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The Soviet Economv in a
Global Perspective: X
Summary When Mikhail Gorbachev became General Secretary-of the Communist
Information available Party of the Soviet Union in 1985, he assumed command of an economy

as of 31 December 1988

was used in this report. that was impressive in terms of size and historical performance:

* The estimated value of the USSR’s gross domestic product (GDP) was
second only to that of the United States.

* The Soviet Union ranked first in the world in the annual production of
oil, iron ore, and steel and was the second largest producer of machinery.

* Between 1950 and 1975 Soviet economic growth had outstripped that of
the United States, and the Soviet economy had increased from about one-

third to almost 60 percent of the size of the US economy.
L~ ..

Since the mid-1970s, however, the economy had been faltering. Soviet

! growth had decreased sharply, and by the late 1970s the ratio of Soviet to
: US GDP had slipped. The USSR now lags the West even further in many

important respects: :

* Soviet labor productivity as measured by GDP per worker is less than
half that of the United States, below that of most developed countries,
and even below that of some East European countries. R

* The West’s technological lead over the USSR is large and increasing in
fields such as computer-operated machine tools and computer software,
in which the West is as much as 12 years ahead.

* Valuable energy resources are being used far less efficiently than in most
other developed countries ‘

s Indeed, although clearly a military superpower, the Soviet Union has an
economy that in many ways is like that of a developing country. The level
of per capita consumption in the USSR, for instance, is far bglow .that of
the developed Western countries and J apan. It is about orre=third that of
the United States and is more comparable to that of countries such as
Mexico and Brazil. Moreover, the Soviet pattern of consumption and
output more closely resembles that of less developed nations than that of
the West:

* The per capita consumption of consumer durables is below that of many
Latin American countries, and stocks of high-quality consumer durables
such as passenger cars and modern appliances are extremely low.

* Per capita expenditures on consumer services are markedly lower than in
the developed West and only slightly higher than in such countries as
Uruguay and Portugal.

i
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+ Compared to other nations at a similar level of development, the Soviet
Union has a much larger agricultural sector. Indeed, the share of
agricultural output in GDP in the USSR is similar to the share in Turkey
and the Philippines.

In addition, the USSR—a large net importer of manufactured goods and
an exporter primarily of raw materials and fuels—has a trade pattern more
like that of Egypt and Mexico than that of the major industrial states *

The Soviets have set economic targets that, if realized, would narrow the
gap between themselves 2pd the West. We believe, however, that_these
targets are out of reach. We expect that the Soviet Union will have
difficulty maintaining its position relative to the West, much less closing
the gaps in technological development, productivity, or living standards.
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General Secretary Gorbachev’s commitment to revitalizing the Soviet
economy stems, in large part, from a realization that the USSR is falling
further behind the industrialized West in its pace of technological advance
and its citizens’ quality of life. This paper seeks to put Gorbachev’s
concerns in context by comparing the USSR’s economic performance with
that of other countries—ranging from the least developed nations in Africa
to the highly developed, modern ones of the West. The paper does not
attempt to provide a definitive analysisof Moscow’s economic difficulties
or to estimate the future course of economic development in the USSR, * -

To compare the economic performance of various countries, estimates of
the value of their output of goods and services have been converted from in-
digenous currencies into dollars using purchasing power parities, as
described in an appendix. Most comparisons are made for 1985—the last
year for which data are available and the year Gorbachev became General
Secretary—but we believe they reflect reasonably well the economic
conditions in the USSR today. Such estimates should not be regarded as
precise measures. They provide, at best, an approximation of the relative
levels of economic development and performance among countries of the
world with very diverse systems = -\

Readers should also be aware that, in contrast to this paper, some CIA
publications use market exchange rates to convert estimates of economic
output in other currencies into dollars. As a result, some of the estimates
presented here differ from those of other CIA publications .
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Figure 1
Gross Domestic Product of the Seven Largest Economies, 1985

Trillion 1980 international dollars
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The Soviet Economv in a
Global Perspective (

Methods and Sources

To compare the Soviet Union’s economic performance
with that of other countries—and, indeed, to make
any valid international comparison—it is necessary to
express the activities of the countries being compared
in common terms. The terms used in this report
include physical quantities, such as numbers of auto-
mobiles and televisions, and monetary measures. For
the most part, the monetary measures are taken from
the United Nations® International Comparison Project
(ICP), which uses “purchasing power parities’zey,-
(PPPs)}—currency conversion factors for specific types
of goods and services—to convert the reported value
of various nations’ goods and services from indigenous
currencies into a common set of prices ’

The use of PPPs is a more appropriate method for

making international comparisons of the volume of
production and consumption of final goods and ser-
vices than is the use of market exchange rates.
Because PPPs are synthetic indicators based on a
comparison of prices for a specific sample of goods,
they do not display the volatility of exchange rates,
which can vary sharply from day to day. In addition,
because PPPs vary from one category of goods and
scrvicps to another, they “corr;ct" for the distortions
in a given country’s price structure resulting from
price subsidies and highly differentiated excise taxes.
In contrast, the use of market exchange rates, which
must be applied indiscriminately to all the goods and
services produced in a given country, would complete-
ly mirror that country’s price structure, distortions
and all. The PPPs used in the ICP, moreover, are
designed to mitigate the different types of distortions
that inevitably result when one country’s output and,
thereby, its resource allocation choices are expressed
in another currency. It does so by the use of so-called
international dollar measures, which reflect world
average prices rather than those of any one nation

The Soviet Union, unfortunately, has never par-
ticipated in the ICP. As a result, we lack the type of
detailed dollar measures of Soviet economic
performance that we have for the participating coun-
tries. We have, however, been able to link the CIA’s
dollar estimates of Soviet production and resource
allocation—generated with PPPs developed for US-
Soviet comparisons—to the ICP estimates. A descrip-
tion of the procedures used to accomplish this linking
and additional information on purchasing power pari-
ties and “international dollars” are presented in ap-
pendix A *

Gorbachey’s Inheritance:
A Large but Faltering Economy

The Soviet economy is the second largest in the world
(see figure 1) and, until recently, it had grown at an
impressive rate. Whereas in 1950 the Soviet economy
was about one-third the size of the US economy, by
1985 it was more than one-half the US economy’s size
and approximately 50 percent greater than the size of
the Japanese or Chinese economies.' The gross domes-
tic products (GDPs) of West Germany, India, and
France are about one-third the size of the Soviet
GDP.? (The inset provides a broader comparison of
the economies of Western and Eastern Bloc nations.)

' Estimates of the size of the Chinese economy vary widely. To
avoid using official Chinese data—which probably understate the
value of services and may not be calculated according to Western
practices—converted to US dollars using administratively set ex-
change rates, we have clected, for the purposes of this paper, to
estimate Chinesc gross domestic product in dollars using the
physical indicator method (see appendix B). (u)

! Throughout this paper, GDP will be used for comparisons of total
economic output rather than the more familiar gross national |
product (GNP). The difference between the concepts.is slight. GDP
cquals GNP less payments for labor and capital services exchanged ..
with other countries|
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A Comparison of Economic Strength, East
Versus West

A comparison that juxtaposes the economies of
the CEMA nations as a group with those of the
United States and nations of the European
Community provides an interesting perspective
on how well the Communist Bloc has fared
relative to the capitalist West. The European
Community alone has a combined GDP roughly
one and a half times larger than that of the
Soviet Union and about 10 percent larger than
that of all of CEMA. When the United States is
added, Western-GDP is more than twice as
large as that of the Soviet Bloc. (u)

Gross Domestic Product, East Versus West, 1985

Trillion 1980 international. dollars

B¥E United States . ]
B European Community
BB CEMA except USSR
Il USSR

CEMA?®

0 . . Buropean Community
plus United States?®

2European Community member nations are Belgium, Denmark,
France, West Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, and the United Kingdom.

® CEMA member nations are Bulgaria, Cuba, Czechoslovakia,
East Germany, Hungary, Mongolia, Poland, Romania, the
USSR, and Vietnam. \
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Table 1
Soviet Rank in Production of Selected
Industrial Goods

1913 1987
World

£
=]
=3
(=%

Europe Europe

Electric power

Petroleum
Coal

Steel
Cotton fiber
Iron ore .
Coke
Cement

wnib v ionin foe
N A R N R R el R

2 1
| 1
3 1
1 1
3 1
1 1
| I
2 1
1 1

FN
[\ %]

Granulated sugar
Source: Narodnoye khozyaystvo SSSR v 1987, p. 625.

This table is Unclassified.

The Soviet Union outproduces most or all Western
nations in many major industrial commodities. In
fact, the USSR ranks first in the world in the
production of such important commodities as oil,
crude steel, and iron ore (see table 1). (u)

Relative Level of Economic Development

Although the Soviet Union’s rank in terms of overall
GDP or the production of specific types of goods is
impressive at first glance, a comparison of per capita
GDP among a large sample of countries gives a
different picture (see figure 2). The Soviet Union
ranked well below Western developed nations but
above the newly industrialized and less developed
Western countries in 1985, Soviet per capita GDP
that year was less than half that of the United States,
for instance, but 30 to 50 percent larger than that of
Mexico or Greece. (U)
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Figure 2
Per Capita GDP, 1985

Thousand 1980 international dollars
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Figure 3
Composition of GDP, 1980

Percent

I Consumption
Il Iovestment
I Decfense and other

United States

West Germany

Botswana

Note: Most shares are calculated using expenditure data in
cach nation’s indigenous currency from Phase IV of the UN
International Comparisons Project. Soviet shares are at 1982
factor cost.

Dividing the Pie

Comparisons of per capita GDP do not necessarily
provide an accurate indication of relative standards of
living, in part because the share of GDP allocated to
consumers varies considerably among countries. In-
deed, the share of consumption in Soviet GDP is
small. (Figure 3 illustrates the share in 1980, the
latest year for which data are available.)’ In the
United States, about 69 percent of GDP went to
consumption in 1980, compared with only 55 percent

' The Soviet share is calculated from ruble estimates of consumption
and total GDP at adjusted factor cost—that is, in prices “'corrected”™
for the distortions resulting from the inclusion of large and highly
differentiated excise taxes. subsidies. and profit rates in the state-
administered, “established™ prices of Soviet goods and scrvices. v
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in the USSR. In addition, the quality of goods
produced in the USSR—which is notoriously poor in
general—is particularly poor with respect to consum-
er items. Quantitative comparisons of this type do not
fully account for such differences in quality and Thousand 1980 international dollars -
therefore probably overstate the Soviet position (see N
inset on page 5).

Figure 4
Per Capita Consmption, 1985 .

As a result of the low priority accorded to consumer West Germany
needs, Soviet per capita consumption, valued in inter-  Ugited Kingdom
national dollars, is far below that of the major
developed nations—about one-third that of the United
States and about 55 percent that of Japan and most of

“the major West European nations (see figure 4). The
Soviet Union, in fact, was more comparable to coun-
tries such as Mexico, Argentina, and Brazil in terms
of the level of per capita consumption in 198S5.
Moreover, the Soviet position relative to the rest of
the world has not improved over the past two decades.’
Although the Soviet Union was able to narrow some-
what the difference in per capita consumption be-
tween itself and the United States before 1970, since
then the gap has remained steady. Moreover, the gap
between the Soviet Union and most developed nations
has steadily widened, and, in recent years, several
newly industrializing nations such as Brazil and Ko-
rea have made significant gains relative to the Soviet
Union (see figure 5)°

Figure 5 -

* Although the Soviet population is becoming increasingly aware of Per Cap'ta Consumptlon, 1960-85
the way in which people of other nations live, the average citizen is :
probably more apt to compare his quality of life with that of his

parents or grandparents than with Westerners. Therefore, these Index: USSR =100

conclusions about relative living standards may not reflect the
perceptions of Soviet consumers
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Table 2 1980 international dollars per capita
Consumption Patterns, 1985

Food Soft Consumer Health Education Houschold Total
Goods Durables Services
Sweden 788 471 612 678 368 1,785 4,703
(16.7)» (10.0) (13.0) (14.9) (7.8) (38.0) (100)
United States 1,612 983 1,440 630 572 3,304 8,542
(18.9) (11.5) (16.9) (1.4) (6.7) (38.7) (100)
Japan 968 549 - 477 632 288 1,994 4,909
(19.7) (11.2) 9.7) - (12.9) (5.9) (40.6) (100)
West Germany 1,233 1,080 1,026 497 313 1,670 5819
(21.2) (18.6) (17.6) (8.5) (5.4) . (28.7) (100)
United Kingdom 1,342 661 679 435 295 1,762 - 5,174
(25.9) (12.8) (13.1) (8.4) (5.7) (34.1) (100)
France 1,705 1,140 816 624 374 1,849 6,509
(26.2) (17.5) > (12.5) ' (9.6) (5.7) (28.4) (100)
Italy 1,317 756 617 268 366 1,327 4,651
(28.3) (16.3) (13.3) (5.8) (1.9) (28.5) (100)
USSR 844 386 194 200 501 585 2,711
31.1) (14.2) (7.2) (7.4) (18.5) (21.6) (100)
Portugal 719 ) 318 123 114 248 751 2,274
(31.6) (14.0) (5.4) (5.0) (10.9) (33.0) (100)
Ireland 955 330 238 240 229 810 2,801
(34.1) (11.8) (8.5) (8.6) (8.2) (28.9) (100)
Greece 1,262 449 145 136 157 1,017 3,167
(39.8) (14.2) (4.6) 4.3) (5.0) (32.1) (100)
Turkey 722 341 130 31 76 299 - 1,599
(45.1) (21.3) (8.1) (1.9) (4.8) (18.7) (100)

* Percent of total consumption in parentheses.

*

Living Standards According to these data, consumption patterns in the
Consumption Patterns. This section compares the USSR differ markedly from those in the developed
flow of consumer goods and services in the USSR Western countries. Food, for example, accounts for

with that in a cross section of other countries. Here, as  about one-third of total consumption in the USSR,
throughout most of this paper, “international dollars” valued in international dollars, while the correspond-
are used to compare patterns of actual consumption to ing share in'most developed Western countries is

remove the effects of differences in relative prices closer to one-fifth or one-fourth. The share of consum-
among countries (see table 2). These data do not show er services in total consumption in the USSR is small
how Soviet consumers—or consumers in any other compared with that of Western nations—about 22
country—actually disperse their money income; rath- percent in the Soviet Union versus 39 percent in the
er, they illustrate the mix of goods and services United States and 41 percent in Japan. Consumer

actually acquired by consumers. (The inset discusses  durables also make up a relatively small share of
patterns of consumpuon cxpcndxturcs calculated in
indigenous currencies.’
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Soviet consumption. On the other hand, the very large
share of consumption that is directed to education
reflects the fact that the Soviet Union provides uni-
versal elementary and secondary education to its
citizens and offers a university education to a higher
percentage of its people than any Western nation
except the United States and Canada

Consumption patterns in the USSR have changed
substantially during the past several decades, but the
Soviet pattern in 1985 is far more similar to that of
the United States in 1960 than in 1985 (see figure 6).
The share of food in overall consumption, for instance,
dropped in the United States and the Soviet Union,
although the Soviet share in 1985 was still larger than
the US share in 1960. The percentage of consumer
durables in Soviet consumption was almost twice as
high in 1985 as in 1960, yet this 1985 share was about
.60 percent of that found in the United States in 1960.

Similarly, despite substantial growth in Soviet house- .

hold services, the share in 1985 was still only about 55
percent of the US share.

Food. The level of per capita food consumption in the
Soviet Union in 1980—valued in international dol-
. lars—was well below the level in the United States
and the developed West European nations and was
even below that of many Latin American and East
European countries (see figure 7). However, according

to data collected by the Food and Agriculture Organi-

zation of the United Nations, the nutrient content of
the Soviet food supply closely resembles that of
Western nations.* The number of calories available
per capita in the USSR nearly matches that in the
United States and exceeds that of several developed
OECD nations. Similarly, the Soviet protein level
falls well within the range of that typical of developed
Western nations, although the source of the nutrients
differs sharply (see figure 8). Nearly half of the
calories in the Soviet food supply, for instance, are
provided by grain products and potatoes—compared
with one-fourth in the United States. The relative

*See also Ann M. Lane, Ruth M. Marston, and Susan O. Welsh,
“The Nutrient Content of the Soviet Food Supply and Comparisons
with the US Food Supply,” Gorbachev's Economic Plans (Wash-
ington, DC: Joint Economic Committee, US Congress, 1987),

Vol. 2, pp. 79-9¢ "1

Figure 6
Consumption Patterns in the USSR and the
United States, 1960 and 1985

Percent

1960 1985
United States

1985
USSR

1960

Note: Because values in international dollars are not available
for 1960, all data are based on the geometric mean of shares
calculated for each country in both rubles and dollars.

Figure 7
Per Capita Food Consumption, 1980

Thousand 1980 international dollars

Italy

United States
West Germany
United Kingdom
Portugal

Brazil
Uruguay
Argentina
Japan

Poland
Hungary
USSR

South Korea
Indonesia
India

Kcnya
Cameroon
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preponderance of foods with a low dollar value in the

Figure 8 e . . .
. . Soviet diet partially explains the apparent discrepancy
I;g;g';';t Content of Food Supplies, between the comparison of food consumption mea-

sured in dollars and the nutrition comparisons.* *

Note scale change

Over the last two decades, steady growth in worker
income, low retail prices, and rising consumer expec-
tations have markedly increased the demand for high-
quality foods in the USSR. Although the composition
of the food supply has changed somewhat, Moscow
has not been able to match food supplies with consum-
er preferences. Chronic shortages of even basic foods
are widely reported, queuing is pervasive throughout
the country, and black marketing in food items has
become an integral part of the Soviet economy

Il Vegetable products B Animal products

Calories per capita per day

Consumer Durables. Valued in international dollars, ‘

per capita consumption of consumer durables in the

USSR s less than one-fifth the US level and is below

that of many Latin American nations (see figure 9).

Moreover, Moscow’s efforts to improve the availabil-

ity and selection of durable items such as washing

Veaooi : machines, refrigerators, and television sets during the

Tndonesia - N — past decade have had only mixed results. Ownership

Kenya —— ; , of many durables has increased dramatically, but the -~

:i‘::ﬁa assortment continues to be unresponsive to consumer
demand. For example, according to Soviet figures,

about 75 percent of the consumers who wish to

purchase refrigerators want models with a capacity of

7 to 8 cubic feet (most US models have capacities of

Greoce - S 17 cubic feet or more). Yet only 12 percent of the
France R —— units produced are of this size. Of the 4 million

f‘:i o == washing machines produced every year, only 5 percent
United Statss . - : are fully automatic. Indeed, most Soviet washing
USSR S—— i machines require the operator to wring clothes by

;‘::“:Jy hand at least once during the wash cycle. Stocks of
ng

West Germany p— higher quality items, such as passenger automobiles
Japan N — and modern consumer appliances, also remain ex-
United Kingdom e e tremely low (see figure 10). " °

Portugal oo e (o = e

South Korea
Morocoo
Venezuela
Brazil
China
Kenya
India
Indonesia
Nigenia

¢ Another reason is that the Food and Agriculture Organization
(FAO) of the United Nations bases its analysis of a nation's food
supply on production levels and does not account for waste before or
after the food reaches the consumer. The dollar-based consumption
data, on the other hand, measure oaly the food that is actually -
purchased by consumers and thus omits predelivery waste, which in
the Soviet case is substantial

Source: Food and Agriculture Organization (FAO) of the United States, ,
FAO Production Yearbook, Vol. 40 (Rome: FAQ, 1987), pp- 245-248.

0«3 89
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Figure 9 Figure 10
Per Capita Consumption of Consumer Stocks of Consumer Durables
Durables, 1980

Thousand 1980 international dollars Note scale change

Televisions per 1,000 population, 1983

West Germany

United States United States
United Kingdom Japan

Italy United Kingdom
Japan Hungary
Uruguay West Germany
Brazil East Germany
Hungary USSR
Argentina Italy

Poland mﬁna
USSR South Korea
Portugal Portugal

South Korea Brazil
Cameroon Mexico
Indonesia Guatemala
Kenya Nigeria

India

Motor vehicles per 1,000 population, 1984

United States
West Germany
Italy

United Kingdom
Japan

East Germany
.Argentina
Hungary
Portugal

Brazil

Mexico

USSR

Turkey

South Korea
Nigeria

Source: US Department of Commerce, Statistical Abstract of
the United States, 1987 (Washington, DC: US Government
Printing Office, 1986), p.827.
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Consumer Services. International comparisons also
indicate that the USSR has a long way to go to
become a service-oriented economy. The provision of
services remains extremely low in the Soviet Union in
comparison with the developed West as a result of
decades of neglect by state planners.” Per capita
consumption of consumer services in the USSR (in
international dollars) is significantly lower than in the
developed West and only slightly larger than in such
countries as Uruguay and Portugal. (Figure 11 shows
a comparison for 1980, the last year for which data
are available.) The unfulfilled consumer demand for
many household and repair services has led to the
development of a widespread and rapidly growing
black market for services. Soviet insurance policies
have even begun to offer coverage for automobile
parts stolen by black marketeers who supply them to
unofficial repair operations

Providing more and better services is one of the goals
of Gorbachev’s program to improve the lot of the
consumer. The regime apparently realizes that work-
ers are more likely to respond to higher wages with
greater work effort if there are sufficient supplies of
higher quality goods and services to buy

Health Care. During the mid-1970s, infant mortality
rates and life expectancy worsened in the USSR, an
unprecedented event for an industrial nation in peace-
time. According to official Soviet statistics, life expec-
tancy has only recently started to climb, and it is still
short of the levels reported in the mid-1960s. The
Soviet Union ranks well below the developed West in
both of these health care~related categories (see figure
12). Infant mortality rates are poor in large part
because of the extremely high rate of infant deaths in
the Central Asian republics. Officially published Soviet
statistics indicate, for instance, that in 1986 infant
mortality rates were 5.8 percent in Turkmenistan and
more than 4.6 percent in Tajikistan and Uzbekistan.

' For an extensive discussion of this issue, see Gertrude E. Schroe-
der, “USSR: Toward the Service Economy at a Snail’s Pace,”
Gorbachev's Economic Plans, Vol. 2, pp. 240-260 -

11

Figure 11
Consumer Services Per Capita, 1980

Thousand 1980 international dollar:

United States
West Germany
United Kingdom

South Korea

The rates published for the Europcan republics, how-
ever, are similar to those found in Western Europe.*

The Soviet health system is greatly overburdened.
This situation has arisen, in part, because of an ill-
advised strategy to concentrate resources on curing
illnesses rather than preventing them. The low priori-
ty given to manufacturing health care equipment
contributes to the problem and helps to explain why
the USSR ranks so low (and has for several decades)
relative to other countries in the provision of basic
health care services to its citizens (see figure 13

' These figures are misleading, however, because of systematic
underreporting of infant deaths and a Soviet definition of infant
deaths that is far more lax than that used in other countries. Deaths
of infants weighing less than 1,000 grams—World Health Organi-

* zation guidelines arc 500 grams—arc labeled “miscarriages’ in-

stead of being cntered into infant mortality statistic
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Figure 12
Health Care Indicators, 1985

Note scale change

Figure 13
Health Expenditures Per Capita, 1980

1980 international dollars

Life Expectancy at Birth
Years

Japan

United States
Italy

United Kingdom
West Germany
Poland
Portugal
USSR
Uruguay
Argentina
Huagary

South Korea
Brazil

Kenya
Indonesia
India

Infant Mortality Rates
Deaths of children under one year per 1,000 live births

Japan

United Kingdom
United States
West Germany
Italy

Portugal
Hungary
Poland

USSR

South Korea
Uruguay

Argentina
Kenya
Brazil

Indonesia

Cameroon

India

Note: Data arc for 1985 or closest year for which data are available.

Poland
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“Participation in the World Economy

0843”9

Japan

United States
United Kingdom
West Germany

Hungary
Italy
Portugal
USSR

Uruguay
Brazil
Argentina
Cameroon
Indonesia

India
Kenya
South Korea

On the whole, the USSR’s pattern of world trade
resembles that of a less developed country such as
Egypt or Mexico (see figure 14). Moscow is a large
importer of manufactured goods and a large exporter
of raw materials—notably oil, gas, and semiprocessed
materials. After 60 years of industrialization, the
USSR s still largely unable to sell its manufactured
products abroad. Soviet exports—including intra-
CEMA barter trade—relative to other nations are
shown in figure 14. When only hard currency sales
are considered, manufactured goods make up approxi-
mately 10 percent of Soviet exports, about the same
share as in a country such as Ivory Coast. That
statistic is particularly notable because the manufac-
turing sector has always had a high priority in the
allocation of investment resources in the USSR
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Figure 14
Trade Performance, 1985

Figure 15
Sectoral Shares of GDP

Note scale change Index: GDP =1 _
Bl Nonfuel primary products 8 Agriculture

B Fuels - I Industry ’

I Manufactured goods B Scrvices

Share of total imports Share of total exports

Share of Manufactured Goods in Exports, 1985 2

Percent of total exports

Japan

- South Korea
West Germany
Italy
Yugoslavia
United States
Portugal
United Kingdom
Greece
Brazil
Norway
Mexico
Argentina
USSR
Colombia
Panama
Ivory Coast

Note: Non-Soviet data are taken from International Monctary Fund trade statistics.
2 Excluding arms.

320850 3-89

Note: Noa-Soviet shares were calculated in digy ¥
Soviet data were calculated in nibles in. 1982 factor cost prices.

o . 320851 3-89

Economic Structure

The structure of the Soviet economy: is markedly
different ffrom that of most developed nations and has
changed little since 1975. In particular, compared with
other nations at a similar level of development, the
Soviet Union has a much larger agricultural sector.
According to CIA figures, agriculture has accounted
for about 20 percent of the USSR’s total output—
calculated at factor cost *—in the 1980s compared with
less than S percent for most developed Western na-
tions. The share of agricultural output in GDP in the
Soviet Union is similar to that.in Turkey and the
Philippines (see figure 15). Such a large dependence on
agriculture causes sometimes erratic annual fluctua-
tion in overall national output—a problem typical of
developing nations of the Thicd World.

* See footnote 3/
~—r
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Table 3 Percent . Figure 16

Average Annual Growth of GDP, Soviet GDP as Share of US GDP, 1950-85

1966-85 _ -
Percent

1966-70 1971-75 1976-80 1981-85

USSR 5.1 3 22 1.8
United States 2.8 23 33 3.0
France 5.4 40 3.3 1.5
West Germany 4.2 2.1 34 1.3
Japan ' 11.0 4.3 5.0 39
Italy : 6.2 24 38 1.6
Greece . 7.2 5.1 4.4 1.3
Portugal 6.3 44 5.4 1.0
East Germany 3.1 3.5 2.0 1.9
Hungary 3.0 3.3 2.0 0.6
Poland 40 6.5 0.7 0.6

Sources: CIA Reference Aid CPAS 88-10001 (Unclassified), Sep-
tember 1988, Handbook of Economic Statistics. Greece and
Portugal data are from Organization for Economic Cooperation
and Development, National Accounts, Vol. I Mail Aggregates,
1960-86 (Paris: OECD, 11988)

1.

?

6 70 15 ' S

The Soviet Economic Malaise:
Barriers to Intensive Growth Not.c: Shares are based on a geometric mean comparison of
Soviet and US GDP in rubles and dollars. -

In the seventies and eighties we lost our previous
dynamism to a certain extent. The economy did not
succeed in switching over from extensive to intensive
growth in time.
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. growth attained in most Western countries. As a
1986 Report of CPSU Central Commilttee result, by 1985 Soviet GDP—which had increased
. from less than one-third of US GDP in 1950 to.almost
As recently as the late 1960s and early 1970s, rates of 60 percent by 1975—had declined to about 55 percent
economic growth in the USSR were higher than those of US GDP (see figure 16 and inset, “World Percep-
of the United States and some Western industrialized tions of the Soviet Economic Model™)’
nations (see table 3). Since the latter half of the 1970s,
however, gains have occurred less rapidly. During the
past two five-year planning periods, the average annu-
al rate of growth of Soviet GDP fell to around 2
percent or less—the same as or lower than rates of

- -
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Rati ng :Moscow

Growth: Performance
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Simply put, the growth formula that propelled the
Soviet Union to world power status—a massive infu-
sion of labor and capital—no longer works. With
labor reserves scarcer and the return on investment
falling rapidly, continued growth will have to come
from increased productivity of capital and labor.
Efforts to increase the quality and quantity of output
and make better use of available resources have been
frustrated, however, by a relatively backward techno-
logical base, inflexible production processes, and,
perhaps most important, a cumbersome and ineffi-
cient system of planning and management and a
distorted structure of incentives (see inset, “Rating
Moscow’s Growth Performance”).

William Baumol concluded in a recent study that
these latter characteristics, shared to various degrees
by the centially planned economies in the world, are
responsible for the unimpressive productivity record in
the USSR that has contributed heavily to the poor
performance of its economy. Taking a century-long
view of labor productivity, Baumol argues that the
lower the initial level of labor productivity is in an
industrialized economy, the higher its long-run pro-
ductivity growth is likely to be. As a result, interna-
tional differences in productivity growth should con-
verge toward the productivity levels of the leaders.
Baumol attributes this convergence largely to spil-
lovers of innovation—and, to a lesser extent, of invest-
ment—from the leading to the lagging countries. He
found, however, that since 1950 labor productivity in
centrally planned economies has converged more
slowly, and to a generally lower level, than in market
economies." '

**See William J. Baumol, “Productivity Growth, Convergence, and
Welfare: What the Long-Run Data Show,” American Economic
Review (December 1986): pp. 1,072-1,085.

The Soviet leadership has responded to the slide in
economic performance by calling for higher rates of
productivity growth, setting higher targets for conser-
vation of materials, and placing more emphasis on
stepping up the rate of technological change. Indeed,
Gorbachev’s original program for changing the Soviet
economy called for the rapid renewal of the stock of
plant and equipment by a combination of high rates of
investment and increased rates of retirement of old
plant and equipment, a more efficient and better
coordinated research and development effort, better
incentives for people to work harder and more effec-
tively, and “radical” economic reform designed to
streamline the economy and make it more efficient.
Progress has been painfully slow, however, and in
many areas nonexistent—productivity gains continue
at a low level, the leadership has made little progress
in getting enterprises to use resources more efficient-
ly, and the Soviet Union continues to lag Western
nations in technological developmen! °
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Figure 17
GDP Per Worker, 1985

Thousand 1980 international dollars

United States

Figure 18

Productivity Change, 1973-84

Average annual growth in percent

Il Total factor productivity
®  Capital productivity
4 Labor productivity

Canada
West Germany
France
Netherlands France
Italy
United Kingdom Germany
Japan United Kingdom
8
East Germany )
Czechoslovakia zéhapan
Hungary
USSR Netherlands
Greece United States
Poland
Portugal USSR
Romania
Brazil
South Korea
Philippines Source of non-Soviet data: Agnus Maddison, *Growth and
; 8 Slowdown in Advanced Capitalist Economies,” Journal of
Note: Figurés for South Korea and the Philippines arc for 1983. Figure  * Economic Literature, (June 1987), Pp- 649-698.
for Brazil is for 1982. . :
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Labor Productivity
Labor productivity is the main thing, the most impor-
tant thing for the victory of socialism.

V. I. Lenin

In a recently completed comparison of labor produc-
tivity, Abram Bergson concluded that socialist econo-
mies are systematically less efficient than their West-
€rn counterparts." Comparisons of the level of GDP
per worker support Bergson’s conclusions. Output per
worker in the Soviet Union ranks well below that in

"' Bergson found the productivity margin between East and West to
be between 25 and 34 percent in the 1970s, based on calculations of
material output per worker after normalizing for size of capital
stock and quality of labor. Sec Abram Bergson, “Comparative
Productivity: The USSR, Eastern Europe, and the West,” Ameri-
can Economic Review (June 1987): pp. 342-357

most developed nations and is even lower than in
many East European nations, Indeed, in 1985 GDP
per worker in the USSR was less than half that in the
United States (see figure 17).

Nor has there been much improvement in productivi-
ty trends in the USSR. Since the mid-1970s, Soviet
labor productivity has improved slightly, but this gain
has been more than offset by a large drop in capital
productivity (see figure 18). Total factor productivity
(that of labor and capital combined) declined by about
1.5 percent per year during 1973-84. Although the
growth in Soviet labor productivity was about the
same as in the United States during the period, the
decline in Soviet capital productivity was the sharpest
of any nation analyzed
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Energy Efficiency

To assess the energy intensity of the Soviet Union
relative to other nations, energy consumption per
capita was compared graphically with per capita GDP
for a large number of countries (see figure 19). The
results show a direct correlation between a nation’s
level of development and its energy consumption. In
the case of the centrally planned economies, however,
although this direct relationship still holds, the trend
line is much higher, indicating that energy resources
are used less efficiently than in the other countries
examined. Moreover, Hungary—the CEMA nation
having the most decentralized system '—is closest to
the world trend line, while the other CEMA nations
showed far higher levels of energy consumption than
their level of development would seem to indicate. The
effect of central planning on energy efficiency is not
surprising, given internal (and intra-CEMA) peices
that do not reflect actual costs of production and the
economic environment in which plant managers oper-
ate.

Technological Development

The party views acceleration of scientific and techni-
cal progress as the main direction of its economic
strategy, as the main lever for the intensification of
the national economy. '

Mikhail Gorbachev
1985

As Gorbachev and other Soviet leaders acknowledge,
many of the Soviet Union’s economic problems stem
from its inability to compete in high-technology fields
and to efficiently integrate technological advances
into the production process. Over the years, the
Soviets have made extensive use of technology trans-
fer—both legal and illegal—in an attempt to cope
with this problem. At the same time, the regime is
concerned about becoming technologically dependent
on the West, as many Soviet officials argue that such
dependence would make the USSR susceptible to
Western political pressures and retard the develop-
ment of product and process innovation at home. As a
result, the Soviets have devoted substantial resources
to encouraging homegrown technological innovation.

)

- Yugoslavia, a member of the Organization for Economic Cooper-
ation and Development (OECD), is considered a market socialist
nation. In terms of energy efficiency, it falls near the world trend
linc.

19
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Figure 19

Energy Consumption and Economic
Development: CEMA Versus Non-CEMA
Countries, 1985
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Despite Moscow’s efforts to overcome its technologi-
cal backwardness in the civil sector, the Soviet Union
lags the West significantly in most fields:

» Although the USSR pioneered the process of con-
tinuous casting of steel, by 1983 only 12 percent of
Soviet steel was continuously cast, compared with
31 percent in the United States, 65 percent in
France, and 86 percent in Japan.

* The USSR has made impressive gains in developing
a capability to produce computers, yet new Soviet
models tend to be copies of obsolete US models.
Moreover, computer inventories in the USSR are
only a fraction of what they are in the United
States: in 1987 there were only about 100,000

oo UNCLASSIFIED. .
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personal computers in use in the Soviet Union,
compared with 40 million in the United States. US
sales in 1988 were expected to reach 10 million.

* The Soviet Union is by far the world’s largest
producer of machine tools, but their mix tends to be
greatly skewed toward simpler, less modern tools.
Even Soviet tools that employ the same technology
as their Western counterparts lack durability, preci-
sion, and flexibility. '

Nowhere is the technological lag more evident than at
the grassroots of Soviet society. One of the most
striking features of the high-tech revolution in the
West has been the degree to which it has permeated
society. Hand-held calculators, personal computers,
and portable cassette players are largely taken for
granted in the West but are available in the Soviet
Union only in small numbers. For instance, in Soviet
elementary and secondary schools there was only one
personal computer per 575 students in 1987 versus
one for every 25 students in the United States.

Even the telephone, often found in several rooms in
American homes, has not yet become commonplace in
many areas in the Soviet Union. According to Pravda,
only 23 percent of urban families and 7 percent of
families in rural areas had private telephones in 1985.
The Soviet Union is similar to less developed countries
in Latin America in the number of telephones in use
(see figure 20). "~ -

Figure 20

Telephone Ownership, 1984
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United States

Denmark

France

West Germany

Japan

Spain

Ireland

Czechoslovakia

East Germany

S¥th Korea

Uruguay

Poland

USSR

Panama

Brazil

Turkey

Kenya

Ethiopia

Note: US figure is for 1982.
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Outlook: The Soviet Economy
Into the 21st Century

Whereas Soviet leaders once spoke confidently of
overtaking the West, in recent years General Secre-
tary Gorbachev and other officials have openly dis-
cussed the prospect of the USSR being relegated to
the status of a third-rate economic power. In response,
the regime has pushed through a set of “radical”
econamic and political reform measures aimed at
reversing the Soviet Union’s slide relative to the rest.
of the world. Specifically, Soviet plans call for growth
rates to climb steadily from the approximately 2
percent per year achieved in the period 1981-85 to an
annual rate of 5 percent by the year 2000.

A Soviet View

A Soviet view of what the realization of such pfahs
would mean for Moscow’s international standing was
provided last year in an article in the journal, Sorev-
“novaniye Dvukh Sistem (Competition Between the

Two Systems)."” In this study, the Soviet growth rates’

planned for 1986-2000 are juxtaposed with Soviet
projections for growth of various other world econo-
mies to illustrate the effect of perestroyka and accel-
eration on the international economic balance of
power (see figure 21).“ According to this study, by the
turn of the century, not only will the Soviet Union’s
economy remain the second largest in the world, but it
will also exceed in size the combined economies of
France, Italy, West Germany, and the United King-
dom. China and Japan would continue to trail the
Soviet Union, although their relative positions would
reverse over the period.

Y B. M. Bolotin, “Problems of Economic Competition Between Two
Systems (A Comparative Analysis),” Competition Between the Two
Systems (Moscow: The Institute of World Economics and Interna-
tional Relatinns ~f the USSR Academy of Sciences, 1988),

pp. 112-142.

** Despite the race that the Soviet comparisons are based on the
Marxist concept of national income produced rather than GDP, the
Soviet forecasts of Western grow