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Sumnuary

CCrls

USSR: tmpiications of
a Fourth Consccutive
Poor Grain Crop

The outivok for the 1982 Soviet grain crop has deteriorated over the poist

two months. We now estimate that the grain harvest will amount 10 only

about 163 million tons--—-more than 70 million tons below plan and 40

million tons below the cnnuad average for 1976-80." Niyor uncerzuntics in

the weatler for the remainder of the scason suggest the crop could fall be-

low last vear's unoflicially reported 138 -million-ton fevel, A fourth corsce-

utive puor Sovici grain crop will have an impact on:

« The livestock sector, sctting back longstanding plans 1o boost meat and
milk output. ,

« The consumer sector, thwarting hopes for rapid improvement in gqualit

of dict.

The forcign trade sector, perpctuating heavy outlavs for Western g

aad other farm products.

The political repercussions probably will be significant as well, Debate and

conflicts on resource allocation within the leadership will be sharpened- -

cspectatly i the current sucecession eavironment, and ot o time of slowing

ceononuc growth

Even an years of poor harvests, the Soviet Union produces more than
cnough grain to supply its population with bread and other grin products
fts problem is in supplyving feed to maintain fivestock herds and 1o expand
mcat production. The meat program has been the centerpicee of Broesh
nev’s consumer program since he ook ‘power in late 1904, As vecently as
last Mayv's plenum devoted 10 agriculture, e promised to improve focd
supplics this year. But now. even with record high mecat imporis, per Capita
supplics probabdv will full sl hidy. Overall availability of farm products por
capita will be about 6 percent below the 1978 peak

T do cven this well, Moscow will hawve to spend over 40 percent of its ain-
ucipated hard curreney vuthays on farm products. Such an ailucation o
funds will mcun canceling. or at least postponing. same purcicises of lugh-
technology machinery and cquipment and of bLasic indu ! nusieriads
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critical 10 cconomic growth plans. We believe, however, that the Soviet
leaders will import the foodstuflfs required 10 maintain the nation's dict
close tocurrent levels despiie the economic cost—the political cost of
mcreasing consumer dissatisfaction is probably ton high to do otherwisc.
But in the fuce of u fourth consccutive disappointing harvest, the leadership
may call into question its long-term policy on agriculture.




Introduction

Some Optiuns for
Coping With the
Shortfail

USSR: Implic¢ations of
1 Fourth Consccutive X
Poor Gruin Crop

Prospects for the 1982 Soviet grin crop worsened considerably during
Junc and July. Since fate May i potentiad grain harvest of perhaps 220 mil-
lion tons has steadily deteriorated (o about 193 million wtons, and it could
drop still turther. This paper expiores the domestic ccononic and politica!
implications of this fourth consccutive poor harvest. An carlier paper,
USSR: Grain Crop {ssues, examined crop prospects and Moscow’s import
options for dealing with the expected grain shortlull

A fourth poor grain crop poscs oncrous policy choices for the leadership.

Even if extraordinary steps iare taken to maintain current dictary levels,

Brezhnev's promise in May to improve the quality of the dict in the near
term cannot be met. This paper assesses the cconomiv impact of the poor
grain crop on the livestock scctor. on the consumer. and on hard currerney
trade, and discusscs possible repercussions on the leadership.

A grain harvest of 165 mitlion tons would be at least 65 million tons shont
of Moscow's needs for food. sced, livestock feed, and industrial uses,
niecessitating large grain imports again this year. A rccord 45 million tons
of grain (excluding rice) was imported during marketing yeur 1982 (1 July
1981-30 Jhunc 1982). Even so, gratin imports cannot totally muke up for the
domestic production shortfall. (The Soviet Union’s internad distribution
svstem can handle an estimated 50 million tons & year in gram imports if
deliveries are spaced {zirly evenly throughout the yeur)

Noscow has several options fur coping with the shortfall (on the order of

1520 mithon tons) remaining after imports. These include: '

o frurther drawdown of reserves. We du not Koow 1he size of dSuvicl grand
reserves.” but we believe that because of a heavy drawdown in recent
vears this source could countribute it most only 5 mithon wons or so.

« Reduction in the quality of bread, with a saving of a few milhon tons.

« Reduction of livestock inventories by some 3 percent @about what was
donce in 19731, to save raughly 7 million tons.

« Reduction of feed grain rations per hoad of livestock. Thi ans
accepting sharp declines in productivity—lower milkund cgg viclds —
and markcung lighter weight animals,

« Combining a smaller fierd reduction with some productivity declinge

D Less is known aboul grain stocks than any other aspect of the supply and demand
sttuation. The quantity held a reserve is a state secret, protected by Law

! et
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USSR: Graist Production
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Somec distress shughter of hogs and poultry. the heaviest grain consumers.
is probable. However, even with a 3-percent reduction in total herds, meat
production will not exceed 13 millioa tons this year (it was 135.2 million tons
in 1981).' Our judgment is bused on past rclationships between production
and imports of grain. meat output, and changes in livestock inventorices.
{These relationships have been used to develop a model of the Soviet griun-
Hvestock cconemy, described in uppendis A) Even if the SrAIN Cran rises o
average levels in 1983 and 1984, meit supplics will not return to the 1981
level unul 1984 because of the time required to restore normal market
weights and 10 rebuild herds.*

* Overall herd size s mcasured in equivileat units into which catile. hogs. poultry, shecp.
and goats arc converted by the use of weights based on relative {ced requircinents. A 3.6-
pereent reduction in total herds in 1975 resulied from a 20-percent cut in hogs and a ?-pus-
cent cut in poultry.

¢ Sharply reduced feed supplies and already low animal productivity will probably cause
above-nurmal livestock staughter end a temporary increase in meat supplics. A decisien Lo
maintain heeds at present near-record levels, on the other hand, would mean about 400,000
tons less mea. produced in 1982; und this would lead. by vur cstimatces, to a S-pereent drop
in per capita avadability from the 1981 level {sce appendin Bl




Impact on the
Consumer

Figure 2 ’ - S

USSR: Per Capita Meat Consumption and Real Disposabte Income
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The present Sovict feaders have a longstanding and well-publicized
commitment to imprave the plight of the Sovict consumcr. Much of this ¢f-
fort has focused on improvements in the dict, with mcat as the centerpicee.

With better-than-average weather conditions and successful grain cropa.,
the comnuiment 19 improve the dict was mzat Setween the mid-1960s and
carly 1970s. However, in the mid-137Cs the weather was less favorable.’
and grain production suffered, especially in 1975, Weather conditions have
been persistently unfavorable during the last three crop years (figure 1),
Even with record grain and micat mports, per capila meat consumption has
languished since 1975 at around 50 kilograms (figurc 2)—this is roughly 40
percent of the US level and 70 percent of the Polish level.\Even with .
record-level grain and mcat iinports. we foresee a slight drop in per capita
avaiiability of meat this vear. Moreaver, the poor weather that reduced
grain output is affccting production of other crops. On the basis of very
preliminary estimates, the value of total farm output is expected 10 be up
only stightly over lust year's depressed level and 10 remain some 7 pereent
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Impact of the Harvest
"on Hard Currency
Trade

below the record output achicved in 1978, This cules out any substantial in-

creasc in supplics of other quality foods, particularly fruits and vegetables.

Soviet consumers are very alert to changes in the availability of meat.
Demand for mcat hus consistently outstripped supply, and shortages urc
chronic. Soviet cconomists indicate that the demand for livestock products
in recent vars has been inereasing about 1.3 times as rapidly as money in-
comes. which have also been on the risc. This rapid growth in demand is
cncouraged by Sovict policics that have maintained retail prices of meat at
artificially low levels ind have limited the availability of other goads that
could absorb excess rubles. The gap between meat demand and domestic
production widened by 3 million tons during 1976-80 (sce inscts | and 2
and figurce 2)

In his spcech in May 1982 unveiling the long-promiscd. highly touted
“agrotndustrial rcorganiu\li’on." Chairman Brezhnev reiterated his com-
mitment to the food program and promised that food supplics would
improve this year. In addition 1o the embarrassment and political risk that
would follow a substantial fall in quality food supply during the first ycar
of the program’s implementation, the regime must worry about repercus-
sions in other scctors of the cconomy. It is well aware that shortages (of
quality foods and other desired consumer goods) undermine worker moralc
and inhibit the gains in productivity that the regime is counting on to
stimulate cconomic growtk

The poor 1982 harvest will have a major impact on the Sovicts® usc of hard
currcncy. During 1979-81, the USSR spent more than $26 billion on farm
products; but without such imports, per capita availability of livestock
products would have decreused markedly (sce figure 31 We expect hard
currency outlays for agricultural products to reach a record high of over
$12 billion in 1982, absorbing morce than 40 percent of all hard currency
cxpenditures. We belicve the Icaders will continuce to feel that the political
cost of allowing food supplies 1o dwindlc would cxceed the economic cost of
importing food products.

Massive farm product imports have reduced the Sovicts' ability to maintain
other types of imports at the levels necessary to alleviate the current strain
on industrial output; and continucd massive imports will prolong that
effect. The types of goods affected include machinery and cquipment, as
well as basic industrial materials.

* For a full discussion of this subject sce DDI lntelligence Assessment SOV 82-10012
(Sceret L ,J. January 1982, Seviet Economic Dependence on the Wesi




Meat Prices and the 1962 Food Riuts

Once policy option the Savicts have ix teo raise the price of meat. Inforned
Saoviet sources are reporting that prices for hasic Juodsudfs (fur cxample,
bread. milk. sugar) will remain stable, but “quality imiprovements ” owill
Justily raising prices on all ather foods. He believe this regime ix wntdik el
to impase a steep or abrupt price hike, however—cespecially: in view af pasi
cxperience in whicl an increase in meat nrices touclod off severe civil
disturbances.

On | June 1962 the Soviet Governmen: announced that average retail
Frices for meat products were raised by 30 percent und for butier by 23
percent. These increases, which reportedly came on the heels of an
announcenient that factory work rorms had been raized, led o a
spontancous owtburst armonyg vorkers —sitdown SUrikes, miasy pro1eses on
Jactany premises. and street demonsirations.

A article in Preblems of Commuunisim described events in Novacherkasah .

mob vinlence in the factorics, expecially among the 11.000 workers At the
Budyenay Electric Locomotive Plunt and also at the Nikolsky Mining
Equipment factory and the large state regionat] power station. Afier disorders
m which s number of tocal officials ivere bodily attacked (und at least one pur-
t official killed. secording to one rumor), workers of scverzl plants begin o

muarch toward government and party buildings in the center of the city und
added their weight 10 the uncontrollable rioting ulready in pragress

.. Whea the rioting showed no signs of abating. but on the contra yool
deepcaing and spreading o other areas, the Gecision was taken 1o move
oulitary forces . to restore order in Nevocherkassk, But the arrival of armed
troops did not in itsell bring order; the angry damnonstrators had gone tog far
to be casily intimidated or to surrender meckly the buildings. which had Seen
convertied tn1o resistiance strongholds. Bluudy clashes between troups and
rioters becamic snevitable, resulting in large numbecers of casuatiies on both

saide,

The iminediare cause of these demonstrations was the increase in meat
prices. But they also reflecied &eneral unrest and dissatisfaction with the
continwed low standard of living—aggravaied by tite leadership's erand:-
ose proniises of improvement.,

Y Huiter Albect, CWhen the Ketle Boils Over i Probleony of Communism, ol 13
No. A February 1994, p. 36-3° p¢




The Consumer Paradox, Soviet Style .. ’ A

Sovier constuners have more money: (o spend than gouds and services 1o
spend it on. Sovicet planners are concerned about the situation, but their
ability to change it is limited. Chronic shortages have increased worker
Srustration, contributing to falling rates of growth in labor productivity,
wswhich in turn contribute o further shortages.

The consequences of chronic shortages of goods and services can be seen in
conswumer bohavior. Timg spent searching for scarce products and waiting
in lines is an enduring, constant problemt and, according to current
reporting, scems (o be worsening. A Soviet estimate is that the average
Samily spends twe hours a day shopping. Shortages are such a frequent
subject of discussion that an adjective has been coined far the products af-
Sected: defitsitnyy.

Soviet planners have made some attempts to absorb excess purchasing
power. They cannot increase rent or the prices of basic yoods and other
necessary consunicr goods, becawse it is politically unacceptrable. They
have raised the prices of “luxiry goods ™ (such as gasoline. carpets, and
coffeel four times in the last five vears, but excess purchasing power
remains a problem.

Planners could also absorb purchasing power by increasing the availabil-
ity of conswmer goods, but their ways of doing so are limited. Production
of more conswmer goods would require diversion of scarce resources from
aircas thar have traditionallyv had higher priority: defeuse and investnient.
Thev couldd import more Western manwfactured consumer goods (shocs
and clothing, Jor example) to be sold domestically at high prices. but
Soviet carnings of hard currency are already being siretched t¢ impart
grain. other farm products, machinesy, and critical materials for industry-.
The shortages have cut inta labor productivity. Workers often do their
searching and quewing during working hours, not in their leisure tine.
Incentives 10 work and earn are decreased when the wages cannot buy
what the consuniers want.

s}
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USSR: Per Capita Availahility of Livestock Products®
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fmports of Western machinery and cquipment—-and espechily the ad-
ranced technology they embody—are key clement in the Soviet progriam
ta improve productivity, and productivity growth is the crucial clement of
cconomic performance in the 1980s. Similarly, imports of industrial
muatcrials can alleviate domestic bottienccks and shortages. With the poor
performance of Soviet basic industries continuing—if not worsening-—such
shortages are likely to become more severe

Finally. although we do not know how much hacd currency ihe Soviets had
planncd to allocate 1o food imports in recent vears, it is clear that actual
outlays greatly cxceeded those planned. The impaci of these unforeseen
hard currcocy disruptions on ¢conomic performance is more severe than
their magnitude might imply—they disrupt supply and production pliria,
thereby having a multiplicr eficct. Given the tautness that characterizes
Soviet ceonomic plans. it is probable that at least part of the unusual
seibacks the Soviets have expericaced since 1975 in accomplishing produc-
tivity goals is linked directly to disruptions in their tmport plans

(sceinsct 3)




Recent Favorable Terms of Trade Coming to an End = —._

The role of chance in Soviet economic Wffairs is not always negative. While
weather ways a key factor leading to large food imports. price movements
in international markets-——another phenomenon hevond Soviet control—
have “saved " the USSR roughly $20 billion gver the past three years.
That is, during 1979-81 the Soviets garnerced some §20 billion simply
because the prices of the products they sell increased much more rapidly
{over one-third faster] than the prices of products they buy.

This Jortuitous trend in pricés appears to have turned arovad. Thus, even
the prospect that grain prices will be lower this vear {as a result of bumper
crops in the Westy will do little 1o soften the blow to Moscow of the poor

1982 harvest.

International Price Changes Percent

) Average 1979581 Price 1982 Pricc
Camparcd to 1978 Pricc Compurcd 10
1981 Price

iajor Commoditics USSR Sclls »

o T ) 3
- %6 - :
137 e

wdities USSR

Mcat

Maciun and cquipment

Stecl producis
« Thesc threc comniodity groups accounted for 70 percent of Soviet hard currency carnings from expurts
in1981.
& These four commedity groups accounted for 54 percent of Soviet hard currency outlays for imports «n
1981,




Palitical Imipact of
the 1982 Harcvest

This fourth consecutive harvest shortfall probably will have significant
political repercussions. It undoubtedly will sharpen debate and conflicts
within the lcadership, especially in the current succession environment. The
slowing of cconomic growth rates has already called into question the
cfficacy of Brezhnev's strategy for maintaining consumer quicscence and
worker motivation —a strategy predicated on the regime’s ability 1o provide
incremental improvements in the standard of living. Even if the regime acts
to maintain current dictary levels, as we believe it will, success in
maintaining the status quo will fall short of rising consumer expectations,
and the potential for unrest among groups ulready discontented —workers
and minority nationalitics--will increase.

Consumer frustration in tie USSR manifests itsclf in low labor produc-
tivity and in alcoholism and other social itls more frequently than in active
unrest. Protests over inadequate food supplics, however, have been reported
in sorne 30 Soviet cities over the past year and a half (see figurc 4)

)

There are indications that Sovict lcaders are becoming increasingly
worricd about the mood of the population. In May. for examnple, Andropov,
told East European officials he was scriously concerned about public
morale in the USSR. With mcat supplics tight this vear, the lcadership will
feel increased pressure cither to devise alternative policics for satisfying
cansumer desires or to tighten controls over a population that has become
more demanding, less belicving, and less pliable during Brezhnev's (enure.

Onc focal point of {cadership debate will be Brezhnev's much ballyhooed
food program, which is still in its infancy after months of preparation.
Rcorganizations that would be required by the program have apparently
already sparked controversy within the Politburo. Cherncnko. Shevard-
nadze, and Gorbachev have cvidently lobbied in favor of some decentral-
ization of management, while other members—including Andropov—have
not yet cndorsed the reorganization * publicly )

The harvest shortfall might lead to a search for scapegoats, as ugricultural
debacles and policy contraversics have done in the past. After the 1972
harvest shortfall the First Deputy Premier responsible for agriculture,
Polyansky, was demoted to Agriculture Minister, and the incumbent
Agricufture Minister was fired. Another Politburo member, Vorenov. lost
his job in 1972 after unsuccessfully promoting a plan fer recorganizing

* A morc detailed discussion of this topic will be found in DDI Intelligence Assessment, 7he
Brezhnev Food Progrdm, which is currcntly in preparation.
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agricultural labor. After the 1975 harvest failure, Polyansky was again
demotced, this time to an ambassadorial position. The last three harvest
shortfalls, however, have not led to leadership changes.’

It is by no means ccrtiin which leaders stand to gain politically from the
currcnt agricultural problems. Advocatces of greater investment in heavy
industry, such as Kirilenko, may argue that the run of bad harvests has
demonsirated the bankruptey of Brezhnev's massive investment in dgricul-
turc. Leaders closely associated with agriculture, such as (Gorbachev, may
counter that difficultics in agriculture make it even morc essential tharn
before to aid this distressed secter

*The USSR continucs to hold back information on official grain productian for 1981,
UnofTicially, severai Sovict cconomic lecturers have put the crop at 158 million tons—78
million tons shori of target. The preliminary handbook on 1981 cconomic data. published Ly
the Central Statistical Administration, was published in July but did not contain production
statistics. The amission is not uaprccedentcd: in 1964, shortly befure Khrushchev's oustet,
the results of the poor 1963 grzin harvest were also withheld

Tl 10




In coming months, Sovict policy in'dealing with-socitl problems agg ravated
by the harvest shortfall will probably contain a mix of “Tiberal™ and
“autheritarian®™ measures. Worry about the popular mood coutd prompt
some leaders-—perhaps Chernenko-—to advince limited “populist™ rcforms
to shore up the reginie's fegitimacy and stimulate labor productivity. But
other leaders will be apprehensive about a breakdown in popular discipline
and will urge increased reliance on cacrcion (o prevent major social and
cconomic dislocations—and this is likely 10 be the dominant trend.
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The CIA Model of
Soviet Agriculture

Appendix A
T

The impact of the 1982 grain crop on the Soviet livestock sectar discussed
in this paper ts derived from the CLA impact model of Soviet agriculture.
This modcl ts based upon past Sovict behavior in adjusting 1o (luctuations
in the availability of grain.

The mod<i contains statistical equations estimated over the period 1961-80.
Projections bascd on these estimates assume average Sovict behavior as
suggested by agricultural performasce over that period. The progections
cannot be used (o estimate shifts in Sovict behavior—although the same
analytical framcwork can be used to examine the impacts of assumced
changes in Sovict reaction patterns, as some of the analysis in this paper at-
tcmpts to do.

Much of the essential data o the Soviet livestock sector has severe
limitations, which limit the consistency and precision of the analysis. In
addition, frequent policy shifts make it difficult 10 isolate rchable trends
among specific variables. Nonetheless, there is cnough stability i histori-
cal relationships to provide somic guidance in impact analysis. This is
iltustrated in figure S, which compares our estisnates of Soviet meat
production with the actual figures. -

The estimates in figurc 5 arc derived from the cquation below. T-statistics
arc in parcntheses. The adjusted cocfficient of determination (R-). the
Durbin- Watson statistic (DW), and the range of vears of the historical duta
appear alter the equation.

_Mecat = 0002 + 0.035 Tota: feed

Livestock 0.2y 9.2) Livestock
-0.088 Nect additions 19 Jivestock
(4.6) Livestock

+0.007 __(Actual grain crop) -1

(2.0) {(Tread grain cropy - |
Ri= 0.89 DW = 1.53
Rangc: 1965-80

-
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USSR: Meat Production
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Mecat production per unit of livestock has depended upon three fuctors,

« A positive relution with feed availability per animal.

« A ncgative relation with herd inventory adjustments (because herd
increascs generally mcan less slaughter and vice versa).

< A positive relation with the previous grain harvest. This relationship
suggests that a cembination of improved feed quality and higher average
slaughter weights follows a good grain crop and the reverse {ollows a poor
onc.

Impitct analysis in this paper combines separate projections of livestack

numbers. grain production, and total fced availability, as shown in the

cquation, to estimate meat output through this relationship.

For 1982, the projections include:

« A 3-pereent reduction in overall herds (weighted by relative feed
requircments).

« A 165-million-ton grain crop.

« A total feed availability of 382 million tons (down 4 percent from e

1981 level).




-—tlias,

The cstimate of total feed availability is based-on the avcrage historical re-

lationship between total grain production and total nongrain feed availabil-

ity—-both measured in fced units (comparable nutritive value). The per-

centage change in total feed availability is much sinaller then thatin grain

production becausc: :

« The cffcct of grain production changes on feed is dampened by stock
changes.

« Grain (in nutritivc terims) is only cne-third of total feed use.

< Mongrain feed supplics fluctuate Icss widely from ycar to ycar than grain

supplices do.
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Coping With the
Shortfall

sppendix B

A grain crop of 163 million tons leaves the USSR i least 63 million ons
short of the quatntity needed for sced, food, industrial use, and livestack
feed. linports will be unable to fill the gap beciuse of constraints in the in-
ternal distribution system. For purposes of our calculations. WCAss LI
imports in calendar yecar 1982 of 45 million tons, slightly above the record
nct level imported in calendar vear 1981. To the extent that unports re
less. the adjustments will be greater as the leadership copes with the
shortfall

,
The plinners could case the shortfall slightly by reducing the quantity of
grain uscd for food und industrial purposcs—but the livestock scctor will
bear the brunt, as it has in the past. Moscow will be forced to FCCXaninge ity
longstanding policy of increasing herds—or at Icast maintaining theny,
avoiding distress shiughter—ceven in the face of short grain supplics. A shift
of this policy is assumed in our niodel-bused cstimates of the impact of a
low 1982 harvest

Maintining herds at current near-record levels with reduced feed supplics
means further declines in meat productivity for cach animal. Threughout
the first half of 1982, slaughter weights of cattic and hags (on state uand col-
lective farms, which account for two-thirds of meat productiun) registered
the lowest levels since 1977—the first year for which monthly data are
available. Milk viclds per cow were 16 percent below the 1977 peuk. If
there is no distress staughzer, we estimate that total meat production in
1982 will bc about 14.6 million tons (comparcd with 132 million tons in
1981). .

Slaughtering animals at above-normal rates——a tactic strenuously avorded
since 197 5—would increase meat supplies temporarily and also would slow
or stop the declines in snimai productivity as it stabilized per head feed
availability. A 3-percent reduction in overall herds-—slightly less than the
cutback in 1975~~would result in 1982 wmeat production of about 15.0 _
million tons. In 1983, herd rebuilding (increases in numbers and increuscs
in average weight to trend level) would hold domestic maat marketings Lo
abaut 15 million tons: this is 400.000 tons less than it would be if there
were no above-normal staughter in 1982, cven if the 1951 gruin crop
returns to trend. By 1984, however, another trend grain crop would fead to
along-promiscd resumpticn in growth of meut productivn. (Qur method for
cstimating meat production is cutlined in appendix AL
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On balance. a reduction’in the number-of the hecavy grain-consuming
dnimats-——hogs and poultéy —scemis preferable- to allowinig furthef declines
10 average productivity. Productivity gains have been stow, and averages
are stlb well below thase of the United States. Average milk yields in 1980,
for eximple, were about 40 percent of the US level, and the average
slaughter weight of cattle was about 70 percent. Oaly in slaughter weight
of hogs—90 percent of the US level—doces the USSR comparce att all
favorably. Morc important, the time requiced for hogs to reach their
average slaughter weight in the USSR is roughly double that in the United
States, while cattle take on average a third longer



