
all the government and service sectors left out of NMP were slightly
disequalizing over space. Undoubtedly this effect expresses the greater
urbanization in the richer republics and their generally better
amenities. :

. IT. IncoMEs AND CONSUMPTION

In Soviet circumstances total income is derived from the wages of
state sector employees (about three-fifths of the total income for 1970),
from collective farm incomes (some 7 percent), as pensions and allow-
ances (14. percent), with a similar proportion from communal serv-
ices rendered to individuals, perhaps a tenth from private subsidiary
activities. Some miscellaneous incomes, including petty rentals of
property, make up the remainder. .

Regional differences will arise from differences in skills and em-
ployment opportunities, but various studies indicate that wage com-
pensation for any given job is fairly equal over space. “Wage drift,” *
special incentives such as housing, chances for future promotions, and
other deviations from officially approved wage rates on the part.of
individual employers seem to absorb much of the local disequilibria
caused by attempts at a too uniform pay policy. Enterprises may, of

* course, pay more than the value of each person’s marginal product in-
sofar as profitability is not the chief criterion of its activity. It is not
impossible in the Central Asian enterprises of Union subordination
that operatives are paid more than their marginal productivity.

In assembling information on the regional dispersion of incomes,
the main lacuna is private market activity, mainly of peasants. The
extent of such activity—much of which is legal—can be gauged only
from the budget studies occasionally published by Soviet research-
ers.?® Because of the way samples are collected, the sensitivity of pri-
vate plot activity—which has been restricted more than once and is
taxable—and the difficulties of valuing home-grown consumption, such
information is shaky. More to the point, this private activity varies
from region to region depending on proximity to urban markets and
the produce grown, not to mention the opportunities to make use of
state property for the production and distribution of such “private”
goods. Adding collective farm family incomes to the wages and sal-
aries earned in the’state sector may involve double-counting, since
many collective-farm family members work in state factories or con-

. struction sites. »

ay, Kdropeckyj in Fallenbuchl, op. cit., pp. 287-331. i
hil? Payment according to a skill or job classification than really justified in lieu of a wage
e.
2 M. I. Sidorova, Vozmeshchenie neobkhodimykh zatrat i formirovanie fondavosprolz-
vodstva rabochei sily v kolkhozakh, Moscow, 1972 ; and M. I. Sidorova, Obshchestvennye
fondy potrebleniya i dokhodov kolkhoznikov, Moscow, 1969.
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~ With all these reservations, it still seemed justified to present an
extension through 1978 of Alastair McAuley’s careful work for total
income per capita.* For all its methodological mystery, the Soviet.
“real income” 1ndexes do include most of the important items in total
income, including income in kind, and some of the apparent biases
would likely be uniform across regions.?® Table 3 shows a small widen-
ing of the interregional inequality from 1970 to 1975, on both the
welghted coefficient of variation and non-Russian/Russian ratio tests.
A similar trend, one may recall, showed up in the figures for net mate-
rial product. Comparison of the two per capita series shows that income
1s more equally distributed than is productivity. In 1970 in Kirgizia,
for example, net material product was some 800 rubles per head or one-
third below the Union average, while incomes per head were only one-
quarter below the average for that year. Incomes come from the non-
material sector, and net material product goes also to direct invest-
ment, so one is not able to measure the degree of “welfare colonialism”
by the arithmetic differences alone. The relative difference between the
indexes for a single republic-year in the two tables is revealing.
though.?® '
TABLE 3.—TOTAL INCOME PER CAPITA IN SOVIET REPUBLICS, 1960-781

[Current rubles]

All-union average=100 : Estimated
- level 1978
1960 1965 1970 1975 1978 (rubles)
RSFSR. o 107.5 106.8 107.4 110.0 110.2 1,3%
Ukraine___ 97.8 96.6 94.2 93.6 1,186
Belorussia_ 82.7 89.6 9.6 100.0 101.3 1,284
Uzbekistan__._._____________ 78.0 73.9 75.7 71.8 910
Kazakhst: 95.9 81.7 90.8 86.4 84.2 1,067
Georgia. .. 93.9 87.9 89.4 87.4 90.7 1,149
Azerbaijan 74.5 70.1 68.4 711
Lithuania_ . 105.7 109.0 116.4 111.7 110.7 1,403
Moldavia_. 70.9 85.6 87.2 - 92.2 93.4 ,
Latvia__ 124.6 122.2 124.4 118.3 118.2 1,497
Kirgizia_ 73.8 79.6 75.0 74.4 72.3
Tadjikis 68.7 74.5 66.1 67.0 66.5 842
Armenia 86.4 . 84.9 88.2 81.7 88.9 1,126
Turkmen 8l.2 82.4 80.7 7 84.0 , 064
Estonia. 129.2 121.9 133.1 127.7 127.0 1,610
All-union level (rubles)________ 511 679 928 1,141 1,267 1,267
Coefficient of variation (weighted) ____ 0.112 0.104 0.116 0. 12! 0,135 . ...
Non-Russian/Russian ratio (percent)... 84.2 85.9 85.0 5 80.5 .-

theidized 1

1 Total personal income includes all payments in cash or in kind plus free or subs mu tion (like-
ducation, health, h g, or chil ). Private subsidiary activity, mainly from private plots, is included and comes to
about 8.5 percent of the total in 1970,

2 Projections of 1970 figures according to real’nyi dokhod index in 1970 prices for 1975 and 1978. The calculation as-
sumes that private subsidiary income (and any other item not included in the underlying Soviet series) rose at same rate
as the other elements of total income in money and kind.

We might take note that per capita consumption, including certain
highly subsidized items missing from total -income, showed a coeffi-
cient of wariation of .114 in 1965, according to Professor Elizabeth
Clayton’s detailed study.?” Our figure for income in 1965 was .104, so

2t These were kindly made available to me just before publication. Schroeder’s figures are
somewhat different but lack of full methodological explanation prevents me from pointing
out the reasons for the small discrepancies. McAuley’s set were chosen as being the more
comprehensive and, in my opinion closer to the real'nyi dokhod definition used in my
_extension,

25 Cf. Gertrude E. Schroeder, “An Appraisal of Soviet Wage and Income Statistics,” in
Treml and Hardt, Soviet Economic Statistics, op. cit., pp. 287-314.

2 One should note that the Indexes of different republics are not fully commensurate:
the arithmetic intervals between them are not meaningful. owing to their different si'z’es.

21 Elizabeth M. Clayton, “Regional Consumption Expenditures in the Soviet Union,” The
Association for Comparative Economic Studies Bulletin, vol. XVII, no. 2-3, 1975, pp. 27-43.
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the supposed greater availability of housing, durables, and other items
in the richer areas apparently added little to overall income inequality.

To check the accuracy of the estimates for incomes presented In
Table 3, several ratios were computed for the Ofer-Vinokur sample.
Their sample almost completely lacked Jews who lived in Asian re-
publics, and for various reasons the sub-sample from each republic
(or group of republics) came disproportionately from certain occu-
pations and localities. This fact limits the comparisons which we
can draw here. Total per capita income from all sources in 1972-74

“for the sampled urban Jews who resided in the Ukraine was about

1,274 rubles a year, while the RSFSR city residents sampled had per
capita incomes of 1,571 rubles a year. That is, the sample’s budgets
show a relation of 81:100 between Ukrainian conditions and those of
the RSFSR (see table 4).

Let us compare that with the estimates derived from official data.
Using McAuley’s personal income concept, which at most omits only
a few cmall items included in Ofer-Vinokur’s “total income” concept,
we calculate that the Ukraine’s total population had 89.8 percent of
the RSFSR per capita income levels in 1970.?® Considering the dispro-
portionate presence of Moscovites and Leningraders in the Ofer-
Vinokur sample and the absence from it of kolkhozniks (whose in-
come dispersion is greater), the two sources of data seem to accord
well. But reweighting still needs to be done in the Ofer-Vinokur re-
sults to give a more representative sampling of general well-being in
each republic.

In theory two adjustments would seem necessary to transform the
per capita total income levels reported in table 3 into a better indica-
tion of material well-being. First, these are nominal amounts, and
market prices could differ across the tremendous expanse of the
U.S.S.R. “Deflation” of the cross-section seems theoretically manda-
tory.

TABLE 4.—TOTAL INCOME PER CAPITA IN OFER-VINOKUR SAMPLE OF 1,000 JEWISH FAMILIES IN VARIOUS
SOVIET REPUBLICS, 197274

Percent of
income from Number of
Income per private  family budget
Republics of residence capita 1 Index? sources collected
RSFSR. oo e 1,571 100 7 190
Ukraine_.__ - 1,27 81 7 380
Belorussia. - 1,291 82 5 48
Moldavia.__ - 1,281 82 7 285
Baltic_._.. - 1,373 87 4 90
All others3_________ - 1,407 80 4 23
Wholesample___ oo 1,359 87 7 1,016

1 Computed by dividing family total income by the average number of persons in a family in that republic—an
approximate procedure. .
2 P tage of the Russi public level.
3 | dentified and unidentified sources.

Source: Unpublished estimates prepared by Y. Bar-Haim of the project staff.

Generally speaking, though, the official prices are not too dissimilar.
Zonal premia on food prices in state stores are a few percent only.
28 McAuley, Alastair, Economic Welfare in the Soviet Union, Poverty, Living Standards

and Tnequality, London, George Allen & Unwin, 1979, Tables 6.1 and 6.3. Ofer and Vinokur’s
unpublished results were generously made available to me fresh from the computer.
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Other goods (except wood products) usually carry uniform prices
throughout the U.S.S.R., although rural consumers pay some 7 per-
cent more to reflect higher handling costs.?® Thus, the main source of
regional price differentials would seem to lie in the availability and de-
mand for collective farm market animal products, fruits, and vege-
tables. Richer Soviet citizens avail themselves of collective farm mar-
kets more than the less well-off, at least in the cities. Possibly because
of this, two Russian economists indicate a lower unit food cost in the
Ukraine and Kazakhstan for 1968.3° But computed for all of the family
shopping basket, the Ukraine, Kazakhstan, Central Asia, and the most
populated parts of the RSFSR show price differentials of 2 to 4 percent
only, with the Urals being 10 percent dearer.®' Remote parts of the
U.S.S.R. are considerably more expensive to live in, but extraordinarily
high wages are paid to compensate the relatively few households re-
siding in these northern districts.?? All this leads me to the conclusion
that adjustment for price differentials among the Soviet republics is
not justified at present on the basis of the rough data available.

No Soviet officials price index for regions has been published. Pro-
fessor Wiles has been the only Western researcher up to now to brave
the “deflation” matter.?® “Very approximately,” Wiles shows the price
index for Transcaucasia at 92 percent of the Ukrainian statistical base
and the RSFSR at 107, with the other republics scattered between
these narrow limits. If Wiles is correct in the direction of his adjust-
ment, the lower income republics enjoy the partial offset of lower
prices. The figures shown in table 8 would, therefore, constitute an
upper limit of the degree of inequality across regions in the Soviet
Union for years around 1968. I should say this matter warrants further
investigation in the field.3

A second desirable adjustment to per capita total income would be
to account for the lower consumption requirements, normatively and in
observed fact, of children and other persons not currently in the work-
force. Western economists responsible for designing income main-
tance programs have been working on this subject for some time.*
Soviet researchers have also explored the age, sex, and labor force
participation adjustments in connection with “rational budgeting.”

2 Professor Clayton makes no adjustment for reglonal price differentials ‘“since they re-
flect services received by consumers, i.e., transportation and handling.” Unless it be argued
that the transportation and handling are a proxy measure of the psychic and otherwise
unmeasured vleasnres of living in inaccessible sreas—which the Profersor from St Lonis
might Indeed assert—this does not seem sound. People want the consumer goods. and
the transportation is an intermediate cost no less than packaging. Hothouse tomatoes
grown in the far North are likewise more expensive. Clayton, ‘“Regional Consumption Ex-
penditures,” loc. cit.. p. 34. For reasons evnlained in the text, however, Clayton’s use of
undeflated nominal figures seems the best policy.

% Respectively 13 nercent and 11 percent less than the ‘“cenfral provinces.” according to
a 1972 article of I. Kapustin and N, P. Knznetsova in Ekonomicheskive Nanki. No. 1. 1972,
cited in Wiles. op. cit.. chapter IIT. One should keep in mind the unusually high share of
food spending in the Soviet consumer’s total outlays—more than half.

31 Holubnvchy in Goldhagen, op. cit., n. 99.

2 Mnrray Feshbach, “Regional and Branch Ware Differentials in the Soviet Union,” The
Assoeiation for Comparative Economic Studies Bulletin, vol. XVII, no. 2-3, 1975. pp. 57-59.

8 Wiles, on. cit., pp. 64-66. Unfortunately he chose to deflate net material product per
heag.gélot GDP or total income per person. See also Holubnychy in Goldhagen, op. cit.,
pp. .

8 Soon Ofer and Vinokur will he reporting on imnlied average prices pald by their sam-
ple in 197274 for evervdav goods. including a number of food items.

8 Yack Habib. The Determination of Eauivalence Scales with Respect to Family Size:
A Theoretical Apnraisal, Jerusalem. ITsrael, Falk Institnte. 1973 : F. Kleiman. “Age Com-
position, Size of Howsehold. and the Interpretation of Per Canita Income.” Economic De-
velonment and Cultural Change. vol. XV. QOetaber. 10R6. pn. 37-58: and Tack FAahih and
Yossi Tawil. “Eanivalence Scales for Familv Size : Findings from Israeli Data,” Jerusalem,
Israel. The National Insurauce Institute. 1974. mimeo.

3 Raytsin, V. Ya.. Normativnye metody planirovaniya urovnya zhizni, Moscow. 1967.
I am indebted to Dr. Aaron Vinokur for giving me this reference.

45-154 0 - 79 - 11
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Adjustment for these characteristics may clearly be significant across
the Soviet Union because of the very different family patterns in the
European parts, where the “demographic transition” has gone to an
extreme, and the Asian areas, where birth rates are just beginning to
taper off.

We can estimate that in 1978 about 60 percent of the RSFSR popula-
tion were in the working ages,* while 44 to 48 percent is the range
typical for Central Asia. Of course, age is not the sole factor in deter-
mining labor force participation. There may be more nursing mothers
in the Asian areas who do not contribute to the marketable income
of the family; but, to offset this, fewer of the Asians in the younger
age-group 16 to 22 are probably in school. For an illustrative calcula-
tion of relative consumption requirements, then, the percentage in
the ablebodied ages can serve as an indicator of labor force participa-
tion of republican populations. ‘

Tt would not be best procedure, in my opinion, to make this adjust-
ment by taking total income per family, as has been suggested.*® Such
a procedure would have the effect of reducing the “marginal cost” of
additional children to zero or, to put it another way, of neglecting the
vastly different size of families among the Soviet republics. More
developed countries are universally characterized by a relatively high
number of unattached individuals and small families. Dividing total
incomes by number of families would thus go too far and not in a
direction towards the issue as we see it in the U.S.S.R.

A more promising and exact procedure is to adjust the number of
persons for the age-specific consumption required for each type of
person included in the census. Equivalence scales are certainly com-
plicated, and the following procedure can only be considered sugges-
tive until more intensive work has been done with data not available
to the present writer. For example, normative budgeting for a child
will depend on the number of his siblings, the area of residence, the
educational level of the parents—and not only the child’s age and sex.
Equivalence scales appropriate to the Soviet Union will differ from
those in the West because of subsidies on Soviet housing, children’s
clothing, most education, and the widespread use of family members
for childcare. To derive the factor with which to turn children into
“adult-equivalents,” we must make use of Raytsin’s age- and sex-
specific data.? After some experimentation with various assumptions,
we found that the most likely adjustment was 0.51, with 0.40 the prac-
tical lower limit. For the sake of computational convenience and to
stress the approximate nature of the procedure possible, each child was
taken as one-half adult equivalent.®® Retirees were also assigned the
same relative consumption fairly arbitrarily to ease the calculation.
Since the proportion of pensioners in the richer republics is larger and

27 Following Soviet parlance, the trudosposobnye or “ablebodied” ages are 16-59 for
men and 16-54 for women. The labor shortage has given a strong reason to redefine this
concept by raising the putative age of retirement.

38 Clayton, “Regional Consumption Expenditures,” loe. cit.

2 Raytsin, op. cit., p. 52. For stmplicity it was assumed that in all years the number
of children in each age cohort was the same. Central Asian children are younger as & group
than European ones because of the higher growth rates in the Asian republics. What is
more. rural and traditional familes should be assigned a lower “marginal cost” for extra
children in that their housing arrangements are more flexible. The net effect of these sim-
plifying assumptions, as well as the treatment of retirees, is to exaggerate our income
per adult-equivalent results towards ineouality. That is. the Soviet Union ifs probably even
more equal than our estimates indicate; the gap in material well-being is to be inter-
preted as a maximum. The derivation of the adult-equivalent factor is set out in more
detail following table 5.

4 Cf. McAuley, op. cit., chapter 6.
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their relative normative consumption ought to be higher than the one-

half assigned to children,** our illustrative calculation understates the

relative number of adult-equivalents in the RSFSR and the Baltic

republics and therefore once again gives us 2 maximal estimated of the
.gap in material well-being among the Soviet republics. ~

TABLE 5.—TOTAL INCOMES PER ADULT-EQUIVALENT,! 1959-78

Perceént of all-union figure

Estimated level
1960 1970 1975 1978 (rubles), 1978
RSFSR_ . el 107 106 108 109 1,747
Ukraine...______ . ... . ... ... 93 96 94 93 1,503
Belorussia_________________.__ ... _____ 84 95 100 100 1,615
Uzbekistan_.______________ . _ ... - 82 82 .80 7 1,235
Kazakhstan___________________._______ 98 93 88 ‘85 1,370
Georgia______ .. ... - . 9% 90 - 88 90 1,454
Azerbaijan. ________________.______.__ - 77 73 75 74 1,195
Lithuania_. _________ ... ... - 106 117 112 112 1,799
Moldavia 72 88 93 94 1,513
Latvia_ 124 123 119 118 1,830
Klrf_za'a 78 80 79 n 1,233
Tadjikista 72 71 73 72 1,153
Armenia_ 89 92 90 91 ,
Turkmeni 85 86 93 92 1,476
Estonia___. 129 131 125 124 1,
All-union level (current rubles)________... 649 1,205 1,457
Coefficient of variation (weighted by adult-equiva- .
lents)...___________ e eieeemecaen e 0.100 0.091 0.103
Non-Russian/R ratio (p ) e 85.1 87.2 83.1

t Each child 15 years of age or.Koquer is considered as 50 percent of an aduit for the purposes for consumption com-
parisons. See text. Retirees are likewise counted as 50 percent for this purpose. See explanatory note.

Explanatory note to table 5.—Let A signifiy the number of adult-equivalentsin each republic. N is the census popula-
tion in each republic. a is the fraction of able-bodied ages in the population, z is the average proportion of the consumption
requirements of nonworking ages to that of adults of working age. The factor z is derived as

ECi}li

_ieDP

1eLP

where DP is the set of all age-sex cohorts in the dependent pogulation. LP denotes the set of all laboring age-activity-sex
combinations; e.g., women of 16-54 doing light physical work. C; is the average tion requ ts of the i d
group in rubles. u; is the weight of each group in its set. That means

Zu;= Zux=l.

1eDP ieLP

where the set TP is the sum of LP and DP. in Central Asia the C; and u; in the numerator are negatively correlated ; in
the north, positively. Thus, 2 would be lower in Asian republics than in Europe. In conseq , the A/N adj for
the Asian republics would in reality be even lower than in Europe; the convergence of incomes per adult-equivatent would
be more pronounced than appears in table 5.

A/N=a+2(1-2)
A/N will be the factor by which to adjust the income per capita in table 3 to arrive at incom2 per aiult-equivalent.
Y/A=Y/N.N/A

A=aN+4z (1-a)N
=aN (1—2)+2N or, a-+z (1—2a) for A/N.
is a conservative simplication, we take A/N=0. 5a4-.5. L
Source: The 1360 income figures are weighted by 1959 shares. Underlying income figures are from table 2, The number
of men and women of working age (16-59 for men and 16-54 for women) is taken from Itogi vsesoyuznoi perepisi
naseleniya 1970 g., vol. 2. Projections to 1978 are by the Foreign Demodgraphic Analysis Division, Bureau of Economic
Analysis, U.S. Department of Commerce, in Schroeder, “Soviet Regional Development Policies,”” loz. cit., p. 133.

Table 5 presents this illustrative calculation. We see that the gap
between the Russian and all other republics together is moderated,
as compared to table 3. This was to be expected with the latter’s higher
proportion of dependents. In particular, the Central Asian republics

41 Exodus XIX : 12.
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show up very much better off, even when efforts have been made to
minimize that upwards adjustment. Their weight in the overall NR/R
ratio is small, however, and this explains the relatively modest adjust-
ment upwards observable in this summary statistic. )
A major finding exhibited by the coefficient of variation is that in-
terregional inequality, measured in terms of material welfare, has”
hardly grown when we gauge it in total incomes per adult-equivalent.
The mean absolute difference of a person in one of the Soviet repub-
lics from the Union average*? was 8 to 10% in all four benchmark
years with no discernible trend. When the effect of demographic
changes on consumption standards is taken into account, nearly all
of the increasing inequality which others have found disappears.*®
If we wish to evaluate this finding in broader perspective, we should
bear in mind that there are still “poor ethnics” in the rural by-ways -
of Soviet Asia. Because of the nature of our data units, we cannot
fully discuss this serious issue. The long-term progress of Asian na-
tives under Soviet rule—whether we measure in material, occupational,
or social (literacy, infant mortality) terms—has been impressive on
any showing.** A sense of improvement may easily temper the feeling
of frustration at lingering backwardness. But in light of events in
Iran, we had best leave things at this point to specialists better trained
in political sociology. - . :
Various previous writers have shown that the observed coefficient
of variations in the Soviet Union is somewhat less than that observed
for the United Kingdom, Poland, the German Democratic Republic,
Yugoslavia.** While this is instructive and the more surprising in view
of the relative backwardness of the Soviet Union, these authorities
have not dealt with a serious statistical problem confounding any such
international comparison relating to the Soviet Union-republics. Not
one of the countries suggested for comparison is so asymmetrically
divided as the Soviet Union, as noted earlier. In all likelihood, group-
ing the varying sub-regions of the RSFSR into one observation re-
duces the coefficient of variation measured for the USSR. It cannot
apparently be proved that this generalization is analytically true;
counter-examples can be produced. But in the few cases for earlier
years when data were published for industrial output, a measure with
its own inadequacies, for the economic regions within the RSFSR and
Ukranian SSR, the cofficient of variation for the twenty-six resulting

42 Not identical to the coefficient of variation, which is difficult to interpret verbally. The
absolute difference (not shown in the tables) is computed as

D=Zl’i‘—y_?ﬂf,~ i=1,...,15)

with yi denoting each regublican level and f1, its share in the total Union adult-equivalents.

43 McAuley, op. cit., chapter 8; Schroeder’s results for 1960-70 were not too dissimilar
f;‘gm mliéle, but the procedures were. Schroeder, “Soviet Wage and Income Policies,” loc.
cit.. p. 18. . A .

“ Brian Silver, loc. cit., pp. 16251, ; Alec Nove and J. A. Newth, The Soviet Middle East,
New York, Praeger, 1967. .

4 E.g., Koropeckyi, “Equalization of Regional Development,” loc. cit. ; Schroeder, “Soviet
Wage and Income Policies.” loc. cit.; Wiles. op. cit.; McAuley. op. cit.; and Donald W.
Green and Herhert S. Levine, ‘“Regional Differences in Soviet” Economic Development: A
Comparative View,” Paper presented to the American Academy of Social Sciences, March
1972. mimeo. Several writers have also pointed out the favorable material level of the
Soviet Central Asian ‘“‘colonies.” in comparison to Afghanistan, Pakistan, and Iran. Green
and Levine found the Russlan/Soviet Asia gap dwarfed by that between the United States
of America and Latin America. Perhaps more apt is the comyparison between European/
Asiatic USSR, on the one hand, and the USA /Puerto Rico’s GNP has grown rapidly to
about $2500 per person by 1978 plus nearly $700 in Federal transfer payments, “New Look
for Puerto Rico,” The Economist (London), vel. 270, no. 7071, March 10, 1879, p. 116.
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regions was greater than for the fifteen republics.*® Thus, the favor-
able image may be a statistical distortion.

To solve this problem an experimental approach was devised to
regroup the American states into homogeneous regions resembling
in their size, relative incomes, and industrial composition the Soviet
republics.*” The fifty American states plus the District of Columbia
had a per capital personal income in 1976 of $6,441. Before regroup-
ing on Soviet principles, the American states showed a weighted CV
of .113. When regrouped into 15 regions corresponding to the U.S.S.R.
republics in size and economic situation, the weighted CV fell to .089.
As we can recall from Table 3, the actual U.S.S.R. scored .116 in
1970 and .129 in 1975 for a somewhat broader concept. So the “At-
lantic City” method reveals the Soviet Union to be considerably more
inegalitarian the United States of America. Though this might be
explained as the result of lower real standards of living, we have seen
that in per capita terms, the Soviet Union is not becoming more egali-
tarian with further growth, at least up to 1979.

III. INVESTMENT PRIORITY

In view of the contribution of James Gillula to this volume, no in-
tensive effort was made to assess the degree of inequality of invest-
ment and the growth of capital stock for the Soviet republics. Rely-
ing on previous studies, we only shall briefly review two questions:
how is investment supposed to be allocated in the Soviet Union? How
isit in fact allocated ?

In the Soviet economy investment is little related to the place where
profits are earned.** Loans or equity investments by individuals or
enterprises for productive facilities are forbidden. New plants are
supposed to be located where they best serve the interests of the
U.S.S.R. as a “unitary state,” as determined by Party and govern-
ment bodies at the center.

Locational decisions in the U.S.S.R. are enacted by the Five Year
Plans and especially the budget items for the new Territorial Produc-
tion Complexes founded around sources of minerals or energy. Most
TPC’s are in the East, and the Tenth Five Year Plan slates 30 percent
of new investments for that area, as against 29 percent in the Ninth
Plan. As is only likely in such ventures—witness the Alaska Pipeline—
cost overruns and unfinished projects are the universal rule.*®

48 Koropecky], 1bid.

47 The choice was made by two American colleagues, one with expert knowledge of the
Boviet Union and one without any specialist knowledge. Both were given the criteria for
selection, designed to maximize the remaining inter-group variance of the pseudo-USSR,
based on the American states’ per capita personal incomes for 1976. They chose somewhat
different groupings, as would be expected. To give an idea of this method—which, in tribute
to related Monte Carlo procedures in mathematical statisties, we might call the “Atlantic
City” method—Texas became pseudo-Kazakhstan, and the states of Alabama. Arkansas,
Tennessee, and West Virginia stood in for Uzbekistan. Interested readers will be supplied
details but might trv it fhemselves and send me results, employing data published in any
desk almanac for 1976 (with 1970 population weights for convenience).

48 Non-returnable transfers are scarcely inefficient in themselves, as Holubnychy has as-
serted (op. cit., pp. 62—-3), unless they are treated as costless by the recipients. Such trans-
fers have been characteristic of the U.S.S.R. for a long time, and some republics once recip-
ients may turn uP later as involuntary donors—or vice versa. Roy Medvedev. On Soclalist
Democracy, Nottingham, Spokesman, 1975, p. 357. The Ukraine, as a long-industrialized
area, has been called on to glve more than some think it ought to. Wagener has estimated
that in terms of out-transfer of national income, Lithuania and Moldavia were even greater
donors than the Ukraine, while currently Central Asia is the outstanding recipient. Wag-
ener. op. cit.. pp. 152-59.

4 Whether apparent follies will bring the expected profits under the new world conditions
is. of course, a speculation this paper is not prepared to make. The profit margin between
the realizable world price and the alternative domestic costs can he tempting, though. Cf.
Dina R. and Martin C. Spechler, “The Soviet Union and the Oil Weapon,” in Y. Roi, ed.,
The Limits to Power, Soviet Policy in the Middle East, London. Croom Helm, 1979, pp.
96-123, for a recent appraisal of some of the evidence for petroleum extraction.
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Debates within established institutions are permitted and quite un-
avoidable in the contemporary Soviet Union; within limits, open dis-
cussion can even be helpful to the regime. There have been many such
debates in public about regional resource allocation. When the future
is concerned, especially the future of one’s home region, almost any-
thing will go into the argument over investment siting. We do not have
to comprehend dialectical materialism to predict on which side Ukrain-
jans and other Europeans will find themselves when debating atomic
and coal power versus hydroelectric transmission from Siberia or oil
prospecting. That is not to say that interested parties are always wrong.
But outsiders can hardly judge.

Even insiders must have a problem in judging. Rent charges, inter-
est, and properly differentiated transportation tariffs are still not much
used in calculating investment effectiveness of different sites (and
technologies).®® Therefore, such calculations in existing prices are
probably as much partisan weapons as disinterested management tools
for identifying the national interest. Brezhnev is smart enough to rec-
ognize this.

Let the plans be unanimously voted, and the partisan struggle can
go on. Many times plans are overfulfilled some places and not fulfilled
other places. In part this is the upshot of the battle to secure supplies.
How, then, are the funds allocated ? :

Most investable funds are centralized through the Union ministries
and Gosplan, though retained cash-flow is a countervailing element.”
Even social amenities created locally in most other countries are under
central ministry control in the U.S.S.R. By one account 47 percent of
all moving picture theater seats and 51 percent of hotel rooms belong
to.the industrial branches! And this is in Leningrad ! In development
towns cultural facilities, services, and housing are matters for inter-
branch coordination—and understandably so, since the industrial min-
istries alome have the means to build these facilities. Nor can city or
provincial soviets effectively regulate the amount of industrial build-
ing in their-areas. ,

In the past, regional and local Party committees have been pro-
growth, for many reasons. This is no longer so, as evidenced in the
Soviet press for 1977 and 1978. The new dimension of investment
policy conflict in the U.S.S.R. is the central ministries versus localities,
while the old struggles between different ministries or between dif-
ferent Union-republics have been somewhat muted lately. Balts may
oppose further industrialization because it brings more Russians,*
but the language of debate is environmentalism and solving the labor
and housing shortages. :

Several prominent articles in the Soviet press, as selected by the
Current Digest of the Soviet Press, dwell on narrow-minded views
taken by industrial branch ministries in siting new investments. Local
environmental costs are often unconsidered,” local fuels neglected,*
and external diseconomies banished beyond the plant gate. Ministries

50 I, Kantorovich in Ekonomika i organizatsiya promyshlennogo proizvodstva, January
1971 : Dienes, loc. cit. ; Holubnychy, op. cit., p. 64.

51 Planovoye khozyaystvo. no. 3, March 1978, pp. 110-15. In 1971-75 (industrial) minis-
tries controlled about 60 percent, of housing funds, 70 percent of kindergarten construction
financing, and 4045 percent of hospital and polyclinic investments in the RSFSR

52 Theodore Shabad in The New York Times, March 12, 1972,

53 An old problem : Kommunist, no. 1, January 1973, pp. 90-99.

5 1,. Dienes, loc. cit., p. 41 ; Holubnychy, op. cit., pp. 50-91.
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prefer to locate in large cities, where construction and supply are not
the headache they are in smaller ones.

Now, an experience indicates, the demands of local Party people for
social stability, for autarky and costly duplication,®® and generally
for sucking the industrial cow dry are dependable as well. The present
emphasis on reequipment of existing enterprises should please the
locals in the established districts.®

A most common complaint recently from local and regional Party
and planning officials has been that industrial ministries overfulfill
their employment targets, thus drawing in service and agricultural
workers with their promises of high wages and the housing within the
ministries’ provenance.’” Sections IV and V will explain the inter-
regional consequences of these seemingly local struggles.

Within the remaining scope of this section, we can perhaps best
serve the reader by mentioning two worthwhile, but still somewhat in-
accessible, studies. Professor Donna Bahry has found that the inter-
republican coefficient of variation for (gross) investment outlays in
constant prices per capita has fallen from 1956 to 1975.5 Her measures,
when population-weighted as is proper for our purpose, declined from
275 in 1956 to .205 in 1965 but then rose to .234 in 1975. We note that
these CV’s are somewhat in excess of those indicating the dispersion
of net material product per head and thus could still act to widen the
NMP gap if more capital is put at the disposal of the most productive
workers. The investment data would have to be net of depreciation in
order to tell. <

In 1975 the RSFSR reported investment per head of 409 rubles
versus a mean for the rest of the U.S.S.R. of 265 rubles. The NR/R
‘ratio fell sharply during the Brezhnev period from 79 percent to 65
percent. Nevertheless, Bahry concludes that there has been a “clear—
but modest—effort to reduce disparities in capital outlays.” Her con-
clusion seems more appropriate to the Khrushchev than to the Brez-
hnev era, if the emphasis is on productive potential. Bahry was un-
able to find that representation on the Politburo helped a republic
get a bigger share of the swag; despite a regular seat on this body, the
Ukraine and Georgia have suffered continuous relative decline in their
investment shares. Past investments help any republic, according to
the multiple regression results, but whether this is a real or merely
statistical phenomenon remains to be clarified. .

Have the Soviets succeeded in directing investment rationally into
the channels suggested by relative factor availabilities? To a degree,
apparently yes. According to studies by Dr. Hans-Jtrgen Wagener
over some years,* food, machinebuilding, and textile branches have in-
creasingly been located in labor-abundant areas. The chemical and -
certain other industries are not such a good test of the Heckscher-
Ohlin hypothesis, owing to their substantial energy and raw materials-
input component.

55 Pravda, February 8, 1978, on the unwillineness of Baltic republics to specialize in light
industry because trade officials want local supplies.

56 Speech of Alexel Kosygin, Pravda. March 2, 1976. np. 2-6.
5T Planovove khozyaystvo, no. 8. August 1978, pp. 139—42. "

5 Donna Bahry. “Distrihutive Politics and Soviet Elite Mobility : A Test of Two Models,
Paper presented to the meetings of the American Political Science Association, New York
City. 1978, mimeo. . "

% H.J. Wagener. “Rules of Location and the Concept of Rationality,” in Bandera and
Melnyk, eds., op. cit., pp. 63-103 ; and Wagener, Wirtschaftswachstum, op. cit., p. 128.
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IV. Oraer Poricy IssuEs

To continue its economic growth at close to the levels achieved in the
1950’s and 1960’s, the Soviet Union must solve its labor shortage.
Rural labor supplies in the Central non-Black Earth areas have
dwindled to the point that agricultural (especially meat) production
is threatened. Policymakers have begun to demand reequipment of
existing plants, with new facilities to be built in moderation. Mobiliz-
ing internal reserves of pensioners and women is also on the order of
the day. But there will also bé a spatial dimension.

Current Soviet policy is to establish any new labor-intensive plants
preferentially in small towns and in the labor-rich areas of the Cau-
casus and Central Asia, while capital-intensive techniques using rela-
tively little labor are to be given preference for Siberian resource
exploitation. In view of rapid labor turnover even a high frontier
wages and the expense of building suitable intrastructure for families
in Siberia, Brezhnev has called for Komsomol enthusiasts to build up
installations there. Increasingly few planners consider Central Asia
a reservoir of permanent manpower for Siberia, except for unskilled
construction jobs. Just getting the Central Asians to move to their
“own” cities is troublesome and expensive enough. They dislike the
small apartments, the job environment, and even the liberalizing social
pressures.®° .

Another response to labor shortage with implications for the nation-
alities issue would be any increase in incentives. Soviet people do move
to improve their earnings, but if they do not find decent housing, ade-
quate food and services, and an acceptable quality of life, they keep
moving. The Slavs have shown an increased liking for temperate zones,
and the reasonably high wages and supplements accompanying jobs in
the South do nothing to discourage them. So if the Brezhnev practice
has been to equalize wages and social spending among all parts of the
U.S.S.R., some of his compatriots are choosing to earn their money
where the living is easier.

Housing and urban amenities are increasingly understood to be 2
cardinal impediment to changing jobs in the right direction.s* Central
Asians quite understandably want spacious, high-ceilinged houses, as
they had in the kishlak. Moscovites will not eagerly surrender their
apartments for unknown accommodations elsewhere. One answer has
been to recruit new labor from rural settlements to commute to work
in small cities. Like the earliest Russian proletarians, they retain their
izba in the rural settlement. Meanwhile, city wages allow them to fore-
go the drudgery of rising before dawn to milk the cows.

.~ The wheel turns again and again—and always to the old problems

again. Inefficiency and competing bureaucratic claims have produced
the labor shortage, which now begins to exacerbate the agricultural
shortage. To wipe out the agricultural deficit, Soviet planners have
turned to sun-blessed Transcaucasia and the Fergana Valley. Owing

260012?(‘;” Sshlpler of The New York Times in The International Herald Tribune, January

%1 Ekonomika isorganizatsiya promyshlennogo proizvodstva, February 1972, pp. 80-87.
According to V. Perevedentsev, 45 percent of migrants to cities lacked their own homes
after 4 to 7 years. Voprosy ekonomiki, May 1973, pp. 128-37. Dormitory living is depress-
ingly common in Soviet development towns. .



161

to previous exploitation, such places lack irrigation water. So one hears
of gargantuan plans to divert the Siberian rivers to replenish the Aral
and Caspilan Seas and their tributary rivers so as to allow an exten-
sion of cultivation nearby. Such schemes will be more than a marginal
claim on resources, and they will have obvious regional implications.

Whether to find labor or to raise food production, somehow the
Asians look to have good prospects to increase their relatively low
s%an(als in Soviet investments o? all kinds in the years immediately
ahead. : :

V. INTERPRETATION AND CONCLUSION

If one were to judge from the content of the Soviet press, the labor
shortage and the search for new fuels and minerals have occupied the
attention of the Brezhnev regime in the last few years more than the
nationality issue as such. Does this silence or the occasional, self-
satisfied claim that the national question has been solved “in the main”
mean that regional inequality is being ignored by the Soviet rulers?

To some extent the rising inequality in productivity we have pointed
out may be the unintended consequence of energy policy and the min-
istries’ preferences to push the areas with a proven record of success.
The European areas have benefitted from a higher standard of tech-
nical education and more abundant means for technical progress—
institutes, contact with the West, proximity to power. .

On the other hand, income and welfare have not become more un-
equal over time and this indicates substantial and growing transfers
(even if non-budgetary) of goods and services to the “colonies.” In
consequence, by the standards of semi-developed dictatorships and
fraternal Communist countries more developed than itself, the Soviet
Union is rather egalitarian, although the modern USA is more so.

In other ways, too, Brezhnev has shown himself flexible and ac-
commodating towards forces of nationalism. True, he certainly has not
tolerated corruption in the Caucasus nor radical demands for “free-
dom,” even those of an Ivan Dzyuba, a non-secessionist. Catechising
children is punishable. Yet the Brezhnev regime has not set out alto-
gether to suppress religious practice in the Islamic, Catholic, or Ar-
menian areas, where the churches are closely identified with the local
national culture. The Tariquat reportedly is tolerated as a “type of
disciplined secret society” in Muslin areas. National language publi-
cations have been somewhat broadened. Central Asian birthrates are
not to be treated by sterilization campaigns, as in some erstwhile
democracies. Rather, Russian husbands are nagged in the newspapers
to help out with the housework so the wife will agree to a second or
third child.®? Social services have been provided more generously,®
and the child-rich republics can make use of the hospitals, créches, and
schools going up.

This can balance the reverse effect of more generous pensions in
the long-established industrial regions. Private plots and the higher
nationwide minimum wage help the poorer republics more than the
richer ones. Limits on city growth, better highways, and the oppor-

627, Unger in The International Herald Tribune, December 16-17. 1978.

6 Jack Bielasiak, ‘“Policy Choices and Regional Eauality at the Soviet Republic Level,”
Paper delivered at the meetings of the American Political Science Assoclation. September
1-4, 1977, Washington, D.C., mimeo.
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tunity to build one’s own home help the non-metropolitan areas. Mean-
while, Russian philologists without a clue of the Turkic or Caucasic
tongues are not so often thrust on the suspicious and uncomprehend-
ing native children as Russian teachers. Rather, Central Asians are
being invited to spend a few years as student trainees in the RSFSR
before going back home as technicians or—as Russian teachers. As
has been widely reported, the affront to the status of the Georgian,
Armenian, and Azerbaijani languages in their new constitutions was
promptly erased. Out-and-out Russian chauvinists are occasionally
warned to desist. After threats to secede from Georgia, the Abkha-
zians were reportedly promised $750 million in industrial, transpor- -
tation, agricultural, and educational installations.’* While the Asians
do not respond to these gestures with lIove and identification, a con-
siderable amount of cultural assimilation at the popular level is obvi-
ous, at least in the main cities.® Elite non-Russian youth increasingly
speak Russian among themselves and to other nationalities and may
even raise a glass of vodka to peace and friendship. .

All these are canny expedients authored by an experienced leader-
ship to keep nationalities conflict latent only. Unpleasant side-effect of
policies not maybe intended to exploit the non-Russians must not in-
advertantly cause the deep faults of the Soviet subterranean founda-
tion to break to the surface and to tumble the castles of steel and con-
crete which have been impressively, if somewhat hastily, erected there.
* Considering the external threats of Islamic fundamentalism, the com-
peting, calls on resources, and the growing productivity gap, a new
leadership would do well to make Brezhnev’s “welfare colonialism”
function as smoothly as it has up to now.
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I. INTRODUCTION

Early in 1972, a brief news item in the Soviet press announced that
work had begun on a new Siberian feeder railroad running north
from the Trans-Siberian mainline.! The new rail line, running from
Bam station 112 miles north through Tynda to the Neryungri coking-
coal deposit of southern Yakutia, was to provide access to a coal field
in which the Japanese steel industry had expressed interest. The an-
nouncement of this north-south rail spur was the first indication that
Soviet planners were considering the revival of the great Baikal-Amur
Mainline project, an east-west railroad on which work had begun in the
1930’s in an attempt to open up new territory situated to the north of
the Trans-Siberian. The feeder railroad on which work had begun in
the early 1970, according to the BAM project, was to have served as a
transverse line crossing the east-west mainline at Tynda.

Two years later, Leonid I. Brezhnev, in a speech in Alma-Ata, con-
firmed that the BAM project was indeed being revived as one of
the major undertakings of the 10th five-year plan (1976-80) and
of the longer-term Soviet development program extending to 1990.%
Since then the 2,000-mile Baikal-Amur Mainline has become one of the
high-priority construction projects of the Soviet economy extending
through both the 10th five-year plan and the 11th plan period (1981-
85) with completion scheduled for 1983. Despite the harsh, uninhabited
environment traversed by the railroad, a difficult terrain posing seri-
ous engineering problems, and the coordination and supply problems
that often delay construction projects. the BAM after five years of
work appears to be fairly close to schedule, with 40 percent of the
trackage of the proposed system laid by the middle of 1979.

The rationale underlying the construction of such a vast proiect has -
changed through the Soviet period. In the 1930’s, when the BAM was
first contemplated, it figured as a component in an ambitious develop-

¢Soviet Geography. review and translation.
1Trud. Jan. 6, 1972 : Soviet Geography. April 1972, p. 260.
2 Pravda, Mar. 16, 1974 ; Soviet Geography, September 1974, pp. 443—444.
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ment program designed to provide access to remote regions of the
Soviet Union. In those years regional development policy was domi-
nated by the doctrine of equal development of all parts of the Soviet-
Union regardless of economic efficiency, and the provision of a uni-
formly developed transport net throughout Siberia was an inherent
aspect of the early approach to regional development. Qutlying re-
source sites were viewed as potential foci for regional development
and were expected to become centers of in-migration, often in virtual
disregard of environmental and economic realities. The development
of remote areas and the early construction of the BAM in particular
were aided by strict controls on labor during that period and the avail-
ability of a large reservoir of forced labor that could be maneuvered
at will and was often put to work on major projects in outlying
.Tegions.

In the middle 1950’s, after the westernmost and easternmost. seg-
ments of the BAM had been completed, the use of forced labor as a
mass institution ceased upon the death of Stalin. With the dissolu-
tion of the labor pool and in the absence of an immediate economic
rationale for the railroad in the post-Stalin era, work on the project
was abandoned. The status of the BAM was controversial at the time.
It was shown as completed on a National Geographic map of the
Soviet Union and, despite evidence to the contrary, some Soviet émi-
grés insisted that the railroad had been finished.?

The renewal of interest in the early 1970’s can be attributed to at
least three factors: (1) security; (2) Trans-Siberian transport ca-
pacity; (8) resource development for export.

The Soviet-Chinese rift of the 1960’s, culminating in border clashes,
had fointed up the apparent vulnerability of the Trans-Siberian
mainline running close to the Chinese border in the Amur River and
Ussuri' River valleys. To the extent that the BAM alignment ran at
least a hundred miles farther north than the Amur River segment of
the Trans-Siberian, the BAM could be said to provide a less exposed
transport route in strategic terms., It should be noted, however, that
no counterpart of the BAM is planned on the Ussuri River side of the
Soviet-Chinese border, where rail communications are just as close
to the frontier as on the Amur River side. )

The BAM, though initially planned as a single-track line, can be
visualized as ultimately relieving the heavy transport load on the
existing double-tracked Trans-Siberian mainline. Although the carry-
ing capacity of the Trans-Siberian had been increased during the
1960’s by conversion to more efficient diesel and electric traction,* there
appeared to be an increasing need for an additional route. One factor
was the growing volume of freight moving in containers from Japan
to Western Europe over the so-called Siberian Landbridge.® One of
the early rationales for the renewal of the BAM project was also the

3 The New York Times, Aug. 11, 1960 (“Soviet Completes Far East Rall Link”), Aug. 21,
1950 (Letter to the Editor), Aug. 26, 1950 (Letter to the Editor). For the historical
background of the BAM project and many other details, see Victor L. Mote, “The Baikal-
Amur Mainline: Catalyst for the Development of Pacific Siberia, in: Theodore Shabad
and Vietor L. Mote, Gateway to Siberian Resonrces (The BAM). A Halsted Press Book
(Scrinta Series in Geographv). New York : John Wiley & Sons, 1977, pp. 63-115. .

¢ Akademiya nauk S.S.S.R. Inktitut geografii. Dal'niy Vostok (The Far Fast). Moscow:
Mysl. 1966. pp. 241-242; A. N. Gladyshev, A. V. Kuilkov, B. F. Shapalin, Problemy
;avi‘g(f)xya i razmeshcheniya proizvoditel’'nykh sil Dal’nego Vostoka. Moscow : Mysl’, 1974,

SElisa B. Miller, “The Trans-Siberian Landbridge,” Soviet Geography, April 1978,
Pp. 223244, :
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expectation of a substantial movement of West Siberian crude oil
across Siberia both to new refineries in the Soviet Far East and for
export to Japan and other Pacific Basin countries. According to Soviet
calculations in the early 19707, it was more economical to build a new
railroad with provision for special heavy tank-car unit trains than
to lay a Trans-Siberian pipeline to carry West Siberian oil eastward.®

Finally, the atmosphere of international détente beginning in the
early 1970’s and apparent Soviet willingness to interact to a greater
extent with the rest of the world economy focused attention on the
need for a transport route that would provide access to new resource
sites in Eastern Siberia and the Soviet Far East for export to the
Pacific basin. In view of the long distance separating the Soviet Far
East from the national economic heartland in the Kuropean USSR,
there had been relatively little interaction between the easternmost
regions and the Soviet domestic economy. There had long been inter-
est in reorienting the eastern regions of the Soviet Union toward the
Pacific.” With the advent of détente, these plans received new impetus,
and were given expression in a series of articles by I. M. Mayergoyz,
a Moscow University geographer.®

The lack of transport access to resources proved to be an obstacle
to tentative joint Soviet-Western development plans under discussion
in the early 1970’s, for example, the question of developing the copper
deposits of Udokan. Evident Japanese interest in the coal resources
of Neryungri in southern Yakutia provided a further stimulus for
the revival of the BAM.

Although the precise shape of things to come was difficult to predict
a decade ago, the foregoing factors evidently combined to make this
2,000-mile rail project one of the priority undertakings of the Soviet

Union.
I1. ProcrEss oF CONSTRUCTION

When plans for a great new railroad in the Far East were first
considered seriously in the early 1930’s, actual construction got under
way on the so-called Little BAM, the north-south feeder line running
north from Bam station in the Trans-Siberian to Tynda. Construc-
tion on the line began in 1933, and work trains were running on it by
1938.® Within the next two years preliminary surveys and designs were
completed for portions of the BAM, and Soviet planners ordered the
start of construction on the westernmost segment of the east-west
mainline, running from the Trans-Siberian Railroad at Tayshet to-
ward Bratsk on the Angara River, and on the easternmost segment,
connecting the new town of Komsomol’sk on the Amur River with
the sea at Sovetskaya Gavan’. By the start of the German invasion of
the Soviet Union in mid-1941, the rail-laying teams on the western
segment had advanced 36 miles to Nevel’skaya-station ° and the road-
bed and bridges on the eastern segment had been partly completed.

6V. V. Biryukov, “The BAM : Planning Aspects,” in: Shabad and Mote, Gateway . . .,
op. cit.,, pp. 118-119,

7V. A. Krotov et al. “The Role of Eastern Siberia in Solving Some of the Economic
Problems of the Pacific Basin.” Soviet Geography, February 1968. pp. 142-144.
, 81 M. Mayergoyz, “The Economic-Geographic Basis for Soviet-American Economic
'Cooperation,” Soviet Geography, December 1974, pp. 603-808, and “The Unique Economic-
Geographic Situation of the Soviet Far East and Some Problems of Using It Over the
Long Term,” Soviet Geography, September 1975, pp. 428-435.

9 A. A, Pobozhly. BAM : Skazaniye o pervykh prosekakh (BAM: The Story of the First
Surveys). Khabarovsk, 1975, pp. 36-37.

10y, M. Rudykh. Gorod Bratsk (The City of Bratsk). Irkutsk, 1872, p. 72.
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The wartime emergency interrupted work on the BAM. In fact, in

1942, rails and other structures along the right of way were dismantled

on the Bam-Tynda line to provide material for the construction of a

, ﬁqw priority rail project behind the fighting lines along the Volga
1ver.!

_Toward the end of World War II, as pressures in the western re-
gions eased, Soviet rail planners turned their attention once again to
the east, and work on the BAM resumed. Priority was now given to
the Komsomol’sk-Sovetskaya Gavan’ segment. This line was to give
Komsomol’sk a direct outlet to the sea and shorten the route for freight
moving from the Trans-Siberian toward Sakhalin, Kamchatka and
other regions of northeast Siberia. The new railroad, which actually
had its western terminal at Pivan’ on the right bank of the Amur oppo-
site Komsomol’sk (a bridge was not built until 1975),22 was finished
in July 1945.13

Meanwhile work was also resumed on the western segment from
Tayshet to Bratsk, which was reached in 1947. Within four years
it had been extended to Ust-Kut on the upper Lena River.** Just as
the easternmost segment of the BAM was to play a useful role in link-
ing Komsomol’sk directly to the sea, the western segment performed
a number of crucial economic functions. It opened up new logging
areas east of Tayshet, helping to make Irkutsk Oblast the Soviet
Union’s largest timber-producing region (nearly 10 percent of the
nation’s commercial roundwood output). It provided an access route
to the great hydroelectric project at Bratsk, which incidentally had
not been anticipated in the original BAM plans and required the
relaying of rails in 1955-56 so that the railroad would pass over the
Bratsk dam. The western BAM segment also provided access to the
iron-ore mine of Zheleznogorsk (between Bratsk and Ust’-Kut),
which became the principal ore supplier (6 million tons a year) for
the new West Siberian Iron and Steel Plant built at Novokuznetsk in
the Kuznetsk Basinm in the late 1960’s. Finally, the railroad opened
up a new supply route to Yakutia by carrying freight to the Lena
River navigation head at Ust’-Kut for onward transportation by river
to Yakutsk and other places in the remote Siberian northeast.

In the early 1970’s when events moved toward a resumption of
construction work on the BAM after a hiatus of 20 years, it was again
the Little BAM transverse line that was the first to be built. Stimu-
lated by the prospect of a coal deal with Japan, work began in the
winter of 1971-72, and Tynda, the future junction point with the
east-west mainline, was reached in May 1975.2° While Tynda began
to serve as a starting point for work on the mainline to the east and
to the west, the rail-laying crews on the Little BAM pressed northward
toward the coal of Neryungri. The principal obstacle along the way
was a three-quarter-mile-long tunnel between the stations of Nagornyy
and Zolotinka. The pressure to reach Neryungri was so great that a
temporary bypass was constructed, and the first work train reached
Berkakit, the rail terminal for Neryungri, in October 1977.1¢ Although

1 Pobozhly, op. cit., p. 100.

13 Soviet Geography, January 1978, p. 61.

13 BAM : Problemy i perspektivy. Moscow : Molodaya Gvardiya, 1976, p. 32.
14 Rudykh, op. cit., p. 82.

15 Soviet (Feograrhv, October 1975, p, 547.

18 Soviet Geography, January 1978, p. 68.
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the breakthrough in the tunnel was achieved in September of that
year, it took 12 more months to finish the tunnel walls and lay the
roadbed and rails through the tunnel. Meanwhile a 15-mile spur
was extended from Berkakit to the actual Neryungri strip mine, at
mineside Ugol’naya station, and in October 1978 the first loaded coal
train left Neryungri, passing through the newly completed tunnel, to
deliver fuel to a local power station at Tynda.l” The first major ele-
ment of the BAM project, the north-south transverse line, had thus
been completed. .

Meanwhile construction has been proceeding on the east-west main-

line in three principal sectors: (1) the western sector, where work

~on the BAM represents essentially an extension on the Tayshet—Ust’
Kut segment completed in the early 1950’s; (2) the central sector,
where rail-laying trains have been advancing westward and eastward
from Tynda; and (3) the eastern sector, between Urgal and
Komsomol’sk.

In the western sector, the jumping-off point was the Lena River at
Ust’-Kut, where a 1,370-foot bridge was opened in September 1975
after 17 months of construction.”® Proceeding generally southeast
toward the Baikal Mountains, the railroad reached the Kirenga River
(a major tributary of the Lena) at Magistral’nyy (at 105 miles) in
mid-1977, and the western slopes of the mountains in 1978. The
Baikal tunnel, 171 miles from Ust’-Kut, is the second longest along
the BAM and one of the principal obstacles along the entire route. As
in the Little BAM, a temporary bypass was built between the tunnel
entrances across the mountain range to enable work trains to proceed
while work on the 4.2-mile tunnel goes on for completion scheduled
in 1982. The temporary 10-mile bypass, between Del’bichinda, at the
western tunnel mouth, and Davan at the eastern end, was completed
in October 1978 and the first work train descended into the Lake
Baikal basin. In the course of 1979, work was expected to continue
past the northern tip of Lake Baikal and up into the Upper Angara
valley toward the North Muya Mountains, where the longest tunnel
along the entire BAM route, 9.5 miles long, is to be built. ‘When com-
pleted, it will be the fifth longest rail tunnel in the world, exceeded
only by the Simplon Tunnel in the Alps, the Apennine Tunnel near
Genoa, Italy, and two underwater tunnels under construction between
the Japanese islands. The North Muya Tunnel will be the last con-
struction project along the BAM, and its completion, scheduled for
1983, would determine the start of traffic along the entire route.

In the central sector, while most of the construction effort was
concentrated on the Little BAM running northward from Tynda into
southern Yakutia, relatively less progress was made on the segments
west and east of Tynda. However, even there, construction appeared
to be close to schedule. To the west of Tynda, rail-laying crews had
advanced as far as Larba (Mile 80) by the end of 1978.* The seg-
ment running west from Tynda through Nyukzha, Chara and Muya
toward the northern tip of Lake Baikal is being left until the very
end of the BAM project in the early 1980’ since this portion can be
completed only with the work on the nearly 10-mile-long Muya

17 §oviet Geography, December 1978, p. 742,

18 Soviet Geography, January 1976, p. 61.
1 Gudok, Dec. 17, 1978. By mid-1979, Unakha had been reached.
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Tunnel. To the east of Tynda, rails were laid over a distance of more
than 90 miles to Dipkun by the end of 1978.2° This segment, running
from Tygda eastward toward Urgal, will require the construction of
two long bridges, across the Zeya River at Zeysk and across the
Selemdzha River at Fevral’sk, and will also have to await completion
in the early 1980’s.

In the eastern sector, between Urgal and Komsomol’sk rail-laying
crews completed work in June 1979, thus establishing through traffic
between the two railheads, which are already linked to the Trans-
Siberian mainline in the south by feeder railroads. The completion of
the Urgal-Komsomol’sk segment of the BAM thus created a self-
contained loop consisting of the two feeder lines (Izvestkovaya-Urgal
and Volochayevka-Komsomol’sk) and the intervenin segments of
the Trans-Siberian (Izvestkovaya-Volochayevka) and of the BAM.
Urgal has a coal mine that has been supplying Komsomol’sk since
World War II. The coal has been hauled over a roundabout distance
of about 600 miles south to the Trans-Siberian, east to the Volo-
chayevka junction, and the north along the feeder railroad to
Komsomol’sk, The direct Urgal-Komsomol’sk segment of the BAM
will reduce the length of haul by one-half, to 300 miles.

The work on the Komsomol’sk-Urgal segment of the BAM had
-been aided to some extent by the fact that a 120-mile section running
from Komsomol’sk northwest to Duki had been built in the original
BAM project of the 1940’s and had been in use as a logging railroad
since that time. It provided ready access to the Duki-Berezovka area,
where rail-laying had to be started from scratch in the renewed BAM
project, and required mainly reconstruction and modernization to
serve as an integral part of the new project. Most of the new con-
struction had to be done between Berezovka and Urgal along the
Amgun’ River valley. In this section, where Soviet Army personnel
was reported to be engaged in construction, work proceeded from
both ends, with some rail-laying crews operating southward from
Berezovka, advancing upstream along the Amgun’ River valley
toward Gerbi, and other construction teams moving out of Urgal to
the east and northeast toward a neeting with the other force, effected
at the end of June 1979 in the Gerbi area. The construction force ad-
vancing from Urgal also found a relic of the old BAM days that
could be rehabilitated for use in the new project. This was the Dusse-
Alin’ Tunnel, at the headwaters of the Amgun’, some 40 miles out of
Urgal. This 1.2 mile tunnel, the longest outside of the mountainous
western sector of the BAM, had actudlly been excavated in the late
1940’s. Over the years, in the Siberian winters, it had become clogged
with ice, and most of the work in rehabilitation in 1976-77 involved
the removal of more than one million cubic feet of ice by a combina-
tion of blasting and jets of hot air.2! By Julvy 1977, the tunnel had
been reopened and refurbished and work could proceed.

Although reports on trackage laid are fragmentary. it would appear
that construction is more or less on scheduls on the BAM despite the
evident engineering problems and the difficulties of supply and co-
ordination. The current five-year plan (1976-80) hrd called for the

® Qudok, Dec. 20, 1978. ) ]
19;17Gudok, June 18, 1976; Sotsialisticheskaya Industriya. July 3..1977: Pravda. July 8,
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completion of about 1,100 miles out of the total BAM trackage of
more than 2,000 miles by the end of 1980.% By mid-1979, more
than 850 miles had been laid, or about 40 percent of the total rail
length. More significantly, 7.5 billion cubic feet of earthwork had
been done on the roadbed, or almost one-half of the total.”® Earth-
moving work, incidentally, appeared to be double the original esti-
mates.2* The total work force on the BAM in 1968 was put at 64,000,*
of which one-fourth, or 16,000, were on the western mountain sector

in the Buryat ASSR.*
II1. POPULATION AND SETTLEMENT

Although the BAM alignment runs generally only a few hundred
miles to the north of the Trans-Siberian and 1s still well contained
within the southeast quadrant of the Siberian landmass, it passes
through virtually uninhabited territory with a harsh physical envir-
onment that is not favorable for human habitation. Although early
reports about the prospects of the BAM spoke enthusiastically about
the development of a new zone of settlement, more sober appraisals
by Soviet planners do not envisage any population influx beyond the
immediate needs of employment on the railroad and in resource sites.
The factors that generally inhibit settlement in most of Siberia to the
north of the Trans-Siberian mainline apply fully to the BAM, and
Soviet planners assert that the cost of maintenance of people in Si-
beria, including the BAM, is simply too high to justify encouraging
sottlement for its own sake. For one thing, the entire BAM zone lies
in the area of Siberia where the regional wage differential, based on
hardship, is 70 percent of the standard wage, compared with a differ-
ential of 20 to 30 percent in the southern settlement zone along the
Trans-Siberian mainline. Because of these wage increments, Soviet
planners do not contemplate locating labor-intensive processing in-
dustries in the BAM zone. According to present calculations, process-
ing and services will be located mainly along the Trans-Siberian
mainline to the south, and settlement along the BAM will be restricted
to the needs of railroad operations and resource development, mainly
mining and logging activities.?” Early estimates for the future popula-
tion in the BAM zone ranged as high as one million,? but the outlook
over the near term is for substantially less than that projected figure.

At the start of construction in the middle 1970, the total popula-
tion along the future BAM was a little over 300,000 (out of a total
Siberian population of 25 million), of which about 240,000 were con-
centrated in the city of Komsomol’sk, the eastern terminus, and 38,000
in the town of Ust’-Kut, at the western end. This meant that as few
as 35,000 people were spread over the 2,000-mile zone between the two
extremities. The zone included a total of five urban settlements, of
which the largest was Chegdomyn, the mining center of the Urgal coal
basin. Rural population was negligible in the absence of agriculture,
corsisting mainly of indigenous hunters and reindeer herders.

22 Planovoye Khozyaystvo, 1977, No. 10, p. 12.

2 Stroitel’nayva Gazeta, Aug. 6, 1978.

2 Shabad and Mote. Gateway . . .. op. cit., p. 119 (220 million m?). p. 135 (222 mil-
lion m3), or about 7.5 billlon cubic feet. The one billion cublc feet cited on p. 79 is a
conversion error. o

2 Stroitel’naya Gazeta, Aug. 6, 1978.

2 Gudok, Dec. 29, 1978. .

= Voprosy Geografil, No. 105 (The Balkal-Amur Mainline), 1977, p. 117.

28 Shabad and Mote, Gateway . .., op .cit., p. 91.
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The preliminary outlines of future settlement have become evident
in the course of construction since 1974 as new urban places have been
founded along the BAM alignment. In the first five years of construc-
tion, a dozen new settlements were announced, most of them concen-
trated in the western sector.z? These new settlements and their found-
ing dates are as follows:

Irkutsk Oblast—
Zvezdnyy (August 1974).
Magistral’nyy (March 1975).
Ul’kan (January 1976).
Kunerma (April 1978).
Buryat ASSR—
Tonnel’nyy (May 1978).
Goudzhekit (May 1978).
Severobaykal’sk (September 1975).
Nizhneangarsk (1938).
Novyy Uovan (August 1976).
Severomuysk (April 1977).
Chita Oblast (non).
Amul Oblast—Tynda (workers’ settlement, 1941; city, No-
vember 1975).

Khabarovsk Kray—Urgal (October 1974).

The settlements in Irkutsk Oblast reflect the gradual progress of
BAM construction from the Lena River at Ust’-Kut toward the Baikal
Mountains. Of these places, probably only Magistral’'nyy has any
prospects of growth, being situated on the crossing of the BAM across
the Kirenga River and in the vicinity of major logging and wood-
processing developments projected as part of the BAM program.

In Buryat ASSR, the principal settlement with growth prospects is
Severobaykal’sk, which is situated on the northern shore of Lake
Baikal at the point where it is reached by the BAM. Severobaykal’sk,
because of a more favorable site, is expected to supersede nearby
Nizhneangarsk as the principal port and transport hub at the northern
end of the lake. The other settlements have arisen in conjunction with
the BAM construction, particularly the great two tunnel projects;
Tonnel’nyy, as the name implies, isat the eastern entrance to the future
Baikal Tunnel, and Novyy Uoyan is on the western approaches to the
future North Muya Tunnel, with Severomuysk near the western end
of the tunnel mouth (Severomuysk .is a Russian form for North
Muya). ~

Although no urban settlements have arisen so far in Chita. Oblast,
in the absence of construction work for the time being, there are pros-
pects for such settlements, particularly at Chara, the base for nearby
Udokan copper development, and at the Udokan copper site itself.

Similarly, in Amur Oblast, in light of the limited amount of con-
struction so far on the east-west mainline, the only urban center that
has arisen is Tynda, which by virtue of its situation at the crossing of
the east-west line and the north-south Little BAM may be regarded
as the virtual capital of the entire BAM development. program. It first

® The founding of urban places in the U.S.S.R. is announced periodically in Vedomostl
Verkhovnogo Soveta SSSR, a weekly publication of laws and decrees; cumulative listings
appear in the serial publication SSSR. Administrativno-territorial’'noye deleniye soyuznykh
respublik, last published in 1977 (with standing as of Jan. 1, 1977).
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arose as an urban settlement in 1941 at the time of the first construc-
tion of the feeder line from the Trans-Siberian, and retained nominal
urban status despite the dismantling of the rails. As a result of the
renewal of the BAM project, Tynda rose in 1975 to the next highest
urban category, that of city. Before the resumption of the project In
1974, it had a population of about 6,000; since then the population has
grown to about 40,000. o

" To the east of Tynda, where construction progress has been limited
so far, significant urban settlements are expected to arise at two points
where the BAM crosses important rivers; these prospective rail-river
transport hubs are Zeysk, on the Zeya River and at the upper end of
the large reservoir formed by the Zeya hydro station, and Fevralsk,
at the Selemdzha River crossing.

In Khabarovsk Kray, the principal urban development thus far has
taken place in the Urgal coal basin. This area had two old urban set-
tlements dating from the 1940’s, when the coal basin was reached by
a rail line from the Trans-Siberian and mining got under way:
Sredniy Urgal, founded in 1942, and Chegdomyn, dating from 1949.
Work on the BAM in this area-has given rise to the new settlement of
Urgal, which also has promises of substantial growth.

Present indications thus are for at least half a dozen major urban
centers that will perform regional service functions as well as addi-
tional smaller places associated with particular mining and wood-
products projects. Even the largest urban centers in the BAM zone are
not expected to exceed the 50,000-100,000 population class. Larger base
cities will continue to function either at the two extremities of the
BAM zone (Bratsk and Komsomol’sk) or to the south along the:
Trans-Siberian = Railroad, with its relatively more hospitable
environment.

Although early enthusiastic designs for regional development along
the BAM envisaged several of so-called territorial production com-
plexes along the east-west mainline, more sober-minded subsequent
analyses envisage another approach, involving the formation of north-
south oriented complementary complexes, in which a segment of the
Trans-Siberian zone in the south would function as a support base for
the less developed corresponding BAM segment in the north.*

Separate mention should be made of the proposed South Yakutian
territorial production complex envisaged for the Neryungri ‘area at
the northern end of the Little BAM. Here, too, the construction of the
railroad has given rise to new urban settlements, including Zolotinka
and Berkakit, both founded in February 1977, and supplementing the
older Nagornyy, dating from 1941. Neryungri itself became an urban
settlement in 1972, and was raised to city status in 1975. The environ-
mental conditions that would appear to inhibit large-scale settlement
and urban development along the east-west mainline apply all the more
to the more northerly Neryungri district. For the time being, develop-
ment plans at Neryungri call for the development of the strip mine, a
coal washery and a power station. Looking further down the road,

2 For a detailed account of the early designs of territorial productlon complexes alon,
the BAM, see Shabad and Mote, Gateway . .., op. cit, p. 82 l()map), pp. 87-87, 153—161g.
For an alternative regional deslen concept of complementary regions combining segments of
the Trans-Siberian and of the BAM, see: P. Ya. Baklanov et al. ‘“‘Economic Reglonaliza-
gop!;! ;thl}le Ifg%ern Zone of Influence of the BAM (Concept and Method),” Soviet Geog-

, June .
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promoters have also been pressing for a new iron and steel complex in
this area, based on the local coking coal and on nearby iron ore yet to
be developed. But others argue against such a northern location for the
steel plant, favoring a more southerly and more accessible site on the .
Trans-Siberian.

IV. Prosrective Economic Funortons:

‘When the BAM program was announced in 1974, the basic rationale
being offered in the Soviet literature was the need for a transport route
for West, Siberian crude oil to the Pacific. The BAM was visualized as
part of the combined pipeline and railroad sysem, including a pipeline
from the West Siberian oil fields to Tayshet, then transfer to heavy
tank-car unit trains on the BAM as far as Urgal, then return to the
pipeline mode on the final leg of the crude-oil transport route to Far
Eastern refineries and seaside export terminals.?* Although the second
change in transport mode from rail to pipeline was never explained,
it was stated that such a transport arrangement was more economical
than an all-pipeline route across Siberia both because of the high cost
of pipeline construction in this region, approaching that of a single-
track railroad, and because of the advantages posed by a railroad as a
more universal form of transport.

According to these early projections, West Siberian oil movements
to the Far East were to account for as much as 70 to 75 percent of the
ton-miles of freight traffic on the future BAM, with wood products
accounting for 10 to 18 percent. Although the BAM was generally
portrayed as a means of opening up new mineral sites along the way,
data on the potential traffic generated by these future development
projects were lacking and were not included in the early projections.
As late as 1978, a Soviet article dealing with the design of rolling stock
for the BAM envisaged heavy oil-tanker trains weighing 8,000 tons in
the first 15 years of operation (starting in the mid-1980’s) and even
heavier trains of up to 9,000-9,500 tons thereafter.?

These traffic projections for the BAM have not considered the pos-
sibility that Soviet production of crude oil may be peaking sometime
in the 1980’s and that increasingly smaller amounts would become
available for export. Although this point may not be reached as early
as predicted by the Central Intelligence Agency (1981-82), the rate at
which West Siberian production increments are being eroded by out-
put declines elsewhere in the Soviet Union appears to suggest that a
peak in oil production may be reached around the time the BAM goes
mnto full operation (1983 or thereafter).

Aside from the flow of wood products and the possible expan-
sion of trans-Siberian container traffic between Japan and Western
Europe, what are the prospects for freight traffic being generated on
the BAM by regional mining developments?

By far the firmest, of course, is the flow of coal that will be generated
by the Neryungri strip mine in southern Yakutia. Its first-stage ca-
pacity, scheduled to be in operation by 1983, in time for completion
of the BAM, will be 13 million tons, including about 3 to 4 million

& Shabad and Mote, Gateway . . ., op. cit., pp. 118-119, 132-133.
82 1. I. Kantor et al. “Choice of Locomotive Capacity for the BAM,” Zheleznodorozhnyy
Transport, 1978, No. 3, pp. 72-75.
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tons of steam coals, which lies in the upper portion of the deposit
below the overburden, and 9 to 10 million tons of coking coal, which
constitutes the deeper beds.®* The first steam coal moved out of
Neryungri for local power-station use in October 1978, and the 1979
plan called for the completion of the first 2.5 million ton section of
the strip mine.** In anticipation of the growing coal-export traffic gen-
erated by the Neryungri mine, the first 6.2-million-ton section of a coal-
loading “pier went into operation at the new Soviet Pacific port of
Nakhodka-Vostochnyy in late 1978.%% Its ultimate loading capacity
is planned at 13.6 million tons. Pending the arrival of Neryungri ex-
port coal in the 1980’s, the Nakhodka coal terminal is handling coal
from the Kuznetsk Basin for export to Japan, now running at around
3 million tons a year. ' ‘

Aside from Neryungri coal traffic, Soviet planners appear to envisage
the development of the iron and steel complex, with a location yet to
be determined; the copper-deposits of Udokan, in northern Chita
gglsaf{, and the asbestos deposits of Molodezhnyy, in northern Buryat

Regardless of the location of the steel plant, which would be working
in part for export, the BAM would be involved in raw material flows
to the prospective plant site. Aside from coking coal from Neryungri,
this would include iron ore from an as yet undetermined location. An
iron-ore deposit known as Tayezhnyy has long been known in the
Neryungri area and is said to be capable of supporting an annual
production level of as much as 17 million tons of crude ore (sufficient
for the operatiion of a steel plant). There has also been interest in a
new ore source now being explored in the Chara-Tokko district, some
200 miles west of Neryungri.*® Aside from the controversial prospect of
locating the proposed steel complex in the Neryungri area, sites have
been proposed to the south, near Svobodnyy on the Trans-Siberian,
and at Komsomol’sk, at the eastern end of the BAM, where a small
steel plant has been operating for several decades.

The Udokan copper project, probably one of the most publicized
mineral prospects in the BAM zone, will evidently require a foreign
participant on a compensation basis, in which the Soviet Union ar-
ranges payback for foreign investment in the form of product. A num-
ber of negotiations were held with foreign participants in the early
1970, but they were inconclusive, partly because of the problem of
transport access to the Udokan site. The prospect of reaching this large
source of copper ore is presumed to have been among the motivating
forces that led to resumption of the BAM construction. Recently the
Soviet Union once again approached the Japanese regarding participa-
tion. in the Udokan project, which at any rate would not get under
way until well into the 1980’s since it is situated in the western sector
of the BAM east-west line, the last to be placed into service.®’

Part of the joint participation package presented to the Japanese
in early 1979 was the Molodezhnyy asbestos project, also situated in

33 Koks. 1977, No. 8 ; Ekonomicheskaya Gazeta, 1978, No. 20. .

s Pravda, Oct. 27, 1978 ; Ekonomicheskaya Gazeta, 1979, No. 5.

% Vodnyy Transport, Dec. 23, 1978 ; Sovetskaya Rossiya, Jan. 9, 1979.

36 Shabad and Mote, Gateway . . . , op. cit.,, p. 81; Soviet Geography, January 1977,
pp. 33-38. and October 1977, p. 609.

37 The New York Times, Feb. 17, 1979.
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the western BAM zone. Though explored in the early 1960’s and found
to abound in the valuable long-stable fibers suitable for spinning, the
asbestos deposit has remained undeveloped because of lack of access.®
This, too, will materialize only in the mid-1980’s when the BAM
reaches the area. The additional constraction of a 20-mile rail spur
will be required from Taksimo on the BAM to the asbestos site.?

A number of additional mineral prospects have been mentioned in
the Soviet literature, particularly metallic deposits of all kinds in
. the mountainous western sector near Lake Baikal, where the geology
favors the presence of metalliferous formations. However, no concrete
projects have been announced, and are not likely to be determined be-
fore the formulation of the next five-year plan, running from 1981
to 1985. Except for some materials that are short in the Soviet domestic
economy, many of these mineral prospects would require foreign par-
ticipation for export purposes.

V. CoxcLusION

Since the announcement of its resumption in 1974, the 2,000-mile
Baikal-Amur Mainline has become one of the highest-priority con-
struction projects in the Soviet economy. Unlike many similar under-
takings, especially of such magnitude, work on the BAM appears to
be reasonably close to schedule despite the harsh, uninhabited north-
ern environment, engineering problems and the usual problems of
coordination and supply inherent in Soviet projects. By the middle of
1979, about 850 miles of track, or close té 40 percent of the proposed
system, had been laid. Completion of the project on time, by 1983,
will depend mainly on the construction of the two major tunnels at
the western end of the line (nine and four miles long).

Although the decision to proceed with construction of the BAM un-
doubtedly has some strategic implications (the line is 110 miles farther
north from the Amur River border with China than the Trans-
Siberian), there are clearly strong economic motivations behind the
project. Aside from providing an additional east-west route through
eastern Siberia, thus relieving the traffic load on the Trans-Siberian,
the BAM will provide access to an entirely new northern tier of re-
source sites that were previously devoid of transport outlets. These
resources are expected to be used both to build up the economy of the
eastern half of Siberia and to generate a new export potential through
. Soviet Pacific ports, especially the new and expanding harbor facili-
ties at Nakhodka-Vostochnyy.

A basic rationale for the construction of the BAM in the original
planning calculations was the provision of a combined pipeline and
railroad route for the transportation of West Siberian crude oil across
Siberia to Far Eastern refineries and export terminals. As late as
March 1978, rolling-stock designs for the BAM still envisaged heavy
oil-tanker unit trains moving over the line until the end of the cen-
tury at least. These early freicht traffic forecasts appear to be put in
question by the expectation that Soviet oil production will peak in
the 1980’s and export prospects will be curtailed.

The payoff of the multibillion-dollar BAM project will depend on
the Soviet Union’s ability to identify and develop potential export-

3 Shabad, Basic Industrial Resources of the U.S.S.R., 1969, p. 263, 249 (map).
® Jzvestiya, June 8, 1978,
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oriented resources along the way. Because of the huge overland dis-
tance separating the BAM zone from the economic heartland in the
western USSR, the rail project is not expected to have more than a
marginal impact on the domestic economy. Although geological pros-
pecting and exploration parties are out in the field to survey the riches
of the BAM zone, the only certain resource project thus far is the
development of South Yakutian coking coal, mainly for export to
Japan. It remains to be seen whether additional projects will be in-
cluded in the 1981-85 five-year plan.
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THE CHANGING ROLE OF RAW MATERIAL EXPORTS
“AND SOVIET FOREIGN TRADE*

(By Marshall I. Goldman)

Although the Soviet Union has long been regarded as the world’s
second largest industrial power, in fact, from the perspective of
foreign trade, the Soviet Union is more of a raw material than an
industrial power. As indicated in table 1, in 1977 83 percent of all
the Soviet Union’s hard currency earnings were derivec{) from the ex-
port of raw materials. It is true that the Soviet Union is the world’s
largest exporter of various types of machinery and machine tools, but
these go predominantly to either the other members of CMEA. (Coun-
cil of Mutual Economic Assistance) or to the LDC’s. Soviet machinery
has almost no market in the OECD countries. As indicated in table 2,
whereas the Soviet Union sells a country like Germany $40 million
worth of machinery a year, they buy in return $1,449 million, over 30
times more. The same vast disparities exist in Soviet trade with Japan
and the United States. The situation is slightly better in Italy and
France and England, but the machinery trade deficit even there is

. enormous.

In contrast, the Soviet role as a raw material producer and exporter
in both soft and hard currency countries is an important one. After
Saudi Arabia, the Soviet Union is the world’s second largest exporter
of petroleum. Similarly, after the Netherlands, the Soviet Union
is the world’s largest exporter of natural gas.! As we shall see, it is
also a major factor in the timber, iron ore, manganese, coal, asbestos,
and apatite, chromium, and precious metals markets as well.

*A longer version of this paper was originally commissioned by the Association of
American Geographers for their Project on Soviet Natural Resources in the World Econ-
omy and will be published at a later date.

1 Petroleum Economist, September 1978, pp. 362-363.
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TABLE 1.—EXPORTS OF MAJOR SOVIET COMMODITIES TO THE'HARD CURRENCY COUNTRIES IN 1977

[In millions of dollars]

Den- Great Nether- United West
Austria Belgium mark France Britain Greece Italy  Japan lands  Spain Sweden  States Germany Other Total  Finland
Coal ..o e 5
Qil and oil products._ 1, 066
Natural gas. ... 198
LiQUIfied BaS. .o oo oo ecccmcccmcmmmmemenmmmeme A e e
Chrome ore.._........o.-- 7
Nonmetallic mineral alumin: 36
Ferrous metal 19
Chemicals. .- ccccecececceeceeaneeee 5 1212 10 1 8 13 b o_.... 54
............................. 4 45 5
101 ... .. 1,003 83
51 6 486 16
13 9 107 coeeeas
........................... 24 ... 46
) - < 2 [ 33 9
Products total .. _._____.__.___ 448 299 255 948" 783 296 1,361 962 444 202 330 197 1,577 406 8,508 1,257
MaChiNery. . .coo o oeceemaaceeee 9 30 8 47 46 19 25 10 16 7 14 44 36 323 75
Export total (82 percent)_.__... 482 480 272 1,115 1,303 323 1,827 454 10,411 1,428
Automobiles:
1977 10,043 .4,099 12,946 14,921 2,536 12,056 5,932 80,818 9,061
14,635 5,833 12,584 9,498 2,688 15,828 5,730 80,948 11,817
9,384 4,020 5532 6308 4,38 ,667 3,026 52,208 12,647

Source: Veshnaya Torgovia.(foreign trade SSSR) [VT, SSSR}, 1977 (1978).

8LI
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TABLE 2.—SOVIET MACHINERY TRADE WITH SELECTED COUNTRIES

R {In millions of doltars]

England France Germany Italy * Japan United States ~
X M X ] X M X M X ] X ]
18 ... 13 . 41 .
44 .. 39 . 39 1
58 1 63 1 96 1
77 1 69 1 91 1 43 1
62 1 88 _....__ 59 1 33 2
64 1 33 1 73 1 80 2
47 2 42 2 134 1 52 3
70 2 28 2 71 1 39 2
102 3 55 2 98 1 38 1
93 5 101 5 60 4 83 2 -
134 5 193 9 103 6 110 2
125 5 83 5 172 4 200 .4
110 7 174 28 136 3 186 3
95 7 173 15 182 3. 151 6 40
108 10 160 20 367 6 146 6 241 1 58
121 18 189 17 513 12 197 5 214 1 226
76 20 362 1 18 210 6 251 2 253
198 25 561 34 1332 19 412 4 583 5 600
229 44 674 59 1470 15 425 6 659 4 820
135 39 776 40 1449 21 669 8 938 3 481

Source: From annual issues of VT SSSR. (Rate of exchange prior to 1972 is $1.11=1 ruble. In 1972 itis $1.213 to 1
ruble; in 1973 and 1974, $1.34=1 ruble; in 1975, $1.32=1 ruble; 1976, $1.34=1 ruble; 1977=$1.37 =1 ruble.) _

Moreover, if the Soviet Union chooses to, it could be a major factor
in several of these raw material markets for years to come. While its
reserves of petroleum are a state secret and therefore much disputed,
it is readily agreed that the Soviet Union has enormous deposits of a
variety of other resources and in several cases it leads the world.? For
example, according to one Soviet geographer, it has 59 percent of the
world’s coal reserves, 41 percent of its iron ore, 37 percent of its natural
gas, 80 percent of its manganese, and 54 percent of its potassium.® It
also has substantial deposits of apatite and asbestos. It is true that
a large percentage of these reserves are in remote and climatically
hostile areas. But it is also true that the Soviets are used to working
under such adverse conditions. '

Given such resources, it is clear that Soviet interests are very much
linked to those of the raw material exporting countries. Indeed, the
Soviet interest in high energy prices is probably greater than those
of most of the members of OPEC. It is not just that the Soviets in-
crease their prices (now even to Eastern Europe) along with anyone
else when OPEC does, but that the Soviet Union is not constrained
to withhold production and exports as Iran, and especially Saudi
Arabia have done in order to assure the continued effectiveness of
OPEC. It is not surprising, therefore, that when raw material prices
soared in 1973 and 1974, the Soviet Union benefited enormously. As
shown in table 3, the Soviets recorded one of the best trade balances
in years.

2 Economist, September 1978, p. 362. .
31(;?t}?lﬁ?rtsfgkevlch, Isgol'zovanie prirodnykh resursov i okhrana prirody (Minsk:

BGU, 1977) p. 64.
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* TABLE 3.—SOVIET TRADE BALANCES WITH HARD CURRENCY COUNTRIES
{In hundred million dollars]

1971 1972 1973 1974 1975 1976 1977

Capitalist data:

Imports from U.S.S.R. 2,553 2,915 4,561 6, 839 7,166 8,803 10, 548

Exports to US.S.R__._ 2,251 3,328 4,894 6,258 11,086 12,106 - 12,112

Bal for U.S.S.R +302 —413 —333 4581 —3,920 —3,303 —1,564
Soviet data:

ExportstoWest___________________ 2,319 2,491 4,327 6,739 6, 346 8,420 10, 187

Imports fromWest_____________.__ 2,429 3,565 5,254 6910 11,419 12,574 11,845

Balance...__ oo ~110 —1,074 ~927 -171 =5073 ~4,154 —1,658

Note: Exchange rate: 1971, 1 ruble equals $1.11; 1972, 1 ruble equals $1.21; 1973, 1 ruble equals $1.34; 1974, 1 ruble
equals $1.34; 1575, 1 ruble equals 81.3%; 1976, 1 ruble equals $1.34; and 1977, 1 ruble equalg $1.37.

The Soviets, like so many others at that time, were sure that a new
era had arrived. It took the Soviets as well as many others some time
to realize that the changes were not all permanent. The lesson was
learned in 1975, when the high prices of 1973 and 1974 precipitated
the recession of 1975. In an abrupt reversal of 1974, the Soviet Union
found many of its raw material markets had collapsed. According to
Soviet statistics, Soviet exports to the OECD countries in 1975 ac-
tually fell from the previous year (see table 3).

This paper will try to trace the export patterns of some of the
more important Soviet raw materials. An effort will be made to dis-
cern trends and responses by the USSR to changes in political and
economic developments. What role does CMEA play in Soviet trade
priorities? What are the future prospects for the export of specific
commodities and what will be the overall trade level?

I

Given its reputation as the bread basket of Europe, it was only
proper that grain (first wheat and then barley) was the largest
single export. It constituted one third of all earnings, next in impor-
tance was timber which accounted for 11 percent. Linen, leather,
and fats were other important earners. : )

More surprising to some is the fact that prior to the revolution,
Russia was also the world’s leading exporter of petroleum. In 1913,
export earnings from petroleum were 3 percent of the total. Petroleum
exports had been considerably higher in earlier years. However, 1n
1913, oil production fell to only 9.2 million tons compared to a high
of 11.6 million tons in 1901.* Russia was the world’s largest producer
of petroleum until 1902 when it was surpassed by the United States.®
Coincidentally in the early 19th century, Russia was also the world’s
largest producer of ferrous metal.® However, Russia failed to keep
up with the rest of the world in the production of both petroleum and

¢« Tgentral’noe statisticheskoe Sllpmﬁﬂenalfet Na§°d"§§ khoz{ialfﬁvo gsr%l;ﬂﬁgsyegggy (Mos-
. Gosstatizdat, 1959), p. 208. (Hereafter Nar khoz an e a .
co_EVU.S. Bureau of the (%engus, Historical Statistics of the United States, Colonial Times
to 1970, Bicentennial Edition, Part II (Washington, D.C., 1975), p. 594.
6 Marshall I. Goldman, “The Relocation and Growth of the Pre-Revolutionary Russian
Ferrous Metal Industry’’, Explorations in Entrepreneurial History, vol. 9, No. 1, October
1954, p. 19.
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steel. Now, interestingly enough, it again produces more petroleum
and steel than anyone else. ,

The year 1913 was the last substantial export year until the late
1920’s. World War I, the Revolution and the Civil War that followed
wrecked enormous damage on the economy. Foreign trade virtually
ceased after 1919. It was not until the 1960’s that the ruble value of
Soviet exports exceeded the level recorded in 1913. The pre-World
War IT peak under the Communists was reached in 1930, and even
then trade volume was only about 24 of the 1913 ruble value. The
makeup of exports in 1930 had changed a bit from 1913. In the more -
recent year, grain exports accounted for 20 percent of total earnings,
timber earned 17 percent, and petroleum 15 percent. The main differ-
ence was that grain’s importance had diminished. Indeed, in 1929,.
virtually no grain was exported, although exports resumed in 1930.
Several decades later, Khrushchev criticized Stalin because he had
exported grain during this period of collectivization. The lack of grain
brought great suffering and death to millions of peasants from
starvation.

Before moving to the post-World War II era, it is necessary to say
a special word about petroleum. Although wheat and timber gener-
ally brought in more revenue, petroleum exports continued to be an
important source of income throughout the 1930’. Only in 1939 did
petroleum exports virtually cease. Moreover, exports of crude and
petroleum products frequently amounted to over 25 percent of the
total production of the country’s crude oil, a figure which is nearly
identical with similar comparisons in the 1970,

After. World War II the Soviet trade pattern changed rapidly.
Soviet officials diverted almost all trade to the nearby Communist
governments of Eastern Europe, and in 1949 to China. Throughout
this period the Soviets continued to export small amounts of petroleum
to such traditional customers as England, Italy, and Sweden. But the
bulk of Soviet exports was rerouted from the West to the East and
trade volume rose rapidly almost every year.”

While much that was familiar about the prewar trade pattern, such
as the export of timber and petroleum, carried over into the post-
World War IT era, there were some differences. One of the most
notable was the increase in the role played by machinery exports. At
their peak, machirnery exports in 1938 amounted to only 5 percent of
total earnings.® In contrast, in 1950, they accounted for 12 percent,
and by 1960, for 21 percent of all earnings.? As noted earlier, however,
little of this machinery went to hard currency countries. )

The burden of earning hard currency for the Soviet Union contimues
to fall had since before the Revolution on raw materials. One notable
change from the earlier period was that today grain is more likely
to be an import than an export commodity. As indicated in Table I,
the main hard currency income earner now is petroleum. In 1977.
petroleum exports alone accounted for over 50 percent of the hard
currency earnings and 28 percent of all export earnings. Of course,

7 Ministerstvo Vneshnei Torgovli, Vneshniaia Torgovlia SSSR v 1976 g. Moscow
Statistika. 1977 and for earlier years.

8Ibid.. p. 17.

° Ibid.. p. 73.



182

petroleum’s importance jumped rapidly in 1973 after the four-fold
price increase. Timber is the second most important hard currency
product, and natural gas and cotton follow in that order. ]

The makeup of the raw material export package and the composi-
tion of the importers has varied from year to year, but certain patterns
do persist. Like the United States, the Soviet Union not only supplies
many of its domestic needs, but has a large export capacity as well.
This is in sharp contrast to most of the other OECD countries which
rely heavily, if not entirely, on raw material imports, particularly .
energy raw materials. This export capacity extends even to oil and
natural gas which the United States has to import. In the extreme case
of petroleum, the Soviet Union exports about 27 percent (allowing

“for imports) of its petroleum production. It has sustained this high
percentage since about 1965. This percentage is also comparable to the
percentage attained in 1932. Of course, due to the enormous increase
in production, today the physical volume exported is about 150 mil-
lion tons compared to about 6 million tons in 1932. '

Tron ore is also a major export commodity. While now 17 percent of
total production is exported, in years past exports were as high as
19 percent of production. Manganese exports take almost as much out
of production. Glass and cotton exports amount to over 10 percent of
total production. Most other exports, such as coal, pig iron, rolled steel,
and timber account for less than 10 percent of total production. Al-
though net natural gas exports in 1977 were only 6 percent of produc-
tion, the percentage is due to increase significantly with the opening
of the Orenburg or Soiuz pipeline.

Despite the fact that Soviet domestic consumption of these raw
materials continues to grow at a steady rate, in recent years the Soviets
have nonetheless been able to increase output enough to allow for a
steady increase in the share of exports of many of these items. Most
of this increase in percentage of goods exported has occurred since
1955. It has been particularly noticeable in petroleum and petroleum
products where net exports as a percentage of production have moved
from 5 percent in 1955 to 27 or 28 percent in 1977. Gas exports to
production have increased from a net import basis in 1972 to 6 percent
net exports in 1977. (The Soviets did export more than they imported
from about 1955 to 1969 however.) The comparable figure for timber
is 2. percent of production exported in 1960 and 6 percent in 1977;
for cotton 2 percent in 1960, and 10 percent in 1977. Manganese exports
are an exception to this trend. Exports of coal, iron, or pig iron, rolled
steel as a percentage of production increased, but then decreased com-
pared to 1960, although the percentage generally remains even higher
for most of these items in 1976-77 than it was in 1960. Overall this is
quite an accomplishment for the Soviet Union. In other industrialized
countries raw material exports of all goods as a percentage of produc-
tion are generally decreasing.

There is less of a clear pattern in the breakdown of exports between
hard currency or OECD countries and members of CMEA. The share
of gas, iron ore, and cotton exports going to the OECD countries has
increased sharply in recent years. In the extreme case of timber and
natural gas, over one half goes to Western Europe. Presumably this
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will be reduced once the Orenburg gas begins to flow to Eastern Europe
in 1979. The percentage of paper and manganese destined for the
OECD bloc has decreased. The comparable percentage of coal, petro-
leum, and petroleum products has fluctuated, although again in recent
years the share of exports going to the OECD countries has increased
sharply. Much of this increase, however, has come at the expense of
Third World countries rather than the CMEA bloc. Perhaps the most
striking feature of the Soviet export pattern is that in the case of the
big hard currency exports, such as oil, timber, gas, cotton, and coal,
the hard currency countries receive anywhere from 27 percent to close
to 60 percent of these various Soviet exports.

II

An important question for the future development of the Soviet
Union is whether or not the Soviets will be able to sustain this con-
tinued growth in their raw material production. While we in the
United States worry whether or not production itself will diminish,
for the Soviets the question goes beyond that to whether or not the
rate of growth of increase in production will cease. Foreign observers,
such as the CIA, have suggested that at least in some critical areas
of production, such as petroleum, Soviet production will soon level off
and may even diminish.?® As we shall see, if this should happen, it
would not only have serious ramifications for Soviet domestic pro-
duction, but for Soviet export earnings and thus for the import of
technology. : i :

Most of the existing deposits have been developed by the Russians
and then by the Soviets themselves. Frequently, at the initial stage of
the development of a new product, foreign technology has been used.
But soon after the Russians and their Soviet successors have usually
managed to carry through on their own.'* This is not to deny that the
Soviets are often wasteful and sometimes downright inefficient in how
they have pursued their work, but the point is that generally they have
managed to expand their production base on their own. A prime exam-
ple of this is the development of the Tiumen oil fields in West Siberia.
The first petroleum in this area was discovered only in 1959.2 The
region was desolate and cut off from most forms of transportation and
industrial life. Thus it was 1964 before the first exploitation of the field
took place. Then only 200,000 tons of oil were extracted. Yet by 1977,
and despite the mosquitos, swamps, permafrost, cold, and impossible
supply conditions, production exceeded 200 million tons. Moreover,
virtually the entire effort was carried out with existing Soviet labor
and technology. The Soviets have been equally impressive in exploit-
ing their extremely challenging natural gas fields which are located in
even more desolate and inaccessible regions. Moreover, unlike pétro-
leum, which can be transported in a variety of ways, natural gas can
be moved only by pipeline. This means the Soviets must not only build

10 The Central Intelligence Agency, Prospects for Soviet Oll Production, ER-77-10270,
Washington. April 1977.

1 Robert W. Tolf, The Russian Rockefellers (Stanford : Hoover Institution Press, 1876).
Also see the article on the development of the pre-revolutionary steel industry by Marshall
I. Goldman, op. cit.

12 Review of Sino-Soviet Oil, May 1977, p. 21.
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roads to their production sites, but pipelines and that un_like a road
which need not be in perfect repair at all times, the pipeline must be
built so that it can withstand extreme changes in weather, and there
can be no such thing as a crack in the pipe. Inevitably, this has been
difficult to achieve, and the Soviets have been slow in fulfilling all of
their pipeline construction plans. But sooner or later they seem to
complete their projects, and they have managed to ship gas from some
of the most hostile areas of the world. )

But no matter how self-sufficient the Soviet Union may be, Soviet
officials sometimes confront very difficult challenges. There is no doubt
that the Soviets have run into the law of diminishing returns. At

Magnitagorsk, for example, the local source of iron ore has been seri-
* ously depleted.’* Now iron ore must be shipped vast distances. Nat-
urally this increases the cost. :

The most notorious depletion of resources has occurred in the
petroleum industry. In a carefully documented analysis the CIA has
shown how what were once the main sources of supply have begun to
dry up.** Increasingly that has led to greater infusions of water in
order to increase the pressure in the wells and that in turn has led to
a consequent increase in the water extracted from the well along with
the petroleum. This necessitates the utilization of semi-submersible
pumps, many of which must be imported. Such solutions, however,
provide only temporary relief. -

‘When the extraction rates start to fall again and labor costs start to

rise, the normal Soviet tendency in all areas of mineral extraction is .
to move to new fields. The consequence of this continued migration to
the North and East, particularly in the energy field, can be better
appreciated when it is realized that by 1980 the Soviets anticipate
that the European portion of the Soviet Union will supply only 3
percent, of the country’s coal, gas, and oil, the Ural 7.4 percent while
the Eastern part. of the Soviet Union will supply 55.6 percent.*> How-
ever, since 75 percent of the Soviet population and 83 percent of its
industrial production is located west of the Urals, the disparity is
clear. Even more ominous is the fact that only 10 percent of the Soviet
Union’s mineral fuel reserves are in the European part of the coun-
trt_yi.l“‘ Inevitably the gap between population and resource availability
will grow. .
_ Another problem the Soviets have to face is inefficiency and waste
in the use of raw materials. This happens at both the extraction and
the manufacturing stages. As we shall see, however, if rationalization
is to take place, there will have to be some important changes in the
Soviet, planning and incentive system.

While raw material waste has always been a feature of the Soviet
system, the degree of concern increased sharply only in the mid 1970’s
when the Soviet Union along with the rest of the world, began to
worry about impending shortages of raw materials. Until then there
seemed to be abundant quantities of raw materials but not such abund-
ant quantities of labor and capital. In fact partly because of ideology

13 Pravda, Apr. 3, 1978, p. 2.

14 CIA, op. cit.

% A, M. Nekrasov, M. C. Pervukhin, Energetlka SSSR v 1976-1980 godakh (Moscow:
Energila, 1977), p. 149.

18 A, A. Nekrasov, M. C. Pervukhin, op. cit., p. 144.
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but partly because they seemed to be so abundant, since September 2nd,
1930, and until recently, the Soviets treated minerals in the ground as -
free goods. In most mining operations, there was not even a rent
charge. By contrast Soviet managers have had to pay for the labor they
use as well as the capital goods. The result was readily predictable. In
the words of Academician Khachaturov, the enterprise “prefers to
make more economical use of its capital even if it means neglecting
natural resources.” 17

As opposed to the American or capitalist mine operator who has to
pay for the raw materials he mines either in the form of rent, royalties
or the purchase of land, the Soviet mine operator is provided with raw
materials free of chargé. Thus he bears no or very low fixed costs. As
a result, the Soviet mine owner will not attempt to exploit the mineral
deposits as extensively as will his capitalist counterparts. The Soviet
manager is more likely to dig or drill and run. The capitalist miner or
driller is more likely to stay and take out a much larger percentage of
the deposit.

The reason this happens can be explained in the following way. Like
all miners, the Soviet miners take out the richest ore first. As the rich-
est ore diminishes, the mine’s costs per ton of output begin to rise.
Since he has no fixed costs, the Soviet miner focuses only on his
marginal and variable costs. As his costs continue to rise, the Soviet
miner begins to look for another, easier and cheaper mine to exploit.
Like bourgeois miners in the capitalist world, the Soviet miner does
not have to worry about the costs already put into the original mine.
Both in the Soviet Union and the United States, all past capital costs
are no longer a concern. “Bygones are bygones.” Economists and min-
ers do not cry over “spent capital” or spent land acquisition. However,
unlike his American counterpart, the Soviet miner also has no need to
worry about his future land acquisition or raw material acquisition
costs either.”® Given the peculiarities of the Soviet pricing system, the
new mining site is a free good to the Soviet mine operator. In addition,
until July 1, 1967, the geological exploration cost was also something
the Soviet mine operator did not have to fret over. Even now, not all
‘miners have to bear these costs so that above 25 to 30 percent of all
geological exploration costs still go uncovered.'* Therefore, when the
Soviet mine operator finds that his marginal costs of operation at the
old site exceed the average costs of labor and capital plus the average
cost of moving to the new site, he will move. By contrast, the capitalist
miner has more to worry about and therefore, he is more likely to stay
in place longer and attempt to extract mere. In addition to all the costs
the Soviet miner has to worry about, the American miner also has to
worry about his new average land costs per unit of output as well as
the full geological costs before he contemplates moving. Thus, the
costs of operating at the new site. will appear to be higher to the
American mine operator than they are to the Soviet mine operator.
Therefore, the American is less likely to move to a new site and more
likely to dig deeper and mine more intensively. In contrast to the

17T, Khachaturov, ‘“Prirodyne resursy i planirovanie narodnogo khozlaistva,” Vopros
ekonomiki, August 1973, p. 17. viP g prosy

18 Marshall I. Goldman, The Spoils of Progress, Cambridge, MIT Press, 1972, p. 49.
1 N. K. Feite’'man, “Ob ekonomicheskom otsenke mineral’nykh resursov,” Voprosy
ekonomiki, November 1968, p. 110
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American miner who sweeps his mine clean, the Soviet miner is more
likely to ignore the edges and the harder-to-reach corners of his de-
posit. He is also more likely to leave pillars of coal and other raw
materials standing to hold up the ceiling rather than bring in other
seemingly more expensive forms of support. 'The natural pillars left
in the U.S.S.R. often contain more than 20 percent of the mine’s ore
or coal.2? Potassium salt pillars often amount to as much as 50 percent
of the potential output.?* Recognizing these tendencies, cconomists like
Federenko and Khachaturov have been arguing for the introduction
of a rent or raw material charge. As Khachaturov sees it “if the enter-
_ prise has to pay for natural resources, it will treat them as carefully
and economically as productive capital.” **

To the extent that the pricing mechanism fails to reflect the full
economic costs at an early stage of production, it is all but inevitable
that such distortions will be carried throughout the rest of the
economic system. Thus, raw materials tend to be underpriced in the
Soviet Union. This in turn induces consumers of raw materials to use
more than they otherwise would. This helps to explain why the Soviet
Union expends more fuel per kilowatt of electric power and per ton
of open hearth steel smelted and more metal per unit of engine power
than the United States does. In the Soviet machine tool industry for
example, over 25 percent of all the rolled steel used is discarded as
serap.”® Given the planning system with its emphasis on output at
virtually any cost and the tendency to understate or ignore the true
costs involved, it was inevitable that there would be waste and in-
efficiency in Soviet mining practices.

This waste is translated into Soviet extraction ratios that are very
much lower than those that prevail in the non-Communist world. -
Soviet, economists and geologists constantly complain that Soviet min-
ing and drilling practices are needlessly wasteful. In contrast to the
American experience where recovery rates in coal mines, particularly
strip mines, are often 90 to 100 percent, in the Soviet Union, the figure
is frequently only 70 percent.?* The recovery rate of mica is as low as
10 percent while the recovery of potassium salts and petroleum re-
portedly is 40 to 50 percent of that which can be extracted. Other
economists complain that about 40 percent. of the country’s gas
associated with petroleum production is flared wastefully.” Normally
the extraction rate of ferrous and non-ferrous metals in the Soviet
Union is about 80 percent, but at the Krivoi Rog mines, it is only
54 percent.?® This is confirmed by the Soviet economist and member of
the Academy of Sciences, T. Khachaturov who reports that often 40

2 Trud, Aug. 12, 1967, p. 2.

21 Literaturnaia gazeta, No. 7, Feb. 12, 1975, p. 10.

2 Khachaturov, op. cit., pp. 20-21.

23 Ibid., p. 26 ; Sotsialisticheskaia industrila, Mar. 3, 1978, p. 2.

% K, E. Gabyshev, “Ekonomicheskaia otsenka prirodnykh resursov i rentnye platezhi,”
Vestnik Moskovskogo universiteta, seriia ekonomika, No. 5, 1969, p. 17.

% G, Mirlin, “Effektivnost’ ispol’zovaniia mineral’'nykh resursov,” Planovoe khoziaistvo,
No. 6, 1973, p. 32 ; Review of Sino-Soviet Oil, May 1976, p. 23.

28 Gabyshev, op. cit., p. 18 ; Sotsialisticheskala industrila, Jan. 8, 1971, p. 2.
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to 50 percent of the solid minerals which can be mined are left in the
ground.?*’ ) .

The planning system is also ill-suited for locating new deposits.
Remember that planning targets are usually spelled out in terms of
some physical measure. For those in agencies like the Ministry of
Geology whose work involves drilling, the most reasonable index
would seem to be the number of meters drilled. The more meters
drilled, the better the performance, or at least one would think. Un-
fortunately Soviet geologists soon discovered that the deeper they
dug, the longer it took them and the less likely it was that they would
fulfill their plan. As a result the geologists quickly developed the prac-
tice of drilling shallow holes. As an article in Pravda put it, “Deep
drilling means reducing the speed of the work and reducing the
group’s bonuses.” 28 It was all but inevitable therefore, that “In some
places the land is becoming increasingly pitted with shallow explor-
atory holes drilled in incessant pursuit of a larger number of total
meters: drilled.” Further, “There are geological expeditions in the
Kazakh republic that have not discovered a valuable deposit for many
years but are nonetheless counted among the successful expeditions
because they fulfill their assignments in terms of meters.” As a result
of such practices, it is only to be expected that some ministries will
complain about not increasing their reserves fast enough.

Moreover even if a deposit should be found, the drillers from the
Ministry of Geology bear no responsibility for determining the size of
the deposit. ‘Consequently the actual producing ministries must main-
tain their own drilling units. In some instances there may be as many
as three separate drilling agencies duplicating one another’s work.
Undoubtedly it would be much more efficient if it were possible to base
the drilling team’s pay on the amount of raw materials actually
recovered.

I

How much will the shortcomings in the Soviet planning system act
to hamper the fulfillment of Soviet output and export targets? There
is no doubt that there has been a fall in the rate of growth of produc-
tion of most Soviet raw materials in the last few years. The growth
rate for petroleum has fallen from an annual increase of 7 percent or
more in the early 1970’ to about 4 percent in 1978. Even more striking,
absolute coal production, not just the rate of growth, in mid 1978 was
actually lower than it was in 1977 and iron ore extraction barely in-
creased in 1977 over 1976. Natural gas is one of the few products whose
rate of growth has increased in recent years. Whereas output increased
by only 4 percent in 1972, in 1978 it increased by 8 percent. But even
where the growth rate is falling it should be remembered that it is the
rate of growth that is falling, not, except for coal, the actual amount
produced. In principle this is a good sign since if there are to be ex-
ports, Soviet officials must, first of all, ensure that output increases. If
output falls the Soviets may still be able to export if they decide to

21 Khachaturov, op. cit., p. 17; Martsinkevich, op. cit., p. 65.
28 Pravda, Jan 27, 1978, p. 2.
2 Turkmenskaia iskra, Dec. 6, 1977, p. 2; Literaturnaia gazeta, Jan. 18, 1978, p. 10.



188

divert supplies from domestic to export markets; but at best this risks
slowing down the Soviet rate of economic growth. Clearly the Soviets
would prefer to increase output. Let us consider, therefore, what the
output potential of the various raw materials might be.

From the perspective of export earnings, the most important com-
modity is petroleum. Since petroleum accounted for over one-half of
the $10.4 billion in hard currency earnings in 1977, if anything hap-
pened to reduce the availability of petroleum for export, the Soviets
would have an enormous balance of payments problem. As it is, in
recent years they have had a $1.5 billion to $4 billion deficit.

While Soviet petroleum has always been of some importance as an
export earner, its really significant impact dates from the four-fold
price increase of 1973. Thus while petroleum accounted for only 22
percent of hard currency earnings and 13 percent of all Soviet export
revenues in 1972, by 1974 the figure had soared to almost 40 percent in
hard currency earnings and 21 percent of total earnings. In 1977, when
Soviet petroleum prices to East Europe were almost at world price
levels, petroleum was a source of 52 percent of Soviet hard currency
earnings and 28 percent of its overall earnings. In many ways, the
USSR is a one-crop economy. _

If the CIA is correct, Soviet petroleum production will start to level
off in the very early 1980’s as will exports.®® In their more pessimistic
estimate, production should fall as early as 1979. Equally important,
based on their April 1977 calculations, the ‘CIA projected that this
drop in production would necessitate not only a corresponding cessa-
tion of exports, but a need for imports so that by 1985 the Soviet bloc
would be importing 3.5 to 4.5 millien barrels a day (mbd).

The transformation from being a net exporter of petroleum to be-
coming a net importer would cause a massive crisis for the Soviet for-
eign trade operation. Assuming no change in petroleum prices, the
cost of importing 3.5 to 4.5 mbd would amount to $18 to $24 billion a
year. If to that is added the regular Soviet imports for 1977 of $12 .
billion, that would mean the Soviet Union would have an overall
import bill of between $30 and $36 billion a year. At the same time
since over one-half of their $10.5 billion earnings have come from
petroleum exports which by 1985 will no.longer be available, that
means that in the absence of substantial new exports the Soviets will
be able to count on only $5 billion of exports. This will result in an
annual trade deficit of about $25-$31 billion. There are not many
countries that can sustain that kind of deficit.

Of course much of that deficit will have to be carried by the Soviet
Union’s East European allies who produce little petroleum of their
own. Moreover in addition to the Soviet Union’s visible trade exports,
the Soviets also have hard currency earnings from the sale of gold,
diamonds, and military equipment. The Soviets also hope that by
1985 they will be able to expand some of their other exports, especially
machinery and natural gas. This should reduce the size of the deficit
but to be realistic, it is unlikely that export earnings will be increased
much since even if hard currency natural gas exports double, gas will

% CIA, Prospects for Soviet Oil Production, op. cit., p. 1.
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still bring in only about $1 billion. Moreover the East Europeans al-
ready have a large trade deficit each year. Finally if the Soviet bloc
is forced to buy that much petroleum, the price will go up significantly
so that the import bill will be even higher.

Recognizing these criticisms, the CIA belatedly reduced its esti-
mates of the bloc’s 1985 imports. In their more recent forecast, they
predict that the bloc will only have to import 2.7 mbd, none of which
will be required by the Soviet Union itself. But even this seems to be
too extreme a situation. The Soviets must have petroleum to export
hecause 1t is so vital for Soviet export earnings. Moreover the Soviets
seem determined to insure there will be petroleum available to export.
What are they doing to bring that about ¢

The first step is to improve some of the wasteful domestic consump-
tion habits. The decision to double the price of gasoline in early 1978
18 a step in that direction. However the total motor vehicle stock in
the Soviet Union is small to begin with so that the curtailed use of
vehicles will not be all that important. In addition the decision to
buy gasoline is generally more dependent on access to ration coupons
than on price. Moreover as table 4 indicates, there is apparently little
slack in the Soviet energy balance to free up oil and gasoline. Unlike
the United States, where in 1976 oil constituted 47 percent of total
energy consumption, oil provided only about 39 percent of Soviet en-
ergy. In contrast coal played a much larger role in the Soviet Union.
Yet there remains much the Soviets can do, especially in industry, -
electricity generation and household heating.?* For example, building
insulation is. poor and drafts are omnipresent. More important the
Soviets have until recently squandered what seemed to be their abun-
dant petroleum on electricity generation and central heating. Recogniz-
ing this, the Soviets have belatedly embarked on a campaign to reverse
the trend towards using more petroleum for such purposes. As shown
in table 5, by 1980 the Soviets anticipate a reduction in the percentage
of petroleum used for boilers and furnaces and its replacement with
a significant increase in the absolute and relative share of natural gas
used. In the European part of the Soviet Union where all fuel depos-
its are now in short supply, the Soviets have embarked on an expensive
program to increase their atomic energy capacity. Although their
plans are behind schedule, they seek to increase the amount of energy
generated by atomic reactors in the European part of the USSR from
the 3.1 percent of 1975 to 10 percent in 1980.2¢ The Soviets are also mak-
ing an effort to increase the use of coal which presumably would show
up if Table 5 had a year-by-year breakdown rather than 5 year inter-
vals.3 The Soviets have also improved the overall efficiency of their use
of energy. This is indicated by the fact that the ratio of energy con-
sumed to GNP produced has started to decline.?®

’21201A, Soviet Economic Problems and Prospects, ER77-10436U, Washington, July 1977,
p. 22.

2 Izvestiia, Sept. 10, 1978, p. 2. Petroleum Economist, September 1978.

2 A N. Nekrasov & M. G. Pervukhin, op. cit, p. 114.

% Tbid., p. 153. :

8 Central Intelligence Agency, The Soviet Economy in 1976-77, An Outlook for 1978,
ER78-10512, Washington, August 1978, p. 6. ’ .
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TABLE 4,—CONSUMPTION OF ENERGY IN THE UNITED STATES AND THE U.S.S.R. BY
MAJOR ENERGY SOURCE

[In percent]
United States U.S.S.R.
Coal oif Gas Coal Oil Gas

¢ Sogrces: United !g‘;ites: U.S. Bureau of the Census, ‘‘Statistical Abstract for the United States: 1977" (-8th ed.) Washing-
on, U.G.,, » P94,

Soviet Union: A, M, Nekrasov, M. G. Pervukhin, ‘‘Energetika SSSR v 1976-1980 godakh." Moscow, ‘“‘Energia,’’ 1977,
p. 146; Tsentral'noe statistichesko upravlenie, “‘“Narodnoe khoziaistvo SSSR v 1959° (hereafter Nar khoz) Moscow,
“Statistika,” 1959, p. 176; “Nar khoz'' 1970, p. 183; *“Nar khoz’ 1877, p. 204; Ministerstvo Vneshnei Torgovli,
“Vneshniaia Torgovlia SSSR v 1976 g.’' Moscow, Statistika, 1977 and for earlier years. .

TABLE 5.—COMPOSITION OF FUEL USED IN BOILERS AND FURNACES

{In percent]
1970 1975 1980 (plan)
37.9 32.9 29.
1.6 6.6 5.
15.5 18.3 14,
25.4 29.6 34.
1.7 1.2 1.
.7 .1 .
2.0 1.4 .
.8 .9 1.
1.9 1.7 1.
2.5 2.2 1.

WL O DN~

Source: Nekrasov and Pervukhin, p. 149.

The Soviets are not only trying to rationalize their consumption
patterns, but production procedures as well. Without a radical shake-
up of the existing planning system it is unlikely that many of the basic
problems will be solved. Yet there is still room for considerable im-
provement within the existing framework. At the present time rates
of recovery in Soviet oil fields as we saw, are embarrassingly low.
But with proper incentives, the Soviets could increase the rate of ex-
traction considerably. This expectation serves as the basis for the re-
port by Petro Studies Company of Sweden that the Soviets by 1985
will be exporting, not importing, about 3.7 mbd.?® In many instances
it is merely a matter of increasing a number of wells in existing fields
so as to increase the density of the cluster. While this report goes to
the other extreme from the CIA, there is nonetheless no doubt that
the Soviets do have room to increase their production on existing fields
and thereby their exports. As the Swedes see it, the Soviets are in the
process of changing their incentive system so that the main criterion

30 Petro Studles Report GOP-782. Soviet Preparations for Major Boost of Oil Exports,
Malmo, Sweden, 1978, pp. 13-17.




191

of oil developmeni becomes the maximization of differential rent in-
stead of the present system of the minimization of development costs.?”

If they are to be effective, the Soviets will not only have to devise a
system that will generate a desire to increase the number of develop-
ment and exploratory wells, but they will also have to find a way
to improve the quality of their drilling pipe and their drill bits.
Soviet manufacturers normally seek to increase quantity of produc-
tion, not quality. Thus it is not surprising that Soviet drilling pipe
often has major threading defects. After all the main success indicator
for the manufacturer is not the durability of the pipe or even the
length, but the tonnage.’® For a variety of such reasons it is normal
to find that as little as 15 percent of a driller’s time is actually spent
on drilling. The remainder is spent on taking out and reinserting the
drill pipe to attach new drill bits and replace the pipe.

The Soviets are trying to solve these problems with both their own
and foreign resources. For example, to improve their offshore explora-
tion efforts, they have combined all drilling efforts into the Ministry
of Gas Ministries. This should reduce some of the bureaucratic blame
shifting since now the gas industry will presumably focus on the dis-
covery and ultimate extraction of fuel deposits instead of countenanc-
ing an indicator that stresses only “meters drilled.” At the same time
the Soviets have decided to buy an American drill bit plant in the hope
of improving the quality of their own drill bits. They are also con-
sidering the use of foreign technology in order to produce better pipe
and secondary recovery equipment. All of this should go a long way
toward sustaining, if not increasing, production in old wells and in-
creasing output in new wells.

v

One of the remarkable features about the trade figures presented
.earlier in this paper was that in recent years the Soviets have not only
increased the absolute volume of several of the commodities they have
exported, but the relative share of total production exported. Presum-
ably given diminishing returns, this process should come to a natural
halt itself and indeed in earlier years it did look as if the percentage
being exported was diminishing. What explains the recent increase?
While it is hard to judge precisely what determines Soviet actions,
there seems to be good reason to believe that the volume of Soviet
raw material exports is dependent at least in part on the Soviet need
to balance its trade deficit. Iron ore and manganese exports are sig-
nificant exceptions to this trend, and therefore it may be misleading to
place too much emphasis on this phenomenon. Yet despite these ex-
ceptions, since 1972 Soviet trading patterns have unc&ergone some
sharp upheavals and there is reason to believe that Soviet officials have
used Soviet raw material exports to the hard currency markets as a
balancing mechanism even if it has meant sacrificing some of the needs
of the domestic economy.

The most striking example of this type of balancing is reflected in
the fluctuation of petroleum exports. The total volume of exports as
well as the total volume to the OECD countries rose continuously
until 1974. Then because prices increased four-fold to the OECD

2 Op. cit., % 3.
38 Pravda, Feb. 28, 1978, p. 2.
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countries, hard currency petroleum earnings, which had doubled from
1972 to 1973, doubled again in 1974. This left the USSR with one of
its most favorable trade balances in years. Clearly there was no need
to export as much as they had in 1973. Thus hard currency exports
fell from 36 million tons in 1973 to 31 million tons in 1974. In 1975,
however, the Soviets failed to take the proper precautionary measures
in the recession and their imports nearly doubled. The imbalance was
caused in part by the serious crop failure which necessitated large
scale grain imports. In addition Soviet imports had been predicated
on the assumption that export earnings would continue to grow as
they had in 1974. However, in a world recession, raw material demand
and prices are usually affected before anything else and as a result
so were Soviet hard currency receipts. For example, timber sales which
totaled about $1 billion in 1974 fell to $700 million in 1975. Similarly
sales of cotton fell from $360 million to $274 million. The demand for
energy products remained relatively strong however, even though
prices dropped a bit. As a result the Soviets were able to offset their
shortfall in the other markets with an increase in the absolute volume
of energy products sold in the hard currency markets. Hard currency
coal revenues rose from $230 million in 1974 to $371 million in 1975.
Natural gas exports to the hard currency world rose from 5 billion cubic
meters to 7 billion cubic meters, and more importantly, revenue more
than doubled from $87 million to about $200 million in 1975. How-
ever, increased petroleum sales provided the biggest supplement. Hard
currency exports rose from 31 to 38 million tons and earnings rose
from $2.6 billion to $3 billion. They would have risen even more if
petroleum prices had not weakened. Overall the increase in earnings
from energy was very important. Without this increase, the Soviet
exports would have been about $700 million less than they were.

While the Soviets tried to tighten their belts in 1976 and reduce
their imports, they still found it necessary to import large quantities
of grain and thus it was necessary to increase exports again. The
timber and cotton markets firmed a bit, and so the Soviets collected
$200 million more than the previous year. Hard currency coal exports
actually diminished, but this was more than compensated for by a
dramatic increase in petroleum and natural gas exports. Hard cur-
rency gas exports increased by 4 million cubic meters, or by about
60 percent and revenues rose about 70 percent. Petroleum exports
jumped by 11 million tons or 30 percent and revenues rose by $1.5
billion or 50 percent. Because the accumulated debt was still large,
this extra effort to export raw materials continued into 1977. This
time export earnings of all the major commodities increased with hard
currency petroleum revenue jumping the most by $800 million. Yet
the jump was not as large as previous increases, and this seems to be
due largely to the fact that there were mounting pressures to retain
some of these raw materials in the domestic market and also because
the trade deficit was no longer so large.

Although it is impossible to obtain confirmation that Gosplan and
Ministry of Foreign Trade officials have consciously pursued such a
course of action, there is little doubt that there is such a pattern. It
will be interesting to see, therefore, what will happen if and when
the Soviets manage to solve their balance of trade problem. What,
for example. will happen if their wheat harvest should improve sig-
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nificantly, and if they also manage to increase their non-raw material
exports ¢ The implication is that the Soviets will reduce the shipment
of their raw materials, at least some of the non-renewable products,
particularly petroleum and coal, although not gas, and that this
reduction will mostly affect Soviet customers who do not have long-
term contracts. This should mean that the East European customers
will continue to receive their allocation as will those who are engaged
in joint venture projects with very long pay-back periods. Such a
policy satisfies not only the general tendency to conserve non-renew-
able raw materials where possible, but some strong Russian nationalist
sentiments. ' :

Resentment is particularly widespread when, because of the need
to export, domestic consumption is affected. The sharp increase in.the
‘export of petroleum to reduce the trade deficit is the best example of
how the export market has come before domestic needs. The sharp
- Jump in exports occurred in 1975 when shipments rose by 12 percent
(18 percent to OECD countries) and in 1976 when they increased by
15 percent (29 percent to the OECD). The impact on the growth of
domestic consumption was acute. Whereas until 1974 domestic con-
sumption never increased less than 7 percent a year, in 1975 it only
increased by 5.8 percent. That was less than 7 percent increase in pro-
duction but still large enough to be accommodated without too much
difficulty. However, 1n 1976, domestic consumption increased by only
2.9 percent and in 1977, by 3.6 percent to 4.7 percent. In both instances
there were reports of shortages of gasoline that seemed to transcend
the usual complaints of inept planning procedures.*® Not only can such
diversions cause inconvenience among those fortunate to have an auto-
mobile in the Soviet Union, but it can also have a direct impact on
economic growth. Undoubtedly this shortage of petroleum has con-
- tributed at least in part to the recent decrease in Soviet economic

growth rates. :

Reacting to a variety of such developments, some in the Soviet:
Union have warned about the danger of too much interchange with
the West. Some even go so far as to seek a cessation of most, if not all,
trading relationships. For those familiar with Russian history, much
of the present debate will seem like nothing more than a continuation
of the old argument between the Slavophiles and the Westernizers.
The Slavophiles of the 19th century urged that Russia turn its back
on the West. Failure to do so, they argued, would open Russia’s
borders not only to Western goods but Western ideas and ways of
doing things. That would mean slums and strikes as well as degrada-
tion and disruption and ultimately social unrest. (Since Marxism was a
product of the West, the Slavophiles may not have been entirely mis-
guided.) Instead Russia with its great population and natural wealth
would be better advised to follow its own path of development, they
argued. From their point of view, Russia should adhere to the tradi-
tional Russian way of doing things, looking for guidance to such indig-
enous institutions as the Russian peasant and the Russian church.
Russia should evolve in its own way with its own timing.

The modern-day version of the debate is most eloquently reflected in
exchanges between Alexander Solzhenitsyn and Andrei Sakharov. Ob-
viously neither one can be considered an official spokesman for any-

® Sotsialisticheskaia industriia, Aug. 24, 1978, p. 1; Sept. 22, 1978, p. 1.
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thing in the Soviet Union, but their views nonetheless find support
throughout the Soviet system. Solzhenitzyn, in a letter dated Septem-
ber 5, 1973, reerected the banner of the Slavophiles. He urged Soviet
leaders to turn their backs on the outside world and concentrate on
internal Soviet development. He called for an end to the stress on
rapid industralization and urged a halt to further sales to the West of
Russia’s natural resources, such as Siberian natural gas, oil, and tim-
ber. As he put it: “We a great industrial superpower behave like the
most backward country, by inviting foreigners to dig our earth and
- then offer them in exchange our priceless treasure—Siberian natural
gas.” In fact, he wants “A Russia first” policy of “lets have our raw
material patrimony for future Russian generations.” The raw materi-
als will always be valuable, but the Western technology will soon be-
come obsolete. Why give up something timeless and valuable for some--
thing empheral. In response, Sakharov argued that such a policy would
be isolationist. As Sakharov put it: “Our country cannot exist in eco-
nomic and scientific isolation without world trade, including trade in
the country’s natural resources or divorced from the world scientific
technical progress—a condition that holds not only danger, but at the
same time the only real chance of saving mankind.” *°

Besides Sakharov and Solzhenitzyn there are others reflecting the
same clash of opinions who represent a more official point of view. In
an extreme instance, Professor K. Suvorov in his request for economic
independence of the USSR seemed to go beyond urging economic
autarky for the CMEA, to a return to Stalin’s version of socialism in
one country.* He even cited Stalin as the originator of such an idea.
The reference to Stalin was thoughtfully omitted in an otherwise
fairly complete report of the article in Soviet News (the news bulletin
of the Soviet Embassy in London.)** As Suvorov saw it, Stalin wanted
the Soviet Union ‘to steer the course towards the country’s industriali-
zation, the development of production of the means of production, and
the formation of reserves for economic maneuvering” so as to ensure
the Soviet Union’s economic independence from the world’s capitalist
economy and achieve the complete triumph of socialism. This “indus-
trialization of the USSR would insure the economic independence of
the country and the ousting of capitalist elements from all the sectors
of the national economy, consolidate the Soviet Union’s economic and
defense potential and strengthen friendship among the peoples.” This
policy was opposed by those who seemed undisturbed that the country
would continue to be dependent on “the world’s capitalist system.”

Without taking such an extreme stand, there are others who nonethe-
less worry that the Soviet Union may be overexploiting its natural
resources and wealth and that foreigners may be benefitting at the ex-
pense of future Russians, The emphasis on future generations is a
recurrent theme by both politicians and economists.** Even those who
accept the need to exploit Soviet raw materials because they want
Western technology warn that such a policy is not always as simple
as it seems and that it necessitates ever increasing expenses because
of the need to go off further into the North and the East.**

4°é\:iw York Times, Apr. 15, 1974, p. 1; The New York Review of Books, Jan. 13, 1974.
pPD. -

4 Pravda, Dec. 18, 1975, p. 2.

42 Soviet News, Jan. 13, 1976, p. 15.

6 Soviet News, July 15, 1975, p. 242 ; Iakovetz, op. cit., p. 77.

‘:;Iu. Iakovets, “Dvizhenie tsen minerali’nogo syr’ia,” Voprosy ekonomiki, June 1975,
p. 3.
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There is even some reason to believe that the debate extends into the
Politbureau itself. Of course, there is a danger in placing too much
emphasis on the slightly different utterances made one day by Party
Secretary Brezhnev and those made by Prime Minister Kosygin a few
days later. Nonetheless, on October 1974 Brezhnev is reported to have
said “The natural resources of our country allow us to look to the
future without danger. To make a long story short, our country is a
country with uncounted riches and inexhaustible opportunities. It
i1s our job to use these riches and opportunities properly and
economically.” 5

In contrast, three weeks later, Kosygin seemed to view the situation
in a different perspective. As he put it when covering the same subject.
“Our country is provided with everything necessary so that the Soviet
economy can develop dynamically . . . %)ur resources are great. But
they are not inexhaustible. They belong not only to the present but to
the future generation of Soviet people. Therefore it is our task to use
them intelligently, carefully and in the most rationale way possible so
that each kilogram of fuel, metal, cement, cotton, fertilizer, synthetic
material, so that all of these serve the Socialist economy as effectively
as the most advanced raw material technology permits.

Even more fascinating it was not too long before Brezhnev changed
his attitude and came around to the realization that more care was re-
quired in the exploitation of raw materials. “The demand of the coun-
try for energy and raw materials grows increasingly and therefore
production becomes all the more costly. Consequently, if we are to
avoid extraordinary increase in capital investment, it is necessary to
use raw materials more effectively.” +'

Of course it is never clear if the leaders of the Soviet Union ever pay
attention to or even care what one another says. But if they do, or if
they read Pravda, they can not help but notice the sharp difference
in attitudes toward the use of raw materials.

Finally those who justify the continuation of raw material exports
sometimes adopt a novel rationalization. A, A. Trofimuk, Deputy Di-
rector of the Siberian section of the Soviet Academy of Sciences urged
an even faster exploitation of oil and gas.*®* He is concerned that it is
only a matter of time before new energy substitutes are found. There-
fore the Soviet Union had better use its reserves now before they
become valueless. )

Sooner or later the Soviets will deplete their raw material deposits.
Notwithstanding the Bolshevik Revolution, this holds for the Soviet
Union as well as everybody else. But given the problems the Soviet
Union has had in converting its now massive but still unsophisticated
industry to world-wide standards, it is unlikely that the Soviet quest
for advanced technology from outside its borders will soon abate.
And since it is unable to pay for this technology with highly fabricated
goods, in all likelihood the Soviet Union will have to continue to rely
on the exportation of relatively primitive raw materials and semi-
fabricated products. . ’

& Pravda, Oct. 12, 1974, p. 2.

4 Pravda, Nov, 3, 1974, p. 2.

47 Sotsialisticheskaia industriia, Mar. 24, 1978, p. 1.

43 Leslie Dienes, “The Soviet Union: An Energy Crunch Ahead?’ Problems of Commu-
nism, September—-December 1977, p.
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INTRODUCTION

The priority of basic heavy industries continues to be the core of
Soviet development strategy, reaffirmed again in the 10th Five Year
Plan, The rapid expansion of the nation’s mineral resource base, par-
ticularly for fuels and energy, constitutes 4 sine qua non of this eco-
nomic policy. At the same time, a looming manpower shortage and
sluggish productivity gains throughout the economy seem to have con-
vinced Soviet leaders of the urgency of faster technological advance
fostered through expanding trade with the West. The function of
Western technology in this process is inextricably linked with the de-
velopment of the country’s vast but increasingl expensive fuel re-
serves, vital for both the domestic economy an for hard currency
earnings.

As the world at large, Soviet planners relied on hydrocarbons for
the great bulk of all energy increments for more than two decades.
Since 1955, eighty-five percent of all growth in aggregate Soviet energy
production, including that from hydro and nuclear power, was ac-
counted for by crude oil and natural gas.! Such a radical shift in the
fuel mix has helped to modernize the economy through more efficient
heat capture, locomotive power, reduced handling charges and far
greater flexibility in chemical synthesis. For many years now, hydro-
carbons have also financed a large ‘share of Western technology im-
ports, providing from two-fifths to one-half of all hard currency ex-

1 Narodnoe khoziaistvo SSSR (henceforth Nar. khoz. SSSR) za 60 let (Moscow, 1977),
pp. 83 and 204 and Elektricheskle stantsii, No. 8, 1977, p. 3.
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port in the last few years.? Until recently, petroleum received most
of the emphasis domestically, while thoroughly dominating trade in
energy products, but a better balance between the two fuels is now
being reached. .

This hydrocarbon-dominated energy strategy, combined with favor-
able geology, has made the USSR the world’s largest oil producer and
second largest gas producer, with Soviet gas output clearly destined
to rank first by the mid-eighties. However, the overwhelming reliance
on these two fuels for energy increments and the pressure to expand
output rapidly have created severe problems for the future. These
problems have been well publicized of late, particularly with respect
to the oil industry. The discovery of new petroleum reserves has failed
to keep up with the growing volume of production and the forced-draft
techniques used by the Russians tend to accelerate the depletion of
reservoirs, while creating serious production problems as swiftly
growing volumes of water must be lifted to recover the oil and the
fields are re-drilled to replace flooded wells. Analysts at the US CIA
have predicted and continue to stand by their prediction that Soviet
petroleum output will peak by the early 1980, then begin a long,
though not necessarily lasting, decline.?

Soviet planners, while admitting to serious problems, are apparently
confident that they can avoid a downturn in domestic oil output, while
projecting continued rapid growth for their gas industry. But they
concede that economies are needed because hydrocarbons, particularly
petroleum, are too valuable to be burned under boilers for the produc-
tion of steam and electricity. In an effort to conserve these resources
and to make more oil available for petrochemicals and export (taking
advantage of high world prices), the planners have proclaimed a new
energy policy that would reduce the role of oil as power station and
industrial fuel and give more attention to the use of coal, especially
that of cheap strip-mined lignites. Concurrently, they push to acceler-
ate the pace of nuclear plant construction and press with the develop-
ment of hydropower. They also appear to look to the Soviet Union’s
vast natural gas reserves to help reduce the domestic requirements for
petroleum, permitting its continued export, but increasingly also to
earn valuable foreign exchange from the sale of gas as well.

In the USSR, as elsewhere, energy is used not in an abstract fashion
but in a concrete world of existing equipment and specific technologi-
cal applications with definite thermodynamic characteristics. It is also
consumed in concrete geographic space and, except for some mobile
machines, in a locationally concentrated manner. Energy demand,
therefore, is subject to pronounced inertia both with respect to func-
tional-technological uses and, still more, to geographic markets. En-
ergy production is similarly specific and particular, both in its various
primary forms (raw fuels, hydro and nuclear power) and in its loca-
tion. However, the different primary forms in which energy is pro-
duced are not uniformly applicable and/or efficient in the diverse

2 Allen J. Lenz and Hedija Kravalis, ‘“‘Soviet/EE Hard Currency Export Capabilities,”
Office of East-West Policy and Planning, Bureau of East-West Trade, U.S. Department of
Commerce, October 1978. -

87.S.,, CIA, The Soviet Economy in 1976-77 and Outlook for (1978 (ER78-10512,
August 1978), pp. 4-7 and 17; A Discussion Paper on Soviet Petroleum Production,
June 1977 ; Prospects for Soviet Oil Production (ER77-10270, April 1977) ; and Prospects
for Soviet Oil Production : A Supplementary Analysis (ER77-10425, July 1977).
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technological processes, and they are seldom available near the geo-
graphic markets where they are most wanted and where they yield the
greatest benefit. Energy policy decisions thus involve the meeting of
geographically defined demand in the requisite forms and processes
with available but strongly localized resources at acceptable monetary,
social-environmental and political costs. The limits of what is accept-
able and the mix of monetary and non-monetary costs in the USSR
today (as in earlier periods) may indeed be particular to the Soviet
system and determined by its leadérship. It is clear, however, that the
existing functional-technological structure of energy use and its geo-
graphic context are mostly the result of neutral technological trends
and climatic-physiographic realities, though influenced by strategic
and ideological decisions of the past. For today’s leaders, they are
exogenously determined and change only in a very gradual fashion,
roughly in accordance with global patterns.
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SOURCES FOR MAP

F¥or 1965, the regional totals and the consumption of natural gas are taken
from VINITI, Razrabotka neftianykh i gazovykh mestorozhdenii, Vol. 4 (Mos-
cow, 1972), pp. 44-45. The 1975 regional totals estimated from aggregate Soviet
consumption and the regional breakdown for 1970 as given in Ibid. The shares
for the different fuels in individual regions are approximate. They were labori-
ously derived and pieced together from diverse Soviet sources. The tables and
derivation for 1965, 1970 and 1975 may be obtained from the author.

THE FuNCTIONAL-TECHNOLOGICAL STRUCTUGRE OF
Eneray CoNsUMPTION

In a modern economy, primary resources pass through complex
stages of inter-industry processing and transaction to satisfy final
demand. Little of total resource inputs today pass to consumers in an
unprocessed form. Energy is no exception. In the course of develop-
ment, primary energy resources in the USSR, too, are increasingly
refined and transformed. The primary energy branches provide the
flows of crude oil, natural gas, coal and other solid fuels, hydroelec-
tric power and uranium ore to the two processing segments: to fuel-
refining factories and to electric power and boiler plants. The former
refines and upgrades raw fuels into petroleum products, coke and
briquettes; the latter transforms both the raw and some of the refined
fuels into electric power, steam and hot water. While some raw fuels
and, of course, hydro and nuclear power still flow directly to the rest
of the economy and also comprise the bulk of energy exports, about
80 percent of primary energy resources today are refined or are trans-
formed into more usable and/or valuable forms.* Not only has that
multiplied the economic utility of energy products, while providing
environmental, hygenic and other benefits, but also has contributed to
a significant improvement in the energy efficiency (i.e. energy input—
utilization ratio) of end use equipment and installations.

Boiler Use: Production of Electricity, Steam, and Hot Water

The rapid growth in the share of aggregate energy used via elec-
tricity steam and hot water has been the most striking technological
trend in the Soviet energy economy over the past few decades. Cor-
respondingly, there occurred a sharp decline in the share of fuels used
directly in consumer installations (Table 1). This was particularly
true if one excepts energy which runs mobile machines, where direct
consumption of fuel by the internal combustion engine is still domi-
nant. Direct use of primary energy decreased from over 80 percent of
the total in 1930 and more than 70 percent even in 1950 to less than
one-half today. For stationary consumers, that share is down to about
two-fifths, the rest being consumed via electricity, steam and hot water,
with a few percent lost in transport. (Table 1 excludes non-energy
uses and exports.) :

Virtually all growth in energy demand by low and medium tempera-
ture processes,** for example, has been satisfied by steam and hot water,

+P. S. Neporozhnil et al.,, “Fuel and Power Economy of the Soviet Union at the
Current Stage . ..,” Ninth World Energy Conference, Transactions (Detroit, 1974), vol. II,
p. 149. '

42 Low temperature processes involve the use of heat below the boiling point of water
(100° C). Medium temperature processes range up to and over 300° C, in which range
the heat can be delivered by steam at moderate pressure. The upper limit is not clearly
defined, but above 300° C the pressure soon becomes unacceptably high. For examople,
vapor pressure reaches only 16 atmosphere at 200° C but over 150 atmosphere _at 340° C.
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with an efficiency of heat transfer of 90 percent.® Since 1950, the quan-
tity of fuels burned directly in small inefficient installations, and at a
huge expense of labor time, declined somewhat and their share dropped
drastically (Table 1). Soviet specialists expect this trend to continue,
with the stated policy to further increase the centralization of heat
supply and to drastically reduce the need for small heating devices,
such as furnaces for individual apartments, commercial buildings and
small industrial plants. The USSR today is the world leader in cogen-
eration, the utilization of heat produced by electric station. In 1975,
dual-purpose turbines represented about 37 percent of all thermal
generating capacity in the country.® One-half of all heat supply to
industry and 27 percent to the residential-municipal economy of Soviet
cities was furnished by such equipment.” So far electricity has been

TABLE 1,.—CONSUMPTION OF PRIMARY ENERGY RESOURCES BY FUNCTIONAL CATEGORIES (EXCLUDES NONENERGY
USES)

[Consumption in millions of gicacalories]

Pro-

1930 1950 1960 1971 jected
(1990-

Per- Per- Per- Per- 95)

Con- .cent of Con- cent of Con- cent of Con- centof percent

sumption totalt sumption total! sumption total! sumption total? of total!

Generation of electricity__..__ 67 5.6 318 11.5 745 15.7 1,655 20.1 29.~
Generation of steam and hot

water. ..o 112 9.3 400  j4.4 845 17.9 1,840 22.4 30.0
Direct use of primary energy: 980 81.7 1,984 7.2 23,000 63.3 4,440 53.9 37.0

(a) For high temperature
industrial pracesses (in
furnaces, Kkilns, ovens,
and related equipment)__ 172 14.3 618 22.2 31,080 22.8 1,815 22.1 14.5

(b) For medium- and fow-
temperature processes
(space and water heat-

ing, cooking, etc.).._____ 608  50.7 966 347 3960 . 20.3 950 11.5 6.5

(¢) For mobile machines
and power tools__.______ 190 15.8 395 14.2 4960 20.3 1,675  20.4 16.5
(d) For lighting. ..________ 10 .9 5 e e e
Losses in transport. _________ 40 3.3 82 2.9 150 3.2 295 3.6 3.5
Total .. 1,199 100.0 2,785 1000 4,740 100.0 8,230 100.0 100.0

! Percents may not add up because of rounding. All estimated figures rounded. i

, ;Esalmat?g]lg usl?g the share given by M. A, Vilenskii, ‘‘Ekonomicheskie problemy elektrifikatsii SSSR"’ (Moscow:
‘Nauka,"’ , p. 14, X

3 Estimated from combined high temperature and medium-low temperature total. The slight rise in the share of high
temperature processes between 1950 and 1960 and slight decline between 1960 and 1971 are plausible given the relatively
heavier emphasis on metallurgy during the fifties. . .

4 Estimated by using the share given by Vilenskii, op. cit., p. 17 for all fuel burning transport equipments and other
mobile machines with internal combustion engines. The rise in that share between 1950 and 1960 and its stabilization during
the sixties is, again, plausible. The rapid growth in demand by construction and agricultural machinery and heavy trucks
coincided with the continued dominance of the very inefficient steam locomotive in railway haulage. During the sixties, the
shift to diesel (and electric) traction helped to counteract the swift rise in fuel consumption by trucks, agricultural and
construction machinery.

Source: 1930-71 from A. A. Beschinskii and lu, M. Kogan, **Ekonomicheskie problemy elektrifikatsii”” (Moscow:
‘‘Energiia,”’ 1976), pp. 413-15. Projected break