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FOREWORD

The purpose of this report is to develop estimates of investment
by branches of industry in the USSR during the. postwar years and to
analyze the postwar Soviet industrial investment policy. In addi- -
tion to developing investment estimates by industry, a preliminary
exploration of the relationships between postwar investment .and changes
in output is undertaken for certain 1ndustries ‘

The report is limited to the industrial sector of the Soviet
economy , which is defined as including all mamifacturing and mining
activities and electric power generation. It does not cover invest-
ments in transportation, communications, agriculture, trade, and
nonindustrial construction financed outside of the budgets of the
1ndustrlal ministries.

Information pertaining to 1nvestment in industry in the USSR is
scattered widely throughout the central and regional press, trade
Journals, and books. It is believed that further research in this

" material can eliminate many of the ambiguities amd gaps in thilis report.
Tmproved estimates of total investment in the USSR during the postwar
years and improved price indexes for investment goods in the USSR are
still being developed. The comparisons made in-this report between
total investment and.investment in industry or particular branches of
industry will be subject to change when the results of the current
research on total investment are aveilable. Similarly, the conver-
sions of the estimates of investment in industry or in particular
branches of industry from current prices to constant 1945 .prices, or
vice versa, will be subject to revision when the new price indexes
become available. It is believed that the changes occasioned by the
results of the new research will be minor in nature. Most of the new
estimates of total investment and the new price indexes are expected
to fall within a range of .plus or minus 5 percent of those used in
this report. '
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POSTWAR INVESTMENT IN INDUSTRY IN THE USSR

- ¥

Summary and Conclusions

One of the most significant features ot postwar Soviet investment
policy is that the proportion of total investment#* allocated to the
industrial sector of the economv has been substantially larger than in
any of the prewar years. The other sectors -- agriculture, transporta-
tion and communicetions, trade, and social-cultural and municipal
construction -- have been receiving, as a group, a smeller share of in-
vestment allocations than during the prewar years. Even in the 1954

i Plan, with its increased emphasis on the development of agriculture and
trade, the proportion of total investment allocated to the industrial

" sector of the economy is larger than in any of the prewar years, in-
cluding the 1941 FPlan, which was & war preparedness plan.

During the 1946-53 period, investments in the light and food in-
dustries absorbed a smaller proportion of total investments in industry
than during any of the prewar years, with the exception of the 1941
Plan. (For postwar figures, see Table 1,)}##* Coupled with the fact
tHat the industrial sector as a whole received a much larger share of
total investments during the postwar years, this reduction in the
proportion allocated to the light and food industries indicates the
extent of the emphasis on the. development of heavy industry during the
postwar years .t

# The estimates and conclusions contained in this reéport represent
the best judgment of ORR as of 1 October 1954. '

## Unless otherwise qualified, the term "investment” refers to
realized investment in fixed capital assets; that is, the value of
labor, materials, and equipment expended on fixed capital assets during
a given period of time, usually a year. See Appendix A, Methodology.

: #%  Table 1 follows on pe 2.
| et Heavy industry includes all of the industrial sector with the
exception of the light and food industries.
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Table 1

Investment. by Branches of Industry in the USSR
.as Percentages of Total Investment a/

19L6-5L
Percent
" Electric - Light and
Year ' Power . Petroleum Coal Metallurgy __Food
1946 346 "-; 3L 84 | NeAo L
1947 3.5 Y Be2 8.3 546
S8 33 s 8.0 83 5e7
1949 Les 7 6al | ~10.0 2V A 6e17
1950 heT 63 8.l 849 5.8
1951 . 6el e 7;u‘ - 8. 1040 | a7
1952 7.?" - Nedo NeAo 1043 L8
1953 648 N.A. CNeRe | 100 laT
195ki(Plan) 7.0 O NeAs Toly NeAs Teb

a, From Table 2, p. 6, below,

Durn.ng the postwar perlod the most favored sector within heavy

' 1ndustry has been the fuel and energy sector. The proportion of total

investment allocated to the coal, petroleum, and electric power in-
dustries in the postwar years has been about twice the average prewar
proportlon. In the early postwar years the greatest emphasis was

o
*§~E~C-R~E~T
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placed on the development of the coal industry. Since 1949, investment
in the coal industry has tended to level off, and the emphasis has
shifted to the development of the petroleum and. electric power industries.

(See Tables 2 and 3) o3

Investments in the defense industry (conventional weapons) have not
been at a high level during the postwar years; they have accounted for
, a considerably smaller proportion of total industrial investment than
T during the 1939~l1 period. In 1953 the defense industry (conventional
weapons) is estimated to have absorbed less than 15 percent of -total
industrial investment (or less than 12 billion rubles).

The postwar investment programs of the USSR have been very large-
scale programs. They have probably absorbed a larger fraction of the
gross national product than in most, if not all, of the prewar years.
The allocation of investment among the various sectors of the economy
has been quite stable during the postwar years. There have been,
however, some moderate shifts in the emphasis of Soviet investment
programs. (See Figs, 1-3.3#)

The postwar Soviet investment programs may be divided into three
phases. The first phase, which covered the years 1946~50, was dominated
by a stremuious effort to rebuild and expand heavy industrial capacitys
Heavy industry absorbed about 50 percent of total investment as compared
to only about LO percent during the prewar years. The sectors of the
economy. oriented toward the consumer, that is, the light and food ine
dustries, agriculture, and trade, received a much smaller share of
investment allocations than in the.prewar years. As the Fourth Five
Year Plan proceeded, however, and the Soviet leaders began to feel more
comfortable with the restoration of heavy industry, small and very
gradueal increases in the proportion of investment funds allocated to the
consumer=oriented sectors of the economy were permitted.

During the second phase, which covered the years 1951-52, the

very graduel trend toward allocating a larger fraction of total in-
vestment to the consumsr-oriented industries was reversed. Invest-
‘ments in the light and food industries declined in 1951 and are ‘
estimated to have remained substantlally below the 1950 level in 1952
Investments in agriculture in 1952 are also estimated to have been
substantially helow the 1950 lavel, The reduction in investment in
the 1light and food industriss and agriculture betwesen 1950 and 1952
ocecurred while total investment was increasing by more than 20 percent,

# Tables 2 and 3 follow on pp, 5 and 6, respectively.
## Following p. 6.

S=E=-C~R~-E~T
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This shift in investment policy during the 1951=52 period seems clearly
to reflect an adjustment of investment plans occasioned by the Korean
war toward investment undertakings which would make a greater contri-
bution to the short=term military capabilities of the USSR.

The third phase of postwar Soviet investment policy dates from the
death of Stalin and the annocuncement of the new economic program, with
its new emphasis on investment in the light and food industries, agri=
culture, and trade. The new program got off to a most inauspicious
start. The year 1953 was an abortive one for the investment program of
the USSR. The revision of the investment plan resulted in a substantial
sacrifice of heavy industrial growth in 1953, the increases in investe
ment in the heavy industries being considerably smaller than the in-
creases reported for any of the preceding postwar years. -Yet, in-
exchange for this sacrifice in heavy industry, a relatively small
increase in investment in the light and food industries and agriculture
was actually achievad, This is undoubtedly attributable to the bottle-
necks crzated by the midyear revision of the investnent program,

The 1954 investment plan of the USSR is very ambitious, Total in-
vestment is to increase by more than 19 percent over the 1953 level, with
a 12,5-percent increase in heavy industry and an 84-percent increase in
the light and food industries, This large inerease in industrial invest-
ment is to tale place along with substantial increases in investment in
agriculture and in the output of consumer geods and without substantial
reductions in military expenditures. The l95h investment plan does not,
however, involve a radical departure from the investment policy of the
preceding pogstwar years. Despite the increased emphasis on agriculture
and trade in the 195L investment plan, the propertion of total invest-
ment going to the industrial sector remains essentially unchanged; and,
despite the increased allocations to the light and food industries, the
proportion of total investment allocated to heavy industry is only
slirhtly less than the proportion of the precedins postwar years, The
proportion of total investment going to heavy industry is éstimated at
about L8 percent in 1948, 50 percent in 1953, and 47 percent in the
195} investment plan. On the other hand, the modest reduction in the
proportion of total investment goine to heavy industry has permitted
very large increases in investment in the light and food industries
and agriculture. '

The capability of the USSR to fulfill all of the ambitious 195l
investment plan is subject to question. An examination of the plan

-l -
S-E-C -R-E-T
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Table 2

Investment by Branches of Industry in the USSR 5/
19L6-5L

Billion Current Rubles
Iight = Total
Electric Petro- Metal- and Investment Total
Year Power leum Coal lurgy _Food in Industry -Investment

196 2.0 2.0 b NeAw 247 N.A. 58.1
97 2.3 31 Sk S8 37 N 66.2
1948 2.8 LS 69 71 k9 WL 858
1949 5.1 7.0 1l 11,0 ° 7.6 N.A. 113.9
1950 6.5 8.8 11.7 12.3 8.1  N.A. 138.9
1951 - 8.8 10,7 11.7 1k 6.8 NeAe ke
1952 10.8 N.A.  N.A. 15.h 7.2 WA, 14943
1953 11,0 N M. 161 - 7.6 87.6  160.9
1984  13.3  N.A. 140  NM.a. 1l 20h - 0 19040

(Plan) . :

a. From Tables &, 7, 13, 21, and 28, pp. 1k, 21, 33, 53, ard 68, re-
spectively, below. ;
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Table 3
Indexes of Investment by Branches of Industry in the USSR 3/
| 19465l | ]
1948 = 100 (1945 Rubles)
: Light . Total '
. Electric . : and Machine Construction Investment Total
Year Pover ‘Petroleum Coal Metallurgy Food Building Materials - -in Industry Investment
1946 80 L6 73 Nehoe 55 Nehe . Nede N.Ae 79
1947 - 8l - 68 79 17 76 87 . NehAo Nehe 82
1948 100 100 100 100 100 100 100 100 100 -
1949 L0 17 - 126 17 155 110 ° 112 Nede 120
1950 184 151 13k 136 165 120 130 N.de 146
1951 256 190 137 164 139 132 175 NeAs 165
1952 324 Neke = Naks 181 W7 1,8 191 NeAeo 178
1953 3L0 N.de NoAs 195 | 155 160 203 161 152
- 193

1954 (Plan)  j12 NeAe 176 NeAs 29, NeAo Nehs

227

a, Based on estimates in Table 1 adjusted to a 1915 price base, Indexes for machine building amd. construction
materials are from Table 30, p. 79, below. For information on the price index used in converting current prices to

1945 prices, see Appendix A, Section 4.
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SECRET . USSR : - Figure 1

INDEXES OF INVESTMENT IN THE ELECTRIC POWER,
PETROLEUM, AND COAL INDUSTRIES COMPARED TO
' THE INDEX OF TOTAL INVESTMENT

(Measured in constant 1945 prices).
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SECRET USSR ‘ Figure 2

INDEXES OF INVESTMENT IN THE METALLURGICAL AND
MACHINE -BUILDING INDUSTRIES COMPARED TO THE
INDEX OF TOTAL INVESTMENT
(Measured in constant 1945 prices)
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SECRET Figure 3
- USSR

INDEXES OF INVESTMENT IN THE LIGHT AND
FOOD AND CONSTRUCTION MATERIALS INDUSTRIES
COMPARED TO THE INDEX OF TOTAL INVESTMENT

(Measured in constant 1945 prices)
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fulfiliment report for the first 6 months of 1954 indicates the fol-
lowing: (1) although a large mumber of the heavy industrial minis-
tries were cited as having underfulfilled the investment plan, the
degree of underfulfillment does not, in general, sppear to be large,
and the prospects for fulfilling the planned 12,5 percent increase

in investment in heavy industry appear to be reasonably good; (2) it
does not seem likely, however, that the planned increase of more than
80 percent in the light and food industries will be fulfilled; (3) the
3-percent increase in investment in ferrous metallurgy during the first
6 months of 195} is estimated to be considerably less than the rate of
increase necessary in 19Sh and 1955 if the Fifth Five Year Plan pro-
duction goals for ferrous metallurgy are to be met; (I) a new emphasis
on the development of the coal industry is evidenced by the 6 months'
plan fulfillment report, which indicated the first substantial in-
crease in irnvestment in the coal industry sinee 19L49; (5) the l6-per-
cent increase reported for investment in the machine-building indus-
try is the largest increase reported for that industry in any com-
parable period during the postwar years; and (6) the relatively small
increase of 10 percent-in the construction materials industry indi-
cates that the Fifth Five Year Plan for investment in that industry
probably will not be fulfilled,

The postwar years have.been characterized by an extreme effort to
expand heavy industry, an effort which, from the standpoint of invest- .
ment policy, exceeded in intensity that of the prewar years. This
economic policy paralleled the military policy of the USSR during the
postwar years, a policy which called for the maintenance of an advanced
state of readiness for war. In the heavy industrial sector this policy
was not reflected in extraordinarily large investment allocations to the
defense industry (conventional weapons) but, rather, in large invest-
ments in the basic industries, with particular emphasis on the rapid
development of the fuel and energy sector of the economy.

The new economic policy has not resulted in a drastic change in
the allocation of investments in the USSR, I% has, however, had the
effect of slowing down the growth of heavy industrial capacity in 1953,
and it has resulted in an investment prosram in 1954 which is probably
less well-adapted to promote short-term war capabilities than the in-
vestnent progrom of sny other postwar year, particularly tne invest-

"ment programs of 1651-52,

-7 -
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L. Introduction: Intelligence Value of Investment Analysis.

An analysis of investment information and investment policy should
be of considerable value in studying the strategic intentions of
the USSR and in forecasting the direction and rate of growth of the
economy of the USSR. ' In addition, investment information is useful in
analyzing the capital goods producing sector of the economy, providing
an approach to aggregative estimates of capital goods production by -
major sectors. '

Any rational investment program must be based on the resolution
of a large number of conflicting goalse It nust rest on a series
of evaluations of the relative urgency of the needs of the present
as compared to the needs of the future. Decisions must be reached
concerning the amounts of the potential outputs of consumer end items
and/or military end items which can be sacrificed in the current period
for the sake of increases in productive capacities which will be
realized only during future periods, Of the infinite number of possible
investment undertakings, those which would not warrant the current
sacrifice must be weeded out. Decisions must also be made with regard
to the construction periods and the "pay-off" periods which can be
permitted on investment undertakings. Since these decisions are
centralized in the hands of the state in the USSR, the nature of the
decisions made should reveal something about the nature of the
pelicies and expectations which underlie such decisionse

Soviet writers have made it abundantly clear that the investment
policy of the USSR reflects an attempt to maximize the strategic position
of the state and is not guided by narrow economic considerations. Stalin
himself, in commenting on investment policy determinations, stated: }/*

It is impossible to regard profitability in a mercan=-
tile spirit, from the point of view of the given momente.
Profitability must be regarded from the viewpoint of the
national economy as a whole over several years. Only
such a viewpoint can be.called really Leninist, really
Marxiste. : ‘

50X1

-8~
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It follows that the investment policy of the USSR should reflect

the expectations of the leaders of the USSR and their best judgment
as to the means by which the strategic position of the state can be
maximized within the limits imposed by their expectations, one of the
most important of which is their expectation as to the imminence .

of war.

The investment policy of the USSR in the 1937-Ll period clearly
indicated a growing belief in the irminence of war, and this belief
was reflected in the allocation of investment among industriese.
Between 1936 and 1941 the share of total investments going to industry
increased substantially and the share going to the other. sectors
of the economy (agriculture, trade, housing, and other nonindustrial
construction) declined. 2/ Within the industrial sector between 1936
and 1941, the share of the total investment in industry allocated to
heavy industry increased from 76.5 percent to 96.2 percent, and the
share allocated to the light and food industries declined from 23.5
percent to 3.8 percent. Within the heavy industrial sector an increas-
ing share of investment funds, particularly in the latter years of the
1936=41 period, was going into plant and equipment for the production
of military end items. 3,

A belief in the imminence of war was also reflected in restric-
tions placed on the maximum time for construction of investment pro=-
jectss In March 1937 the Council of Peoples' Commissars ordered all
investment plans to be revised so that the construction time for any
; investment project would not exceed 2 or 3 years. Reflecting this policy,
: about 85 percent of all investment funds allocated to the ferrous '
metallurgical industry in 1937 were for new units to be placed in
operation in the same year. g/

An article in Voprosy ekonomiki in 1950 indicates that current
decisions on the scale of new plants to be constructed are not to be
based solely on economic considerations. Strategic considerations
must also be weighed in the balance. After generalizing that the
larger the plant, the longer the construction period is likely to
be, the article statess
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The scale of construction and, most important, the
directions and methods of its realization must be

determined primarily by the need for winning time. 5/

This policy was reflected during World War II in the construction of
medium= and small-scale plants which, while often extremely uneco-
nomical to operate, had the great advantage of producing within a
pericd of time that was relevant to the war effort,

The alterations in current and future investment policy in the USSR
that would accompany a telief by its leaders that war is imminent would
not necessarily varallel the adjustments in investment policy prior to
World War II. The Soviet economy has changed considerably since the
prewar years, the relative strengths of the various sectors of the eco-
nomy have been altered, the state of readiness of the military forces
is considerably different, and the nature of war itself has undergone
revolutionary changes., It would seem likely, however, that the expec-
tations of the leaders of the USSR as to the probablllty of & major war
in the short-term future would be reflected in their investment policies,

. ‘the necessary qualltles aof a good indicator of S0X1
Soviet intentions were stated as follows: 6/

(1) They should be of strategic rather than tactical sig-
nificance —= that is, they should have such a basic bearing
‘on the Soviet power potential as to take them out of the
category of mere "war of nerves" measures, or of pre-
parations for purely local armed action.,

(2) They should involve such large-scale readjustments

of Soviet power resources, and should be either so costly,

or so disruptive of long-range Soviet plans, that the
Kremlin could ill afford to undertake them unless it was
convinced that early general war was a very real possibility.

(3) They should be difficult to conceal from observatlon
by Western intelligence.

(L) They should be of a sufficiently long-range character
to give us at least several months' advance warning.
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Investment policy would seem to meet all of these criteria of a
good indicator of strategic intentions, Tt should, perhaps, be em-
phasized that it is the pattern of investment that is significant for
the study of intentions, It would be extremely hazardous to speculate
about Soviet intentions solely on the basis of a small sector of the
investment picture, Fconomic relationships are complex, and many
factors could account for a deviation of investmant policy in one
sector away from the general pattern, The postponement of the comple-
tion dates for the "Great Construction Projects,“ which become clearly
evident in the last 6 months of 1953, 7/ is a case in point, Considered
in isolation, this withdrawal of resources from projects requiring very
long constructlon periods would seem ominous; but considered in con-
junction with the plans for substantial increases in agricultural oute
put and the output of consumer goods within a 3-year pcrlod it may be
seen in a different light.

_ Among the principal determinants of the economic growth of the USSR
will be the rate and the allocation of capital investmant, For this
reagon, studies of investment and of the relationships between invest-
ment and changes in output are essential for forecasting the economic
growth of the USSR,

A number of other types of intelligence problems may be approached
through estimates of industrial investment and through an analysis of
their components, Among these are the following:

1, Estimating the value of the various components of invesiment,

The USSR Qcéasionally publishes information on the structure
of investmant in the economy and in pearticulsr industries, This
information, together with the investment estimates, could be
used to estimate the total value of machinery and E.‘qulp"en‘t. being
produced, the total value of machinery and eguipment going to
p...rticu_'l.ar industries, and the value of the output of specific
types of eguipment,

2, Preparirig indexes of the production'of specialized industrial
equipment.,

In the absence of a reasonable sample of physical output es-

timates, an'index of invastment in an industry could be us=d as
an index of the output of specialized equipnent used solely by
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the industry. An index of investment in the petroleum industry,
for example, should be a reasonably good gauge of changes in the
output of'oil field and petroleum refining equipment.

3« Estimating the regional development of particular industries.
- Information on investment in industry pertaining to one area
of the country, which is often found in the Soviet press, can be
compared with the national investment figure for the industry to
determine the regional pattern of growth of the industry.

IT. Investrment in Industry in the USSR.

4, - Investment Trends.

One of the most significant features of postwar Soviet invest-
ment policy is that the share of total investment allocated to industry
has been substantially larger than in any of the prewar years. The
other sectors =--agriculture, transportation and communications, trade,
and social-cultural and municipal construction -- have been receiving,
as a group, a smaller share of investment allocatlons than during the
prewar years. 8/

During the 1946-51 pericd, 6L percent of centralized invest-
ments were allocated to the industrial sector of the economy (see
Table-4%) as compared with only 50 to 60 percent during the 1937-L1
period., The term "centralized investments" refers to those categories
of investment which are included in the State plan for capital invest-
ments. The comparison of investment in industry with centralized in-
vestments, however, gives an exaggerated 1mpre531on of allocations to
industry, since a large part of investments in agrlculture, the
investments by collective farms from their own resources, is not
included. The term "total investments,” as used in this report,
includes, in addition to centralized 1nvestments, investments by
collective farms from their own resources and, prior to 1949, "extra-
limit" investments. 9/ Capltal repairs##* are excluded from the concept
of "total investment™ used in this report, OSince the estimates of
investment in particular industries and the data for total investment

# P, 14, below,
##% Major repairs to equipment and structures.
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in industry do not include capital repairs, a concept of total in-
vestment which also excludes capital repairs is mreferable for com-
parative purposes. ' ' -

During the postwar years, investments in industry accounted for
about 50 to 55 percent of total investment in the USSR, as compared to
10 to 45 percent during the 1938-L1 period. Not even in the 1941 Plan,
vhich was a war preparedness.plan, were the allocations to industry so
large a fraction of total investment as during the postwar years.

In the Fourth Five Year Plan, investments in industry were to
absord 157.5 billion rubles out of centralized investments of 250,.3
billion rubles (in 1945 prices), or 62.8 percent of the total. That
this planned distribution of investment was carried out is indicated
by the report that, of the actual centralized investments during the
1946-51 period, about 6L percent went to the industrial sector.

Approximately the same distribution of investment was planned
for the Fifth Five Year Plan. It was reported that about two-thirds
! of centralized investments during the 1951-55 period were to go into the
' industrial sector of the economy. 10/ The recent emphasis on the de-
velopment of agriculture has not substantially affected this plan (see
Table li).%# ‘

B. Industrial Investment Program, 1953-5l,

_ The year 1953 was an abortive one for the industrial investment
vrogram of - the USSR. Following Stalin's death, the revision of the in-
vestment plan, with its increased emphasis on the development of the
light and food industries and agriculture, resulted in a substantial
sacrifice of heavy industrial growth., The 1953 investment increases
reported for all of the heavy industries were considerably smaller than
the increases reported for any of the preceding postwar years. Yet
in exchange for this sacrifice in heavy industry, a most unspectacular
increase in investment in the light and food industries and agriculture
was actually achieved. This is undoubtedly attributable to the bottle-

necks created by the midyear revision of the investment program.

¥ Table L follows on p.. .1k,
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Table 4

* Investment in Industry in the USSR Compared. with Total Investment
- and with Total Centralized Investment
1946-53, 1954 Flan »

Total Total Investment in Indus-

Total -Centralized Investment try ns 8 Percentage of:
Investment g/ - Investment . in Industry
(Billion Current (Billion Current (Billion Current Total Centralized

Pariod Rubles Rubles Rubles Investment Investment
1946-50 (Plan) (1945 Prices) N.A. 250,3 ¢/ 157.5 &/ N.A. 62,8
1946-51 N.A. 500.0 o/ 320.0 £/ N.A, 64,0
1946 58,1 g/ 8.7/ N4, ¥.A, N.A.
1947 66.2 g/ 58,4 b/ N.A. N.&. N.A.
1948 85.8 g/ 77.0L/ 6.4 df 54,1 60,3
1949 (Plan) N.A, 105.5 b/ 72,2 &/ ¥.A, . 68.4
1949 113.9 g/ 102,2 b/ - N.A. N.A., N.A,
1950 138,9 g/ 125.7 b/ N.A. N.A. N.A.,
1951 144,0 g/ 129.7 b/ N4, N.A. V..
1952 149.3 g/ 138,0 b/ N.A. N.A. N.A.
1953 . 160.9 1/ 143.5 87.6 £/ - Shad 61.0
1954 (Flgn) 190,0 i/ 169.0 3/ 104,4 &/ 54,9 61.8

a. Excludes capital repairs,
b, Except for 1946-50 Plan,
c. .
d. 12/,
e. 13/.
£,

g.

estimates in 16/.

h. .

1, Based in part on 16/.
i. L.

k. 18/,

',lh'

Based on the centralized investment estimtes in 15/ and the collective farm investment
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A very ambitious industrial investment program is planned for
1954, Total investment in industry is to increase by more than 19 per-
cent over the 1953 level, with a 12,5-percent increase in heavy in-
dustry and an 8L-percent increase in the light and food industries. 19/
This substantial increase in industrial investment is to take place
along with substantial increases in investments in agriculture and in
the output of consumer goods, and without substantial reductions in
military expenditures.

Viewed in the aggregate, the 1954 investment plan does not in-
volve a substantial departure from the investment policy of the pre-
ceding postwar years. Despite the increased emphasis on agriculture
and trade in the 195} investment plan, the proportion of total invest-
ment going to the industrial sector remains essentially unchanged;
and, despite the increased allocations to the light and food indusiries,
the proportion of total investment allocated to heavy industry is only
slightly below the proportion of the preceding postwar years. The
proportion of total investment going to heavy industry is estimated
. at about L8 percent in 19L8, 50 percent in 1953, and about 47 percent
! in the 1954 investment plan.x

On the other hand, it should not be concluded that the new
economic program has had no significant effect on heavy industrial
growth in the USSR. As noted earlier, the revision of the investment
program itself had the effect of delaying heavy industrial growth in
1953, In addition, if the 195k investment program is viewed from the
standpoint of the increment of investment growth, it is clear that
the 195k investment plan involves an inconsiderable diversion of re-
sources away from heavy industry. The extent of the diversion is
indicated by the fact that the ruble amount of the planned increases
in investment in the light and food industries and agriculture to-
gether substantially exceed the amount of the planned increase in
investment in heavy industry. The planned increase in investment in
the light and food industries alone is more than two-thirds of the
planned increase in investment in all heavy industry. gg/

# These figures were derived by deducting the estimated investment in
the light and food industries (see Table 26, p. 65, below) from the
published figure for total investment in industry (see Table 4) and
corparing the resulting estimate of investment in heavy industry to
the estimate of total investment for the year.
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The capabilitr of the USSR to fulfill all of the ambitious 1954
investment plan is subject to question. Although the investment in-
creases reported for the first 6 months of 1954 are impressive, it
is evident that the investment plan was behind schedule. 21/ A larze
nurber of the heavy industrial ministries were cited as having under-
fvlfilled the investment plan. However, the degree of underfulfillment
in heavy industry does not appear to be large, and the prospects for
fulfilling the planned 12.5-percent increase in investment in heavy
industry appear to be reasonably good. On the other hand, it does not
seen likely, in view of the first 6 months! performance, that the
planned increase of more than 80 percent in investment in the light
and food industries will be fulfilled.

Ce Structure of Investment.

Total investment in the USSR in the postwar years may be
broken down approximately as follows: gg/ construction and installa-
tion of equipment, 60 percents machinery and equipment, 30 to 35
percent; other, 5 to 10 percent. The construction element, it should
be noted, includes housing and social=-cultural and municipal con=-
struction. The "other" category includes such items as geological _
surveys, support of the management of enterprises under construction,
and, before 1951, the planning of investment projects.i

0f the machinery and equipment component of investment,
approximately two-thirds, .or about 20 percent of total investment,
is in machinery and ec¢uipment that does not require installation,
such as locomotives and rolling stock, automobiles and trucks,
tractors, agricultural egquipment, and ships and boats. The remaining
one-third, or about 10 percent of total investment, is in machinery
and equipment requiring installation, such as machine tools, rolling
mills, or textile machinery. 23/

¥ The Tother® category of investment expenditures covers expenditures
that do not result in the production of fixed capital assets. Such
expenditures are not reflected in the value of the fixed capital assets
of industry. See Table 5, p. 18, below, '
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In April 195L, Premier lMalenkov announced that during the post-
war years /1946-53/ the Soviet economy received the following amounts
of new machinery and equipment: gg/ industry, over 150 billion rubles;
transport, 50 billion rubles; agriculture, 60 billion rubles. These
magnitudes are consistent with the investment estimates in Table L=
and with the information that machinery-and equipment account for
about 30 to 35 percent of total investment.

Only fragmentary information is available on the postwar

| structure of investment within the various industries. Soviet data on
the 1937 structure of productive fixed capital stocks in Soviet industry
as a whole and in certain branches of industry are shown in Table 5.
Although some significant changes may be expected to have occurred in
the postwar years, the data shown in Table 5 may be of some value in
interpreting the estimates of investment by industry. Postwar infor-
mation on the proportion of total investment in machine-building plants
represented by machinery and equipment is shown in Table Haitt  An
intensive search of Soviet trade journals and books should yleld
considerably more .information on the postwar structure of investment
in industry in the USSR,

D, MNonproductive Investment by Industrial Ministries,

In the USSR the bulk of the housing construction and a large
part of other nonindustrial construction are financed through the
budgets of economic organizations, 1In 1953 it is estimated that
these so-called nonproductive investments accounted for about 20 per-
cent of total investments in indusiry,®¥#¥* For the purposes of
this report the interest in the nonproductive investments undertalken
by the industrial ministries is an indirect interest only. For a
number of purposes it is desirable to have estimates of investnent
by industry which exclude nonproductive investments, and, in some
cases, the estimates of nonproductive investments, since they are
derived independently, are used to test the reasonableness of the
! totel investment estimate for an industry.

* P, l4, above,
#% Table 5 follows on p, 18,
##% Table 6 follows on p, 19, : .
kEx#  Sge Appendix A, Methodology, for the basis of this estimate,
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'TaEle 5

! Distribution of Productive Fixed Capital Stocks
| of Industry in the USSR by Major Components 25/
|

1937
; Percent
Con- Trans-
struction portation
Other Than Power Equip~
Build- Build- Machin~ Instal- rment and
Industry ings ings a/ ery - lations All CQther Total
CA11l Industry  30.6 21.5 2ka 9.4 '1h.h ©100.0
Ferrous | ' |
‘ Hetallurgy 2548 33.1 20,0 9.6 11.5 100,0
g Coal - 1.1 55,2 5.4 5.3 13.0 100,0
Textile 39.0 6.3 377 9.3 7.7 100.0

a. Includes the construction of coal mines, oil wells, blast furnaces,
ore mines, and similar types of constructlon.

Since a cormon methodology will be used in estimating nonpro=-
ductive investments for all industries, it may be appropriate to state
that methodology at the outset. In the typical case the only information
available on nonproductive investments by an industrial ministry will
be the square meters of housing completed during a period.. In producing
the estimate of nonproductive investment, a value factor is applied to
the figure for housing construction in square meters and the resulting
value figure is then adjusted to reflect nonproductive investments
other than housing.

The value factor used throughout this report for valuing housing
construction by industrial ministries during the period 1949-5L is 1,L00
rubles per square meter. This factor is based on several pieces of

- 18 =
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Table 6

Investment in Machinery and Equipment as Percentages
of Total Investment in Machine-Building Plants ‘in the USSR 26/

1949
Type of Plant . Percent
Heavy Machine Building ‘
New Construction . 27.1
Reconstruction 25.3
Rehabilitation 30.7
Locomobile a/ _ .
New Construction 21l
Rehabilitation 25.4 to 26.7
Turbine _
. New Construction- 3L.9
Rehabilitation _ . 35.1
Steam Power Boiler ‘
New Construction 25.7
Industrial Boiler . . _
Wew Construction 18.5 to 22,2
Power Boiler . :
Rehabilitation . 3046
Diesel
| Reconstruction 29.0
Rehabilitation 30.3 to 32.9
. Hoisting and Conveying lachine Building . :
Reconstruction _ 2L.9 to 28.9
Rehabilitation 25.8 to 27.7

Boiler~Turbine with Individual Production
‘Rehabilitation -+ 3hai to 39.2

a. Portable steam generator and engine set.
-19 -
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information. The Minister of the Consumer Goods Industry indicated in

a recent statement that housing construction undertaken by that Ministry
during the period 1951-53 cost about 1,L00 rubles per square meter, and
that housing planned for 195k would cost something more than 1, héO rubles
per square meter. 27/ In a reference to housing construction for
workers of machine=building enterprises, it was stated that 189 million
rubles were appropriated for that purpose in 1949 and that 135,000
square meters of housing would be constructed in thei vear. 28/ This
indicafes a factor of l,hOO rubles per square meter for 1919 as well.

In another reference to housing constructmon in 1949, it was stated

that more than 1 billion rubles had been allocated fer the coenstruction
of housing in the Hinistry of the Metallurgical Industry and that
760,000 square meters of housing would be produced. 29/ This would
1ndlcate a factor of something more than 1,315 rubles per sglare meter

in 19)49 .

Housing, however, does not constitute all of the nonproductive
investments of industrial ministries. Alsc included are schools, hose
pitals, arnd other types of social-cultural and rmunicipal construction.
Total - nonproductive investment estimates are derived by assuming that
investments in housing construction constitute 80 percent of total non-
productive investments This is the approximate relationship of
housing to other nonproductive investments that vrevailed in the prewar
years.

The methodologv used in estimating nonproductive investments
offers a number of nossibilities for error. The most important of
these are the following: (1) the valuation factor of 1,L00 rubles per
square meter wnich is founded upon verv frasmentary Jﬂfor“n tieny,may bhe
faulty; (2) there nay be substantial differences between the value of
housinz completed during a vperiod and the amount invested in housing
construction durinz the same period; and (3) the orewar relationship
of housing to other nonrroductive investments may not orevail in the
postwar yvears. Tor these reasons, the estimates of nonproductive in-
vestment presented in this report are to be considered only as zross
orders of magnitude.

# See Appendix‘A, HMethodology.
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ITII. Investment in the Electric Power Industry.

A. Coverage of the Estimates.

The investment estimates for the electric power industry in
Table 7 include investments in electric power ‘installations by all
ministries. Of the total investment in the industry during the postwar
vears, about 80 percent is estimated to have been made by the Ministry
of Electric Power Stations. The remaining 20 percent is-accounted
for by municipal power stations and rural electrification stations,
which are ocutside of the Ministry of Electric Power Stations and are
financed through the "Social-Cultural Services and Administration"
and "Agricultural” sectors of the investment budget, and by electric
power installations constructed by other industrial ministries for
the generation of power for their own use. 29/

Table 7

Investment in the Electric Power Industry in the USSR
1946-53, 1954 Plan

Billion Rubles

Year Constant 19LS Prices o Current Prices
1946 2.0 2.1
1947 2.1 2.3
1948 2.5 2.8
1949 3.5 , Sel
1950 L6 645
1951 6.4 8.8
1952 8.1 10.8
1953 8.5 11.0
195h (Plan) 10.3 13.3
- 2] -
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l . B. Investment Trends.

The most significant finding of the study of investment in the
! electric power industry is that the proportion of total investment

| going to electric power development has increased very sharply in re-

| cent years, Since 1950 the electric power and petroleum industries

| have been the most favored industrial sectors from the standpoint of

| investment policy. Between 1949 and 1953 the rate of growth of invest-
.ments in electric power installations has been more than twice the rate
"~ of growth of total investment in the economy or total investment in the

industrial sector of the economy,.

Investments in the electric power industry as a percentage of
total investments and as a percentage of total investments in industry

during the postwar years are shown in Table 8. In 1953, investment in
the electric power industry accounted for 6.8 percent of total in-
vestments and 12.6 percent of total investments in industry; in 1948
the corresponding percentages were only 3,3 percent and 6,0 percent,

In the prewar years, 1936-L1, the allocations to electric power amounted
to only 2 to 3 percent of total investment and § to 7 percent of total
investment in industry, 23/

Table 8

Investment in the Electrie Power Industry in the USSR
- as Percentages of Total Investment and Total Investment in Industry
1946-53, 1954 Flan

Percentage of - Percentage of

Year - Total Investment Total Investment in Industry
1946 3.6 N.A.

1947 3.5 N.A.

1948 3.3 6.0

1949 (Plan) N.A. 7.1

19L9 ‘ .5 N.A.

1950 L7 N.A.

1951 6.1 N.A.

1952 7.2 N-Ao

1953 6.8 12.6

1954 (Plan) 7.0 12.7

- 22 -
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The trend is continuing in the 195} plan. Due to the planned
BL-percent increase -in investments in the light and food industries in
195k, investments in the electric power industry will account only for
apnrox1matemy the same proportion of total investments in industry as
in 1953. Investments in the electric power industry in 195, however,
will account for a larger proportion of total investment in heavy
industry than in 1953, The planned growth rate of 21 percent in in-
vestment in the electric power industry in 195L is more than S0 percent
greater than the planned 12.S5-percent growth of investment in heavy
industry as a whole. 32/ The 6 months!' plan fulfillment report,
which showed an 18=-percent increase in investment in the electric power
industry over the corresponding period of 1953, indicates that the 195k
investment plan for electric power is being fulfilled aporoxlmatelv
on schedule. 33/

C. Capital=Capacity Ratios.

Incremental capital-capacity ratios for the electric power in-
dustry of the USSR in millions. of rubles invested per million kilowatt
increase in capacity are shown in Table 9.% These ratios are derived
from the estimates of investment in the electric vpower industry in
Table T and the estimates of changes in installed rated capacity shown
in Table 10,3t These ratios show the-gross capital investment that has
been associated 'rith increases in electric power canacity in the USSR
during the postuar years,

Before commenting upon them, it may be useful %o distinguish

! clearly the meaning of the ratios in Table 9 from the usual meaning of

' the term "capital coefficient." The term "capital coefficient" has
often been used rather loosely in the economic literature. In general,
houever, the term refers to the net capital investment required for a
given increase in the productive capacity of an industry, with a given
state of technology; and, usually, it is based on the cost of a com-
plete new plant or a "balanced addition" to an existing nlant. The
capital~capacity ratios in Table 9 differ from this concept of a

# Table 9 follows on p. 2kL.
i P, 21, above.
#et Table 10 follows on pe 25.
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"capital coefficient" in the followineg ways: (1) thev are ratios of
gross (rather than net) investment to the increases in capacity; (2)
they reflect changes in technology that occurred during the period;
and (3) they reflect "unbalanced additions" to plants as well as com-
plete new plants or "balanced additions.”

Table 9
Incremental Capital-Capacity Ratios for Investment

in the Electric Power Industry in the USSR a/
1946-50, 1949-52

i Million Rubles per Million Kilowatt Increase in Capacity

Gross Investment Divided by Increase in Capacity‘

1946-50 & 1947-51 b/ 194,9-52 £ 1950-53 .
; Constant 1945 Prices 1,250 | 2,050
i Current Prices 1,550 _ 2,850

I ' : . ¥

a. Based on the investment estimates iIn Table 7 and the estimates of
installed rated kilowatt capacity in Table 10, A ldg of 1 year is
used. Figures are rounded to the nearest 50 million rubles,
"be An estimated 1 million kilowatts of new capacity placed in operation
" in 1546 was subtracted from the 19L6=50 figure shown in Table 10. -

In the following section, capital-output ratios are developed
for the coal and petroleum industries.# In the case of these industries
no capacity estimates were available., For this reason, investment had
to be related to changes in output. The capital-ocutput ratios for the
coal and petroleum industries depart from the usual concept of the term

-"capital coefficient" for the same reasons that were enumerated for the
capital-capacity ratios for the electric power industry in Table 9; but,
in addition, they will diverge from this usual concept to the extent,
if at all, that the level of output is not an adequate measure of the
capacities of those industries.

% See Tables 16 and 17, pp. 39 and 4O, respectively, below

— - g — —
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Measured in constant 1945 prices, investment per million
kilowatt capacity, as shown in Table 9, has increased by more than 60
percent during the postwar years. A l-year lag between investment
and changes in capacity was used in making the commitations. Although
this is too short a lag for the electric power industry, the data on
changes in kilowatt capacity were not adequate to permit a comparison
between the earlier and later postwar years using a longer lag period,

The relatively low capital-capacity ratio for the 1946=50 period
is largely attributable to the fact that a large proportion of invest-
ment funds in the early postwar years was devoted to restoring and
modernizing damaged plants and to maintenance operations that were de-

 ferred during the war. The contimiing increase in the capital-capacity
ratio in the period after 19L8 is largely attributable to the increased
emphasis on hydroelectric power development. In the Fifth Five Year
Plan the total capacity of thermal electric power stations was to:

" double, largely through the expansion of existing power stations,
while the capacity of hydroelectric power stations was to triple. 3l/

Table 10 |

Increase in Installed Rated Electric Power Capacity in the USSR
; 194653
'Million Kilowatts

Period Increase in Installed Rated Capacity
19L6-50 | . 10,0
1950-53 11,0
1951 3.0
1953 2.8

The increased emphasis on hydroelectric power development is
noted in the report that investment in hydroelectric power stations in
1952 amounted to 182 percent of the 1950 investment. 35/ The estimates
in Table 7 indicate that total investment in the electric power industry
as a whole in 1952 was only 166 percent of the 1950.level, measured in

- 25 -
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current prices, and 176 percent of the 1950 level measured in constant
prices. The increased erphasis on hydroelectiric power would tend to
raise the capital-capacity ratio for electric power, as computed in

. Table 9, not only because the investment per kilowatt is greater than
for thermal power stations but also because the construction time is
longer.

Investment in the electric power 1ndustrv in the most recent
nostwar vears is continuing to increcase at a faster rate than installed
kilowatt capacity. A comparison of the 1952 investment with the 1953
increase in capacity indicates a capital-capacity ratio of about L
million rubles per million kilowatt capacity in 1952 prices, or about
3 rillion rubles per million kilowatt capacity in 1945 prices. 4Al-
though a ratio based on a sirgle year and using a lag of only 1
vear-is of questionable value, it does indicate that the trend is
continuing. -

The former Minister of Electric Power Stations, M.G. Pervukhin,
discussed the.relative capital costs of hydroelectric and thermal power
_stations in a speech in April 195L. 36/ He stated that capital invest
ment per kilowatt capacity in the Kuybvshev hydroelectric power station
was about S,OOO rubles and that capital investment per kilowatt capacity
in the Cherepetsky thermal power station was less than this amount. He
added, however, that if the capital investment in the coal mines
necessary to supply the Cherepetsky station were included, the total
investment per kilowatt capacity would be 5,3L0 rubles. In comparing
the capital-capacity ratios in Table 9% with the investment per kilo-
watt capacity figures in Pervukhin's statement, it should be borne in
mind that most of the expanded capacity in thermal power plants in the
Fifth Five Year Plan period was to take place through the expansion of
existing plants. This should involve someé rather substantial capital
economies as compared with achieving the same expansion of capacity
through the construction of entirely new plants. |

D. Structure of Investment.

Estimates of investment in the electric power industry in 1949
and 1950 which exclude nonproductive investments by the Ministry of
Electric Power Stations are shown in Table 1l.:#+ These estimates were

3t P. 211, above .
wx  Table 11 follows on p. 2?-

- 26 -
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derived as follows: A value .factor of 1,L00 rubles per square meter
was apolied to the estimates of housing construction in square meters
and the resulting figure rultiplied by.125 percent to reflect non=
productive investments other than housing. The estimates show that
in 1949 and 1950 nonproductive investments by the Ministry of Elec-
tric Power Stations accounted for about 15 percent of total invest-
ments in the electric power industry.

Table 11

Derivation of Estimates of Investment in the Electric Power Industry
in the USSR, Excluding Nonproductive Investment by the Ministry
of Electric- Pover Stations

1949-50
‘Billion Current Rubles
Square
Meters of Value of .
Housing Housing Total Non- Total Total Investment

Construc- Construc-  productive Investe Excluding Nonpro-
Year  ted a/ ted b/ Investment ¢/ ment d/  ductive Investment
19L9: 435,000 0.6 0.8 ST | - .3

1950 535,000 0.7 0.9 6.5 - 56

s . :

be A factor of l,hOO rubles per square meter was applled. See p. 26,
c. Value of Housing Constructed multiplied by 125 percent,

d. From Table 7, p. 21, above,

It was noted earlicr that investments by the Ministry of Electric
Power Stations would account for about 80 percent of the investments in
the electric power branch of industry. In addition to this, the HMinistry
also makes investments in the peat industry and in plants that produce
spare parts for its own equipment. The Ministry of Electric Power
Stations produces about LO percent of the total output of peat in the

- 27 -
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USSR. -Estimates of investments in the peat industry in 1947 and 1948
by the Ministrv of Electric Power Stations indicate that such invest-
ments account for only about 3 percent of total investments in the
Ministry. (See Table 12,) No information is available on investments
in plants producing spare parts, but they probably constitute a very
small fraction of total investments by the Ministry. - : :

Table 12

Investment in the Peat Industry in the USSR
by the Ministry of Electric Power Stations a/ 38/

194748 ‘ '
. Miilion Rubles
'Year . Plammed Investment Actual Investrent
1947 6Li.5 |  51.5
1948 : 77.0 S 700

a. lCapital investment in the peat industry underta_kén by Glaviorfo-
stroy (Main Administration for the Construction of Peat Enterprises)
of the Ministry of Electric Power Stations.

F. Derivation of the Estimates.

The estimates of investment in the electric power branch of
industry are bhased on the ruble figures for planned investment announced
for 1947 and 1953 and the percentage increases in investment reported
for the intervening years. (See Table 7.%) Since the Ministry of
Electric Power Stations is estimated to account for 80 percent of the
total investment in the electric power branch of industry, information
pertaining to the Ministry has been used in adjusting and checking the
validity of the estimates.

* P. 21, above.
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The 1947 Plan called for the investment of -3 billion rubles in
1945 orices in the electric power industry. The Ministry of Electric
Power Stations was to place into operation 30 percent more new capacity
than it had placed in operation in 1946. 39/ The plan was not fulfilled;
it was announced that the plan for placing new electric power station
capacity in operation was only 70 percent fulfilled. 40/ This means
that capacity placed in operation in 1947 was only about 90 percent of
the capacity placed in operation in 19k6. :

No direct information is available regarding the degree of ful~
fillment of the 3 billion ruble investment plan, but it is knowm that
investment in the electric power industry in 19L7 was only Iy percent
greater than in 1946. L1/ This, coupled with the fact that the plan
for putting new capacity into operation was only 70 percent fulfilled,
indicates that the investment plan of 3 billion rubles was not fulfilled.

It is assumed that the investment plan for 1947 was underful-
filled by the same percentage as the plan for putting new capacity into
operation; that is, by 30 percent. Using this assumption, the actual
1947 investment is estimated at 2,1 billion rubles in 1945 prices. This
assumption is consistent with information which will be introduced at
‘a later point in the analysis.

The investment estimate for 19h6 of 2.0 billion rubles in 19L5
orices is based on the announcement that investment in 1947 was L per-
cent greater than in 1946. 42/ The 1546 investment plan of the Ministry
of Electric Power Stations was fulfilled by only 90.5 percent. L43/ "The
plan for placing new capacity in operation was also underfilfilied in

The estimate for 1948 of 2.5 billion rubles in 1945 prices is
based on the statement that capital investment in the electric power
industry in 1948 was 20 percent greater than in 1947. LW/ For the
third straight year the plan for placing new capacity into operation
was underfulfilled. The plan called for an increase of 35 percent
over the capacity placed in operation in 1947, while the actual in-
crease was 30 percent. L5/

The estimate for 1949 of 3.5 billion rubles in 1945 prices is
based on the announcement that investment in the electric power industry
was 39 vercent greater than in 1948, L6/ The 1949 investment plan for
the Ministrv of Flectric Power Stations, which called for a lO-percent

—— e o
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increase over 19&8 h?/ was apparently fulfilled. However, the planned
increase of L6 percent over 1948 in new capacity placed in operation was
not fulfilled. 1,8/

The 1950 estimate of L.6 billion‘rubles in 1945 nrices is based
on the report that investment in the electric power industry in 1950
was 32 percent greater than in 1949. L9/

. The 1951 estimate of 6.4 billion rubles in 1945 prices is based
on the report that the volume of capital investment in the electric
power industrv was LO percent zreater than in 1950. 50/ Despite this
impressive increase, however, the investment plan was not fulfilled.‘gl/

A check on the validity of the estimates for the years 1916-51
is provided bv the statement that the volume of capital investment by
the Ministrv of Zlectric Power Stations in the first 9 months of 1951
exceeded the volume of capital investment in 19L6 and 1947 combined. 52/
This comparison is probably between investment for the first ¢ mpnthé_-
of 1951 in 1951 prices and investments in 1946 and 1947 in 1945 prices.
It is possible, however, that the comparison is in constant prices.

In either case the investment estimates are consistent with the state-
ment. If we assume that three-quarters of the estimated 1951 invest- -
ment took place in the first 9 months of 1951, then investment for

the first 9 months of 1951 would be L.8 billion rubles in 1945 prices,
or 6.6 billion rubles in 1951 prices. Both fipures are higher than
the Ll billion rubles in 1945 prices estimated for 19L& and 19L7
comblned.

The 1952 estimate of 8.1 billion rubles in 19,5 prices is
based on the announcement that investment in the electric power in-
dustry was 26 percent greater than in 1951. éé/ The value of new in-
stallations placed into operation in 1952 was reported to be 23 percent
greater than the value of those placed in operation in 1951. 5L/

Aﬁ additional check on the validity of the estimates is vro-
vided in a statewment by D. Zhimerin, former lMinister of ZElectric
Power Stations, in Pravda of 13 October 1952..55/ Minister Zhimerin
stated:

As a result of the particular concern of the Party and

of Corwrade Stalin personally in regard to electrification,
capital investments in power development bv the Ministry
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of Electric Power Staticns have increased 2.2 ﬁimes
in the last 3 years alone.

This statement is not without ambiguities. One interpretation is that
it is a comparison of the 1952 investment plan with 1949 investment,
both stated in current prices. Assuming that the actual 1952 invest-
ment plan was fulfilled, the estimates are consistent with the state-
ment, so interpreted. The 10,8 billion ruble estimate for 1952 is
2,1 times the 19L9 estimate of 5.1 billion rubles, both being measured
: in current prices. If the comparison was made in. constant 1945 prices,
i the estimated 1952 investment is 2.3 times the estimated 1949 invest-
: ment. '

It is possible that the comparison in Minister Zhimerin's
statement is between investment in 1948 and investment in 1951. Under
this interpretation, the estimates do not fare as well. Measured in
current prices, the 1951 estimate of 8.8 billion rubles is 3.1 times
the 1948 estimate of 2.8 billion rubles. Iikasured in constant 19LS
prices, the 1951 estimate of 6.l billion rubles is 2.6 times the
1948 estimate of 2.5 billion rubles.

The plan fulfillment report for the first 6 months of 1953
stated that investments in eleciric power stations and in the electri-
cal industry were 5 percent greater than in the corresponding 6 months
of 1952, 56/ 1o reference was made to investment in the electric power
industry in the 1953 anmual plan fulfillment report except the shate-
ment that the plan for completing industrial installations was not ful-

The only reference to investment in the electric power industry alone
in 1953 was the modest statement that investment in electric power
stations was greater in 1953 than in 1952. 58/ |
\ ‘the degree of underfulfillment of the investment plan hy
the rinistry of Electric Power Stations and Zectrical Industry was
quite large. In view of these statements it would seem that the G-
percent increase reported for investment in electric power stations
and in the electrical industry for the first 6 ronths of 1953 is pro-
bably a reisonably good measure ol the increase in investment in the
electric power industry for the entire vear. OI coursa, the estimate
for 1953, so derived, is less well founded than are the estimates for
‘the earlier years.
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In a speech in April 195k, F.G. Pervukhin, the former lMinister
of Electric Power Statlons, made the following statement with regard to
planned 1nvestmpnt in electric power installations in 1954 _H/

The’ natlonal economic plan and the State budget
for 195} provide for capital investment in the con-
struction of electric power stations and networks of
all ministries of more than 13 billion rubles, i.eq,
-21 Dercent more than in 1953.
Applying the 21—percent inerease mentloned to the previously de- °
‘rived 1953 estimate would result in a 1954 plan estimate of 13.3 billion
rubles in current prices for investment in the electric power industry.
The close correspondence’ of the 195L plan estimate, as derived from the
adjusted 1947 plan figure and the percentage increases for subsequent
years, with the figure in Perwvukhin's statement tends to support the
validity of both the estimates for the earlier years-and the method
used in deriving the estimates,

F. Reliability of the Estimates.

In view of the consistency of the series of investment estimates
with the announced 1954 investment plans and with the other checks un
the validity of the estimates discussed earller, the range of error should
not exceed plus or minus 20 percent.

I7. Investment in the Coal and Petroleum Indﬁstries.

A, Coverage of the Estimates.

The estimates in Table 13 refer to investment in the coal and
petroleum branches of industry in the USSR. The coal and petroleum
branches of industry are substantially identical in coverage with the
Ministries of the Coal and Petroleum Industries, and investment in the
branches of industry should be of substantially the same magnitudes as
investment by the corresponding Ministries. The two main differences in
coverage are relatively small. First, investment in machine-building
plants subordinate to the Ministries of the Cocal and Petroleum In-
dustries are placed under the machine-~building industry rather than

3% Table 13 follows on p. 33.
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under the coal and petroleum industries in the branch of industry

: classification. Second, investments by coal mining enterprises sub-

: ordinate to Republic Ministries of Local and Fuel Industry would be

: included in the branch classification. It is estimated that at
present 92 percent of the total output of coal is produced by the
Ministry of the Coal Industry and only 8 percent is produced by local

- fuel enterprises. Moreover, it is believed that more than 92 percent
of postwar investments in the coal industry have been in the Ministry
of the Coal Industry. There is no petroleum production in the USSR
outside the jurisdiction of the Ministry of the Petroleum Industry.

Table 13

Capital Investment in the Coal and Petroleum Industries in the USSR
2946-53, 195k Plan -

Billion Rubles

19LS Prices Current Prices
Petro- : Petro-~

Year Coal leum Total Coal leum Total
1916 L.S 1.9 6.4 Lhe? 2.0 6.7
1947 L.9 2.8, 7.7 o.h 3.1 8.5
1948 6.2 bel 20.3 - 649 1.5 11.h
1949 7.8 he8 12.6 T 7.0 18.h
1950 8.3 6.2 1h.5 : 11.7 8.8 2045
1951 8.5 7.8 16.3 - 11.7 10.7 22.
1952 i N.A. N-Aa 1?.1 ' - N.AO N-A‘ 2207
1953 N.A. W.A. 17.h N.A. N.A. 22,1

0.9 N.A. N.A. 1.0 N.A. N.A.

1954 (Plan)a/ 1

3. Investment viamned for 1955 by the Finmistry of the Coal Industry;
not precisely comparable with the estimates for the earlier years,
which relate to the coal branch of industry.

_33...
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' B, Investment Trends.

The fuel and energy industries have been the most favored
sectors of industry from the standpoint of postwar investment policy.
In the early postwar years, 1946-L9, the greatest emphasis was placed
on the development of the coal industry. Since 1949, investment in
the coal industry has tended to level off, and the emphasis has shifted
to the development of the petroleum and electric power industries.

During the 19L6-L9 period, between 8 and 10 percent of total
investment and about 15 percent of total investment in industry went
to the coal industry (see Table 14).% This is about twice the pro-
portion of total investment going to the coal industry prior to the
war. 60/ Since 1949, however, investments in the coal industry have
tended to level off and the proportion of total investment going to
the coal industry has declined.

On the other hand, investments in the petroleum industry have
absorbed a contimually increasing share of total investments in the
postwar years. In 1946 the proportion of total investments allocated
to the petroleum industries was about the same as in prewar years, but
this proportion steadily increased until in 1951 the proportion of
total investments allocated to the petroleum industry was more than
twice the 1946 proportion,

The available information is not adequate to permit estimating
investment in the petroleum industry for the years after 1951. It is
known, however, that investment in the petroleum-industry in the Fifth
Five Year Plan was to increase at a faster rate than total investment
in the economy or total investment in industry. The directives of the
Plan provide that total state capital investments are to be 90 percent
greater and investments in industry are to be approximately twice those
during 1946-50. 61/ By comparison, capital investment in the petro-
leum industry in the Fifth Five Year Plan is £o be .more than double the
investment during 1946-50. 62/

The big shift in the allocation of investment between the coal
and petroleum industries started in 1950. The magnitude of the shift
may be indicated by a comparison of 19L46-L7 with 1951 investment, In
1946 and in the 1947 Plan, investment in the petroleum industry was
less than U5 percent of the investment in the coal industry. By 1951

¥ Table 1l follows on pe 35.
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Table 1l

‘Investment in the Coal and Petroleum Industries in the USSR
Compared with Total Investment and Total Investment in Industry 3/
: 1946-53, 1954 Plan :

Investment in the Coal Investment in the Petroleum  Investment in the Coal and Petroleum
Industry as a Percentage of: Indusiry as a Percentage of: Industries Combined as a Percentage of3
Total Total . ~ Total.
_ Total Investment Total Investment Total Investment
Year Investment in Industry Investment in Industry Investment ) in Industry
19k6 8.1 - N.A. 3.4 NeAe 11.5 N.A.
1947 8.2 : WA, L7 Neho 12.8 : N.A.
19h8 ! 8.0 ]-1109 . 502 907 13.3 N 2’4-6
1949 10,0 W.A, 6.1 Neds . 16,2 ' N.A.
1950 8.4 . N.A. 6.3 - NoAe 1.8 : N.A.
1951 | 8.1 N.A. 7.4 N.A. 15.6 N.A.
1952 N.A. N.A.. N.A. Nehe 15,2 . N.A,
1953 NuA. M.A. N.A. NeAo 13.9 . 25.6
19511 (Plan) ]_)/ 7oh . B Oh N‘A' . N’A' N-A-. NoAc

a. Based on information in Tables L and 13, pp. 14 and 33, respectively, above. .
b, Based on the 1l billion ruble plamned investment in the Ministry of the Coal Industry. It is not precisely
comparable with the percentages for the earlier-years, which relate to the coal branch of industry. .

/
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*investment in the petroleum in ustrv amounted to more than %0 percent
of the investment in the coal industry. I seems very likely -that in-
vestment allocations to the petroleum industry in the 195} Plan are.
equal to or exceed the 1b billion rubles planned for the coal industry.

The evidence of a shift in the allocation of investment between
the coal and petroleum industries is supported by estimates of the growth
of production of coal and crude oil. The growth rate of coal output has
declined very sharply since 1950, and the decline in the growth rate of
crude oil output has been less severe. (See Table 15) In addition, it
is known that the output of light refined petroleum products, which
require large ‘capital investments in refining, transport, and storage
fa0111t1es, has been increasing at a faster rate than crude oil output.

Table 15

Rates of Growth of the Outout of Coal and Crude 0il in the USSR 63/
1946-53

Percentage Increase over Preceding Year

Year ' Coal a/ . , Crude 0il
1947 : . . 12.0 19.8
1948 ' 1.0 13,1
1sh9 - ' 12.6- 14.3
1950 o . 11,0 - 11.9
1951 - ' 7.8 10.6
1952 6.7 9.6
1953 6.0 64/ 8.8

a. Includes. lignite.

The shift in the investment pattern is also reflected in data for
housing comstruction by the Ministries of the Coal and Petroleum Industries.
In the Fifth Five Year Plan, housing construction by the petroleum industry
is to increase by 150 percent over the actual volume of housing constructed

- 36 -
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during- 1946-50, while the comparable increase planned for the coal .
industry is only 15 percent. (See Table 20.%)

C. Investment Program, 195k.

A renewed emphasis on the development of the coal industry is
evident in the 1954 investment plan. The plan fulfillment report for
the first 6 months of 195L stated that investment in the coal industry
had increased by 23 percent over the corresponding period of 1953. 65/
This is the largest increase in investment reported for the coal in="
dustry since 1949. Despite this sizable increase, however, the
Ministry of the Coal Industry was cited as one of the ministries which
failed to fulfill the investment plan for the first 6 months of 195L.
This would indicate that the planned increase was somewhere in the
neighborhood of 30 percent over the 1953 level. '

It was recently announced that planned invesiment by the itini- -
stry of the Coal Industry in 1954 is 1k billion rubles. 66/ - Although
this sum represents a very substantial increase over the 1953 level
of investment, it represents a smaller share of total investment than
the coal industry received during any year of the 19L6-51 period (see
Table 14). The 1L billion ruble figure, coupled with the fact that
the 1954 investment plan for the coal industry represents an increase
of more than 23 percent over the 1953 level, also indicates that the

"level of investment in the coal industry remained approximately un-

changed between 1951 and 1953.:¢#

Only fragmentary informatioh is available with regard to the
level of investment in the petroleum industry, and no information is
available with regard to planned investment in the petroleum industry
in 195L. It seems quite ‘certain, however, that investment in the
petroleum industry in 1953 was greater than the level of investment
in the coal industry and very likely that the planned investment in
the petroleum industry in 195h exceeds the 1l billion rubles allocated -
to the coal industry.

# P. Lk, below. :
s+ For the basis for this statement, see p., 51, below.
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D. Regional Petroleum Investment Pattern.

The heavy emphasis on developing the petroleum indusitry in the
eastern areas of the USSR is indicated by the pattern of investment
planned for 1949. In a year when total investment in the petroleum in- -
dustry was to increase by probably 30 to LO percent, planned investment
in the petroleum industry in the eastern areas was almost double. éz/
The eastward shift of investment in the petroleum industry is again
illustrated by the fact that, although investment in the petroleum
industry as a whole is estimated to have increased by .30 percent in
1950, investment in the petroleum industry in Azerbaydzhan increased
by only 20.2 percent. 58/

E. Capital=-Output Ratios.

Ratios between investments and changes in. the output of ceal
end crude oil in the postwar years are shown in Tables 16 and 17.%*
The ratios in Table 16 are based on estimates of total investments
in those industries; those in Table 17 are based on investment es-
timates which exclude nonproductive investments by the Ministries of
the Coal and Petroleum Industries. :

Physical measures of the output of coal and crude oil are not
completely satisfactory measures for studying changes in capital-output
relationships, since they ignore gualitative differences in outputs.
This is a problem of some concern both in the case of the cdal and of

. the petroleum industries, but it is probably more serious in the case

- of the petroleum industry. Changes in crude oil output would constitute
satisfactory measures of changes in the value of output of the petroleum
industry only if the composition of refined products remained unchanged.
It is known, however, that the proportion of light fractions in refined
petroleum products has been increasing in the postwar years. It should .
therefore be kept in mind that one of the important causes of the
changes in the capital~ocutput ratic in the petroleum industry is the
change in the composition of the output of the industry (see Table 18),%*

The most striking feature of the capital—oufput fatios for the
coal and petroleum industries is the sharp increase in investment per
million metric ton increase in output during the postwar years.

% Tables 16 and 17 follow on pps 39 and 40, respectively.
#% Table 18 follows on p, 41,
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Table 16

Incremental Capital-Outout Ratios in the Coal and Petroleum Industries
in the USSR, Including Nonproductive Investment a/ '

1946=51

Million Rubles per Million Metric Ton Increase in Output

Coal Crude 0il
19L5 Current 1945 Current -
Prices - Prices " Prices Prices
,  1946-51 Average b/ 300 L0o 1,150  ° 1,500
One-Year Lag ¢/
' 1946 250 250 L0 Lso
1947 200 200 - 800 900 .
1948 250 250 1,000 1,050
1949 300 450 1,200 1,750
1950 L0o 550 1,550 2,200
1951 ) 600 1,950 2,700
Two-fear Lag 4/
196 200 200 500 500
1947 200 200 _ 750 800
1948 $ 250 250 ' 1,000 1,100
1949 350 500 1,200 1,750
1950 . 1,00 600 1,550 - 2,200
1951 1150 600 1,950 2,700

a. Rounded to the nearest 50 million rubles, Based on output esti-
mates in Table 18, p. 41, below, and 1nvestment estimates in Table 13,
p. 33, above.
b. Relates gross investment during the period 1946-5) to change in
output 1946-52,

.. ¢s Investment in Year Y related to output in Year Y plus 1 minus out-
put in Year Y. .
d. Investment in Year Y related to the average output in Years Y plus
1 and Y plus 2 minus output in Year Y.

-39 -
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Table 17

Tneremental Capital-Qutput Ratios in the Coal and Petroleum Industries
in the USSR, Excluding Nonproductive Investment
by the Ministries of the Coal ard Petroleum Industries a/

1949-51

Million Rubles per Million Metric Ton Increase in Qutput

Coal Crude 0il

1949-51 Average b/ 400 : _ - 2,000
One-Year Lag c/

1949 300 o 1,550

1950 500 1,950

1951 - 500 2,150
Two-Year Lag d/ |

IR : 350 : 1,550

1950 - 500 . 1,950

1951 . 500 2,450

a., Rounded to the nearest 50 million rubles, Based on output esti-
mates in Table 18 and investment estimates in Table 19, p. 43, below.
b, Relates gross investment, excluding nonproductive investments by
the Ministries of the Coal and Petroleum Industries, during the period
1949-51 to change in output 1549-52,

c. Investment in Year Y related to output in Year ¥ plus 1 minus
output in Year Y.

d. Investment in Year Y related to the average output in Years Y
"plus 1 and Y plus 2 minus output in Year Y.
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Table 18
Output of Coal and Crude Oil in the USSR
: 1946-53
1

Million Metric Tons ’
Year Coal &/ crude 011 b/
1946 164 .2 ' - é1.7
1947 183.9 26.0
1948 209.7 29.4
1949 236.1 33.6
1950 262.0 37.6
1951 282.4 41.6
1952 301.3 45.6°
1953 320.0 4g9.6

é.. Estimated., See also ég/
b. E_stima.ted.

- Investment per million metrie ton increase in output, measured in
constant prices, approximately doubled in the coal industry and more
than tripled in the petroleum industry between 1946 and 1951. The
reasons for these large increases may be classified as follows:

(1) the large proportion of investment in reconstruction and restora-
tion of existing plants in the early postwar years, (2) a decline in
the scarcity of capital relative to labor, (3) changes in the product
mix, and (4) chenges in natural conditions which may affect all ex-
tractive industries. .

- In the early postwar years a large proportion of the invest-
ment funds of all Soviet industries were directed toward restoring
plants damaged during the war or modernizing plants that had suffered

. from & lack of normal maintenance during the war. Investment funds
50 expended would be expected to result in proportlconately greater
increases in output than investment in completely new plants, which

constituted a much larger fraction of total investment in the later
postwar years.
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As the Soviel economy expands and capital becomes less scarce,
it is to be expected that capital will be employed more extensively
than in earlier periods. The continuing emphasis on the mechanization
of additional processes in the coal industry is illustrative of this
more extensive use of capital. The Minister of the Coal Industry in
i - 1952 stated that in a number of the basic processes in coal extraction,

' hewing, removal, hauling, and loading into railroad cars, mechanization
had been completed and that in the future more funds would be devoted
to mechanizing surface operations. 70/ This continuing substitution of
capital for labor in the coal industry is undoubtedly largely responsible
for the fact that between 1947 and 1951 the output of coal increased by
more than 50 percent with only a 5 oerccnt increase in *he labor force
in the coal industry,.

In the petroleum industry the shift toward a proportionately
greater output of light fractions has undoubtedly entailed substantially
increased capital requirements in refining capacity and in storage and
transport facilities. Qualitative .changes in coal output have also
contributed toward increasing capital requirements per unit of output.
Efforts to improve the quality of coal have succeeded in reducing the
ash content in coal shipped to the Ministry of Electric Power Stations -
from 17.1 percent in 19L5 to 15.9 percent in 1950 and rsducing the ash
content of coal shipped to the Ministry of Transportation from 2L.21 per=-
cent to 23.05 percent during the same period. These improvements in
quality have required substantial increases in investments in coal
cleaning plants. The plan for 1951 called for placing into operation new
mines with a total capacity 38 percent greater than those placed in oper-
ation in 1950 and for coal cleaning and briquettine nlants with a total
capacity 18L percent greater than those placed in operation in 1950. z;/

Generally speaking, in the extractive industries the expansion
of output regquires the utilization of less and less favorable natural
resources, for example, in the present cases, relatively less productive
coal rmines and oil fields. Under such conditions, increased output
requires relatively creater inputs of hoth capital and labor. New
discoveries, however, may make it possible ‘to expand output without the
use of relatively inferior coal and oil deposits. The extent to which
the exploitation of less productive natural rosources has been a factor
in increasing capital requirements per unit ot output is not known.
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F. Structure of Investment.

Inve~tment estimates for the coal amd petroleum industries ex~
. cluding nonproductive investment by the Ministries of the Coal and Pe--
. troleum Industries are shown in Table 19. In producing these estimates
the factor of 1,400 rubles per square meter was applied to the estimates
of housing construction by those Ministries (see Table 20),% and the

resulting figure was multiplied by 125 percent to reflect other non-
productive investments besides housing.

'i‘able 19

Investment in the Coal and Petroleum Industries in the USSR
Excluding Nonproductive Investment
by the Ministries of the Coal and Petroleum Indust.ries

1949-51 - .

Billion Current Rubles

Coal Industry

. ' " Total Invest-

ment Exeluding

: Nonproductive Nonproductive

Year Total Investment - Investment - Investment

1949 11.L 3.0 8.k
1950 11.7 S 1.9 : 9.8
1951 11.7 . 2.5 942

Petroleum Industry

, Total Im;'est.-
ment Excluding

Nonproductive Nonproductive
Year Total Investment Investment Investment
1949 "~ 7.0 : 0.8 ‘ . 642
1950 : 8.8 1.l Te7
1951 10.7 _ 0.9 9.8

¥ Table 20 follows on p. lk.
- L3 -
S<E~C-R-E=~T

Declassified in Part - Sanitized Copy Approved for Release 2013/04/29 :
CIA-RDP79R01141A000500040002-9




Declassified in Part - Sanitized Copy Approved for Release 2013/04/29 :
CIA-RDP79R01141A000500040002-9

Table 20
Heusing Construction in the USSR by the l

Ministries of the Coal and Petroleum Industries

194,6-53, 1954 Plan

Square Meters

Period _ Coal Industry Petroleum Industry
1946-50 6,500,000 72/ 1 770,000 73/
1951-55 (Plan) 7,500, 000 7/ _ h(;oo ,000.75/
1946

O | (2 200,000 a/ {100,000/
1943 : 1,500,000 76/ - (

1949 1,700,000 77/ : - hho,000 78/ b/
1950 - : 1,1oo 000 7%/ ¢/ 628 000 T0/ ~
1951 1,400,000 BL/ ~ soo ooo B2/ 4/
1952 - 1,300,000 B3/ _ .

1953 : 1,i00,000 BL/ 1,000,000 85/
1954 (Plan) - 2,100,000 B&/

a. Derived by subtracting the flcrures for 1943, l9h9, and 1950 from
the 19L6-50 total.

b. Derived from the 1950 estimate

ce Derived by subtracting estlmates for 19L8-h9 and 1951-52 from the
anndunced total for 1948-52. ‘

d. Extrapolated from first 9 months' production.

Nonproductive investments by the Ministry of the Coal Industry
constituted about 21 percent of total investments in the coal industry
“during the 19L,9-51 period, whereas nonproductive investments by the
Ministry of the Petroleum Industry constituted about 1l percent of total
investments in the petroleum industry during the same period. It should
be expected that capital intensive industries, like petroleum and elec-
tric power, where capital investment is high relative to the size of
the labor force, would devote a smaller proportion of their 1nvestment
funds to housing than would other sectors of industry.

- Ll -
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G. Derivation of the Estimates.

Since the coverage of the Ministries of the Coal and Petroleum
Industries is substantially identical with the coal and petroleum branches
of industries, information pertaining to the ministries has been used
along with information pertaining to the coal and petroleum branches of
industry in producing the estimates. All of the estimates are derived
i from the planned 1947 investments. With the exception of the recent
' announcement of the 195k investment plan for the Ministry of the Coal
Industry, 1947 was the last year for which the Soviet authorities
published ruble investment figures for the coal and petroleum industries.

Planned investment in 1947 amounted to 6.3 billion rubles in 1945
prices for the coal industry am 2.8 billion rubles for the petroleum
industry. 87/ The investment plan for the coal industry, however, was
substantially underfulfilled. Planned investment in the coal industry
in 1947 was to exceed the actual 19L6 investment bv. LO percent. 88/

The actual volume of investment in the coal industry exceeded the 19L6
level by only 9 percent. 89/ This means that the actual 1947 invest-
ment was 4.9 billion rubles in 1945 prices and the 1946 investment,
4.5 billion rubles.

No information is available as to the degree of fulfillment of
the investment.plan in the petroleum industry. Unlike a number of other
industries, the petroleum industry was not cited as underfulfilling the
1947 plan. It is assumed, therefore, that the planned investment of
2.8 billion rubles was fulfilled. The estimate of 1.9 billion rubles
in 1945 prices for investment in the petroleum industry in 1946 was
derived from the report that planned investment in 19L7 was Ll percent
greater than the 1946 investment. 90/

Some support for the assumption of fulfillment of the investment

' plan in the petroleum industry is found in the reports of drilling and
prospecting operations in 1947. In the southern and western areas in
1947, oil well drilling increased by 56 percent over 1946, including a
L, percent increase in prospecting drilling. In the eastern areas pro-
duction drilling increased by L3.lL percent and prospecting drilling by
6.8 percent over 1946, 91/ Since oil field exploration and development
probably accounted for 6U'percent or more of the total investment in

the petroleum industry in 1947, oil field operations should constitute
_a reascnably good gauge of total investment in the industry. 23/

Declassified in Part - Sanitized Copy Approved for Release 2013/04/29 :
CIA-RDP79R01141A000500040002-9



Declassified in Part - Sanitized Copy Approved for Release 2013/04/29 :
CIA-RDP79R01141A000500040002-9

: The 1948 estimate for investment in the coal industry, 6.2
g billion rubles in 19L5 prices, is based on the announcement that. the
i ~volume of capital work in the coal industry in 1948 exceeded the 1947
level by 29 percent. 93/ Even this substantial increase, however, was
not sufficient to fulfill the plan. 94/ The 1948 estimate for the
petroleum industry -- L.1 billion rubles in 1945 prices =~ is based on
a statement by the Minister of the Petroleum Industry, N.K. Baibakov,
that the volume of capital work exceeded the 1947 level by L5 percent. 95/
He stated, however, that the investment plan for the petroleum industry
was fulfilled by only 91.3 percent in 19L8.

The plan fulfillment report for 1949 stated that the volume of
capital construction in the coal and petroleum industries increased by
: 22 percent over 19,7. 29/ Separate figures for the coal and petroleum
i industry were not given, It is known, however, that the plan for
capital investment in the coal industry called for an increase of more
than 25 percent over the 1948 level, and the plan was fulfilled. 91/

It was reported that the volume of construction work undertaken by the
construction organizations of the coal industry was 24.5 percent
greater than in 1948, 98/ This statement has reference to construction
in the narrower sense. The plan fulfillment report for the first 9
months of 1949 indicated, however, that the volume of investment in

the coal industry, including equipment as well as construction, was

22 percent greater than during the first 9 months of 1948. 99/

Comprehensive investment data are not available for the petroleum

industry for 1949. It is known, however, that the investment plan was

" not fulfilled. 100/ The investment plan called for an increase in the
volume of construction and installation work of L0.5 percent over
19L8, 101/ Minister Baibakov amounced that in 1949 "constructors in
the petroleum industry carried out 30 percent more construction and
assembly work than they did in 19L8." 102/ Given a 22-percent in-
crease in investment in the coal and petroleum industries combined and
a 25-percent increase in investment in the coal industry, the estimates
for the preceding year would indicate an increase in investment in the
petroleum industry of about 17 percent. This is the basis for the es-
timate of the L.8 billion 1945 ruble investment in the petroleum in-
dustry in 1949, It is not necessarily inconsistent with Minister
Baibakov's claim of a 30-percent increase in the volume of construction
and assembly work carried out by "constructors in the petroleum industry®
since his figure does not include purchases of equipment and may not '
include contract construction,

— mam e - - -
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The plan fulfillment report for 1950 stated that the volume of
capital investment in the coal and petroleum industries was 15 percent’
greater than 19L49. 103/ Separate figures for the coal and petroleum
industries were not given, but the plan fulfillment report for the first
9 months of 1950 stated that the volume of capital investment in the
coal industry was 8 percent greater and the volume of capital investment
in the petroleum industry 30 percent greater than in the corresponding
period of 1949. 10h/ 1In addition, this report stated that the volumes
of construction and installation work of the building organizations
of the coal and petroleum ministries were 1l and 21 percent greater
respectively, than in the corresponding 9 months of 19L9.

the combined estimate of investment in the coal and petroleum
industries in 1949 is 12.6 billion rubles in 1945 prices. If this total
is maltiplied by 115 percent (the reported 1950 fulfillment), the es=-
timate for 1950 would be 14.5 billion rubles. If the 9=month fulfill-
ment rates for the coal and pe troleum industries were applied to the
19Lk9 estimates, the resulting total investment in the coal and petroleum
industries would be 1h.6 billion rubles, or 100 million rubles higher.

There is some evidence that the pace of investment in the coal and
petroleum industries was lower in the last quarter of 1950 than in the
preceding 3 quarters. The plan fulfillment report for 1950 stated that
the volumes of construction and installation work by building organiza-~
tions of the Ministries of the Coal and Petroleum Industries were
7 percent and 19 percent greater,respectively, than the 1949 levels.

As compared with the 9=month fulfillment. report, which gave comparable
percentage increases of 1L percent and 21 percent, this indicates a
marked slackening of the investment rate in the fourth quarter, partie-
ularly in the case of the coal 1ndustry. It is on the basis of this
evidence that the growth of investment in the coal industry is estimated
at 7 percent for 1950 and the growth of investment in the petroleum
industry at 30 percent, resulting in investment estimates in 1945 prices
of 8.3 billion rubles and 6.2 billion rubles, respectively.

| The c¢lose correspondence between the estimate of the combined
investment in the coal and vetroleum industries derived from the annual
plan fulfillment report and the estimate derived by aggregating the
separate estimates on the coal and petroleum industry tends to indicate
that the relative sizes of the estimates of investment in the coal and
petroleum industries in 1949 arc correct. This does not substantiate,
however, the correctness of the absolute investment levels indicated.

-h?—
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Nevertheless, it tends to support, to a limited degree, the valldlty
of the assumptlons used for the earller years.

It is clear that the plan for cabltal 1nvestment in the coal
industry in 1950 was grossly underfulfilled. Planned investment was
to exceed the 19L9 level by 29 percent. 105/ The estimate indicates
an underfulfillment of the investment plan of more than 17 percent.
With regard to the year's performance, the Soviet authorities limited
themselves to the mild statement that the volume of capital investment
in the coal industry in 1950 exceeded the 1949 level. 106/

The 1951 plan fulfillment report stated that the volume of cap-
itel investment in the coal and petroleum industries was 12 percent
greater than 1950. 107/ Again no separate figures were 01ted, but
a considerable amount of information was made public concerning
varicus .segments of investment in the petroleum industry. The
Minister of the Petroleum Industry, N. Balbakov, reported that the
volume of construction and installation work in the petroleum industry
was 25 percent above 1950. 108/ The Deputy Minister of the Petroleum
Industry, V. Kalamkarov, stated that the volume of construction and
installation work of the construction organizations of the Ministry was
2L percent higher than 1950. 109/ Kalamkarov's statement appeared in
Izvestiya on 29 December 1951, On the same day, Pravda carried an
article by N. Baibakov in which he stated that the volume of construce
tion and asserbly work by the construction organizations of the Ministry
was 30 percent greater than in 1950, 110/ The gross production of the
machlne-bulldlng enterprises of the Ministrvy of the Petroleum Industry
was reported as being 22 percent greater in 1951 than in 1950. 111/
Flnally, Minister Baibakov reported that the volume of capital Invest-
rment in geological and exploratorv work was 25.5 percent above that of
1950. 112/

All of this 1nformatlon 1ndlcates a level of capital investment
in the petroleum industrv in 1951 about 25 percent greater than in 1950.
This would make the investment estimate for the petroleum industry in
1951 about 7.8 billion rubles in 1945 prices. Together with the 12-per=-
cent increase in capital investment.in the coal and petroleum industries
combined given by the plan fulfillment report, this would indicate an
investment in the coal industry in 1951 of 8.5 billion rubles in 1945
prices, or an increase of ‘only 2.5 percent over the 1950 level.

=18 =
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The investment plan for the coal industry in 1951 called for

a volume of capital investment 18.6 percent greater than 1950. 113/
| The plan was not fulfilled, 1lL/ but the extent of the underfulfillment
; has not been reported. If the estimates are correct,. the investment
: plan in the coal industry was underfulfilled by 13.5 percent. Despite
' the impressive 25-percent increase in investment in the petroleum in-
| dustry in 1951, the investment plan for that industry was also under-

fulfilled. 112/ . : :

The 1952 plan fulfillment report stated that the volume of
capital investment in the coal and petroleum industries was 5 percent
greater than the 1951 level, 116/ which would make the combined invest-
ment estimate 17.2 billion rubles in 1945 prices. Information with
regard to the level of capital investment in the coal and petroleum
industries separately is not available for 1952,

The 1953 plan fulfillment report did not mention investment in
the coal and petroleum industries except to state that the investment
plan for completing industrial installa tions-was considerably under-
fuifilled both by the Ministry of the Coal Industry and the Ministry of
the Petroleum Industry. 1}1/ The fulfillment report for the first 6
months of 1953, however, stated that investment in the "fuel industry"

| was 2 percent greater than during the corresponding 6 months of 1952. 118/
It is not known whether the "fuel industry" in the report for the first

6 months of 1953 is strictly comparable to the "coal and petroleum in-
dustries" of the earlier reports. However, the Soviet authorities have
used the term "fuel industry" with reference to the coal and petroleum
industry in other contexts; for example, during the period 2L Jamary
1939 to 12 October 1939, the coal and petroleum industries were com=
bined in the All-Union Peoples! Commissariat of the Fuel Industry. 119/

| No organizational changes are known to have occurred in 1953+«that would
account for a change in the reporting of investments in these industries.
It is assumed therefore that the term "fuel industry" refers to the coal
and petroleum industries, and further, that the increase in investment in
the coal and petroleum industries for the year 1953 was at the same rate

| as investment in the first 6 months of 1953.

_ The latter assumption appears to be reasonably valid for the in-
! dustrial sector of the Soviet economy as a whole, although it is less
well founded with reference to any pvarticular industrial sector. Total
investments in the national economy in 1953 were reported to have in-
creased by L percent over the corresponding periods of 1952 in both

- 9 =~
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the 6-month report and the anmial report. The only sectors of invest-
ment for which information was published in both the anmual and the 6-
month reports were light and food industry, cultural and service con-
struction, and housing construction. The increase in investment in the
light and food industries was reported as 8 percent in both the 6-
rmonth and the annual report.#* Cultural and service construction was
reported as 22 percent greater than in 1952 in the annual report, while
the 6-month report stated that various segments of cultural and service
construction had increased from 16 to 30 percent over the corresponding
period of 1952, Housing construction was reported as having increased
by 11 percent in the annual report and by 7 percent in the é-month
reports The magnitudes of the increases in investment in these sectors,
as stated in the 1953 annudl report, and the relative importance of
these sectors in total investment suggest that the level of investment -
in the unreported sectors was approximately at the rate of the first

6 months of 1953. On the basis of the assumptions noted above, the
cormbined investment in the coal and petroleum industries in 1953 would
amount to 17.6 billion rubles in 1945 prices. Of course, this estimate
is considerably more conjectural in nature than the estimates for pre-
ceding years,

Nothing is known concerning the level of investment in the coal
industry in 1952 and 1953 except that the investment plan was. not ful-
filled in either year. 121/ Fragmentary information relating to invest-
ment in the petroleum industry in 1952 and 1953 would indicate that in-
vestment in that industry probably increased at a faster rate than the

¥ The annual report for 1953 stated that "state capital investments in
the construction of light and food industries during 1953 exceeded the
preceding years' capital investments by 8 percent, while in the second
half year capital investments increased by 10 percent, in comparison
with the corresponding period for 1952." This statement is clearly
inconsistent with the statement in the fulfillment report for the first
6 months that investment in the light and food industries in the first
6 months of 1953 exceeded the level of the corresponding period of 1952
by 8 percent. This is the only significant example of internal in-
consistency found in Soviet investment announcements. 120/
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rate of increase of investment in the coal and petroleum industries
conbined in those years. The production of "oil equipment" was re-
ported to have increased by Ll percent in 1952 and 17 percent in 1953
over the preceding yearts production. 122/ The volume of construction
and assembly work completed by construction organizations of the Ministry
of the Petroleum Industry in 1953 was reported to have been 12 percent
above the 1952 level. 123/ Operational drilling was reported to have
increased 5 percent and exploratory drilling 10 percent in 1953 over
1952. 12k/ |

In April 195L, the Minister of the Coal Industry, A.F. Zasyadko,
stated that the volume of investment planned by his ministry for 195k
amounted to about 14 billion rubles. 125/ As noted above,% the 6-month
plan fulfillment report for 1954 stated that investment in the coal in-
dustry exceeded the level of the corresponding 6 months of 1953 by
23 percent. At the same time, it stated that the Ministry of the Coal
Industry had not fulfilled the investment plan for the first 6 months
of 1954, leading to the speculation that the planned increase was pro-
bably in the neighborhood of 30 percent. If the planned inerease in 195k
is assumed to be 30 percent, then the actual 1953 investment in the coal
-industry was about 10.8 billion rubles in current prices (or about 8.4
billion rubles in 1945 prices). This is approximately the same level of
investment, in real terms, that was estimated for the coal industry in
1951 (see Table 133%),

If this 1953 estimate for investment in the coal industry is sub=-
tracted from the conbined estimate of investment in the coal and petro-~
leum industries in 1953 (see Table 13#%), it leaves 11l.6 billion rubles in
current prices (or 9.0 billion rubles in 1945 prices) for investment in
the petroleum industry in 1953, This would indicate a real increase of
about 15 percent in investment in the petroleum industry between 1951
and 1953, The investment estimates for the coal and petroleum industries
in 1953, so derived, are considered mich too tenuous for inclusion
in the tables. The indicated increase of about 15 percent in
investment in the petroleum industry between 1951 and 1953 appears
to be on the low side in view of the other information available. The
estimates are probably good enough, however, to support the conclusion
that investment in the petroleum industry in 1953 was greater than the
investment in the coal industry in that year. In view of this and the
great exertions made to increase investment in the petroleum industry

¥ P, 37.
6 P, 33, above.
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in recent years, it seems very likely that the 195) investment plan for
the petroleum industry calls for a greater volume of investment than the
1)y billion rubles planned for the coal industry. Further research should
be able to clarify the course of investment in the coal and petroleum
industries in 1952 and 1953.

He Reliability of the Estimates.

The best check on the reliability of the estimates is the 195
investment plan for the Ministry of the Coal Industry. No gross in=-
consistency is apparent between the planned 1954 investment of 1L billion
rubles and the 1l.7 billion rubles estimated for the coal industry in
1951. In view of this, the range of error should not exceed plus or
minus 20 percent for the coal industry estimates and plus or minus 30
percent for the petroleum industry estimates. :

V. Investment in the Metallurgical Industry.

4, Coverage of the Estimates.

The term "metallurgical industry™ refers to the ferrous and
nonferrous metallurgical branches of industry. The metallurgical -in-
dustry is substantially identical in coverage with the Ministries of
Ferrous and Nonferrous Metallurgy. The principal differences in coverage
are the following:

. l. The metallurgical industry does not include iron ore and
manganese ore mining, both of which are under the Ministry of Ferrous’
Metallurgy. It does, however, include all nonferrous ore mining with
the exception of MANgZanese o 126/ Some impression of the relative
magnitude of investment in iron ore and manganese rmining may be
obtained from estimates of the fixed capital stock of Soviet industry
in 1940. It is estimated that the productive fixed capital stock
in iron ore and manganese mining in 1940 was about 5 percent of the
productive fixed capital stock of the ferrous and nonferrous metal-
Jurgical branches of industry. 127/

2e The metallurgical industry includes all plants primarily

engaged in processing ferrous and nonferrous metals. A substantial
portion of basic, processed ferrous metals, about 20 percent of the

-2 -
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total, is produced outside of the jurisdiction of the Ministry of
Ferrous Metallurgy. It is estimated, however, that less than 10
percent of the total investment in ferrous metallurgical processing
capacity in the postwar years was in plants not belonging to the
Ministry of Ferrous Metallurgy. - All of the significant produc-

tion of basic nonferrous metals in the USSR falls within the . -
Ministry of Nonferrous Metallurgy, with the important exception of the
rolling and drawing of alumirum and magnesium, which is under the
Ministry of the Aviation Industry. No estimate is available of the pro-
portion of the total postwar investment in nonferrous metallurgy made
in plants outside the jurisdiction of the Ministry of Nonferrous
Metallurgy. Investments in the ferrous and nonferrous branches of
industry are shown in Table 21,

Table 21
Investment in the Metallurgical Industry in the USSR
19L46-53
‘ " Billion Rubles
19145 Prices : Current Prices
Total - ' Total
Non- HMetal- ) Hon=  Metal-
Period Ferrous ferrous lurgy Ferrous ferrous lurgy
19L6-50 (Plan) 27.0 12.0 39.0 N.4. N.A N.A.
1946 3.8 N.A.  N.A. b0 N.A.  N.A.
1947 (Plan) - L9 242 7ol NohAs NoAe  NeAs
1947 3.L 1.5 L.9 3.8 1.7 5.5
1948 N.A. Neds 6.l , N.A. NeA. 7.1
1949 N.A. N.A. 7.5 NeAe N.A. 11.0
1950 ' N.A. WeAs’ 8.7 - N.A, WH.A., 1243
1951 N-A- " ]‘IQAQ o 1005 Nvo N-Ao 3 l.hth
1952 N.Ao NOA‘ 1106 4 N’.A- N-A- 15.h
1953 N.A. N.A.  12.5 N.A. N.A. 16,1
- 63«
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B. Investment Trends.

Investment in the metallurgical industry in the postwar years has
been a fairly constant proportion of total investment (ahout 8 to 10 per-
cent), and no sharp changes in investment allécations to the metallurgical
industry occurred during this period (see Table 22), .Of the total planned
investment in the metallurgical industry in the Fourth Five Year Plan,

70 percent was for ferrous metallurgy and 30 percent for nonferrous
metallurgy. In the Fifth Five Year Plan nonferrous metallurgy is to
expand at a considerably faster rate than ferrous metallurgy. This is
indicated by the comparison of planned output goals in the Fourth and
Fifth Five Year Plans shown in Table 23.% In the Fifth Five Year Plan,

Table 22

Investment in the Metallurgical Industry in the USSR as Percentages
of Total Investment and Total Investment in Industry a/

1947-53
: Percent of
Percent of Total Investment
Year Total Investment in Industry
1947 8.3 N.A.
19’49 ; 9-7 . Neda
1950 8.9 N.A.
1951 10.0 ~ N.A.
1952 10.3 ' Ned.
1953 o 10.0 18,L

a. Based on the metallurgical industry investiment estimates in Table
- 21 and the estimates of total investment and total investment in in=-
dustry found in Table 4, p. 14, above,

¥ Table 23 follows on p. 55-
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investment in the metallurgical industry will probably be divided -
approximately 60 percent to ferrous metallurgy and LO percent t¢ none
ferrous metallurgy. Some support is given to this estimate by the
housing construction plan for the metallurgical industry during 1951~
55, under which 5 million square meters is to be constructed for workers
in ferrous metallurgy and about 3 million square meters for workers

in nonferrous metallurgy. 128/ This is a ratio of about 60 percent to
LO percent.,

. " Table 23

Planned Increases in the Production of Certain Metals in the USSR
under the Fourth and Fifth Five Year Plans

Planned 1950 as Planned 1955 as
Percent of Actual Percent of Actual
Product 1945 Production 129/ 1950 Production 130/
Ferrous
Pig Iron 217 176
Ingot Steel 206 o 162
Rolled Steel - 2L5 164
Nonferrous
Copper 160 190
Aluminum 200 260
Lead 260 270
Zine 250 250
Tin 270 180
Nickel 190 153
- 55 -
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Ce Investment Program, 195&.

The. 6-month fulflllment report for 195h stated that invest-
ment in the ferrous metallurgical industry-was 3 percent greater than in
the corresponding period of 1953. 131/ It also stated that both the
Ministry of Ferrous Metallurgy and the:Minisiry of Nonferrous Metal-
lurgy failed to' fulfill the investment plan for the first 6 months of
195L. Since no information is available with regard to the 1954 in-
vestment plan for ferrous metallurgy, it is difficult to assess the
degree of underfulfillment reflected.in the very small increase re=-
ported for investment in that industry. According to estimates that
have been made of the capital requirements necessary to fulfill the
Fifth Five Year output goals in ferrous. metallurgy#*, however, an 1l-
percent increase in investment in ferrous metallurgy is required in
195L .+ In view of this it is concluded that the 3-percent increase
in investment reported for ferrous metallurgy in the first 6 months
of 195k reflects either a downward revision of investment plans for that
industry er, more probably, a substantial underfulfillment of the plan.

De Capital—Outpﬁt Ratios.

-2

No attempt will be made to develop capital-output ratios for.
the metallurgical industry in this report. There is, however, a con-
siderable amount of information which indicates that the capital-
output ratic is declining in the ferrous metallurgical industry of
the USSR. Despite the fact that the Fourth Five Year Plan for ex~
panding productive capacity in ferrous metallurgy was only about 70
to 75 percent fulfilled, the output plan was fulfilled. This was
possible because the actual increase in effectiveness of the utilization
of capdcity was substantially greater than the planned increase.. 133/
That such an underestimation occurred is borne out by a recent Russian
article which criticized the '"underrated plamnning" of "assignments for
utilization of productive capacities in certain branches .of industry,
primarily ferrous metallurgy and the chemical field" during the Fourth
Five Year Plan.. l}h/ Such "underrated planning," the article states,
"forces the state to set aside, out of the total available resources

% More precisely, the estimated capital requirements are based on
CIA's forecast of 1955 production, which is slightly below the Fifth
Five Year Plan goals.

3% fistimate based on 132/.
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of the country, a certain amount of additional and uncalled for re-
sources for the construction and expansion of capital equipment and
stock for the particular branch involved, to the detriment of other
branches of 1ndustrv and the entire natlonal economy "

The Soviet authorities planned a substantial decline in the

capital=-cutput ratio in ferrous metallurgy in the Fifth Five Year
Plan. The bulk of the planned increase in.the output of ferrous
metals was to result from the more effective utilization of existing

i plant anmd equipment and a lesser role in increasing output was to be

| played by new capacity to'be constructed. 135/ It appears, however,

. that the Soviet planners made the opp051te mistake in the Fifth Five
Year Plan and overestimated the increase in effectiveness of the
utilization of capacity that could be achieved. It is believed that,
in order to meet the Fifth Five Year Plan goals, larger than planned
increases in new blast furnace and steel smeltlng capacity wlll have
to be made. 136/

E. Structure of Investment.

In addition to nonproductive investments, the estimates of
investment in the metallurgical industry include investments in non-
ferrous ore mining (except manganese). Some information is available
which throws some light on the relative importance of these elements
in total investment in the industry. In 1949 more than 1 billion
rubles was allocated for construction of housing in the Ministry of .
retallurglcal Industry. The plan was probably underfulfilled, since -
in the first 6 months only 27.l percent of the planned constructlon
had been completed. 137/ The head of the Housing and Public Services
Department of the Central Committee of the Netalworkers' Trade Union
reported that more than 3 billion rubles had been dllocated for in-
creasing housing for workers in the metallurgical industry during
1948-50. He stated, however, that the funds had not been fully
utiliged. 138/ The planned investments in housing construction
during the 1948~50 period amounted to about 8 to 9 percent of the
' estimated total investment in the metallurgical industry during that
| period. Since the housing plan was not fulfilled, housing probably

constituted only about 6 to 7 percent of the estamated total invest-
ment during the 1948-50 period. On the assumption that housinsg con-
stituted 80 percent of total nonoroductive investments, total -non-
productive investments would account for about B to 9 percent of
total investment in the metallurgical industry during this period.

A vt — — —
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Some impression of the share of total investmsnt in +he non-
ferrcus metallurgical industry geing into ore mining may be obtained
from estimates of the fixed capital stock of Soviet industry in 1940,
It is estimated that in 1940 ore mining (excluding manganese) accounted
for about 25 percent of total productive fixed capital in the non-
ferrous metallurgical industry. 139/

F. A Capital Coefficients Approach.

A recently completed report on the production of ferrous
metallurgical equipment in the USSR provides a basis for testing the
validity of the investment estimates for ferrous metallurgy. Estimates of
the anmual dollar value of ferrous metallurgical capacity placed in oper-
ation during the postwar years were derived by applying US capital
coefficients to the estimated phvsical capacities placed in operation
in each year. {See Table 24,)% These estimates of the anmual value
of capacities placed in operation were converted into an index and
compared with an index of the estimated annual investment in ferrous
metallurgy (see Table 25%# and Fig 439%), The index of annual investment
in ferrous metallurgy is based on the investment estimates for ferrous
metallurgy in 1946 and 1947 and on the assurptions that ferrous metal-
lurgy accounted for 70 percent of the total investment in the metal-
lurgical industry during the 1947-50 period and 60 vercent of the total
during the 1951~53 period. The index of the annual value of capacities
placed in operation is based on a moving average of the value of
capacities placed in operation during the index year and the following
2 years. For example, the 1948 index is hased on the average of the
value of capacities placed in operation in 1948, 19,9, and 1950. The
index was formulated in this manner to take into account the time lag
between investment and the placing into operation of new productive
capacities and thus place the two indexes on a more comparable basis.

The indexes -show that, from the standpoint of their movements
during the postwar years, the estimates of annual investment in ferrous
metallurgy durinz the postwar years are consistent with the estimates
of the -annual value of capacities nlaced in operation. The moverents
of the two indexes are similar during the 1947-51 period but diverge
somewhat in 1952 and 1953. A possible explanation for this divergence
is that the assumed allocation of 60 percent of the total investment -

# Table 2, follows on p. 59.
3t Table 25 follows on p. 60,
6t Following p. 60,
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in the metallurgical industry to ferrous metallurgy is too high. If
different time lags were used, the index of the value of capacities
placed in operation would not parallel the index of investment quite
as closely as in Figure 4.% The differences would not be very sub-
stantial, however, and the conclusion that the movement of the indexes
are con31stent would not be altered.

- Table 2L

Estlmated Value of Ferrous Metallurgical Capacity
' Placed in Operation in the USSR a/

1946~55

Million 1952 US &

i Year New Capacity 1L1/ Replacement 112/ Total
| 1946 367.L | 332.4 699.8
! 1947 21747 . 355.4 ' 573.1
1948 356.5 L,08.2 76Le7

1949 2615 436.3 . 700.8

1950 115.0 L7246 88746

1951 7992 517.8 1,317.0

1952 . " 539.2 £60.9 1,100.1

1953 - B17.2 603.3 1,120.5

195k 58645 , 65340 1,23945

1955 67240 70L4.0 1,376.0

B CTapital coefficients in US 1952 dollars. 1LO/ Reconstructed units
were arblt.rar:l.lv valued at 50 percent of the value of new units.

The estimates of the value of capacities placed in operation can
also be used as a rough check on the estimated absolute values of in-
vestment. The total value of ferrous metallurgical capacities placed in
operation during the Fourth Five Year Plan period is estimated at about
US $3.6 billion in 1952 prices. The estimated investment in ferrous
metallurgy during the Fourth Five Year Plan period, on the assumption
that ferrous metallurgy accounted for 70 percent of total investment
in the metallurgical industry during 194850, is 30.6 billion rubles.

¥ Following p. 60a
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in 1952 prices. If 8 percent of this total was in nonproductive
investments,  then productive invéstments would be .28.1 billion

rubles in 1952 prices. If a ruble~dollar conversion factor of 8

to 1 is assumed to be appropriate, this estimate of productive- -
investments would be consistent with the US $3.6 billion estimate of -
capacities placed into operation. No riuble-dollar price stuaies . are
available for ferrous metallurgical processing capacity. However, a
1952 ruble=dollar ratio of 8 to 1 does not appear to be unreasonable
in view of the general information available on ruble-dollar ratios
for industrial equipment and constructlon. lh3/ v

Table 25

Indexes of Investment in Ferrous Metallurgy and the Value
of Ferrous Metallurgical Productive Capacities Placed in Operation in the USSR

19h6-53
19L6 = 100
Thrée-Year Average
. S of the.Value of Ferrous
' Investment in Metallurgical Productive _

Year Ferrous Metallurgy g/ Capacities-Placed in Operation p/
19L6 100 - _ 100
1947 - %0 100
1948 118- 116
19L9 139 ' 143
1950 . CJ160 : 162
1951 \ : 166 . : 174
1952 _ 8L : 170
1953 197 183

2. DBased on the estimates in Table 21, p. 53, above., It is assumed
"that investments in ferrous metallurgy accounted for 70 percent of

total investments in the metallurg:r_ca.l industry in the l9l+8-50 period
and 60 percent of the total in the 1951-53 period, -

b. Based on the estimates in Table 2L, The index for each year is based
on the average value of capacities- placed 1n operatlon in that year and
the follow:.ng 2 years. :
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: G.- Derivation of the Estimates.

The investment plan for the ferrous metallurgical industry
called for an investment of L.9 billion rubles in 1947 and about 27
billion rubles during 1946-50, both figures being stated in 19LS
prices. 1hly/ Twelve billion rubles in 1945 prices were to be invested
in the nonferrous metallurgical industry during the 1946-50 period. 145/
A 1947 figure for plannéd investment in nonferrous metallurgy is not
available, It seems probable, however, that planned investment in non-
ferrous metallurgy in 1947 was approximately the same provortion of
planned investment in 19L46-50 as was the case in ferrous metallurgy.
On this basis, planned investment in nonferrous metallurgy in 1947
is estimated at about 2.2 billion rubles in l9h5 prices.

The 1947 investment plan was not fulfilled in either ferrous
or nonferrous metallurgy 146/, but the degree of underfulfillment was
not reported. Some information is available, however, on the degree
of fulfillment of the plan for placing new capacities into operation
in ferrous metallurgy. The 1947 plan for ferrous metallurgy called
for placing in operation the following processing capacities: 147/
pig iron, 2,1 million metric tons; ingot. steel, 2,9 million metric
tons; rolled steel, 3.6 million metric tons. The estimated capacities
actually placed in operation in 1947 are: pig iron, 0.8% million
metric tons, or LO percent of the planned capacity; ingot steel, 0.76
million metric tons, or 26 percent of the planned capacity; and rolled
steel, 3.29 million metric tons, or 91 percent of the planned capacity.

To estimate the fulfillment of the plan for expanding ferrous
metallurgical capacity as a whole, figures for actual increases in
capacity by type of capacity were weighted both by the value of equip-
ment required and by the man-hours required for erection. . Based on
the value of equipment weights, -the over-all plan for placing new-
capacities in operation was fulfilled by 69 percent; based on the
erection of man-hour weights, the plan was also 69 percent fulfilled.
On the basis of this information, a 70-percent fulfiliment of the
investment plan was assumed for ferrous metallurgy in 1947. In the
absénce of any specific. information relating to-the degree of under-
fulfillment of the investment plan for nonferrous metallurgy, it-was

% The value of equipment and man-hour weights are from 148/.

- 6L -
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assumed that the investment plan was fulfilled by the same percentage
as ferrous metallurgy. The 1947 estimates, so derived, are 3. billion
rubles for ferrous metallurgy and 1.5 billion rubles for nonferrous
metallurgy, both stated in 1945 prices. The total estimated 1947 in-
vestment in the metallurgical industry is L.9 billion rubles in 1945
prices. .

The planned investment in ferrous metallurgy in 1947 of L.9
billion rubles in 1945 prices was reported to be 30 percent greater
than the actual 1946 investment. 149/ -This would mean that the actual
investment in 1946 was 3.8 billion rubles in 1945 prices. No information
is available regarding investment in nonferrous metallurgy in 1946.

The estimated investment in ferrous metallurgy in 1946 is about
10 percent greater than the estimated investment in 1947. The decline
in investment in 1947 is supported by the estimates of the value of
capacities placed in operation (see Table 2L}, which show that the value.
of capacities placed in operation in 1947 was about 18 percent less than
the value of capacities placed in operation in 19L6.

The 1948 estimate of 6.k billion rubles in 1945 prices is based
on the report that investments in the metallurgical industry were 31
percent greater ‘than in 1947. 150/ No separate investment information
on the ferrous and nonferrous metallurgical industries is available for
1948 or for any subsequent year. Percentage increases in investment
since 1947 have been reported only for the metallurgical industry as
a whole. It was reported, however, that the 1948 capital investment
plan for the Ministry of Nonferrous Metallurgy provided a considerable
increase over the actual 1947 investment. 151/

The estimated investment in the metallurgical industry in 1949
is 7.5 billion rubles in 1945 prices. It is based on the report that
in 1949 investment in the metallurgical industry was 18 percent greater
than in 1948. 152/ It seems probable that the 1949 plan for investment
in the metallurgical industry was underfulfilled. The Ministry of Con-
struction of Heavy Industry Enterprises, which devotes a large part of
its efforts to the construction of plants for the Ministries of Ferrous -
and Nonferrous Metallurgy, was reported as having increased its volume
of capital construction over 1948 but as having underfulfilled the
1949 plan. 153/
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The 1950 estimate of 8.7 billion rubles in 1945 prices is based
on the report that investments in ferrous and nonferrous metallurgy in
1950 were 16 percent greater than in 19h49. 15L4/

The estimates would indicate that the investment plan for ferrous
and nonferrous metallurgy during the Fourth Five Year Plan period was not
fulfilled. . The Plan called for a total investment of 39 billion rubles
in 19L5 prices. The actual investment is estimated at about 33 billion
rubles in 1945 prices, or about 85 percent of the planned volume. The
underfulfillment of the investment plan is supported by plant studies
of the ferrous metallurgical industry, which show that the planned in-
creases in capacities placed in operation during the Fourth Five Year
Plan were fulfilled by only 70 to 75 percent. 155/

The 1951 estimate of 10.5 billion rubles in 1945 prices is
based on the report that investments in ferrous and nonferrous metal-
lurgy in 1951 were 20 percent greater than in 1950. 156/ The 1951 ine
vestment plans for the Ministries of Ferrous Metallurgy and Nonferrous
Metallurgy were not fulfilled. 157/

The 1952 estimate of 11.6 billion rubles in 1945 prices is based
on the report that investments in ferrous and nonferrous metallurgy were
11 percent greater than in 1951. 158/ -

The 1953 plan fulfillment report stated that capital investments
in ferrous and nonferrous metallurgy were greater than in 1952, but that
the investment plan for completing industrial installations was not ful-
filled by the Ministry of Metallurgical Industry. 159/ The plan fulfill-
ment report for the first 6 months of 1953 stated that the volume of
investment in the metallurgical industry was 8 percent greater than in
the first 6 months of 1952, 160/ This 8-percent increase was used in
estimating 1953 investment alt 12.5 billion rubles in 1945 prices. . (See
IV, G, above, for rationale for applying the 6-month percentage increase
to the entire year.)

He Reliability of the Estimates.

The only check on the validity of the estimates is their con-
sistency with the independently derived estimates of the wvalue of capa-
cities placed in operation in ferrocus metallurgy. In view of this
consistency, the range of error in the investment estimates should not
exceed plus or minus 30 percent.

- 63 -
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VI. Investment in the Light and Food Industries.

A, Coverage of the Estimates.

The investment estimates for the light and food industries
(Table 26 )% are derived from two different bases. The estimates for
the 1946=50 period are derived from the 1947 planned investment in the’
light and food branches of industry. The estimates for the 19515k
period are derived from 1953-5L investment data for the Ministry of
the Foodstuffs Industry and tHe Ministry of the Mamufactured Consumer
Goods Industry.#¢ The Ministry of the Foodstuffs Industry was split into
three Ministries in the reorganization of April 1954: The Ministry
of the Food Industry, the Ministry of the Meat and Dairy In- ‘
dustry, and the Ministry of the Fish Industry. 161/ For convenience,
the former designation, the Ministry of the Foodstuffs Industry,
will be used in this report to cover enterprises now under these

three Ministriea.

The estimates of investment in the light and food branches of
industry in 1946-50 are not strictly comparable in coverage with the
1951-5L estimates of investment in the Ministries of the Foodstuffs and
Mamifactured Consumer Goods Industries. The principal differences in
coverage are the following: (1) The branch of industry estimates for
1946~50 include investments in light and food enterprises subordinate
to Republic Ministries of Local and Fuel Industry. They may or may not
also include investments by industrial cooperatives. (2} The estimates
for 1951=5lL include investments in machine-bullding plants and other _
activities of the Ministries of the Foodstuffs and Manufactured Consumer
Goods Industries which would not be included as investments in the light
and food Branches of industry. Among the investments in "other act-
ivities" would be investments in the 869 State farms under the juris-
diction of the Ministry of the Foodstuffs Industry. 162/

The information necessary to adjust the investment estimates
to a single, completely comparable basis is not available. The dif-
ferences in the coverage of the estimates, however, are probably not
substantial relative to the whole, and to some extent the differences
will offset each otheér. For these reasons the 1946-50 investmént series
will Be considered to be substantially comparable with the 1951-5l series.

% Table 26 follows on pe 65 - = = 1 L
#% Sometimes referred to as the Ministry of the Consumers Goods Industry.

— e e m—

Declassified in Part - Sanitized Copy Approved for Release 2013/04/29 :
CIA-RDP79R01141A000500040002-9



Declassified in Part - Sanitized Copy Approved for Release 2013/04/29 :
CIA-RDP72R01141A000500040002-9

Table 26

Investment in the Light and Food Industries in the USSR
- 19U46-53, 1946-50 Plan, 1951-55 Pla::x, 1954 Plan

Billion Rubles

1953 Prices a/ _ Current Prices a/

Year  Light Food Total Light Food Total
1946-50 (Plan) b N.A. N.A. NeAe . 1042 N.A. ﬁ.A.
1946-50 {Actual NeAs ~ . NeoAo N.A. 9.5 17.5 27.0
1951-55 (Flan) ¢/  N.A. N.A.  N.A, 25.5 28.0 5345
"1946 S NeAs  N.A 3.3 N.A." H.A, 2.7
19h? : NcAo N-Ao h03 NOA. N.AO '3.7
1948 N.A. N.A. CaT N.A. N.A. L9
1she. - - N.A. N.A. 6.7 NeAe N.A. 7.6
1950 N.Ac N.Al Tot N‘A. N.Ao 801
1951 . 6.t 6.8
1952 . {53 is'l 7.0 . {55 28°5 742
1953 (Plan) 301 5.6 8.7_ﬁ 301 506 807
1953 (Actual) 2.8  L.8 7.6 2.8 L.8 7.6

i 59 8.5 1ok

a. Except as noted.
be 19&5 priCESo
¢. Possibly 1950 planning prices.

e e —
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B. Investment Trends.

During the 1946-53 period, investments in the light and food
industries accounted for from L to 6 percent of total investments and
from 8 to 12 percent of total investments in the industrial sector of
the economy (see Table 27). This represents a smaller share of in-
vestment allocations than the light and food industries received in
the prewar years.

Table 27

Investment in the Light and Food Industries in the USSR as Percentages
of Total Investment and Total Investment in Industry a/

1916-53, 195} Plan

Percent of
Percent of - Total Investment
Year ' Total Investment . in Industry
1946 L6 N.A.
1947 C.6 N.A.
1948 SeT 10.6
1949 647 N.A.
1950 c.8 " NaA.
1951 ha7 N.A.
1952 L.8 N.A.
1953 Lhe7 8.7
195k (Plan) 7.6 ©13.8

a. Based on estimates of investment in the light and food industries
in Table 26 and the estimates of total investment and total investment
in industry in Table 4, pe. 14, above.

During the  1933=39 period, investments in the light and food
industries accounted for 6 to 7 percent of total investments and 1)
to 23 percent of investments in the industrial sector of the economy. 163/
The decline in the share of total investments allocated to the 1light
and food industries in the postwar years, coupled with the fact that
the industrial sector as a whole received a larger share of total

— — e — —
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investments during the postwar years, illustrates the extent of the
emphasis on the development of heavy industry during the postwar years.,
Even-in the 1954 Plan, with its emphasis on increasing the output of
consumer goods, the share of total investments going to the light and
food industries will not exceed the .normal prewar share of about 7
percent.

1. Decline in Investment in 1951.

The absolute decline in investment in the light and food in-
dustries in 1951 is very significant. The decline in investment in the
light and food industries between 1950 and 1951 is estimated at 13 percent,
measured in constant prices., The exact extent of the decline is not firm-
ly established, but it seems certain that a decline did occur, The decline
of investment in the light and food industries in 1951 is one of a number
of adjustments in investment allocations that appear to have resulted from
the outbreak of war in Korea, The Korean war does not appear to have had
any marked effect on the level of total investment, but it did result in
a diversion of an increased proportion of the total to heavy industry.

The shift in the allocation of investment which began in 1951 was continued
into 1952, It is estimated that investment in agriculture declined by
about 15 percent between 1951 and 1952, 16h/ In 1952 investments in both
the light and foed industries and agriculture are estimated to have been
below the 1950 levels, despite the fact that total investment is estimated
to have increased by more than 20 percent between 1950 and 1952,

2. Investment Program, 1953-5L.

As noted above#, the revision of the 1953 investment pro-
gram in midyear resulted in a substantial curtailment of the growth
of heavy industry. Yet, the actual increase achieved in investment
in the light and food industries was very.small. The 1953 investment
plan called for an increase of 2l percent in investment in the light '
and food industries##; the actual increase achieved was only 8 percent., 165/

# See II, above, ' '

## The 2h—percent-1ncrease figure was dermved as follows. The planned
1953 investment in the light and food industries was 8. 73 billion rubles.
The actual investment was 7.6 billion rubles, and this represented an 8-
percent increase over 1952. It follows that the planned increase was 2L
percent (see pp. 71-72, below, for source references).
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This poor showing is undoubtedly attributable to. the bottlenecks
created by the midyear revision of -the investment.program. With -
respect to the investment program of the light and food industries,
one of the more important bottlenecks appears to have been in the
production of specialized machinery for: those industries. It was
reported, for example, that the USSR Ministry of Machine Building
had supplied only about one-third of the assortment of light indus-
trial machinery scheduled for delivery during the first 9 months of

1953, 166/

_ The plan fulfillment report for the first 6 months of 195
stated that investment in the light and food industries in the first
6 months of 1954 was L8 percent greater than during the corresponding
period of 1953. Although this represents a very substantial increase
over 1953, it is far below the rate of increase necessary to fulfill
the 195h investment plan. It seems very unlikely that the planned
increase of more than 80 percent in 1nvestment in the light and food .
industries will be fulfilled.

Ce Structure of Iﬁvestmenﬁ.

: During the 1946-50 period, investment in the food industry was
- allocated approximately as follows: fish industry, 28 percent; meat and
-dairy industry, 26 percent; other food industry, L6 percent. According
to the revised Fourth Five Year Plan, the allocation of investment in
light industry was to be as follows: textiles, 72 percent; other light
industry, 28 percent. S :

Based on these breakdowns and the estimates of investment for
_the light and food industries; the allocation of total investment in
the light and food industries durlng the Fourth Five Year Plan period
would be approximately as shown in Table 28,# ' _

The distribution of investment between the light and food in-
dustries was altered in the Fifth Five Year Plan, The estimates in-
dicate that investment in the Fourth Five Year Plan period was divided
approximately 35 percent to light industry and 65 percent to the food
industry. In the Fifth Five Year Plan the. allocations of investment
to the light and food industries will be approximately equal.

¥ Table 28 follows on p. 69.
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Table 28

Percentage Distribution of Investment in the Light and Food Industries
in the USSR under the Fourth Five Year Flan

Industry _ ‘ o Percent
Fish ' - . S 18
Meat and Dairy N ' T
Other Food o ' ' | 30
Textile o 25
Other Light ' . - 10
Total Light and Food 100

Nonproductive investments are estimated to account for about
1), percent of total investments in light industry during the 1946-50
period, 19 percent during the 1951=53 period, and 22 percent in the
1954 Plan (see Table.29).# In the food industry, nonproductive in-
vestments are estimated to account for 12 percent of total investment
in 1953 and 18 percent in the 1954 Plan., Most of the estimates of -
nonproductive investments by the light industry are based on the’
following statement by A.N. Kosygin, Minister of the Mamufactured
Consumer Goods Industry, in Pravda, 15 November 1953: 167/

As a result of the continuing concern of the
Communist Party and Soviet Government for a constant
improvement in the material well-being of our coun-
try's working people, the housing situation and
working conditions of textile workers and all workers,

_‘engineers, technicians, and light industry employees
are ‘being improved. _ " |

Housing construction grants are increasing yearly.
During the Fourth Five Year Plan about 1,000,000,000
rubles were invested in housing construction, and
1,400,000,000 rubles have been so invested during the

#* Table 29 follows on pe T1l. \
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3 years of the current Five Year Plan. In 3 years
alone our industrial workers have received about
1,000,000 square meters of floor space as against
1,300,000 square meters during the entire Fourth
Five Year Plan.

The government has laid great tasks in housing
construction before us. Housing construction grants
for 195L total more than 1,000,000,000 rubles, which
exceeds grants for such constructlon for the entire
Fourth Five Year Plan. Next year we are to provide
685,000 square meters of floor space, or almost 50 '
percent. more than has been opened to tenancy this :
year.

The 1.4 billion ruble figure for investment in housing construc-
tion in light indusiry during 1951-53 probably represents the actual
1951-52 investment and planned investment in 1953, It was later announced
that the housing plan for the Ministry of the Manufactured Consumer
Goods Industry, which called for the construction of Lhl,000 square meters
of housing, was underfulfilled by 100,000 squdre meters. 168/ ‘The es~
timate of investment in housing for 1951-53 was, therefore, ad justed
to 1.3 bllllon rubles.,

In 1953, housing construction by the Ministry of the Foodstuffs
Industry was to exceed 500,000 square meters, but the plan was only
73.4 percent fulfilled. 169/ It was reported that 1.5 billion rubles
would be invested in housing and service construction in 1954 by the
Ministry of the Foodstuffs Industry. 170/

The estimates of nonproductive investments in the light and food
industries, found in Table 29, were derived by multiplying the estimates '
of investment in housing by 125 percent to reflect other nonproductive
investments. No adjustment of the 1954 Plan figure for the Ministry of [
the Foodstuffs Industry was necessary. Where the housing information ]
was given in square meters rather than in rubles, a value estimate for :
housing vas derived by applying the factor of 1, ﬂDO rubles per square
meter.
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Table 29

Investment in .the Light and Food Industries in the USSR
Excluding Nonproductive Investment

- 1946-53, 1953, 1954 Plan

Billion Current Rubles

Light Industry

Total Invest=
ment Excluding

‘ ’ Nonproducti%e Nonproductive
Period Total Investment Investment Investment
1946-50 945 1.3 8.2
1951-53 8.3 1. 6.7
1953 (Plan) 3.1 0.8 ° . 243
Food Industry
Total Invest-
' ‘ ment Excluding
: ' Nonproductive Nonproductive
Period Tetal Investment Investment - Investment
1953 (Plan) ' 5.6 0.9 b7
1953 4.8 0.6 Le2
195} (Plan) 8.5 : - 1.5 . 7.0

D. Derivation of the Estimates,

In connection with the new consumer goods program, the Soviet
authorities announced the actual 1953 investment and planned 195l in-
vestment by the Ministries of the Foodstuffs Industry and the Mamie
factured Consumer Goods Industry. The combined ihvestment by these
Ministries in 1953 was 7.6 billion rubles. 171/ Of this total, L.8
billion rubles was invested by the Ministry of the Foodstuffs Industry

-71L -
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and 2.8 billion rubles was invested by the Ministry of Mamufactured
Consumer Goods. The latter estimates are derived from the announcements
that planned 1953 investment in the Ministry of the Foodstuffs Industry
was 5.63 billion rubles 172/ and that this plan was underfulfilled by
15.3 percent. 173/ The planned investment by the Ministry of Manu-
factured Consumer Goods in 1953 of 3.1 billion rubles was underfulfilled
by 9.6 percent. 174/ _

- Investment planned for 1954 amounts to 5.9 billion rubles for
the Ministry of Manufactured Consumer Goods and 8.5 billion rubles for
the Ministry of the Foodstuffs Industry, making a total for the light
and food industries under Union jurisdietion of 1ll.lL billion rubless 175/

The total investment estimate of 7.0 billion rubles for 1952 in
1953 prices is derived from the announcement that capital investment in
the light and food industries in 1953 was 8 percent greater than in
1952, 176/ Similarly, the 1951 investment estimate of 6.4 billion rubles
in 1953 prices is derived from the announcement that capital investment
in the light and food industries in 1952 was 9 percent greater than in
1951. 177/ The Soviet authorities announced that 8.5 billion rubles were
invested in the food industry in 1951 and 1952, 178/ This figure was
adjusted for price level changes for inclusion in Table 26.

The estimates for the period 19L16-50 are not as well established
as the estimates for 1951-5li; and, as explained earlier, they are not
strictly comparable with the 1951-5l estimates, The l9ﬂ6-50 estimates
cannot be. directly linked to the 1951 estimate, because information re-
lating the volume of investment in 1951 to the, volume of investment in
1950 is not available. The estimates for 19L46-50 are based on the

- following information: (1) planned investment in the light and food
industries in 1947; (2) percentage increases in investment for the sub-
sequent years; (3) actual investment in the food industry during the
period 1946-50; and () planned imvestment in light industry in 1946-50.

Planmned investment in the light and food industries in 1947 was
3.3 million rubles in 1945 prices. 179/ Of this total, 1.8 billion
rubles was: allotted .to light industry and the remaining 1.5 billion
rubles was allotted to the food industry. 180/ The only fact that is -
known with regard to the fulfillment of this plan was that the Ministry
of Light Industry, which had been allocated 600 million rubles of the
total of 3.3 billion rubles, fulfilled the investment plan by 55.4
percent. 181/ For reasons which: shall be discussed later, it is ., -

- 172 -
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assumed that planned investment in the light and food industries as a
whole was fulfilled in 1947. The 1947 estimate converted to 1953
prices would amount to L.3 billion rubles. ' co

The 19L6 estimate for investment in the light and food indus-
tries is 3.3 billion rubles in 1953 prices. It is based on the announce~
ment that investment in the light and food industries in 1947 was 30
percent greater than in 1946. 182/ The 19L8 estimate of 5.7 billion
rubles in 1953 prices is based on the announcement that the volume of
capital work in the light and food industries in 1948 was 32 percent
greater than in 1947. 183/

No information is-available regarding the 1949 level of in-
vestment in the light and food industries combined. The plan fulfill-
ment report stated that investment in the food industry was 21 percent
greater than in 1948, 18L/ However, the fulfillment report for the
first 9 months .of the year stated that investment in the light and
food Tndustries was 13 percent greater than in the corresponding 9
months of 1948. 185/ The decision to report only investment for the
food industrv in the annual plan fulfillment report indicates that the
volume of invesiment for the light and food industry combined was prob-
ably less than 21 percent, although it may have been higher than the
13-percent increase reported for the first 9 months of 1949. A 17-per-
cent increase is used in estimating the 1949 volume of investment at 6.7
billion rubles in 1953 prices.

The 1950 estimated investment of 7.4 billion rubles in 1953
prices is based on the statement that investment in the light and food
industries was 10 percent greater than in 1949. 186/ '

Investment in the light and food industries is estimated to
have declined by about 13 percent between 1950 and 1951 measured in ;
constant prices. The precise magnitude of the decline cannot be firmly
established, but it seems certain that a decline did occur. The year
1951 was the only postwar year for which the Soviet authorities failed
to announce the level of investment in the light and food industries as
a percentage of investment in the preceding year. This fact alone, in
view of the reluctance of the Soviet authorities to report declines in
anything, would indicate that the absolute level of investment in 1951
may have been less than in 1950. The contention that investment in the
light and food industiries was reduced in 1951 is supported by the esti-
mate, cited earlier, that there was also a reduction in investment in -
apriculture, although the latter did not occur until 1952,

- 13 -
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The declines in investment in the 1ight and food industries and apri-
culture in 1951 and 1952 appear to be consequences of a readjustment of
the investment plan following the outbreak of war in Korea,

The weak links in the analysis supporting the 19L6-50 estimates
are as follows: (1) the absence of any information relating the level
of investment in 1951 to the level of investment in 1950; (2) the
assumption of plan fulfillment in 1947; and (3) the assumption of a 17-
percent increase in investment in 1949. Certain additional information
will throw some light on the validity of the assumptions used.

It was reported in 1953 that investment in the food, meat, dairy,
and fish industries during the postwar years was 26 billion rubles and
that investment in these industries in 1951 and 1952 was 8.5 billion
rubles. 187/ Thus, investment in these industries during 1946-50 was
17.5 billion rubles. In 1950 the Deputy Minister of the Ministry of the
Food Industry (which at that time did not include the meat, dairy, and
fish industry) stated that investment in the Ministry during the Fourth
Five Year Plan exceeded 8 billion rubles. 188/ It was later announced
that 7.4 billion rubles had been invested in the fish industry between
1946 and 1952. 189/ If the same proportion of the total investment in
the fish industry is allocable to the years 1951-52 as was the case in
the food industry as a whole, then investment in the fish industry in
1946450 would amount to about 5 billion rubles. This would leave about
koS billion rubles for investment in the meat and dairy industries
during the Fourth Five Year Plan period.

It is not knowm whether these figures are stated in planning
prices or in current prices. During 19L45-48, investments were planned
in prices which prevailed on 31 December 1945. In 1949 and 1$50 in-
vestments were planned in current prices. 190/ Since 1951, investments
have been planned in 1 July 1950 prices. 191/ The use of planning prices
would slightly understate investments during 1946-48 relative to later
years and would overstate investment during the 1951-52 period relative
to 1949 and 1950, It shall be assumed that the 26 billion ruble figure
for investment in the food industry during the 1946-52.period and the
8.5 billion ruble figure for investment in the food industry in 1951
and 1952 are stated in current prices.

" The estimates for investment in the light and food industries

during 15L6-50 in current prices total 27 billion rubles. Subtracting
the 17.5.billion rubles for investment in the food industry (which is
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assumed to be in current prices) leaves 9.5 billion éubles for invest-
ment in light industry during the period 19L6-50.

: In the original Fourth Five Year Plan, about 8 billion rubles
in 19L5 prices was to be invested in light industry. 192/ The plan was
increased to 10,2 billion rubles in 19LS prices in 19h7. 193/ If the
10,2 billion ruble figure in 1945 prices were adjusted to reflect the
price levels that prevailed during the Fourth Five Year Plan period, it
would amount to about 13 billion rubles. The comparison of this figure

" with the 9.5 billion ruble estimate derived in the preceding paragraph
indicates that the revised plan for investment in light industry during
- the Fourth Five Year Plan was only about 75 percent fulfilled. After
ad justing for price level changes, the 9.5 billion ruble estimate would.
indicate the approximate fulfillment of the orlglnally planned invest-
ment of 8 billion rubles in 1945 prices.

Information is not available concerning the fulfillment of the
jinvestment plan for light industry during the Fourth Five Year Plan.
However, the plan for housing construction to be undertaken by light
industry is known to have been grossly underfulfilled. The Ministry
of the Textile Industry announced planned -investment in housing of 1.6
billion rubles in 1945 prices during the Fourth Five Year Plan. 19h/
In 1953, in reference to the Ministry of the Manufactured Consumer
‘Goods Industry, which combined the former Ministries of Textiles and
Light Industry, it was stated that only about 1 billion rubles were
invested in housing during the Fourth Five Year Plan.

This would indicate that investments in housing construction con-
stituted about 11 percent of the total estimated investment in light in-
dustry. during 1946-50. This percentage does not appear to be unreason-
able. In 1951-53 housing accounted for approximately 15 percent of the
total investment in light industry. In 1953 it accounted for about
18 percent. In the 1954 Plan, housing is to account for about 17 percent
of investment in light industry. It would seem logical to expect that
in the years of the Fourth Five Year Plan, when the Soviet authorities
were not concerned about shifting labor into the consumer goods industries
and when much less emphasis was placed on housing construction in gen-
eral, a considerably smaller proportion of total investment in those -
industries would take the form of housing for workers. )

- 75 -
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The assumptlon of plan fulflllment in 1947 and the assumption -
of a 17-percent increase of investment in 1949 used in producing the
estimates for the years 1946-50 would, in the absence of additional
information, appear to be on the hlgh side. The initial assumptions
used, a 10-percent underfulfillment in 1947 and a 13-percent increase .
in 1949, produced a total investment estimate for the light and food
industries during 1946-50 of 23.8 billion rubles in current prices.
Subtracting the 17.5 billion rubles for the food industry left 6.3
billion rubles for light industry. This figure seemed unreasonably
low, and therefore the more liberal assumptions were substituted. -

The use of the more liberal assumption for 1947 is also
supported by the change in the treatment of "extra-limit" investments.
In 1950 and possibly in 1949, extra-limit!'investments were included
in the State investment plan. Before that time, although they were
planned in the aggregate, they were not included in the published in-
vestment data. This element of incomparability in the series would
have the effect of understating investment in 1948 and earlier years
relative to investment in later years. For example, although the
centralized investment plan in 1947 may have been underfulfilled by
the light and food industries, the underfulfiliment may have been off-
set by 'extra-limi#' investments undertaken in that year. - Since the
investment estimates for 1948-50 are derived from the 1547 estimate,
they would thus be understated relative to the 1951-53 estimates, which
include fextra~-limlt! investments.# For the industrial sector of the Soviet
economy as a whole, "extra-limit" investments have been of negligible
proportions. For example, in the 1937 Plan "extra-llmnt" investments
constituted 2.2 percent of centralized investment in industry; in the
1939 Plan the corresponding percentage was 5.1 percent. 195/ However, the
following statement, from Narodnoye khozvaystvo,/l9h7, indicates that
they probably constltuted a significant fraction of 1nvestment in the
light and food industries in the early postwar years:

In addition to centralized investments, large
noncentralized capital investments will take place,

- ¥ It would be more accurate to say that the category “extra—llmlt"
investments was eliminated in 1950 or 19L9. For present purposes the
important difference is that they are now included in published in-
vestment figures, whereas formerly they were not.
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directed first of all toward housing and cultural
construction, agriculture, and also to the con-
sumer goods industry. 196/

Some information has been published on investment in the light
and -food industries in the Fifth Five Year Plan. It was reported that
investments in the food industry in the Fifth Five Year Plan were to be
. 1.6 times the amount invested during the Fourth Five Year Plan period. 197/
* Applying this to the 17.5 billion ruble estimated investment in 19L6-50.
results in a Fifth Five Year Plan figure of 28 billion rubles.

It was also reported that investments in the Ministry of Mamu-
factured Consumer Goods were to be 2.5 times as much as investment in
the Fourth Five Year Plan. 198/ Applying this to the planned invest-
ment of 10.2 billion rubles during the Fourth Five Year Plan results
in an estimate of 25.5 billion rubles for the Fifth Five Year Plan.
This. figure looks reasonable in view of the following statement made
by the Minister of the Mamufactured Consumer Goods Industry on 15
November 1953: 199/

The Ministry of Mamufactured Consumer Goods In-
dustry, USSR, must prepare for a sharp increase in
capital construction and in the next 2 or 3 years
put greater industrial capacity into use. At present,
the USSR Ministry of Mamufactured Consumer Goods
Industry is building, at an estimated cost of more
than 20 billion rubles, LOO super-iimit pro jects
/projects costing above a certain amount to comstruct,
which must be approved by the Council of Ministers,

- USSR/. Already work in the amount of 9 billion
rubles has been completed on these projects. All of
these enterprises must go completely or partially
into operation in the next 2 years. In addition,
reconstruction and expansion of 800 enterprises is
going on. These fall into the category of sub- -
limit / approved by ministry_/ construction.

. It would be difficult to estimate  the investment in 1955 that
will be required to fulfill the Fifth Five Year Plan for the light and
food industries, because the price level reflected in the Fifth Five
Year Plan estimates has not been established. It is quite possible
that the statements with respect to the Fifth Five Year Plan figures
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reflect 1950 planning prices rather than current prices.

E. Reliability of the Estimates,

The 1951-52 estimated, which were derived from the announced
1953 investment fipure, should have a negligible range of error. The
1946-50 estimates, however, are not so well founded. The estimated
range for the 1946-50 estimates is plus 30 percent and mimus 15 per-
cent. The narrower downward part of the range is based on the con-
viction that, at most, investment in the light and food industries
in 1951 was no greater than investment in 1950,

VII. Investment in the Machine-Building and Construction Materials
Industries. :

A, Coverage of the Estimates.

No ruble investment figures, planned or actual, are available
for the machine-building industry or the construction materials in-’
dustry in the postwar years. For this reason only indexes of invest-
ment can be developed for these industries at this time,

The investment indexes in Table 303% refer to the machine-
building and construction materials branches of industry. The machine~
building branch of industry covers most of the enterprises in the
following ministries: Automobile, Tractor, and Agricultural Ma-
chine Building; Machine and Instruments Building; Machine-Tool Industry;
Heavy lachine Building; Transport Machine Building; Construction and
Road Machine Buildingy and Electrical Industry. In addition, the ‘
machine=-building branch of industry also includes the machine-building:
enterprises of other industrial ministries -- such as the enterprises
of the Ministries of the Coal and Petroleum Industries, which produce
coal mining and oil field equipment.

It is believed that the aircraft, shipbuilding, and defense
industries are not included within the machine-building industry in
Soviet investment accounting. This is based on three pieces of evi-
dence. First, in the classification of branches of industry known to
have been in use in the postwar years, the machine-building industry -

# Table 30 follows on p. 79.
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is defined as including all enterprises primarily engaged in the pro-
duction of producer goods. 200/ Secondly, in the Gosbank classification
of accounts, the Ministries of Aviation, Shipbuilding, and Defense are
not included in the same category as the various machine-=building mini-
stries. 201/ Thirdly, in the prewar breakdown of productive fixed
capital asseis in Soviet industry there is a large miscellaneous re-
sidual in the.fixed assets of the metalworking industry. This
residual, which is completely separate from the machine-building ine
dustry and is labelled "general repair plants and shops," constitutes
such a-large proportion of the total that it seems reasonably certain
that it includes defense industry enterprises. 202/

Table 30
Indexes of Invesiment in the Machine-Building and Construction Materials

Industries in the USSR Compared with Indexes of Total Investment
and Total Investment in Industry a/

1948 = 100
Machine Construction Total Investment
Year Building Materials Investment b/  in Industry b/
1947 - 87 N.A. 82 ‘ NeA.
19,8 100 100 100 100
1949 110 . 112 120 N.A.
1950 120 130 L6 N.A.
1951 132 175 165 NeA.
1952 148 191 178 N.A.
1953 160 203 192 161

a, Based on constant 1945 prices.
b, Based on the estimates in Table !+, pe 14, abcve, converted to a
constant 1945 price base.

The constructlon materials branch of industry includes, in
addition to the enterprises of the Ministry of the Construction
Materials Industry, construction materials enterprises subordinate to
the various construction ministries, to other industrial ministries,
and to republic ministries of local and fuel industry. No infor-
mation is currently available with regard to the proportion of total
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investment in the industry which is accounted for by the Ministry of
the Construction Materials Industry.

B. Investment Trends,

Since 1948,investments in the machine~building industry have -
been increasing at a slower rate than total investments and at about
the same rate as investments in the industrial sector of the economy
as a whole. {See Table 3Q) The lack of emphasis on investment in the
machine~-building industry would seem to indicate that the machine=-
building base of the economy of the USSR is relatively well developed .
as compared with other sectors of the economy, particularly the fuel
and energy base. A contributing factor to the lack of emphasis on
investment in the machine-building industry, which is related to the
relative maturity of -that industry in the Soviet economy, is that the
capjtal-output ratio appears to be declining in the machine-building
industry; that is, output appears to be increasing at a faster rate
than the increase of the stock of capital assets. This situation is the
opposite of that prevailing in the coal, petroleum, and electric power
industries of the USSR, but it is in accord with the findings of a
recent study of US mamufacturing industries. 203/ This study indicates
that capital-cutput ratios in manufacturing tend to increase until an
industry reaches a relatively mature state, after which capital-.
output ratios tend to decline. For manufacturing industries in
general, capital-output ratios in the US steadily increased from 1880
to 1919, after which they showed a steady decline,

The Soviet authorities actually planned a decline in capital-
output ratios in the economy generally in the Fourth Five Year Flan,
as compared with prewar relationships. In the Fourth Five Year Plan
20 percent to 30 percent more output was to be produced per ruble of
flxed capltal assets than in the prewar five year plans, 20L/

The-experlence of the US would 1nd1cate that the greatest
reductions in capital-output ratios should come from the more mature
industries. Evidence of such a reduction in the machine-building in-
dustry of ‘the USSR is found in a statement by the Minister of the
Construction and Road Machine Building Industry. He stated, with
reference to his Ministry, that "in 1950 for .each ruble added to the
fixed capital, 2.5 times more production was obtained than in
19h6," 205/ Although the 2,5 times figure is undoubtedly inflated-
by the fact that 1946, the first postwar year, does not constitute
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a normal year for comparative purposes, nevertheless, after giving due
weight to this factor, it would seem probable that capital-output ratios
have been declining in the machine~building industries. The statement
is the more significant because the Ministry of Construction and Road
Machine Building is one of the least mature branches of the Soviet
machine~building industry.

Investment in the construction mmterials. industry has been in-
creasing since 1948 at a faster rate than total investment and at a
substantially faster rate than investment in industry generally.

(See Table 3Q#) The construction materials bottleneck, which has
harpered construction plans all through the postwar years, has forced
the Soviet authorities to increase sharply the volume of investment
funds allocated to the relatively backward constructien materials
industry. An extremely ambitious investment program is envisaged
in the Fifth Five Year Plan. Capital investments in the construction
materials industry are planned to be 3 times the volume of investments
made during the Fourth Five Year Plan. 206/ The achievement of this

- goal will require a considerable effort in 195L and 1955, because the
level of investment in the first 3 years of the Fifth Five Year Plan. -
appears to have been only about double the level of investment during
the first 3 years of the Fourth Five Year Plan period.

The efforts being made to develop the construction materials
industry are reflected in the pattern of investment in the machine-
building industry. It was reported that in the Ministry of Construction
and Road Machine Building, which produces much of the equipment used
by the construction materials industry, 207/ 18.5 percent more fixed
capital was placed into operation in 1950 than in 1949. In addition, -
it was reported that in 1950 the stock of fixed capital of the Minis-
try of Construction and Road Machine Building was 2.l times the 1946

" stock. This indicates a substantially greater rate of -investment
in the Ministry of Construction and Road Machine Puilding than the
rate of investment reported for the machine-building industry as a
whole., :

‘Ce Investment Program, 1954.

The 6=month plan fulfillment report for 1954 stated that
the volume of investment was 16 percent greater in the machine-building
industry and 10 percent.greater in the construction materials industry

¥ P. 79, above.
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than in the corresponding perlod of 1953. 208/ The 16-percent
increase reported for the machlne-bulldlng industry is the largest
increase reported for this industry in any comparable perioed during -
the postwar years. Presumably this increase reflects investments
in new or expanded plants and equipment to produce machinery and
equipment for the implementation of the new economic program.

: - The relatively small increase of 10 percent in 1nvestment
in the construction materials industry is somewhat surprising. This
is only slightly higher than the B<percent increase reported for the
first 6 months of 1953, although the rate of increase of total central-

~ized investment is more than 3 times the rate of increase of the

first 6 months of 1953. On the basis of this performance it seems
clear that the Fifth Five Year Plan for investment in the construce -
tion materials industry will not be fulfilled.

D, Derivation of the Estimates.

No information is available concerning investment in the
machine-building and construction materials industry in 1947 except
the report that the investment plan for the Ministry of the Con-
struction Materials Industry was fulfilled by only 60.3 percent and
the plan for entry of new plants into operation was fulfilled by only

23.1 percent. 209/

In 1948 it was announced that investment in the machlne-bulldlng
industry was 15 percent greater than in 1947. 210/ No information was
published concerning investment in the construction materials industry.

In 1949 it was reported that investment in the machine-building
industry had increased by 10 percent and 1nvestment in the construction
materials industry by 12 percent over 1948. 211/ The 1949 investment
plan for the Ministry of the Construction Materlals Industry was ful-
filled by only 90.8 percent and the plan for the construction of
housing by only 89.5 percent. 212/

The 1950 plan fulfillment report stated that investment in the
machine-building industry had increased by 9 percent and investment in
the construction materials 1ndustry had increased by 16 percent over

1949, 213/
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A very large increase in investment in the construction ma-
terials industry was planned in 1951, an increase of more than 80
percent over the 1950 volume of investment. The plan for construction
and installation work was only 73.6 percent fulfilled, but despite.
this, investment in the construction materials industry-was 35 percent
greater than in 1950. 21L/ Only slightly more than 50 percent of the
new plants provided for the Ministry of the Construction Materials
Industry in the investment plan were completed and placed into oper-
ation in 1951. 215/ The 1951 plan fulfillment report stated that
investment in the machine~building industry exceeded 1950 investment

by 10 percent. 216/ :

The 1952 plan fulfillment report stated that investment in
the machine-building industry increased by 12 percent and that in-
vestment in the building materials industry increased by 9 percent

over 1951. 217/

The 1953 plan fulfillment report stated that capital in-
vestments in the machine-building and building materials industries
were greater than in.1952, but no percentage increases were given. g}ﬁ/
It also stated that the plan for completing industrial installations
was considerably underfulfilled by the lMinistry of the Construction
Materials Industry. The plan was probably also underfulfilled in the
machine~building industry. In August 1953, the Minister of Machine
Building, S.A. Akopov, spoke of the need for eliminating the lag in
the construction of large machine tool plants. 212/

The plan fulfillment report for the first 6 months of 1953
stated that investment in both the machine-building and construction
materials industries was 8 percent above the corresponding 6-month
period of 1952. 220/ In preparing the indexes in Table 30, it was
assumed that the G-percent increases reported for the first 6
months were applicable to the entire year. For the rationale
supporting this assumption the reader should refer to Part IV,
Investment in the Coal and Petroleum Industries. |
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VIII. Investment in the Residual Industries.

A. Definition of the Residual Industries.

‘ The term "residual" industries refers to all branches of the
industrial sector whose investments are financed through the residual
or unallocated sector of the industrial investment budget. This

. includes all industries except those for which ruble investment es-

? timates have been made in this report, that is, all industries except
the coal, petroleum, electric power, metallurgical, and light and
food industries.

The residual industries are composed of the following: machine~
building, chemicals, construction materials, lumher and paper, defense
(conventional weapons), and construction. |

B. Investment Trends.

Estimates of investment in the residual industries can be
made only for 1948 and 1953, the only postwar years for which official
figures for total actual investment in industry are available. De-
ducting the 19L8 estimates for investment in the coal, petroleun,
electric power, metallurgical, and light and food industries from the
total 1948 investment in industry of Lé6.lL billion rubles leaves 20.2
billion rubles for the residual industries, or about Ll percent of
the total investment in industry. The corresponding figure for 1953
is 30.5 billion rubles, or about 35 percent of the total. ' -

The investment allocation to the residual industries in 1953
constitutes a smaller proportion of total investment in industry than
the proportion allocated to these industries in the prewar years.
Between 1930 and 1939 the investment allocations to the residual in-
dustries ranged from L2 percent to 52 percent of total investment in
industry, increasing to 58 percent of the total in the 1941 Plan. 221/
The increase in allocations ¢o the residual industries in the 19417
Plan reflected a diversion of invesiment funds to the defense industries.

As noted above, the share of the residuval industries in total
investment in industry is estimated to have declined from about LL
percent of the total in 1948 to about 35 percent of the total in 1953.
At the same time, it is known that investment in the machine-building
industry increased between 1948 and 1953 at about the same rate as
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total investment in industry and that investment in the construction
materials industry during the same period increased at a considerably
faster rate than total investment in industry (see Table 30%), This
means that all of the reduction in the share of total investment in
industry going to the residual industries was confined to the in-
dustries other than machine-building and construction ‘materials.

Of the remaining industries, only the chemical industry and the defense
industry (conventional weapons) are of any substantial size. These
relationships would seem to indicate that there could not have been
anv substantial increases, and there probably was a decline, in the
share of investment in industry going to the defense industry
(conventional weapons) between 1948 and 1953.

C.- Allocation of Investmeni among the Residual Industries.

An examination of the prewar allocation of investment among
the residunal industries throws some light on the postwar allocation
of investment among these industries. Scattered information on
actual investment in 1934, 1938, 1939, and 1940 and in the 1933-37
Plan and complete information on planned investment in 193k, 1935, and
1936 provided the basis for calculating the ranges for investment
among the residual industries as percentages of total investment in
industry shown in Table 31. 222/

Table 31
Investment in the Residual Industries in the USSR

as Percentages of Total Investment in Industry
Various Prewar Years

Industry ' Percent

Machine Building ' ' 12 10 19
Chemicals ’ - - 7 to 11
Construction Materials 1to 3
Paper 1to 3
Defense Industry, Timber Industry, Construction :

Industry, and All Other 1 to 16
Total : _ 35 to 52 .
% P, 79, above, ' '
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The investment allocations in the 1941 Plan were deliberately
excluded in computing the ranges in Table 31. This was done because
the 19L1 Plan was clearly a war preparedness plan, and the pattern of
investment allocations in the 1941 Plan differed very radically from
the pattern of the earlier prewar years. In the 1941 Plan the residual
industries accounted for 58 percent of total investment in industry,
which is a considerably higher proportion of the total than in any
earlier prewar year or in amy postwar year for which information is
available. Iven more significant, however, is the fact that the
allocations to the defense indusiry accounted for about 75 percent of
the total investment in the residual industries. The allocation of
investment among the residual industries in the 1941 Plan is shown
in Table 32. '

Table 32

Invastment in the Residual Industries in the USSR
as Percentages of Total Investment in Industry 223/

1941 Plan

- Industry : : : Percent
Machine Building - o .8
Chericals . L
Construction Materlals ‘ 1
Paper 1
Defense Industry, Tlnber Industry, Construction _

Industry, and All Other- : Lh
Total Residual Industries . 7 _ 58

In the later postwar years the proportion of total investment
in industry allocated to the chemicals and construction materials in-
dustry probably would be near the upper limit of their peacetime
prewar ranges of 1l percent and 3 percent, respectively, and the pro-
portion of total investment in industry allocated to the machine-
building industry probably would be near the lower limit of its pre-
war peacetime range of 12 percent (see Table 31). Some postwar
information is available on the level of investment in the timber
industry. In the Fourth Five Year Plan the volume of capital
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investment in the USSR Ministry of the Timber Industry was to be L
billion rubles. 22l/ This is about 2.5 percent of the planned 157
billion rubles of centralized investment in industry during the
Fourth Five Year Plan. HNo information is available with regard to
investments by the construction industry, but this industry un-
doubtedly accounts for a very small percentage of total investment
in industry. '

An examination of the residual elements in industrial in-
vestments in 19L8 and 1953 leads to the following conclusions about
the approximate size of investments in the defense industry (con-
ventional weapons): (1) the proportion of total industrial investment
allocated to the defense industry (conventional weapons) in 1953
probably does not exceed 15 percent, which would amount to about 12
billion rubles in current prices, and it may be substantially less
than this proportion;# (2) the proportion of total industrial invest-
ment allocated to the defense industry (conventional weapons) in
1953 is probably no more than one~third of the proportion of total .

* industrial investment allocated to the defense industry (conventional
weapons) in the 19L1 Plan; and (3), as noted earlier, there could not
have been any substantial increase, and there probably was a.decline,
in the share of industrial investment going to the defense industry
(conventional weapons) between 1948 and 1953.

20X1

% Filteen percent is approximately t.he‘proportion of total industrial
investment allocated to the defense industries in 193L=36. 225/
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IX. Pos i nys n i .

A, Principal Features.

Three principal features of the postwar investmant policy of the
USSR should be-noted, First, the postwar investment programs have been
very large-scale programs, They nave probably absorbed a larger frac-
tion of the gross national product of the USSR than in most, if not
all, of the prewar years,¥* Second, the allocation of investment among
the various sectors of the economy has been very stable during the
postwaer years, There have been no drastic changss in the allocation
~of investments such as occurred during the 1936-41 period., Taird, the
share of total investment going to heavy industry has been very large —-
much larger than in the prewar yeors, DBven in the 1954 Plan, vhich
represents a not insignificant concession to the Soviet consumer, the-
share of total investment going to heavy industry is still considerably
larger than in the thirties, If, for example, the light and food in-
dustries were to receive the same proportion of total industrial in--
vestment which they recelved in the 1936 FPlan, the 1954 Plan would have
to call for the investment of about 25 billion rubles in the light and
food industries instead of the l4.4 billion rubles which have actually
been allocated to those industries,

The stability of Soviet investment allocations during the
postwar period would tend to indicate that Soviet expectations and
policies were also relatively stable during this period, There were,
however, some shifts in’ the emphasis of Soviet investmant programs
during the postwar years which, while they did not involve radical
changes, may be of some significance in evaluating Soviet intentions
during this psriod, :

B, Fhases of Soviet Postwar Investment Policy,

The postwar industrial investment programs of thé USSR may
be divided into three phases., The first phase, which covered the years
of the Fourth Five Ycar Flan, was dominated by a strenuous attempt to -
rebuild and expand heavy industry., In terms of investment allocationms,

¥ DBased on the gross national product estimates in 253/,
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the pace of the development of heavy industry was substantially
greater during the years 1946-50 than during any paricd of the
‘thirties, Heavy industry absorbed about 50 percent of total in-
vestments during this period as compared to only about 40 percent
during the prewar years. The other sectors of the economy received
a correspondingly smaller share of investment allocations. The
sectors of the economy oriented toward the consumer were particular-
1y hard hit by this poliey, In 1937, for example, agriculture received
about 22 percent of total investment, while in 1948 it received only
about 15 percent,®* In 1938 the 11ght and food industries received
about 15 percent of total industrial investment, while in 1948 they
received only 11 percent. As the Fourth Five Ycar Plan proceeded,
however, and the Soviet leaders began to feel more comfortable wlth
the restoratlon of heavy industry, they permitted small and very
gradual increases in the proportion of investment funds allocated to
the 1light and food industries and agriculture,

2, 1951-52.

In 1951 and 1952 the very gradual trend toward allocating
a larger fraction of investmsnt funds to, the consumer-oriented in-
dustries was reversed, Investment in the light and food industries
declined in 1951 and in 1952 is estimated to have remained substantially.
below the 1950 level, Investmants in agriculture in 1952 are glso
estinatad to have been substantially below the 1950 level, The
decline in investmant in the light and food industries and agriculture
between 1950 and 1952 took place while total investment was increasing
by more than 20 percent, The proportion of total investment allocated
to the light and food industries and agriculture declined from about
25 percent in 1950 to about 21 percent in 1952, This shift in policy
seems clzarly to indicate an adjustment occasioned: by the Korean war
toward investment undertakings that would increase the short-term war
capabilities of the USSR,

‘3. 1953~

The third phase of postwar Soviet investment policy began
with the death of Stalin and the announcement of tae new economic pollcy,
with its increased emphasis on investment in the light and food in-
dustries, agriculture,and trade, Invastments in the light and food

* Based on 15/ . )
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industries and agriculture are estimated to have increased from about
21 percent of total invasstment in 1952 to about 28 percent in the 1954
Plan, A change of this limited magnitude does not, of course, con-

-stitute a fundamental change from the investment policy of the earlier

postwar years, Its real significance lies in the faet that it represents

‘& reversal of the trend of investment policy in 195152,

C. Conclusions,

The postwar years have been characterized by an extreme effort
to expand heavy industry, an effort which, from the standpoint of in=-
vestment policy, exceecded in intensity that of the prewar years, This
economic policy parallels the military policy of the USSR during the
postwar years, a policy which called for the maintenance of an advanced
state of readiness for war, In the heavy industrial sector this policy
was not reflected in extraordinarily large investment allocations to
the defense industry (conventional weapons) but, rather, in large in=

vestments in the basic industries, with partlcular emph351s on the
rapid developmant of the fuel and energy sector of the economy,

The new esconomic policy has not resulted in a radical shift in
the allocation of 1nvestm°nts in the USSR, It did, however, have the
have the effect of slowing down the growth of heavy industrial capac-
ity in 1953, and it has resul"ted in an investment program in 1954 which
is probably less well=adapted to promote short-term war capabilities
than the investment program of any other postwar year, particularly the
investment prograns of 1951-52,
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APPENDIX A
METHODOLOGY

Thié appendix covers questions of methodblogy which are common -
to the estimates for all industries and which have not been thoroughly
explained in the text.

1. Soviet Investment Terminologx.

The Soviet term for capital investment (kapital'nyye vliozheniya)
is substantially identical in meaning with the term as it is used in
_the US. The only major difference is in the treatment of invest-
ment in agriculture, 229/ Two other terms are also used by the
Soviet authorities as synonymous with capital investment: capital
work (kapital'nyye raboty) and capital construction (kapital'nyye
stroiteltstva). .

. A Soviet statistical book published in 1952 takes exception to
the use of the term "capital construction" as synonomous with "capital
investment", arguing that its meaning should be restricted to con-
struction in the narrower sense (not including equipment). 230/
Another Soviet statistical book, published in 1949, makes the same '
complaint. The latter book states that "in planning and in statistical
practice ... the terms 'capital investment' and 'capital construction'
are frequently used as synonyms." 231/ Despite the objections of the
statistical theorists, the Soviet planners apparently contimie to use
the terms as synonymous., They have been so interpreted in this report.

Capital investment has four principal components: (1) construction
work (stroiteltnyye raboty); (2) equipment (oborudovaniya); (3) work
in installing equipment {raboty po montazhu oborudovaniya); and (L)
expenditures not connected with an increase in fixed assets (zatraty ne
svyazanniye s prirostom osnovnykh sredstv). Expenditures not connected
with an increase in fixed assets include such items as geological work
not connected with a specific construction project and the salaries of
‘management personnel of enterprises under construction. Construction
‘and installation work is counted in capital investment as the work
progresses. Equipment is counted in capital investment as soon as it
is received on the site, whether or not it is installed and placed in
operation. 232/

— s o eem e e
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In addition to reporting investment work undertaken during a
given period, reports are also made on the entry of fixed assets into
operation (vvod v deystviye osnovnykh fondov) and the entry of proe
ductive capacity into operation (vved v deystviye proizvodstvennykh).
The former is ‘the capital investment in new capacity which was placed
into operation during the period; the latter measures the new capacity
placed in operation during the peried in terms of physical units, that
is, tons, kilowatts, or square meters. A new plant is not included
in the fixed assets of an industry until it is completed and has
started to operate, although the investment in new plants is reported
in investment by the industry as the work progresses.

‘2s Coverage of Soviet Industrial Investment Data.

Soviet industrial investment statistics are classified principally
in two ways, by branch of industry and by ministry. All enterprises
are classified into branches of industry "according to the predominant
character of the production". g;é/ For example, a machine-building
plant under the jurisdiction of the Ministry of the Petroleum Industry
would be classified in the machine-building industry in the branch
classification. Investments in such a plant would be classified under
the machine-building industry in the branch classification and under
the Ministry of the Petroleum Industry in the ministry classification.

There are two reasons given for keeping dual accounts on industrial
investment. First, the branch classification facilitates comparisons
of investments in various periods. The comparisons are not distorted
by shifts of plants from one ministry to another or by changes in the

- composition of the ministries themselves. ggg/ Second, much of the
capital investment program is planned on a branch basis as well as on
a ministerial basis, and reporting of investment is required on a
branch basis in order to have a complete check on the fulfillment of
the investment plan. )

The most difficult problems involved in producing the estimates
in this report stemmed from this dual accounting of industrial in-
vestment in the USSR. Some of the available investment information
pertains definitely to ministries, some pertains definitely to

“branches’ of industry, and the coverage of much of the rest of the
data, particularly the percentage increases in investment given in
the plan fulfillment reports, was uncertain, ’
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A speech by M.G. Pervukhin in April 195L clarified the situation
considerably. 235/ He stated that more than 13 billion rubles were to
be invested in electric power stations and networks by all ministries
in 195L. This is definitely a reférence to a branch investment figure
and not to investment in the Ministry of Electric Power Stations,

This 195k Plan figure is consistent with the 195} estimate derived
from the adjusted 1947 planned investment in electric power stations
and percentage increases for the subsequent years. This consistency
indicates that both the 1947 plammed investment figures and the indexes
of investment for the various segments of industry refer to branches
of industry rather than to ministries.

-In many cases there will be little difference between the branch
figures and the ministry figures. For example, investment in the
petroleum branch of industry should be approx mately the same as in-
vestment in the Ministry of the Petroleum Industry. The only signi-
ficant difference would be that investments in mathine-building plants
subordinate to the Ministry of the Petroleum Industry would not be
included in investment in the petroleum branch of.industry. The most
substantial difference would arise in the case of electric power, since
it is estimated that during the postwar years about 20 percent of the
total new electric power capacity has been constructed outside of the
Ministry of Electric Power Stations. Under these circumstances the
close correspondence of the 1954 estimate, as derived from the 1947
Plan figure, with the 1954 Plan figure in Pervukhin's stat ement con-
stitutes a strong indication that both the 1947 investment plan
figures and the investment indexes relate to branches of industry and
not to ministries.

Further evidence that the published investment indexes refer to
branches of industry rather than to ministries is found (1) in the
fact that the classification of industries in the investment indexes
follows closely the classification of the branches of industry and (2)
in the statement made in an article in Planovoye khozyaystvo in 1951
to the effect that the branch classification is more significant for
planning purposes than the ministerial classification. This article
states: 236/ "The structure of the capital work plan on the branch
level proves to be of particular significance in the analysis and
coordination of the capital work plan with other basic economic and
political tasks."

-93 -
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The only indication that the industry investment indexes might
refer to ministries is the fact that the plan fulfillment revort for-
the first 6 months of 1953, paralleling the merger of the Ministry
of Electric Power Stations and the Ministry of Electrical Industry,
reported investment for electric power stations and electrical in-
dustry combined. If the previous investment indexes for electric
power stations had been branch figures, then the 1953 index should not
have been affected by the merger of the Ministries. This indication,
however, was not considered significant enough to outweigh the pre-
ponderance of evidence supporbting the branch interpretation.

The investment estimates do not include capital repairs, that is,
ma jor repairs to equipment and structures. Capital repairs should
properly be included in capital investment, but it is the Soviet
practice to plan and finance them independently. They are not in-
cluded in the State plan of capital investment. 237/ No postwar
information is available on the volume of capital repairs in parti-
cular industries, but they are estimated to have amounted to about
15 percent of total investment in the economy during the postwar
years. 238/ :

It is agsumed that the investment figures published by the USSR
for the various branches of industry include nonproductive invest-
ments; that is, housing, social-cultural, and municipal construction.,
This assumption is based on two considerations. First, a Soviet
statistical book, in discussing the classification of enterprises
inta branches of industiry states: "It is necessary to classify the
enterprise as a whole, and not merely the single part of it, under
one branch or another. In other words, the enterprise is the only
thing we are classifying." 239/ In discussing the meaning of the
term enterprise, this same Soviet source states: "Our industrial
enterprises usually are complex economic units, which,in addition to
their industrial-production activity, perform other economic functions
(the residence economy, comrmnity economy, trade activity, etc.)." 2h0/
The failure to qualify the statement that the entire enterprise is
classified into one branch or another implies that nonproductive in=
vestments made by an enterprise are placed in the same branch classi-
fication as productive investment by the enterprise,

A second and more conclusive consideration is that a comparison of

the total volume of investments in housing consiruction by the indus-
trial ministries with the residual remaining after deducting the sum

- 94 -
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of the industry estimates of investment from total investment in
industry indicates that housing and other nonproductive investments
must be included in the branch investment figures. For example,

in 1953, total investment in industry, including nonproductive in-
vestments by the industrial ministries, was 87.6 billion rubles.
Deducting the estimated investments of 22,) billion rubles for the coal
and petroleum industries, 7.6 billion rubles for the light and food
industries, 11.0 billion rubles for the electric power industry, and
16,1 billion rubles for the metallurgical industry leaves a residual
of 30.5 billion rubles. In this residual are investments in the
following industries: machine-building, chemicals, construction
materials, timber and paper, defense, and constructions

In 1953, 19.L billion rubles were invested in housing construction
in the USSR. 241/ Of this amount probably about 1k to 15 billion
rubles were financed through the investment budgets of the industrial
ministries., Since housing construction constitutes about 80 percent
of all nonproductive investments in industry, 242/ total nonproductive
investments in industry probably amounted to about 17 to 19 billion
rubles in 1953, or 19 to 22 percent of total investments in industry.

If nonproductive investments were not included in the investment es-
timates for the electric power, coal, petroleum, metallurgical, and light
and food industries, then the entire estimated 17 to 19 billion rubles-
for nonproductive investments by industry would have to come out of the
residual of 30.5 billion rubles. This would leave only 11 to 13 billion
rubles for investment in all of the residual industries, This is
clearly too low a fipure. . _ :

In the prewar years the industries for which ruble estimates are
presented in this paper accounted for S5 to 60 percent of total in-
vestment in industry, with the exception of 1941, when they accounted
for only little more than LO percent of the total. 243/ The residual
industries accounted for about 4O to 4S percent of the total, rising
t0 about 60 percent of the total in the 1941 plan. If it is assumed
that nonproductive investments are included in the industry investment
estimates, then the entire residual of 30.5 billion rubles would be -
allocable to the residual industries. This would amount to about 36
percent of total investment in industry. Although this is a smaller
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fraction of the total than these industries accounted for during the
prewar years, it looks reasonable in view of the greater emphasis on
developing the fuel and energy sectors of the economy during the posit=
war years. On the other hand, if all housing and other nonproductive
investments were assumed to be in the residuval 30.5 billion rubles,'
then only 11 to 13 billion rubles would be allocable to the residual
industries, or only 12 to 19 percent of total investment in industry.
Since this is obviously much too low, it was concluded that nonproduc-
tive investments are included in the industrial branch investment
estimates. :

Two changes in Soviet investment accounting which affect the
comparability of the postwar investment estimates should be noted:
the change in the treatment of "extra~limit" investments and the
removal of planning and research work from the investment budget.
Prior to 1949, the so-called 'extra-limit'investments were not in-
cluded in the State plan of capital investment. In 1950 (and
possibly in 1949) this practice was changed, presumably to provide
for greater centralized control over the total investment program,
and the category of "extra-limit" investments was eliminated. 2hl/
Investments that formerly fell into this category are now included in
the. State plan of capital investment.

"Extra-limit" investments have been estimated at about 12 percent
of total investment (excluding capital repairs) in 19L8. 245/ For-
tunately, they were undoubtedly a much smaller fraction of total in-
vestment in the industrial sector of the economy., "Extra-limit"
investments in heavy industry were probably of negligible proportions.
They were probably significant only in the light and food in=-
dustries. 246/

Beginning in 1951, planning and research work has been financed
outside the investment budget. 217/ Planning expenditures in 1951
were to amount to 3.7 billion rubles, or about 3 percent of planned
centralized investment in that year. 2L8/ :

The effect of the change in the treatment of: "extra-limii" in-
vegtments would be to understate investment in the years preceding
1949 relative to the later years. On the other hand, the change in
the treatment of planning and research work would have the opposite
effect, that is, to understate investments in the years following
1950 relative to the earlier years. To some extent these changes

-96 =
S-E-C-R-E-T

Declassified in Part - Sanitized Copy Approved for Release 2013/04/29 :
CIA-RDP79R01141A000500040002-9



Declassified in Part - Sanitized Copy Approved for Release 2013/04/29
CIA-RDP79R01141A000500040002-9

S3=E-C-R=E-T

S S e—y — —

will offset each other. With the possible exception of the light

and food industries, it is believed that these changes in investment

and accountlng do not serlously impair the comparablllty of the industry
1nvestment series, .

3¢ Price Comparability of Soviet Investment Indexes.

It has been assumed that the Soviet investment indexes are stated:
in comparable prices. This assumption is supported by a statement in
a Soviet statistical book, published in 1952, to the effect that
indexes of the volume of capltal investments for.the USSR during the
period l9h6-50 were constructed on the basis of constant 19L5 prices. 24,9/

L. Investment Price Indexes Employed.

The conversion of the estimates of total investment and total
centralized investment from current prices to constant 1945 prices was
made on the basis of the investment price index implicit in the esti-
mates of total centralized investment. The Russians publish anmually
the real volume of State investment as a percentage of the preceding
year. By comparing this real investment series to the estimates of
total State investment (centralized investment) in current rubles, the
price index in Table 33 was constructed, :

Table 33 °
Soviet Investment Price Index.
1945-52
1945 = 100
Year ' Index
1945 100
1946 . 110
1947 . 120
1948 128
1949 _ 12
1950 U2
1951 _ 131
1552 125
1953 125
=97 -
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The conversion of estimates of investment in industry and in
. particular branches of industry from constant 19L5 prices to current
prices, and vice versa, was made on the basis of the investment price
index in A, Nove, A Note on the Volume of Soviet Investment (unpub-
lished manuseript, U). This index (Table 3L) was constructed in the
same manner as the index in Table 33. The major weakness of Nove's
index is that it is based, in part, on planned rather than actual

investment.
‘ Table 3k
Novets Investment Pricé Index for the USSR
19L5-53

1945 = 100-
Year | Index
1945 100.0
1946 . 10h.1
1947 ' 110.7
1549 ' 16,6
1950 ' 1.k
1951 137.2
1952 133.1
1953 3/ : 128,9

a., Nove's index does not pgive a figure

for 1953, The index for that year is based
on the assumption that the planned reduc-
tion in investment costs was fulfilled, 250/
This may not be an appropriate assumption

in view of the complaints in the Soviet

press with regard to the failure of various
ministries to fulfill the planned cost re-
ductions in their investment undertakings. 251/
In any event, the possible error in the price
decline assumed for 1953 cannot be of suf=-
ficient magnitude to affect seriously the
estimates, '
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Both the index in Table 33 and the index in Table 3k pertain to
price changes affecting total State investment. Neither index is .

" particularly well suited to serve as a deflator for total industrial-
investment or for investment in particular branches of industry. The
justification for using either index for these purposes is that no more
suitable indexes are currently available, The principal differences
between the index in Table 33 and Nove'!s index are found in their des-
cription of price movements between 1945 and 1949, the latter showing a
more gradual increase in 1945-h8 and a much sharper increase in 19L9 -
than the index in Table 33, One problem affecting both indexes is the
uncertainty about the comparability of the series for total State in~
vestment introduced by the change in the treatment of extra-limit
investments in 19L9.

Tt was decided to use Nove's index for deflating estimates of
investment ‘in industry and in particular branches of industry because
the movements of Nove's index during the 19L5-L9 period correspond
rather closely with mest of the information pertaining to investment
costs in the industrial ministries, including the coefficients issued
to the industrial ministries by the Ministry of Finance for converting
from 1945 planning prices to 1949 prices. 252/ It is clear, however,

~ that the use of Nove's index for this purpose is an unsatisfactory
expedient, ' It is believed that research now in progress will produce
more satisfactory price indexes for the industrial sector of the
economy as a whole and for the various branches of industry.

5. Estimating Procedure Imployed.

The basic estimating procedure used in producing most of the in-
vestment estimates in-this report is as follows: (a) The starting -
point is the 1947 investment plan for branches of industry, stated
in 1945 prices. {b) The first step is to adjust the 1947 planned
investment figures to reflect the degree of fulfillment of the plan,
(e¢) The second step is to apply percentage increases for investment
in the subsequent years to the 19L7 base figure to produce the es-
timates for the later years. In both the first and second steps |
information relating to ministries as well as to branches of in~
dustry was used, (d) The third step is to apply the investment price
index to convert the estimates from 1945 prices to current prices.
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The validity of this estlmatlng procedure is supported by the
following considerations: . (a) The estimates appear to be consistent
with the following publlshed information: (1) investment by the
Ministries of the Foodstuffs and Manufactured Consumer Goods In--
dustries in 1953 and in the 1954 Plan; (2) investment in the electrié
power industry in the 1954 Plan; and (3) 1nvestment by the Ministry
of the Coal Industry in the 19Sﬁ Plan. {(b) The various industry
investment estimates, when aggregated, appear to be consistent with
the published information on total investment in industry in 1948,
in the 1949 Plan, in 1953, and in thé 1954 Plan., (c) The estinstes
are also consistent with a number of other checks Whlch were applied
to them and described in the text.
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