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CHAPFTER V

External Impact of Soviet Economic Pover

. mtroduction

Upon completion of its posti-var industrial recovery the
/5SR emerged fram the economic {solation that had characterized
145 behavior through most of its history end since the mid-1950_ s
has increasingly perticipated in the world econcmy. The con-
tinued emphasis given to ecomomic grovth by the Soviet lsedexs
can be explained in terms of their desire to achieve economic,
and especially technologic independence of the West. By the
mid-1950's the Soviet were themselve using up-to-date techni-
ques to produce the raw materials, fuel and equipment necessary
for the sectors of industry which they deemed most importent.
Since they hed already achieved the basic econowic independence
which was the goal of their earlier autarkical policles, they
vere now prepared to shift from an international econcuic
policy that had been eséentially passive and defensive to one
which was active and aggressive. Whereas in the pre war period
they bad imported in order eventuslly to eliminate the
necessity for imports, in the post var period they sttained

sufficient strength to engage on an increasingly large scale in
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trade for political purposes im order to enhance their influence
or achieve some nonsconomic goal in some other part of the world.
The increasing usse of interpational economic relations as
a ool of Soviet imternationsl policy does not, of course, lmply
that the domestic ecomomy had attained complete econouic and
technological independence of the West. On the contrary, the
USSR toda,y must import not only certain industrial materials of
strategic significance, but, most important, it continues to be
dependent on Western technologicsl advances in many industrial
sectors. And in the ﬁelds of agriculture and consumer goods
the technologleal. lag is greatest. Desplte a costly and
venemb].e prog-am for the development and production of
syntheties, the USSR still is dependent on imports of natural
rubber for industry and transport. A primary goal of the present
plan period, the. expansion of the chemical industry, is dapendent
for its success on imports of Western chemical equipment which,
embodying most recent technology, serve as prototypes to be
edpigd , adapted and perheps even improved at some future date. .
Although: Soviet rasource endozmnt is nét all-encompassing and al-
though Soviet techniques of prdduction in many fields are still
~old-fashioned as compared w:.fh the West, ‘the USSR has achieved

- -
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"equality with" snd therefore techunolegical indepsrdence of the
West in those ssctors of the economy wiaich it considers of vitel
importence: mnilitary outpuﬁ anfi mach of heavy industry.
Externally the burgeoning of Soviet economic power has been
menifest in e volume of internaticmal “rade which has grovn more
rapidly than elther Soviet production or total world irade. Al-
though still of minor sigpificance in the total of the world
sconomy, Soviet exports have inercased from three percent to
Tive percent of the total of world exports between 1950 and 1960.
Soviet comnodity trede has expanded at an average anmwel rate of
sbout 11 percent since 1955, & pace more rapid thmfé’hat of GNP
[Ena—ebene—w f{e growth of injustrial production.
Mecanwhile, the new, aggressive content of Soviet foreign
goonomic policy was reflected in the increasing relative
importance of Soviet trade with the Free World in the totel of
Joviet inmterpational trade. During the firat hslf of the 1950's
sranssctions with other countries of tle Commmist Bloc
accounted for 80 percent of total Soviet commodity trads, exchanges
w#ith the Free World accounting for about one-fifth. Betveen 1955
and 1960, however, because trade with Western countries greu more
rapldly then trede with other Bloec members, the share of the Free
World rose from 20 to 30 percent, end in 1961 even reached one-

third of totsl trade. Thus, between 1055 and 1961, while total

-3 .
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trede was growing at about 1l percent a Yyear, trade with the
i:‘??amnmﬁist Bloe rose by only 7 parcent, but trade with the Free
World expanded at an annual rate of 20 percent. This wastward
shift in the orientation of Soviet international exchange wag g
measure both of the succaess of its new forelgm econcmic policy
@ of the importance of imports from the West to the pre-
vailing Soviet economic plan (3959-1965).
‘fable 1
Distribution of Soviet Foreign Trade
1950, 1955, and 1961
Millions US Dollars and Percent of Total

1950 1955 1961
Value Percent Value Percent Value Percent

Total a/ 3,250 1w 6,487 100 11,830 100
Kloc 2,631 8 50 B LI &6
Auropsan
iatellites 1,866 57 3,455 53 6,486 55
Communist
hina 576 13 1,392 22 918 8
Asian '
Satellites 195 6 261 L 37k 3
Free World 613 1 1,380 2 kosm B}
industrial
Vast ns na 97k 15 2,152 18
derdeve«
ioped
Countriesa na na 354 5 1,769 1s
Tiraccounted for na na 5% 1 3¢ 1

-

a. Hecause of rounding, components may not add to the totals
shown.
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II. Trade as en Ideologicel Weapon

A. Iaying the Foundation

Before World War II Soviet internatliomsl eccnomie
relations were almost exclusively determined by their ebility to
contribute to Soviet imdustrial strepgth; the menner in which
their foreign economic relations were conducted was determined
by the Soviet desire for internationsl respectability. Indeed
the single compelling goal of all of Soviet policy was the at~
taipment of industriazl power at the most rapid rate comsistent
with domestic security. Exports represented e diversion of
resources from domestic use which was suffered only because the
resources could be exchenge for commodities whose contribution
o industriel growth would be even greater -- modern machinery.
A% the sams time the Soviet lesders, smerting from thelr treat-
went as imtermational outlaws by the Western powars, sitrove so
40 comport themselvas in intermationsl transactions as to prove
‘their respectabiiity. 7The Soviet Unlom was gerupnl-ous in
mecting all of its commltments on time and at par. It
purchased almost entirely for cash, exporting gold 4o mest its
debts when its export receipte were meumueﬁt. Yhen legal
disputes arose over intermatlonal commeree, Swia% courts
strove for couplete objectivity in their treatument of foreignexs
gud in the nature of their decisions. By 1940 as @ result of

Approved For Release 2000/04/18 : CIA-RDP79T01049A002600010001-1



Approved For Release 2000/04/18 : CIA-RDP79T01049A002600010001-1

diligent snd unserupulous measures to mobilize domestic
resources, the USSR hed achieved an impressive measure of
indnetrial strangth. And through diligent and scrupulous
cultivation of its international commercisl reputation, it
succeeded in attaining a position of commexcial respectabllity
and in fashioning for itself a small niche in world trade.

During these formative years, exclusive concentration
on overcoming its ecomcmic weslkmess inhibited the Soviet leeder-
ship from developing & more aggressive foreign econcmic policy.
Certein hesitating steps along the path of economic diplomacy
were attempted but not pursued. The fact that traditional.
Russian interest in the Middle East, for «exa:xxéle , was sustained
by the Commnist regime wes illustrated by offers of econcmic
2id to Afghanistan, Turkey and Persia in the early 1920°s. In-
deed the sﬁripling Soviet econcmy constructed several textils
plants on tl:@ basis of long-term credits, and provided technical
aid to these countries, but such activities were necessarily
Jimitad by its own compalling domestic requirements.

The full development of trade as &n idecloglical weapon
svaited the growth of Soviet ecoramic pover. When, after World
Wer II, through the use of subversion and armed force the USSR

succeaded in cresting an empire of Satellite states in Eastern
-h -
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Europe, it wes for the first time in a positicm of influence in
an international market. The Soviet Union vaa therefore able to
use commodity exchenge 2s the chief means of consolidating snd
extending its position of pover in Eastem Europé. The creation
of a Commnist stete in Mainland China in 1949 further sxtended
the scope of the internetional market organized om the basis of
Soviet institutions. Because the USSR was the largest trading
partner in this "Sccialiast world market," its transactions could
not but influznce the market.

" Even this extension of its intermational economic rela-
tions to encoupass other Soclailst partuners, however, brought
little change ¢n dasic Soviet forelign econmnie policy. The role
of international trade with socialist and capitalist countries
alike remained essentially growth-oriented, valued for its con-
tribution to the modernization and expansion of Soviet industry.
Between 1948 and 1955 & variety of devices enabled the USSR
both to extract a sizeable import surplus in its trads ‘wit,h the
European Satellites and to effect a complete reoriemtation of
the intamtignal commerce of these countries, avay from former
treding pertners in Western Europs toward the Soviet Union and
ather Communist states. Through reperatiocn deliveries and war
booty the USSR acquired machinery and equipment estimated to
have swounted to upward of 10 billion dolliars. Pseudo-legal

-7 -
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techniques further enabled the USSR to arrauge a redistribution
of former German assets in Eastern Eurcpe in such a way that it
acquired a claim to as mich as one-helf of the current produc-
4ion of certain Satellite countries. By placing orders for
equipment and materials in Eastern Europs the USSR was sble to
direct the course of industrial investment and thus the structure
of industry in these countries to its own requirements. The
Soviet Union became the main supplier of raw materials %o
Satellite industry and the pr:l.mc market for thelr finished proO~
duct. The ubiguitous presence of Soviet advisers throughout
Eastern Europe at all levels of government and industry insured
the efficacy of Soviet control.

The development or' ecovomic relations with Mainland
Chins after the assumption of control by the Commmist regime in
1949 followed guite o different path. The Chinese Commnist party
attained control over the Mainland without aid from the Soviet
nion. From the cutset economic relations between the USSR and
Commanist China were governed by a policy of mutual sccommodation.
Chinese agricultural preducts and raw @hrMs vwere cxchanged
for Soviet industrisl goods; the Soviet Union provided several
long-ternm credits for purposes 4 industrial development snd
the ssrvices of sclentists, technicians, and specialists of
various kinds to edvise the Chinese in their ecomomic development.

-8&
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From the Soviet viewpoint the expansion of trade with China
provided an efficient end economic contridbution to the economic
development of the Soviet Far East.

B. Fashioning the Weapon

The shift to an aggressive forelgn economic policy in
the 1950's appsared to be abntpt‘, but actually was thoroughly
conceivgd, having long been part of Commmist strategy. The
conceptual schsms of Isnin concerning the historicslly necessary
couras of political development, vhil@ ordaining that Capitalism
ultimately give way to Comnrmi.m, insisted that the underdeveloped
countries need not in every case pass through the stage of
Cepitalism 1n progressing tovard Socislism. And since the 1920°'s
Soviet writers have looked forward to the day vwhen the USSR would
be in m position materially to aid these countries along the
direct route to Commumism. By the mid-1950's the Soviet leader-
ship apparently felt thet internel economic growth had so
diminished the country's wvulnerability that 1£ vas finally in e
pesition to inaungurate an aggressive program of economic diplomacy.

Offers of foreign aid "without strings" to underde- .
veloped countries bagsn to multiply in 1954 and 1955, and
although a few minor credits were extended in these years, the
Soviet aid offensive was on the whole skeptically received. The
conclusion of a mejor military aid agreeument with Egypt in late

-9 -
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1955,% and the prampt delivery of the equipment and techmical
persconel contracted for, gave the program its first real momentum.
In the second half of the decade undar the leadership of the USSR .
credits and grants vere extended by other menbers of the Commmist
Bloc to underdeveloped countries for military and developmental
lpurpoaas in increasing volume. In tbe military sphere, the form
of Soviet aid varied from the training of officers in Staff
Colleges of the USSR to the provision of modern Jet fighteis.
Econcmlc aid has similerly comprised & great veriety of industries,
ranging from a modern integrated steel mill to ggologic survays
and small vorkshops. Trade agreements were signed providing for
an exchange of the major exports of these countries against
machinery, materials and technical advice from the uséR and
Eestern Europe and cultuml and tachnical delegations moved to

and from the Bioe in growing magnitude. By 1961 the USSR had
achieved a secure position of influence in the economies of

Egypt, India, Afghanistan, Indomesia and Cubs and had established
the basls for expanding relations with a large number of other
countries. At the sames time Soviet offers of scﬁola.rshipa for
acedemic and technical training in the USSR provided an increasing
flow of students apd trainees from most of the underdeveloped
countries of Asla, Africa and latin Americea.

#  Although the Bloc signatory partner was Czechoslovakis, the
materiel provided vas primarily Soviet.
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® The shift from & defensive foreign economic policy was

alsc evident in Soviet relations with the European Satellites.
In contrast to the early post-war pericd vhen the Satellites
vere forced to contridbute heavily to Soviet economic recom-
struction, in the late 1950's the Soviet Uniom provided sizeabls
quantities of both emergency end developmental aid to other
Commanist countries. The policy shift from the stick to the
carrot in Soviet treatment of Eastern Burcpe vas partially the
result of the 1956 Satellite revolts; at the same time, however,
the relative afflusnce of the Soviet Union made the policy shift
possible.

Since 1954 Soviet economic aid to underdeveloped Free
World countries has amounted to about $3.5 billicn, or sbout
70 percent of the total aid progrem of the Sino-Soviet Bloc.
During the same period, the USSR gave mearly $4 billion of eid,
also in the form of credits and grante, to other Coummunist
cmmtﬂ.s. While during ths past two years nev aid extensions
to underdeveloped countries have slowed considerably, the
opposite has been true of aid for the Bloc. In these years
credits and grants for East Cermsny snd the Commmnist Far ERast
vere probably &t an all time high,

Soviet adventures in ianternstional finance have not
besn confined to the development of their foreign aid progrem,

for in recent yoaras the USSR hss bdeen sctive not cnly as a
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lender of long and medium term capital, but also as & bomwr.
Tn contrast with its earlier history when Soviet trade with
Western countries was conducted almost exclusively on & cash
besis, since the jnitistion of the current seven year plan
(1959-65) Soviet purchasing missions in Western Europe, Japan
and the US have bargained as vigorousw over the terms of the
sale as over ths pﬂ.ce of the plant and machinery for which they
were negotisting. With heightening competition emong the
engineering industries of the industrislized countries of the
Free World, the difference betveen vinning or losing & sizesble
contract bas often been determined on the basis of such financial
torms. The USSR bas wm@m& een able to finence & signi-
ficant portion of Soviet imporis from .'hhase countries since 1960
on the basis of S and even 7 year credits. By the end of 1962
nat Soviet indebtedness to the Industrial West for such credit
financing will probably be about half a billicn dollars.
Deliveries of eid goods tend to lag behind the ald
commituent. Soviet goods end services delivered to underde-
veloped countries amount to about oné-g\mﬂzer of ald coumitments,
or to less than one billion dollars Zor.the entire period since
195h. Considering the eggregate of Soviet borrowing and lending
activities with non-Commnist countries for the same period, the

(SR has delivered unrequited exports to the underdeveloped West
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and has received unrequited lmports from the Industrial Wesat.

On balance net Soviet international capital movements with
non-Commmist countries have represented a net outflow of Soviet
@gowis end services to the West of only about one-guarter of &
billion dollars.

Perhaps the most dramatic use of international trade
as a weapon of forelign policy occurred in mid»lééo in the course
of the Sino-Soviet ideological dispute. At that time the Soviet
Union precipitously withdrew most if not all of its technicians;
aumbering upward of 3,000, who were vworking in China to aid in
Cninese industrialization. This act of econcmic warfare was
folloved by a veritable eollapaﬁ in Sino-Soviet trade vhich by
the end of 1961 had dropped to two-fifths of its 1959 level.®

Thms, in less than & decads Soviet international
ezxmj.e activities have ceased to be of a cauticus, comserva-
tive nature and bave rather become adventurcus and at times
even flamboyent. That ﬂnse new policies bave been successful
13 attested by the position of economiec apd political influence
that the USSR has achieved in ths internaticmal arena. Althougﬁ
goviet internatiopal trade accoumts for only & berely slgnifi-

~on® portion of total world trade, its ability tc influence the

¥ Rthough & sizeable decline in Sinc-Soviet exchange would
nave oceurred in any event because of the ssrious economic
difficulties in China, the unilatersl withdrawal of Soviet
technicisns by itself fostered mistrust and caused a diversion of
China's trade sway from the USSR.

-13 -
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econcmies of certain countries and the behavior of tertain
commodity marksts has been impressively demonstrated.
I1I. ‘Trade with the Commmnist Bloc

A. The Institutions of the Socialist World Market

MW

1. Insulsticn of the Domestic Ecomomy
In a completely controlled economy in which pxo-

duction and consumption are planned at a level and of a composi-
tion to insure a very rapid rate of industrial growth, the prime
function of foreign trede is to provide the comnodities necessary
to plan fulfillment which are not availsble from domestic sources.
At the same time, because stability and predictedbility are
necessefy to successful planning, as vwell as t© plan fulfillment,
the foreign trede mechanism must cperate in such a fashion as to
protect the domestic economy from disturbing foreign influence.
The internal price system of a Commmist country
is so devised as to encourage the use of some comuodities and
discourage the use of others; in order to function successfully
in the light of Commmnist goals, it must be insulated and i1solated
from foreign influsnces. For example, in oxder to restrict the
demend for conswmer goods in Bloe countries, relatively high
prices are set for such camnodities. In o free econcmy, high
prices would direct a major part of commodity imports to the

consumer sector, a development which would thwart Bloec military

- 3b -
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and industrial grovth imperatives. Strict controls over foreign
trade, accordingly, are nscessary in & Communist country.

Wiriters in the Communist Bloc have long pointed
with pride to the fact that their econonies are protected from
the volatile and erratic price movements that characterize
Western markets. Insofer as their pride is Justified, it is
equally true that the internal price systems of Bloc countries
bear no relstion to one another, for the barricades which pro-
tect the domestic systems from influences from the Capitalist
world alsc operate to insulate them from devalopments within the
Bloc.

This isolation of the internal price systems of
Bloc countries has been achieved by means of rigid state con-
trols over all internstionsl transactions. Foreign trade 1s &
mnomly of the state andi with ather Bloe countxries is suhaoct
to rigid bilatersl belancing; with few exceptions, no cash moves,
all trensactions being settlied by the movenent of gocds. Inter-
netional purchases apd sales aye conducted in prices aml
denominated in currencies which ave different from those pre-
vailing internally. The separation of the two price systems has
been achieved and maintained by an alsborate system of artificial
exchange rates and budgetary swpports. As a result Bloc

currencies are purely natiopal currencles with no internaticual

- 15 -
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uses. The zloty is usable only within Poland, the forint only
within Hungary and the Soviet ruble only within the USSR. Eco-
nomic intercourse between a Cammmist country and a country éf
the Free World is negotliated In a Western moretary unit. Bi-
lateral payments accounts are also meintained in & Western
monetary unit end balances are settled in Westemn exchangs. Trade
among mevbers of the Communist Bloc themselves, however, are con-
ductad in terms of an accounting unit termed & ruble.

2. Forelgn Exchangs Ruble and Bloc Foreign Trade
“Prices

At aE——

The ruble used in intra-Bloc comncdity transac-
tions; which can be termed the foreign exchangs ruble or the
devisa ruble, is purely an accounting uwnit. It is not repre-
sented by any certificate oxr piece of metal or peper as is the
internal ruble. The devisa ruble is solely & conceptual standard
for neasuring value é.nd need have no more relation to the internal
ruble than the quart which is the unit of liquid measure has to
the quart which is the unit of dry measure. As long as Bloc
foreign trade prices are different frum Soviet internal prices
for the same commodity, the value of the foreign exchange ruble
is different from the value of the Soviet rubla.

a. Nature of Bloc Trade Pricing Practice

Tinde agreements, or protocols to existing
agreements, are negotiated among countries of the Bloc annually.

- 16 -
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These agreements simply list the commodities to be exchanged and
the total value of trede to be achieved. It is left to trade
delegations to becidc in conference the details of price and
quantity for each specific commodity to be exported or imported.
These meetings are marked by streimieus bargaining snd vigorous
competition between the negotiating partners. The exporters of
coammodities for which the demnd. is strong -~ for example, most
Czechoslovak machinery, Folish ceal, Rumanien oil and timber,
and Soviet industrial goods and materisls -~ can command not
only good prices but also "bard" commodities in exchangs. In
fact, becauss of the pervesiveness of shortages throughout the
Bloc, a strong bargaining position is used more often to acquire
scarce commodities than to achieve a more fa.vorablc orice.

The negotiating partners go to these meetings
armed with decumentation about vworld market prices. This in-
volves information about prices at which the commodity in question
has actually been sold recently in specifie transactions in the
West. In fact; in the Ministry of Foreign Trade of most Bloc
countries, there is a division which does nothing except collect
such price information. Thus vworld market prices do form the
basis for Bloc foreign trade prices. These prices (the dollar
price multiplied by the officisl exchange rate of the ruble for
the dollar) are the point at which bargeining begins. Strictly,

~ 1T -
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however, there 1s no such thing as a single world merket price.
The price at which the UK buys baccn fran Daxveark for example,
may be quite different from the price it pays for baccn from
New Zealand or Argentina. Thus the Bloc exporter can always
£ind & relstively high Western price-to support his claim, but
the importer can also document from Free World aoms his claim
to & lover price. The price finally agreed on depends on the
relative bargaining strength of the two countries as colored by
+heir needs and availsbilities.

Once the price hes been agreed om, 1t
remaing in force for the entire ysar, and often for several years.
Tt not infrequently happens, however, that no egreement on prices
can be reached. Then trede continuss, being recorded at last
yaar's prices; subject to final adjustment when agreement is aj:.
length reachad. In fact it appears that the difficulties atien-
dant on reaching egreement on price have been as important as
thw pecassity of stability and predictability for planning
parposes in keeping prices constant over several yaars.

b. Historical Course of Bloc Trade Prices

Although Bloc trede prices have been determined
at bargsaining sessicns since the end of World War II, the relative
sivength of the bargaining pertners has changed. Immediately
oter the war the USSR amocunced that commodities vould be

- l1l8 -
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exchonged within the Bloc at world merket prices., At this time,
'Satallitc trade Tepresentatives, vho hed no vay of lnowing vhat
these prices were, could only take the word of the Soviet
representatives. They began to renlize, however, that the prices
of Soviet exports were very high and that the prices of their own
exports were‘ low. ’msy themselves undertook some market research
and thereafter went to the negotiations possessed of docunentation.
fn this way the Satellites probebly have gradually forced Bloc
txade prices to their world market levels. There is some evidence
to indicate thet in the late 1940's most Bloc trade prices ware
sonsiderably above vorld market prices, with Soviet export prices
being higher then Soviet import prices. Since then, Bloc trade
prices seem on the average to bave declined. |
3. The Exchenge Rate
‘m March 1950 by an appropriate definition of its

gold content, the USSR sel the rate at which the ruble was to be
measured against other currencies at the equivalent of $0.25, and
maintained this official exchange rate until 1 Jauuary 1961, At
this rate the ruble was considersbly overvelued in the sense that
25¢ in the US would buy much more than would oune ruble in the
YSSR. A rate which overstated the value of the ruble uas
probebly chosen for purposes of prestigs. That the rate was

purely arbitrary bad no significence to the trading partners of
the USSR, however, for those in the Free World never had occasion

- 19 -
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to use it,* and those in the Bloc used 1%t oaly for accounting
purposes. Other Communist countries similarly determined at an
arbizrary level the rates at which their currenciés were to be
measured against the dollar and the ruble.

| Table 2

Foreign Exchange Rates for Compercial Transactions
for Currencies of the Soviet Bloe
1954-60 and 1961-62

_ Rate of Exchange

1954-60 1961-62

Unit of Tn terms of In texrms of In terms of In terms of
Coun Currency __ US$l L usi Us$l Us$l
Adbenia Lek 50.0 12.5 50.0 55.56
Bulgaria lav 6.8 1.7 1.17a/ 1.3 8/
- 7.2 1.8 7.2 8.0
Bast Germany Ostumark 2.2 0.5 2.22 b/ 247 b/
Bungary Forint 1.7 2.9 1.7 13.0%
Poland zloty k.0 1.0 ko I lb
Rumania Ieu 6.0 1.5 6  6.61
USSR " Rudble 4.0 0.9

o FiTPecktive aa of 1 January 1062. Official rates during 1961
6.8 leva per US$l, 7.56 leva per 1 ruble. ‘

b. Although this is the official rate, the rates in use since 1959
ore 28 follows: .2 DME per USfl; 4.67 DME per 1 ruble.

T iEe enceptiomsl case of non-commodity transactions is discussed
below. '
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Because these official exchange ratas vers set vith
the intention of insulating the imternal economy from extarnal
1nfluences with no regard to relative price lavels, the conversion
of export receipts or import payments into ths domsstic currency,
an adaustﬁant necessary for maintaining domestic accounts, resulted
in foreign trade prices which bore no relation to domestic prices.
In general internal Bloc prices when converted at official rates
were higher -- but higher by varying degrees -- than Western
prices. Conssquently, the d@atic equivalent of sxport receipts
uas in most cases considerably below the internsl price of the
commodity, and the opposite wes true of lmport peyments. These
price differentisls thus resulted in price losses on exports snd
profits on imports which ware sbsorbed by tixs country‘'s budget.

Because of the exlstence of these price diffexrentials,
and especially the nsgative differential characteristic of exports,
Bloc exports bave bLeen termed "subsidized.” This is a very special
type of subeidy, bowaver, and resulissolely from the exiaf.cncc
of an arbitrarily high foreign exchenge rate. Moreover, exporte
%o other Bloc countries as well as exports to the West would be
"subsidized” by Commnist countries in this sense, and necessarily
80 as long ms Bloc foreign trade prices remained lower than inter-
nal. prices of member countries.

The only Bloc exports which would not be subsidized

hecause of the artificially high exchange rate would be exports

A -2l -
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of those commodities whose internal price in the exporting
country was equal to or lower than the export price comverted
into the domsstic ecurrency at official ;'atoso Thus if the legal
price of some rew material within the USSR were 100 rubles per
fion and 4f his commodlty vere exported by the USSR at $20, or
80 rubles, per ton a price loss of'aorubhswmmmm.
Tais price loss is directly attridutable to the use of a 254
mmuummimndﬁmhmmuawmprmu
for this commodity 1s st the level of 5 rubles %o the dollar, or 20¢.
Whether the total of price differential losses borne
by the bulget is greater or less than the total of prufits depends
on the structure of the internal Apriee systen of the Cowmnunist
couniry as well as on the level of the exchangs rate. If the
isolated intermel price system is such that, at the official
exchange rate, the purchasing power of the currency is over-
valued, but considerably more overvalued in regard to some
goods than others, then the structwe of the intermel price
systen, as well aé its level, is distorted from that of the
world market. Under such conditions -- which seem to characterize
the internal price systems of Communist countries -- a change in
the exchange rate by itself could decrease the gross price
differential loss and profit, but would not eliminate a net
profit or loss. A realistic e:cchgnga rates would be one
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representing the aversge relationship between internal ruble prices
ond world prices in dollars or sterling for goods entering 'inter-
nstionsl trade. Given a distorted internsl price structure, how-
sver, Ghe variation of ipdividual ruble-dollar price relstionships
sround the average would be large snd probably skeved, resulting
in some¢ net price differential for the sum of price losses and
profits on trade.

The 1961 revision of the official exchange rate of
the ruble, which was ostenéibly'an appreication of the ruble in
taxms of Western currencles, was probably undertaken for the pur-
pose of raducing the grosa price differential profit and loss to
be borne by the Soviet bﬁd@t on'accwnt of foreign trade. By
redefining the gold content of the ruble, its relationship to '
the dollar vas changed from the equivalent of 25¢ to $1.11; or
fram b rubles to .9 rubles to the dollar. Ostensibly the value
of the ruble was ralsed by L.4 times. Since the USSR revised
1ts internsl price lavel similtenscusly, however, by dividing all
yrices by 10, the exchenge rate of the ruble es a measure OF
relative purchesing power was in fact depreciated. The new
exchonge rate, however, sppears to be more realistic aa a
meaémv of relative price levels. While considerations of
prastige were probably not ebsent in setting thw value of the
ruble higher then the dollsr, the degree of overvalustion has

certainly been considerably reduced if not wholly eliminated.

- 23 -
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in setting the foreign exchange xate of ths ruble
at a more realistic level, the amount of price differemtiel pro-
fits collected on imports by theiudget, and price differential
losses paid by the budget on exports, would be considerably
reduced. In fact, st the nev aexchange rate differences between
intermal and extermal prices will reflect almost exclusively
distortions in the Soviet price structure. Soviet plammers are
therefors 1n & position to note the commodity composition of their
foreign trade wvhich involves the most extrems price different.iais
and to examine the reasons for these differentiasls in the interests
of ecomomic efficiency and maximum productivity. Although in the
past Soviet planners have been 1ittle concerned wﬁh mhﬂva _
costs in determining the composition of their foreign trede,
pressure on growih rates will increasingly lead toward ration-
alization of sectors of their economy.

4. Non-Commercisl Transactions

Before 1957 the countries of the Communist Bloc
maintained e single schedule of exchenge rates, the rates baeing
all concistent with one another and with the rate of U4 rubles
40 the dollar. The rates were applicable to both commercial and
so-ealled noncoumercial transactions. The distinction betseen
thesa two rests on the difference between transactions :Im'alvins

- 2h -
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commndities and services exchanged with acmeone qlrtsidc the
country and tyassections involving goods and sexrvices sold to
and consumed by a foreigner within the country's borders.
Commercial transactions include the international purchases and
sales of conmodities and coemodity transporb.‘ Noncommercial
transactions include receipts and expenditures by intermational
tourists and by enmbassies, receiptas and expenditures for
passenger transportation and international telephone and
telegraph services, and individual and institutional remittances.
Because Bloc credit transactions -- borrowing and lending ~-- relate
to goods and are directly effected in goods, commercisl exchange
rates apply both to the receipt of the credit and to the paymant
of interest and principal.#

DNegioning in early 1957 Bloc menbers individually
spnounced naw official exchanges rates for noncommercial transac-
tions. In most cases, these nev rates represented a depreciation
of the Bloc currency in terms of Western currencies (for example,
Western tourists were able to buy Soviet rubles at the rate of
10 to US $1 compared with only 4 to US $1 before 1957) and,
except for Poland, an appreciation of Satellite currencies in
terms of the Soviet ruble. Sone Satellite currenciles were
appreciated, others depreciated, in terms of other Satellite
currencies. The reasom for the nevw rates for nomcommerciasl pur-

poses in relation to the West seemed to lie in an attempt on the

¥ " Eiloc credit transactions almost always are credits to finance
the exports of the lending country. The commodities involved are
usually valued at the prices prevailing in the trade agreeazent be-
tween the two countries concerned. Similarly, repayments sre
effected in goods at the prices of the current trade sgreement.
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part of all Bloc members to increase earnings of Western currencies
by encouraging tourists from the West. The new rates in relation
to other Bloc countries seemed to represent an attempt to make
intre-Bloc settlements of noncommercial accounts more equitable

by relating the cost of currencies to their varicus purchasing
povers.

Whereas Bloc commercial exchange retes were &ll
internally consistent with one another and with Free World
currencies, these new noncommercial rates in themselves involved
each Bloc member in a system of dusl rates. The noncoumei'cial
exchange rates proclaimed by any one country represented one
internally consistent set in relation to all Free World countries
and & second internally consistent set for all Bloc countries,
but between the Bloc and the West they were not consistent. For
example, the Polish zloty exchanged at a rate of 24 to US $1 for
these purposes and the Soviet ruble at a rate of 10 to US $1, but
the noncommercial rate between Poland and the USSR was set at
1.5 zloties to the ruble rather than 2.4 zloties which would be
consistent with the dollar rates. These diaérepancies could be
meintained only because of strict controls over the uses of
domestic currencies by all Bloc menbsrs.

All transactions smong Bloc countries are finally
settled in goods. When, for example, Soviet specialists or

technicians are sent to a Satellite country, the latter pays the

. 26 -
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USSR for their services eventually by _exporbing commodities to
the USSR. Each Bloc country maintains with every other menber
a noncommercial account-throngh <hich the value of these non-
comiodity transactione is recorded. At the end of each year
these accounts sre balsnced against one snother, the net debit
or credit being transferred to the commodity account for setile-
ment.

Because of their nature noncommercial transactions
involve purchases and sales at domestic prices rather than at
foreign trade prices and because the internal price levels of
individual Bloc members are not only unrelated to ome another but
vary considerably, the previous system of clearing noncommercial
balances at commercial exchange rates put at a disadvantage those
countries whose currencies were least overvalued or uhbae- inter-
nel prices were relatively low. Since the Soviet ruble was
appreciated in terms of only 1 Satellite curyemcy but depreciated
in terms of 5, it seems 1ikely that the net effect on intra-Bloe
comaodity flowa of the the noncommercial exchange rete revisions
would have been a reduction in Soviet purchssing power in the
Satellites .

in 1961 after the revision of the Soviet official
exchangs rate, the distinction between s commercial and non-
commerclal rate for transactions with Western countries was

eilminated, the nev rate applying to tourist and embassy

- 97 -
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schedule of noncommercial rates vis-a-vis other Blog ooﬁ;tﬁea was
retained, however, the only change being the sppreciation of ‘the
Tuble by 10 times to reflect the change in internal Soviet prices.

| Table 3

Foreign Exchange Rate for Non-Comnercisl Transactions
for Currencies of the Soviet Bloc

Rate of Exchange

Unit of In terms of In terms of

Country Currency Us$l 1 Ruble a/

Albanis | Lek 150 b/ 100 ¢f
Bulgaris Lev 1.17 &/ 0.89 a4/
Czechoslovakia Crown 1h.34 b/ 11.6 ¢/
East Germany Ostuark k.2 a/ 3.9 ¢/
Hungary Forint 23.48 ot/ 4.0 ¢f

~ Poland Zloty 24,00 g/ 15.0 ¢/
Rumania Leu 15.00 B/ 9.7 ¢/
UsR Ruble 0.9 ¢/

8. Belore 1 January 1961 the ruble exchanged for oné-tenth of these
rates. b. As of 1 July 1957. e. 48 of 1 Jaauary 1961.

© 8. As of 1 Jenuary 1962. e. As of 1 Jamuary 1958. f£. As of.
1 April 1957. @g. As of 11 Feburary 1957. h. 4As of 11 May 1960.

‘ The 1957 ad,jizstmen't of intra-Bloc noncommereial rates
represented the first step teken by Bloc countries to relate
@xchange rates of relative purchasing powers. As such it also
represented e retreat from the philosophy of "insulation and isola-

tlon" and from the comecept of an absolute internal economy unrelated

-28 -
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to that of the outside world. The 1961 revision of the basic
commercial rate of the ruble in terms of Western currencies was
the second step in the same direction. At the least these moves
are evidence of a r_ercogution of the impossibility of absolute
insulation without complete cessation of all economic intercourse.
Settlement of noncommercial transactions on an egquitable basis
requires the use of an exchange rate which reflects relati\(e par-
chasing power. A meé.ningful exchange rate can serve many other
uéeful .p.u'poses , however, and is essential for é,etermini.ng the
relative merit of an expansion of mstic output as opposed to
an increase in imports of a given good. An economy __conmitted :
to high growth rates must be increasingly concerned with all
aspects of economic efficiency, including the efficiency of its
foreign trade operation.

B. Trade with Eastern Europe: from the Stick to the Carrot

1. The Period of the Stick

In the early post-war period Soviet foreign econonic
policy was dominated by two related goals: the rapid restoration
of domestic economic strength end the creation in Eastern Europe
of & Soviet-controlled buffer srea to protect the exposed fréntier.
The immediate post-war years were a period of plunder, the USSR
taking as the victor's spolls in former enemy countries productive
equipment of all kinds, MMtlm factories, transport facilities,and

worshups for transfer to the Soviet Union. In addition to such
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war booty, the USSR took as reparations title to mach German
property located in Hungary, Rumenia and Bulgaria, thereby
obtaining control over several hundred producing ;nt;rpnses.
These former German -issets provided the basis for the Soviet-
Satellite joint-stock companies, formed in 1946-1948, through
which the Ussﬁ acguired control over & major share of Satellite
mining, manufacturing, transportation and finance. Repearations
deliveries from the current output of these and other plants
vere important not only to the restoration of the Soviet economy
but provided the mechanism for cbtaining a high degree of con-
trol over economic activity in Eastern Europe. East German
reparation deliveries during 1945-50, for example, amounted to
about $O billion while commercisl exports to the USSR aggregated
only $5.5 billion. '

After the initial pericd of plunder when Soviet
exploitation of resources and capital assets bad threatened to
destroy the economic foundations of Eastern Furope, the pattern
of Soviet treatment shifted to one more consistent with its
long-run goel of consolidating its domination of the area.
Through reparation deliveries and export orders, Commmist yarty
pressures and the presence of Soviet advisors in key ministerial
ard production posts, Satellite trade was redirected from its
traditional Western orienteation into Soviet Bloe channels.

- 30 -
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Satellite economies were developed in such a way as to make them
dependent on the Soviet Union for markets and raw materials.
Priority development of heavy industry and neglect of traditional
agricultural consumer goods production nsrroved the basis for
Satellite trade with the West. The economic reorientation of
Fastern Burope was formalized by the formation in 1949 of the
Couxicil for Mutuel Economic Assistance (CEMA) to coordinate in'-
ternal econcmic plans and foreign economic relations of the Soviet
Bloe.

The shift in the pattern of trade and production of
Esstern Europe subjected the Satellite economies to severe strains.
In addition Soviet exploitative policies and sutarkic development
plans overtaxed the productive resources of the area and cauned
much resentment against local governments as vell as agalnst the
PYSSR. In 1953 the new Kremlin leadership, recognizing that the
stability of the area was threatened, began to relax the more
burdensome controls and lighten its irom demands. Soviet advisers
vere withdrawn, discrimivetory pricing practiee‘s were revised asd
the dissolution of the Joint stock cowmpanies was initiated. The
Soviet leadership also urged some modifications in Satellite
economic plans to provide some concessions to consumer demand.

The edjustments made in Soviet-Satsilite relatians
vere not adequate, hovever, to reverse the growing disproportion

between the industrial capacity being created in Eastern Europe
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and the rav materials, fuel, and powver resources necessary to
support 1t. The Soviet Union tims either had to divert increasing
quantities of its own raw materlal resources to bolster the lagging
Satellite economies or risk S-tellite economic reorientation toward
the Weat. The Soviet Union chose to do neitber, and as a result,
the initial measures taksn were wholly inadequate to avert the
further deteriorstion in the economies of the Satellites which
contri‘but@d directly to the Polish and Bungarian upheavals in the
full of 1956.

2. The Period of the Crrrot

Following tha 1956 uprisings the USSR sought to
restore political and economic stability to the Satellites by
offering major economic concessions and by removing the more
blatant inequities in Soviet economic dealings with several of
the Satellites. Concessions included debt cancellations,
eliminating discriminstory pricing practices, and the lika.

Myst important, the Soviet Union agreed to assist the Satellites
in overcoming dislocations caused by the Polish and Hungarian
events and generally to assist their economic recovery. Thus,

the Soviet Union extended lerge emergency credits in the form

of commodity deliveries and foreign exchange (see d_i.scuasicm on
credits below). It also negotiated supplementary trade agreements
notably with East Germmuy and Bulgaris, assuring those countries
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of additional markets for the products of depressed industries
and guaranteeing them additional supplies of industrial raw
materials and foodstuffs generally in shox_'t'. supply.

Following the attainment of relative economic
stabllity in the Satellites, the USSR in 1957 and 1958 reneved
its efforts to achieve economic coordination in Eastern Eurcope.
New long-term economic plans of the Satellites for the period
1961-65 vere to be dovetailed with the new Soviet seven-year
plan (1959-1965). Economic coordination was to be effected on &
sector-by-sector basis, with priority going to the development,
on @ nationsl or regional scale as appropriate, of an sdequate
ravw material base for fhe Soviet Bloc as a whole. In support
of the economic coordination program, the Soviet Union negotiated

five-year (1961-65) trade agreemsnts with each of the Satellites ’
in which 1t undertcok to be the principal supplier of Satellite

" tmport requirements for industrial raw materials, fuels, and
foodstuffs, and the principal export market for Satellite
manufactures.

The USSR has since made continued efforts to

gbrengthen the Satellite economies within the Tframework of the

; CEMA integration program, increasing supplies of raw materials 3
furiiishing economic development loans amd emargency credits where
nceded, encouraging Joint Satellite investment projects, etc.
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That the Soviet leadership is now far from satisfied with the
progress of the Satellite economies and the integration program
is evident in the decision in June 1962 to create a new Exescutive
Directorate to oversee CEMA and the appointment to that bedy on

a full-time basis of the men who have been the chief economic
planners of the USSR end some of the Satellites. Indeed, the
appointment of top-level plannars would appear.to indicate that

a major effort will be made to correct the "wnproductive expendi-
tures of material resources /vhich/ held back . . . growth . . .,"
to assist the limping agricultural economles of the European
Bloc, and to strengthen the Soviet Bloc economy in general.

Given Khrushchev's self-imposed economic competition between East
avd West, the task of making the CEMA economic grouping more viable
becomes even more urgent in the face of the rapid strides being
made by the European Common Market. -

3. Economic Assistance

Varying use of the carret and stick by the USSR
with respect to its European Satellitss is perbaps best exemplified
by 1ts economic assistence policy (or lack thereof). During the
£1rst decade following World War II when unrequited Soviet imports
(reparations payments, war booty, profits from Soviet-Satellite
joint-gtock companies, etc.) could be counted in the tens of
billions of dollars, the USSR sporadically extended crediis to

the Satellites as an ad hoc respomse to particular situations.
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The bullk of the economic assistance extended by the Soviet Union
during the period 1945-1955, which amoumnted to about $1.5 billiam,
consisted of credits to Foland and East Germany, in the latter
case, apparently in respomse to the unrest in East Germeny in 1953.
| During the year of the revolts and in the succeed-
ing years, (1956-57) the USSR provided economic aid to the Satellites
amounting to about $1.2 billion,* or almost as much as that
provided in the previous decade. In addition, the USSR wrote off
; Table b |
Joviet Economie Credits and Grants Extended

to the European Satellites
1945-1962

Million US$

Country 1945-55 1956 1957 1958 1959 1960 1961 1962 Total

Albanis 106 48 93 247

Bulgaria 198 92 Te Mk 162 568
Czechoslovakia LB 14 62
Eest Germany 363 20 260 235 475 8/ 1,353
Bangary L3 b1 262 35 381
Poland . 61k 300 91k
Rumania 9k 95 _189

P —a—— —t—— o, ——

1466  Sh8 656 3 93 162 LTS 8/ 3,7

5 Tihe USSR extended a credit to Bast Germany in February 1962 vaiusd
at $310 million. It 1s believed that this was part of the $475 million
credit extended in 1961.

¥ Excluding Soviet credits for the purchese of Soviet holdings
in Joint-stock companies.
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various debts for Soviet aid extended before 1956 and for the
repurchase of Soviet shares .1n the Jjoint Soviet-Satellite companies
estimated at a value of $1 billion. Also, the Soviet Union agreed
to wanegotiate to the advantage of the Satellites previous agree-
ments concerning prices for "commercial and nomcommercial

ser\'ricgs ," costs of Sovist troop maintenance, and certain
transfers of Soviet property. The estimated valus of these
additional concéaéiona vas almost $1 billion. Other benefits
which bave acerued to the Satellites since 1956 include more
favorable loan repayment terms.

The 1956-57 period thus represented the pinnacle
of Soviet largesse with respect to Eastern Europe, and it vas
easentially a rescue cperation. Neverthsless, despite the decline
in credits to the European Satellites since that time, _thaso l
years marked the end of gross Soviet eleoita.tion of the area and
the begimning of Soviet recognition that its own self-interest lay
in the sconomic well-being of the Soviet Bloc as & whole. With
the exception of ald to East Germeny, practically all Soviet
economic assistance to the Bloc since this period has been in the
form of economic development credits to the lesser developed
ccuntries.

4. Trede

Spurred by the "closed Bloc" policy of Stalin,
Soviet trade with the European Satellites incressed rapidly in
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1946 or less than one-third of total Soviet trade to more than
$3 billion in 1953 or more then half of total Soviet trade of
$5,700 wmillion. More importantly, the orientation of the
Satellite countries® trade shifted redicelly toward the USSR. By
1953, the share of the USSR ranged from one-third of the foreign
trede of Bungary and Poland to nearly three-fifths of Bulgarian
and Albanian trade (see Table 6). The failure of the Soviet
Union t0 provide an expanding market for Sabtellite axports or a
reliable source‘of rav materials is 1eflected in the decline of
the shere of the USSR in the Satellites' trade between 1953 and
1955. Since then, however, Soviet-Satellite trade has undergons
a substantial increase, averaging more than 1l percent anmusally
through 1961 when it reached $5.5 blllion {see Tadble 5). The
growth of Soviet-Satellite trade has been particulerly rapid
since the beglming of the Soviet Seven-Yesr Plan Period (1959-
1965), and is expected to be maintained throughout the period,
engendering an even greater dependence of the Satellites on the USSR.

Table 5
Soviet Trade with the European Satellites

1955-61
Million US$
1955 1956 21957 1958 295 1960 2961
Exports 1,792 1:768 2,550 2,320 2,950 3,118 3)1*20
Iports 1,663 1,815 1,915 2,205 2,519 2,819 3,(56
Fotal a/ 3,455 3,583 465 14,526 3,470 3,937 6,486

2. Because of rounding, components may mot edd to the totals shown.
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Tabls 6

Soviet Share in European Satellite Trade
1953, 1955, 1960, and 1965

Percent of Total
| Estimated

Coumtry 1953 1935 1960
Albanie 57 ko 53 aa
Bulgaria 56 46 53 54
Grechoslovakia 36 3h #H 38
Exgt Germany na 38 hs k5
Hungary 34 22 20 3%
Poland 33 32 30 35
Rumania ne ko ko b

n recent years, the bulk of Soviet trade with the

Satellites has been conducted with the more highly industrialized
countries of East Gevmey, Czechoslovakis, and Poland; trade with
these countries accounts for more than two-thirds of total Soviet-
Satellite trade. These three countries as well as Hungsry pro-
vide the USSR with about three-fourths of total Soviet impopts of
wachinery and equipment. These imports supply a substantial
share of total Soviet requirements for the plan gosls of certain
sectors, @.g., trensport, metallurgy, chemicals. By the same

' token, these. are ‘ghev-'*countu&'é'vbieh account for a largs share

.38 -
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of the Soviet fMuels and ravw materials exported to the Satellites.
Soviet trade with the lesser developed Satellites of Rumanis and
Bulgaria is of a different nature, invelving generally the eiport
of Soviet manufactured goods in exchange for rav materials.
Generally speaking, hovever, Soviet-Satellite trade can be re-
presented as an exchenge of Soviet fuels and raw materials for

Satellite machinary and equirment and finishbed consumer goodss

c. Trade with China: From the Carrot to the Stick

From the very beginning of Commmist rule in Chins,
Soviet-Chinese trade increased at a rapid pace. Throughout most
of the dscade of the 1950's China was the USSR's most important
trading partner snd Soviet economic policy tovard China was
reflected in the economic, technical, and military assistance
provided to China by the USSR. The keystone of Soviet-Chinese
sconomic relations uwas in the 291 mejor irdustriasl projects
scheduled to be bullt in China through 1967 using Soviet machinery,
aquipment, and tecbnical assistance. |

Such Soviet support as lms been provided for China‘s
ax?iwz to becoms a major industrial and political power bhas been

| :ms‘)timtad by a desire to bolster an alliance designed to exhance
the strength and ﬁorld power position of the Soviet Union and
the Bloc as e whole. Thus, wntil recently, the economic relation-
ships between the two countries could be characterized as one of
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rutual accomodation. The intrusion, however, of ideological and
political differences into Sino-Soviet ;wnmic z_'ehtiom led to
the mass withdrawal of Soviet technicians from China in mid-1960.
The resulting miastrust between the two trading partners, combined
vith rapidly worsening economic comditions in China and the
apparent refusal of the USSR to provide more than a modicum of
econcmic assistance, (or the refusal of China to make the
meomgma obeisances which might be the price of such aid)
caused. Sino-Soviet trade to decline sharply. In 1961 this |
exchange wae only two-fifths of tha 1959 peak.

In viev of the ambitious industrislization progrem
envisaged by the Chinese leadership, Soviet financial assistance
to China camot be characterized as having been extensive. While
the value of the equipment involved in the projected 291 indus-
trial installations has been estimated at $3.3 billion, the pay-
mont for much of this equipment was appavently acheduled out
of current Chinese export earnings. During the first half of
the 1950's the USSR extended China same $1.3 billion in financial
assistance, only part of which ves designated for econcmlc pur-
poses. Fractically all of these credits had begn ;_\rh_:tlizqd .ﬁy
the Chinese by 1956 and the Soviet equirment moving under the
technical assistance program since that time has had to be
finsnced out of current Chinese export earnings. No other
assistance was provided until 1951 when the USSR, recognizing
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providing $40 millston worth of suger on eredit, however, the USSR did
nothing to facilitate China’s mequisition of badly-nseded commodities
and foodstuffs in 1961, Thus, the total of Soviet credits extended %o .
China since 1950 has amounted to sbout $1.7 billion, a sum roughly
aequivalent to Soviet credits and grante extended to the amall .sian
Bloc countries of Mongolia, North Vietnsn, and Norta Korea.®

Tabla 7
Soviet Trade with Communist Chins
- 1950-1961

1950 388 188 5T 4200
1951 476 332 808 + 2k
1952 55U Ak 1968 + 250
1953 698 ¥5 1,173 +223
1954 759 578 1,337 +181
1955 48 - 1,302 + 104
1956 733 764 1,497 -31
1957 Shk 738 1,282 ~194
1958 634 881 1,515 247
1959 955 1,100 2,055 -5
1960 817 . 1,665 -3

1961 %7 s 928 184

¥ A pubstantisl increase in extensions of credits and grants to
these countries by both the USSR (about $500 million in 1960-61) and
China (about $300 million) may have been atiributeble to Sino-Soviet
campetition for the fealty of these countries.. The outcome of the
competition wvith respect to Mongolia sppears ¢o bave besn resolved in
favor of the USSR as testified by the recent adherence of Mongolia to
CEMA,
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The statistics of Sino-Soviet trade rxeflect the
vagariesof Soviet-Chinese economic relatioms (see Table 7). These
show a relatively steady increase in the volume of trade between
these tvo countries until 1959 and then @ sharp decline begianing
in 1960. As indicated in the table, the lavel of trade in 1961
morked & 10-year low in Simo-Soviet exchange. Reflected in the
trade balance figures 1a the Chinzse utaliza._ticn of Soviet credits
in the early period and re‘paymnts'begmnmg in 1956. According
to Chinese budget Tigures, repayments by the end of 1960 amounted
to some $800 million, leaving about $900 million yet to be repaid.

The commodities exchanged in Soviet-Chinese trade re-
present essentially sn exchange of Soviet machinery and equipment
for Chinese rav materials and consumer goods. This pattern re-
flects Soviet-Chinese trade thromghout the period until 1961
whan Soviet exports of equipment and Chinese expofts of food
dropped sharply as s result of Chinese ecomomic difficulties.

In 1961, Soviet exports of machinery and equipment to
Chins dropped by some $100 million and amounted to less than 30
parcent of total exports while Soviet exports of petroleum,
m@ntaﬁnd at the same absolute limit, rose to almost 50 percent
of total Soviet sxports. Soviet imports of food dropped almost
to zero. imports of manufactured consumer goods also declined
scmevhat, but accounted for almost two-thirds of the total in a
smaller volume of total i@oﬂs from Chine.

- B2
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"IV, Trade with the Free World

A. The Traditiooal Pattern

1. Comnodity Composition of Trade with

Unce
“Yodus West

Soviet econdm ¢ intercourse with 'Lndustrmued

non-Commmnist countries has always represented & time-saving
device, for trade has made possible a rapid shift from an

obaolete to a modern, more productive technology in a large number
of industries. So long as some part of the Soviet economy lags
technologically bshind the West, the ﬁSSR will always have available
& ready device for bucying its growth rate. In shifting to a mdu
advanced -- 1.e., more productive -- teclmology, the Soviet Uniomn
borrove all the rescurces, including tims, that must go into the
mssearch and develorment of more efficient techniques.

- Soviet trade with the Industrial West today com-
prises the sams type of exchange with the same kind of problems as
that of the lste 1920's. Soviet agricultural geeds and rev materials
are exported to pay for the technology embodied in Weatern machinery.
In addition Soviet exporta must earn sufficient foreign exchange
to pay for the services of Western transport facilities and certain
industrial rav materials not produced in sufficient quantity within
the USSR. Any economy whose resources are: consistently as fully
utilized as are those of the USSR 1s subject to overt or repressed
iaflationary pressures.  In the case. of the USSR repreas.d fu-
flation has long been manifest in the chronic tendency of imports
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%o outrun exports with the accampenying chronic necessity for
an export of gold. |

The fact that the commodity composition of Soviet
trade with the Industrial West has remained virtually unaltered
over the past three decades, despite great changes in the volume
and cmi:oait;on of domestic output, is indirectly the result of |
these chronic inflaticnary pressures. The Soviet economy, subject
to full resource utilization, high investment and rapid growth,
is t.auf.; it is an economy of shortages, one vhich ve would des-
cribe as a “aellers; merket.” Because of pervasive andrpa:.'siatent
shortages, no energy need ba dsvoted to selling or marketing;
rather, buyers seek out sellers, often on & black market with the
offer of 1llegally high prices. Although ths Soviets have proven
thamselves to be experienced bargaivers in a situation of bilateral
monopoly, they remain inexperienced sellers in a competitive
market of differentiated products. Thus, although their oun out-
put of highly febricated goods, eapecially producers goods; is
now & mach larger proportion of total product than it was 3
decsdes ago, their exports to the developed countries of the West
continue to be compesed almost entirely of rav materials. The
composition of their exports has been stable because they are
unable -- or umvilling -- to develop the selling and service
organization necessary to market their highly fabricated products.
It is emsier, and therefore in the short-run ylelds z greater

- N
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return in net foreign exchange receipts, for the USSR to continue
to export the great staple ravw materials.
2. Preference for Predictsble Markets

There are in the West highly organized marksts (for
vkeat or cotton, for example) where the total volume of the commo-
dity purchased and scld is so great, and the mumbers of buyers end
sellers active in the market so large that Soviet exports can
normally be absofbed vithout causing a flurry. In dealing in such
markets Soviet selling costs are kept to & minimum and their net
foreign exchange receipts are that much larger. Moreover, because
Soviet exports are a smell part of the total supplies traded on
these markets, the USSR can expand significantly the amount 1t
offers for sale there without depressing price. These markets
are additiomslly attractive to the USSR because the ebility to
predict with some certainty the quantity that must be sold in
order to earn the necessary foreign exchange is a grest advantage
for a planned ecm.

This same stability sud predietability characterizes
the market for petroleum, sluairum, tin, and dismonds, commodities
affersad in increasing quintities by the USSR in recent years.
These are administered markets where prices remain steble over
relatively long paricds of tims and where the quantities of the
comeodity handled are subject to fairly rigid direct or indirect
controls gministered by the sellers. In ordsr to gain access
@“'Tsuch markets, the USSR bas often hadAto lower prices enough
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to attract marginal buyers. These bargain prices have caused con-
siderable concern in the West that the USSR was attexpting to
disrupt the order of the market. Actually, however, a careful
atudy of Soviet bebavior in these cases indicetes that after
‘Soviket sales at bargin prices haqn attained the desired volume,
the USSR has quietly raised its prices to the level of the market.
It seems quite likely th_a.‘t'. no one was more surprised than Soviet
exportars vhen in 1958 Soviet sales of tin were so large as to
cause the temporary suspension of the Internaticnal Tin Agree-
mit. In contrast, Soviet market research in such fields as
aluminum, diamonds, flax, aod’ inc sesus to have been of mich higher
quality. Additionel quantities of these and cther materials have
been successfully marketed in the West, either with no depressing
offect on price or vwith only a temporary price reduction.

3. Chronic Problems of Finance
Desplte exﬁndihg rav material sales, Soviet foreign

exchange earnings have comsistently fallen short of the require-
manks of their import program. Since 1950 the USSR has been
forced. to sell nearly $2 bilifom in gold to settle its Interma-
+ional accounts. Soviet gold holdings and Soviet gold production are
state secrets of the highest order, known probebly only o a very
faw of the Kremlin lesders. Although Soviet spokesmen bave done

rsthing to discourags Western spsculation of an himmense hoard of
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gold in Moscow which is annmually enrichsd by & huge flow from
current output, the fact remains that Soviet ba&vior in interna-
tional warkets is not that of a country possessed of a large
reserve. The assiduousness with which they have cultivated their
repatation in interpational commercial circles, the prowptuoess
with which they bave filled contracts, the eagermess with which
they bave pursued new trade contacts bespeak their lemg-run
interest in internetional trade with the West. The vigor of their
btargaining over price, their attempts to tie imports to exports;
iheir recent search for medium-term credits of increasingly long
duration, thelr pressure for most-favored-nation treatment from
the West, sbove all the unpredictable composition of their raw
gntarial exports vhich suggests an annual harrying seerch for
additional foreign exchangs earners -- all these bespeak an attempt
to conserve vhat gold they have. In additiom, gold production
appears to be a relatively expensive operation within the USSR,
meking gold sales at the fixed price of $35 an ounce an exceedingly
expensive means of setiling intsrmational accounts.

Tt thms appears that Soviet eagerness to sell more
to the West 1s & gemuine concern sbout the means of financing
their imports. Despite this concern, however, Soviet trade
orficials have given no indication of Imowing wkat to do a'bcmt it.
The only devices for increasing sales in the industrial coqmtﬂes‘

ot the Free World of which they ssem to be avware are participation
- U7 -
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in monopolistic agreements or bargain prices. They bave given
no indication of & willingness to make the investment in time and
résources necessary for successful marketing of their highly
fabricated goods at competitive rather than cut-tbroat prices.
Oh ‘the other hand the promptness with which they beve raised
prices once this device has produced the desired result is a
strong indication of thetir interest in minimizing the cost of
e.cq;uiring fofeign axchange. |

| B.. The Economic Offensive

Since the mid-1950's the expansion of Soviet economic
relations with the underdeveloped countries of the Free World has
begn' the most dramstic of the many dynamic developments cﬁa‘r_a.c-
terizing total Soviet foreign trade. Until the shift from a
dgfeﬂﬂive to an aggressive foreign econcmic polic:}, Soviet trade
vith these areas amounted to only sbout five parcent of total
Soviet trade, and to one-quarter of Soviet trade with the Free
World. By 1962, however, trade with these areas had grown to
15 ﬁercent of total trade, and to pearly 45 percent of Soviet-
Free World trade. The rapid expanaioﬁ of commodity exchange
beatween ti:e USSR and these areas was accompanied b& an equally
rajid expansion of other contacts, econcmic, cultti_rt.l and
political. The mumber of Sovist technicians vorking on vericus
developmental projects in underdeveloped cmmtrie'ar_has grown to
hg.m 7,000 vhile the mumber of stn&ents and f.m@piea from these
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areas in schools or institutes in the USSR has similarly mush-
roomed. Whole armies have been provided with Soviet military
ecuipment end trained in Soviet military techniques, and delegs-
tions of various sorts constantly travel back and forth betveen
the Bloc and the underdeveloped countries.

All this 1z a vex‘y great change. Before the onslaught
of the economic offensive, Soviet interest in t&se aress was
pﬁub.ly equally great, but its abiixty to implement -th:a intevest
wes lmj.ted by domestic prioritios; Economic contacté were |
lergely confined to commerce, and commerce was pﬁmrily the
purchase of certain materials -- rubber, cottan, wool -- for
cash. An export surplus in Soviet trade with the Industrial
West was used to finance imports primarily from the outer
sterling area. |

The Soviet economic offensive is an integral part of
Soviet foreign policy to extend Soviet influspce. The uncommitted
and politically umsteble émmtries of the Free World, most of
which bave recently emerged from colonial rule with a legacy of
anti—Westem sentiment, kave offered the Ccmmiaf;s the "weakest
1inks" through which the political and economic encirclement of
ﬁuropa and the political isolation of the US could be accomplished.
Ths immedizte Soviet ambition has been to eradicate Western
influence in thess nevwly independent areas and similtaneously to
vender them increasingly vulnersble to Commnism. At the same
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time the Communists have hoped to create economic pressures in
Western industrislized countries which are presumed to be depen-
dent on underdeveloped areas for markets and sources of supply.
The economic offensive has employed a variety of
technigues to accomplish its ends. It has been characterized
by a pragmatic eclecticiem in which offers of trade and various
forms of aid have been coubined with propeganda, subversion and
politicel support. It bms provided a wide variety of ams and
militery equipment on credit, the signing of the military agree-
ments being followed very prowptly by the shipment of the equip-
ment and dispatch of Soviet technicians to train the reciplents
in its uss. The USSR has offered lines of credit for econcmic
development, typically $100 million at 24 percent for 12 years.
Most of Soviet foreign aid bes specified mﬁymnt in either the
exports of the country or in convertible currency, the form to
be dstermir;ed by pegotiation at the time repayment 1s due.
Soviet economic eid has been used to comstruct projects as
sizeabls as tbe Aswan Dam or the Bhilsi steel mill, and as
. moiest as small cement plants or work shops. A significant
proportion of total ald experditures to date has been used to
Tipance the serﬁcea of Soviet technicisns and specialists of all
kinds. Soviet geologists have surveyed the natursl resources of
countries from Ghana and Egypt, through Iraq, Afghanistan and
India _to Nepal; Soviet advisors have been active in key govern-
wental Ministries and Soviet enginsers have erected a great
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variety of industrial installations and trained indigenous vopula-
tions in thelr use.

The economic offensive has been supported by a propaganda
barrage equally diverse in its composition. Radlo broesdcasts in
the tongues of Africa, the Middle East, Asia and Iatin America
have multiplied in mumber, printed matter has been distributed
directly to literate populations, books and pericdicals in native
languages have been made available to local dealers at token prices
and pewsprint has been sold to publishers at prices which could not
fuil to curry favor. In addition a program of scholarships for
study in the USSR has brought nearly 6,000 students from Asia,
Africa and Iatin Americe to the USSR nﬁme its inception.

Although the USSR has served as the leader and prime
mover, this program to vin the underdeveloped countries from the
Weat 18 a Bloc-wide effort. The USSR accounts for about three-
quarters of the total effort, while the European Satellites have
supported the Soviet economic thrust and Commnist Ghina has
ergaged in a smaller foreign aid program of its own, largely
restricted to Southeast Asia. The countries of Eastern Europe
appear to participate in the eid pmgmu both cn their own
sccount and es subcoptrectors and suppliers to tﬁe USSR,

" 2ince 1959 and 1960, the peak years of the Soviat
economic aid program, the emphasis in Soviet foreign aid has
shifted beck to military aid and technical trmining. From the

eSlo
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with minimum costs. First, countries sseking arums are often
deeply embroiled in a disputs, domsstic or foreign, and therefore
in the state of twmoll in which Communist agitation gains most
adherents. Second, the sale of arms, on cuxrent or deferxred
psyment terms, costs the USSR little. If the military equipment
sold is obsolete in the USSR, as has often been the cese, its
copportunity cost is zero, for it has already deen superseded by
sn improved model. If the equipment i1s in current production,
then the 'amounb provided to the underdeveloped countries is likely
20 be such a small fraction of total output that its opportunity
coat is slight. In contrast, the opportunities for domestic use
of the resources going into a modern integrated steel plant, which
are foregone when the p:lﬂnt 18 s0ld on credit to another country,
would be much more significant to Soviet economic plammers.

Ferhaps of prime importance 1s the potential impact of
Soviet military assistance to underdeveloped countries on the unity
and cohesiveness of the Westorn allied powers. The prospect of a
politically as well as an economically United Eurcpe has not only
become wore imuinent in recent months, dut more formidabls from
the Soviet viewpcint for two reasons. The first is Britain®s
recently evidsnced -dllingress to place ties with the six con-
%inental countries of the Eurcpean Ecomomic Commmnity ahead of
existingz ties with menbers of the Comuonwealth and the European
Free Trade Area, both of which were created by the British.
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British participation will mean & more poteat European Commnity,
ecopomically and politicslly. The second lies in the fact that
Communist parties all over the world are deeply divided imto 2
groués: those who favor traditional, .Stannist policies and those
neo-cleasicists of the Coimunist movement who support EKhrushchev's
revision of the Doctrine. The approach to Western unity could not
comaata{mrauncomfort&bhﬂmfcrtha!mnlinleadam,
struggling 8s they are with a fractwre in their erstvhile monolithic
body politic. Taus Moscow, vhlle ecting to reinforce the ecomomte
and political bonds existing in Eestern Europe, would place a
special premium in any owrrent development which might promote
divisevness eamong the Westernm allies. If the provision of sxms

to Indonesia could so exacerbate the West Irian issue as to cﬁuse
a plit between the Dutch and their Western allies, Moscow would
undoubtedly consider the revards azple to cover its costs. And
if the installation of medium range migsiles on the island of
Cuba could meke the US . iepcten: in the world erena, economic
caleulus would be considered irrelevant.

Soviet Bloc trade with the underdeveloped comtries has
been stimdsated both indirectly by the existence of Soviet ald
and the fact of more extensive contacts and directly by Soviet
and Satellite offers to buy and actual purchases of the major
exports of these coxnrtries; The Soviet Bloc has sometimes
eonmeted 10 buy nearly the entire snnual production of the single
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or most important export of a country dependent on e::port receipts,
anﬂhastimdtheoffertomincideﬂthapeﬂodm'themld
price of the commodity was espacially depressed. In this way 1t
has become the major trading partner of Guines, Egypt, Mali and
Cuba. It has further signed long-term trade snd payments agree-
ments providing for the barter of raw materinl exports ageinst
Soviet Puel and capital goods. Such sgreements are egpeciany
attractive to the underdeveloped countries whose imports of capital
apd consumer goods are dependent on export receipts vhich have
Fluctunted : rather violently with the world price of their export
commodity.

As a result Soviet commodity exchange with the underde-
veloped comrﬁ.ea bas grovn at a rate of 30 percent a year since
1955, Cotton, rubber end sugar account for 68 percent of total
Soviet imports from these céuntriesa Soviet exports show a
similexly concantrated eommodity composition, with machinery and
petroleun representing one-half of the total. Ffougbly two- '
£ifths of Soviet exports to thesce areas represents credit financed
sxporis moving under the aid program vhils about q_ne-ﬁfth of
Soviet imports represents repayment of past credits, mainly
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Table 8
USSR Trade with Underdeveloped Countries in 1961

Millions of Dollars and Percent

Value ¢ Percent

Total Exports |  819.2  100.0
Machinery and Equipment - %1.2 .8

mlete MB -9 T 7.

Petroleun and Petrolesum Products 119.8 ' k.6
Rolled Ferrous Metals _ b & ' 6.0
Wood and Wood Products 58.8 7.2
Food 83.6 ‘ 10.2
Gther Merchandise 205.‘1 25.2
Total Imports - 950.7 100.0
Cotton . 122.0 A 35.8
Rubber, Natursl 28k.8 23.6
Food 14032 | 53.4
Non-farrous Maetals 30.0 3.2

Other Merchandlse dro.7 18.0

The pattern of Soviet tiede wimh the underdeveloped areas
in part reflects the concentration of ths Swie'r. economic offansive.
Five countries have received 7O pereent of totsl Soviet ecopomic
ald vhile the entixre progxam embraces two dozen recipients. The -

« 55 =
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Economlc Credits and Grants Extended by the USSR to

Underdeveloped Countries a/
January 1954-June 1962

Million US$

HOPAT, 22220
Iatin America 400
Argentins ‘ 100

Cuba 300 -
Middle Bast 815
jtraq 180
Syrian Arad Republie 150
Turkey 10
United Arab Republic 510
Yemen ' 25
Africa k20
Bthiopla . 100
Ghana _ 95
doaa 65

Mali . 50 .
Scmali Republic _ 55
Sudan 25
Tunisia 30
Asim~ - - 1,775
Afghanisten 505
Burme ' 10
Cambodia 5
Ceylon 30
Indie 810
Tedonesia 370
Nepal 10
Pakis ; ‘ 35
Europe | 8
Teelsnd ' 5

Yugoslavia T
B.  Data are rommied o ihe nearest rive. '

A % o
Approved For Release 2000/04/18 : CIA-RDP79T01049A002600010001-1



" Approved For Release 2000/04/18 : CIA-RDP79T01049A002600010001-1

greater importance of Latin America in trade than in aid reflects
the lack of receptivity on the part of countries in the area
{excepting Cuba) to Soviet aid offers. Soviet interest in the
area, liowever,isiindicated in the voluma of commerce. The cone
centration of aid and trade among individual countries is in part a
reflection of a faew large aid contracts. During the years (1956-58)
vhen Soviet materials were being delivered for the constxruction of
the Bhilai steel plant, India imports from the USSR more then
tripled in value. The period of heavy deliveries of Soviet goods
for the Aswen Dam begen in 1961.
Pable 10
Distribution of Soviet Foreign Trade in 1961 and Add

with Free World Underdeveloped Countries
| in 1954-62

}Million of dollsrs and Percent of Fotal

Total Forelgn Trade (1961) mmgggiu‘-léewmw
Ares Value Percent  Value Percent
Total. o/ L.769 w0 e 100
Iatin America 667 B 52 6
Middle East 368 21 269 30
Afriea 122 7 68 8
Asia, 502 28 118 47
Eurcpe 109 6 75 9

B, Bocavse Of rounding, componeuts may not add 0 the Lotals Shown.
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Concentration of Soviet eld in a few countries reflects
also an increasing selectivity on the part of the USSR. Although
aid has always been concentrated among a few recipients, in the
early ysars of the program, its scope and distribution were
probably more 1imited by lack of recsptivity on the part of the
uvnderdeveloped countries than by Soviet cﬁoiee. .As the program
bhes growm, as projects have been successfully dmplemented with
no more than normel delays and missteps, and above 8ll since
the Soviet spuiniks have endowed the USSR with a new aura of
strength and reaspectability, the number of countries willing to
accept Soviet ;aid hes also grown. The degree of concentration,
hovever, has remained eabout the same. At present ths Soviet ald
program is concentrated in countries of strategic geographic
locaticn like Afghanistan, strategic internstional significance
like India, or countriss considered ripe for 'socialism” like
Cuba. For example, since 1950 when the Castro regime in Cuba
adopted an "anti-imperialist” foreign policy, and natiomelized
the means of produetion, more than ons-quarter of total Soviet
aid extensions has gone to Cubs alone.

Soviet foreign aid has become an accepted fact of life

occeplaite Lecawot Tha USSE

in the underdeveloped vorld; in fact, it is generally,ability #se - whaloc
V : _»L.L,Mm{?//w A

%o provide up-to-~date industrial egquipment and training of all
kinds. Since it has established itself, the USSR can now afford

- 58 -
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+0 be more selective in dispensing its munificence. It seems
likely that in the future the Soviet economic aid program will
etb and flow in intensity, continuing at less than penk levels
undil the USSR sees s new opportunity for an importan't potential
addition to the Communist fold. |
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Soviet Export:ﬂ to European Sstellites
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Imports from Eurcpean Satellites
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Comnodity Compoeition of Soviey Exports to Commnist Chins

%

§ Q 4;1 2@ O \O aql
: Appr?v% Fﬁ Aa IO 8 : (ﬂA RDP T&‘6‘49A00260l0100+1-1
-
! I " by L] LA A B A
§%§"R agugl.‘%&\oﬁnm
§ig|§§l§;’l£’|2332i‘:lz’l

“9' ] m Ql
- A gai o
w

1960
Value Percent

817.1
503.9
373.8

4

113.1

.-4! :l o~ twi -i" .-nl
- L L] * - L Ld I
- ol wm Sg ol o

Percent
100.0
62.6
k1.9
12.3
12.3

- 75532

1959

P
Bh5
2913
399.8
117.7
117.7

Beopyy 94 2 Ygeeae gl
wagslaﬁ—z.°a°m~~°°
B A
ol 9 &« = <= o ¥ QR Q4 N 9@
FEHEREEEE EE
~4
& < 4 g 9§ 9y e ug 9 o
~ 2]
Al el e 4 < oo 4 =d o 2
dl 4 i—“é‘ 4 &3 ag =3 A d
& . gy me 23 o w
FEREIRE

100.0
k1.6
29.6
n.g
1.7

1556
¥alvs  Perc
Z!Elo

. 216.9 .
86.0
86.0

al 2] nt= O ] @©
2 Sl 3 g9 56 o g
8 g

=S -4

| 4 o o \edl 7 e wé 9 9
;'~<;§| g g g g df g= 48 ol 4
P“

s N Ys F 2935 dAy
FITRREIEEEE

als

8/

o
;
:

%

Approved For Rel@ase™000/0

i
! ;
1 3

Complete Plante
els, Lubircants and
Petroleum and Petroleun
Products
Rolled Ferrous Metals
Non-Ferrous Metals
um

Sru

Ferrous Metals

.t

01049A002600010001-1

3
:
g
;
:
3

Ores and Concentrates
Base Metels and Manufsctures

00 Related Materi

&ARD

S

79

-



Table 16

i | E
Appré{egiFo
Sk
8 | 3
g 9
g 15
E
2 |3
4
g
4 s
L

1959
Value  Percent

3
2 N &
% =
g
3
‘:’g ~ =
0 ed "I
Y o 3
88
[ 2
" d
8
\O &
i 5 4
|52
B g
g g
O

1955
VYalue Percent

Approved For Rel

‘:._“1! <
mm
o] B

negl.

006
8

o

L]
43 373
= g 2 0
a3 3 4
Q) O o O
\Olm -101
W O v 0
u~1:\! mwl
-l O vd
a3 33

- © -
<] o “!'T‘
~“f QO - O

1.1
0.9
6.8
3:6

°°.’l 3 29 “2!

ol © Qo ©

95 2

0 o uN

COl ~ [ d l-‘
Ld o L3

ol O © ©

6.3
1.0
5.3
2.3

3

3

B
ease 2000/04/1

Consumer doods
Other Consumer Goods

:
:
%

B
8

A

Because of rounding, components may not add to the totals ghovn.

&

o

®

ol

S

)

©
ék—

e nh
ass 200070478 “TIA-RDP79T01049A002600010001-1

IgDP79T01 049A002600010001-1



1955-1961.

Teble 1T
Ewm_xlity Composition of Soviet Imports from Comamist Chinma

ir §ﬁleﬁie 2000/(:]/1? ciA- IﬂlP%Td’I 049A%0;60 108!') -
-EREEREFE-RE
i. 3
"ERNEEIEFER-ET

PeRcent

d

>
iy

o]
198

Yalus

=

0.3

J35.2% 93
] [ I n ~} ©

Million USH esd Percems ofdPesal
1960
Parcent
100

2.6

Yalue

N FEERE-ER EEES B
Fe .l

43 A%523g%:2

5k.9
k.7
10.5

1.0

Yalue
1,300.3

mggmsngmmmazqm
o &

1447 A3 3133548 33

&

Ft °
N FEEEERI ERNE
'_.l

EEERE R FE R

It °
§§am33:gﬁgzzzma
q i

T T I - S B L B S I I

Jg9% d3i3dev g

2 .

5;9ﬂg;3 9 2 T
g s gf *+ o~ A& g
§ 3

» b‘? Q < (\gia . o . s

4494 A2 . ga¢ 32 34

: :
TR
g & % § £d 11 g
Wi g il fgfd
2 3 § 23 8 £ 8
§ £y 8 5 2% B g
E p & 3, B33 g TP
SN EE
3 L L
Approved For Release 2000/04T18% TIA- RDP79T01049A0026000?00

SSee footnote at end of tabls.

]
-_



Table 1T

{continued

1%

Commodity Composition of Soviet ;?iorts frow Commmist China
5=l
)

Approved For Release 2000/04/18

Million US$ snd Percent of %o%al

v§| F

1959

1556 1957 1958

1655

Yalus Percent

Percent

Value

Percent

- —e—

.Yalue

Percent

Value

Tk ————

Percent

Value

Percent

eReARE  SAGvewwcseCEm

Yalve

Ate]
»

&l
(:.’j

0.1

4
&
2
L

13}
]
’é

o

8

w\O\

Ko eass 2006704

O-t

OO

~4

QM

Lo

O\t

N MR

b
\sj
3

5
i
3

QO
&N

el

Cotbon

L]
3

lf\(\l-t

o 4
o
?J &

HD\

gl 9%

N oo
3 53

316.5
209.5
107.0

38.1
28.5
9.6

%Consumer Goods
Other Consumer Goods

:%-R:QWET(

A

A3
o
o 4

2 O
'%’ZI%
F‘.IHO
4 53
3 g5

e Q
d 99 8
o 2o 7
3 58 4
=l 29 Q
Sl'&ﬁ&@

190.8

26.b

170.1

1
;

7t°:| A-RDP79T

1049A002600010001-1

B. Because of rounding, componeRts mey not add to the total as shown.

=l Unspecified

S

9A002600010001-1



aple 18
Commodity Composition of Soviet Exports to Industrisl West
1955-1961
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Comodity Composition of Soviet Twports from the Industrial West
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"SE RECERT RECORD IN SOVIET ECONOMIC GROWTE

CHAPTER IV

£. TRENDS I[N THE PRODUCTION OF CONSUMER GOODS

1 Cctober 1962
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goods. Cousoguently ;pmﬁ.ngtia& is nmow at o level vhere some chelce
in posaible im consumer buyimg, although the chromic shortcomings
o the induetricos ave boing emphasized by customer vajecticsn of
werehandise .

Hhe Boviet veople, whose confort and well-belsg have beesn
sanrdficad €or the bvuilding of beavy iadustry a2d nllitery streagth

v ave pressing for s Paiver deal ip comsumer goods. As supplies

KOVE, cOmmumers arae beconipg incressingly selective, oftewn

g Lo bay sone commdities at all beemuse of paor assorimentd,

BT Tl v aizes, lov guelity of waterlels, or faulty

Such compledmis thus refliect Tallures in plasniag,

tiom, or im distribution; ofZen the trouble lies im all

G balence, it appesrs thab the Job of producisg

Poctwear, sad obher consumer 3tuws In accordassee with

sud marieting these goods officiemtly presests a ramge of

ieas thed se far the plaskers -- central, regiosal, avd el «-

K i gy S, gt s ol 2 e 2 2
ave o been shle Lo solve.

shrnghkeheve position in regord to the sllecatics of resgurces

s of comsumer geods hae been subject to rather drsstic

Approved For Release 2000/04/18 : CIA-RDP79T01049A002600010001-1



APPTovéa T8 iR B Se Fouorsa1 SALIRARDRTETE
FnmcoTswmar policy of Melenkov of 1953-54, supporting imstesd ap

wrorrlding priority for hesvy industry, Ehrushchev later adopted a
Folicy of paying serious attestion to living standerds. Im the
wwarer oF 1959, Khrushchev, justhome from his firat visit to the
fintted States, epd obviously impressed by the emormous gup in the
levels of comsumption in the two countries » altered his earifier
pusition vather sharply snd proceeded to initiate in reapid succession
& rumver of official sctioms designed to improve comsumer welfare.

The Yivst decree, issued by the Soviet govermmemt im October 1859,
called for imcreases im the produciion and assortuent of a whole
renge of housshold gocds, from spottieg fluids to refrigerators,
ailthovsh the resl emphasis was ca imereaaing the production of
household avplismces. 1/ The dscree set mew 1961 gosls which required
zereal ireresses in the productiom of refrigerators of 30 percent,
where the Ssven Year Plam implied o 25 percent sasusl ivcreasse.
Similerly, outpot of washing nachines wvas to imcrease st the rate of ki3
pereemt imstead of 28 percent, smd vacwim clessers by 28 vercent insteed
% 19 percent. A textile decrec which followed in December provided
Tor a wroad progrem of recomstruction and exvansion of textile
PAES TN ?.’.'i it iveressed the production goals for spiurdny machines
end lowms, apd calied for am scceleration of rrograsns in textile
sseparch and desigeing of machimery. A trede decree was issued 1in
dugvmt 1960 to accelerate the already ambitious plems to expand and
wadernize the retail trade facilities, 3/ a sector where the cesh

sagisterbsd hardly begun to veplace the abseus. In Meyw of the
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‘ollowing yeex, 1960, Ehvushchev reavesled plans to increase investment

s Aisht Indostey,® to abolish persomsl income taxes, and to imstitute
Certeln oiher welfare measures. ‘The Premier went so far &s o suggest
thet "now thet the ipdustrial base of the country is built” light
industry snd heavy imdustry could hemnceforth develop at equal rates. _{;_/
de yoloted out that "Neglect for the material requirements of the
workivg people and the comcentrstion of emphasis om . . . social and
@oral forms of incentive and reward has retarded development of
production and the raising of the livimg siapderds of the working
pesple™. 5/

sithough Khrushehev’s prosconsumer attitudes may have beem
sparked by a glimpse at living comditions within the United States s
avher resaons for stressimg comsumer welfare (even im the face of
AEparestiy surong opposition et times) are alsc compelling. Certeinly,
2 ricand devel of living may tond to lmcrease the people’s trust in
Sue Jesdershin, thus lending stebility to the political system.
drerridinsg this consideratiom, however, sre othsr important factors.
The Soviet Jeadership, vhich lobg has emphasized the importasce of
wrceregsed lahor productivity in the "bulldimg of socialism and
comReism,. now 1s tryimg to achieve more rapid imcreases im

produesivity by decressing idie time, improviag production Plow,

oFE trvestment Purds of 2.5 dillionm to 3.0 dillion rubles were

for <he develomment of the textile and footwear iadustriss,

© the expeisica of the agricultural production of raw materials for

se industries, snd for production of light industrial mechimery. &/
share wbich lisbt fnfustry 1tself is to receive casmmot be determined

tilv but vrobably would incresse the investment funds rrovided by

Saven ¥Yesr Plan by about ome whird.

te ¥alues in this revort are giver in nevw rubles established by the

5 > curraney reform of 1 Jomuary 1661. Values reported im old rubles

wore cauvarted to new rubles at 2 rate of 10 to 1.

~

.
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introducing more productive machimery, and the like. 7/ But increases

in the productivity of lebor can also be stimulated by meetlng more
ndequately the workers® desires for consumer goods, balanciag the
rise in moﬁey incomes of the population which heve resulted from
reforms im prices, wages, aund pensions instituted by Khrushchev.
However, im Jume 1962, Moscow sharply increased prices om butter and
meat; this was followed in September by the indefinite deferral of the
promised sbolition of income taxes. DBoth of these measures would
decrease saticipated disposable incomes avallable for the purchase of
non-food consumer goods. 8/

The yemr 1961 seemed to mark the eclipse of Khrushchev's consumer
program. 1o wvhet was appareantly a sincere effort to narrow the gap
betwesn consumpticon in the USSR and Western coumtrles, Khrushchev
nad becn characteristically over-optimistic, and his efforts to
improve the consumer's lot have fallen far short of the gosl. Although
before the 22nd Party Congress, Khrushchev had indicated his desire
+o equalize the rates of growth of heavy and consumer industries, the
decisions of the Comgress im October 1961 clearly gave the edge to
heavy imdustry. Thus, by 1980, the "production of the means of
vroduction {(Group A) was scheduled to rise to a level 6.8 to T times
that of 1960, while the production of consumer goods (Group B) was
scheduled to.reach a level only 5 to 5.2 times the 1960 level. 9/
Furthermore, the decisions of the Congress msde clear thal necessary
military expenditures might further limit consumer production if

“complications im the international situation” should so demand.

e
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A.  Gemeral
The Soviet level of llving, as irdicated by increases in
px;oduction per caplta of basic commodities, has continued to rise
slovly but at & rate which 1s sufficient to achieve neither the goals
of the Seven Year Plan mor the levels of comsumptiorn set by the
"sciemtific norms” for 1970.# The following tabulatiom shows
conparisons im production per capite for key commodities «- total
textiles (imcluding fabrics of cottom, wool, linem, silk, rayon,

and synthetic fibers) and leather footwear:

a/ a a/ e/ Consumption b/
Unit 1955 1958 1961 1965 Plan Norn
Textiles {sq. meters) 27.%  28.1 29.9 35.2 58.1
Leather footwear (pairs) 1.4 1.7 2.0 2.2 3.5

#. Derived from Tables 2 and 3 and estimates of population of the US

Bureau of the Census, Foreign Manpower Office. Dats for 1965
are derived from plamned output goals.
b. Planovoye khozyeystvo mo 8, 1960, pp. 51-63.

Khrushchev®s gosl of surpassing the US in the production of
consumer goods by 1970 _]_._9_/ is aiso spuriocus when measured ageinst
performance. The following comparisons of basic items of clothing
and footvear iadicate the degree to which the Soviet Union lags behind

the US in production per capita:

% Soviet plammers have set up standards -- so-called scientific norms =
for consumption of basic commodities produced by the light and other
consumer industries. PBut the list of commodities comsidered "really
necessary” is extremely limited by comparisom with the wide range of
goods avallsble, for example, in the average US depariment store.
Although the Soviet norms for food approsch US quantitative comsumption
levels, morme for textiles and clothing are generally lower. }_J:/

5;..
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1961 1965 Plan
Comnodi ty Unit USSR a/ US b/ USSR ¢
Cotton fabric sq. meters 2.4 48.3 24,7
Wool fabric 4/ sq. meters 2.1 2.2 2.7

Fabric of rayon,
synthetic fiber

end silk sq. meters 3.1 14.8 5.3
Hosiery pairs 4.6 11.0 5.6
Leather

footwear pairs 2.0 3.3 2.2

a. Derived from data in Tables 2 and 3 and estimates of the US Bureau
of Census, Foreign Manpower Office.

b. Derived from data in the Statistical Abstract of the United
States, 1962. US Bureau of the Census, 1962, pp. 797~803.

¢. Derived from plan data published im Pravda » 8 February 1959.

d. Soviet wool fabrics may be woven of blended fibers containing as
little as 30 percent wool, wheress US wool fabrics must contain
30 percent or more of wool fiber im order to classify as wool. 12/

Although the Soviet leadership has comaltted itself to
Providing a more adequate supply of basic comsumer commodities such
as textiles, clothing, and footwear, 1t clearly does mot intend to
emulate Western consumption stemdards im the broader range of
consumer goods. Luxury items are iargely excluded from the Soviet
Dlaps.

Yor the period, 1950-60, light imdustry, according to
the Soviet officisl indexes of broduction, has grown less rapldly
then other imporiant sectors of Soviet industry, particularly hesvy
industry. The official indexes which are tabulated below show that
light industry, while increasing at a substantial rate » has since

1955 begun to lag further behind the machine building and metalworking

G
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industry and also behind imdustrial production as a whole than it did

in the early postwar years.

19502100 a/

Machine Building and
Tears Light Industry Metalworking Imdustry Total Industry

1950 100 100 100
1955 178 220 185
1958 217 323 29
1959 234 372 277
1960 250 k30 300

e. Raroduoye khozysystvo SSSR v 1960 godu, p. 226.

Computed from these indexes, production of light industry
from 1955 through 1960 increased by 40 percent, wherees the totel
industrial production increased by 62 percent end the machine building
and metalvorking imdustry by 95 percemt for the same period. The
weasurements ia overall growth, however, omly partly indicate the real
gap between the consumer industries amd the highepriority imdustries,
izesmuch as they igmore relative development of the industries in the
base year of the index. Im that year, 1950, light industry, having
about recovered its prewar level of production was capable of pro-
ducing fever goods than were required to £ill the basic needs of a
large Soviet populatiom. But the industries producimg machinery sad
heavy equipment had developed beyord the prewar productioam levels
and vere being given prierity for future development.

Since 1959, the first yeer of the Seven Year Flan, the

varjous brenches of Soviet light industry -- textiles, clothing, and

e
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footwear, -=- have all registered declining rates of growth (See Table 1).

The sharpest declinme occurred im 1961, coinciding with & decline in the
rate of growth for Soviet industry as a whole after the shift from an
8-hour to & 7-hour workday. 13/ The following tabulation shows the
rates of growth achieved im the first three amd a half years of the
Seven Year Plan, as announced officielly, for scme of the importent
branches of Boviet imdustry in relation to the growth of total
{ndustrial production:

Avmual Imcrease (Percent)

Industry 19‘592/ 1.960.2/ 19619/ Jan~-Jun 19622/
Total 11 10 g 10
Machine building

and metalworkisg 15 16 16 15
Chemicals 10 12 1k 17
Copstruction

materials 22 18 12 9
Light 9 8 5
Food processing 11 b T 10

—

a. Pravda, 22 Jam 1960.
b. Pravda, 26 Jan 1961.
¢. Pravda, 23 Jan 1962.

d. Pravda, 21 Jul 1962. Percentage iacrease over Jan-Jun 1961.

Thus, light lmdustry, the food imdustry, and the imdustry
producing construction materials have been increasing at rates below
the 1959 level, vhile the metslworking industry has maintained its
high rate of growth of 15 to 16 percemt and the chemical industry has
increased im rate of growth from 10 to 17 percent. By mid-1962,

industirial output es & whole had recovered the 10 percent rate

oY
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wreviously schieved im 1960, but the rate for light industry comtinued

to deciipe. The 4 percent increase achieved during the first 6

month period of 1962 and the 5 percent achieved in 1961 are well below
the 6 percemt average increase needed to fulfill the Sevem Year

Plan, y&_/ and are far short of the 7 percent average amnual increase
achieved durimg the previous sevem-year period, 1952-58.%

Hacent tremds im Soviet output of textiles show that fabric
production imcreased at the relatively high rates of 6 percent and 5
percent respectively during 1959 and 1960, but that the rate of growth
dropped off sharply im 1961. Iacreases im the production of fabric

for recent years and that planned for 1965 can be seen in the following

tabulation:
a/
Year Production of Fabrics Index (1958-100)
{million square meters)
1955 5,402 93
1958 5,823 100
1959 6,173 106
1960 6,467 111
1961 6,505 112
1965 Plan 8,135 140

4. Figures are from Table 2.

% "The everage emmusl rate of increase for the period 1952-58 was computed
from an index of production of finlshed commodities and weighted by
retall prices of 1955. The computed index is slightly lower than the
official ipdex of production which is & gross value Index in factory
prices.

Qe
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i abbribubed fe laxge part to shortages of raw materisls and to other

snies in the indusiry {Sec Ssctiom IX1, p. 16). The textile industry still

: in hagirelly dopendent on supplies of agricultural raw materials evem
iogb chomical fibers are increasing ia the totsl supply. Shortfalls
12 sericunloarel production of fibers are belng felt by the industry,
=2 voported by plant manegers who camplsim of lagging supplies. 15/
“he shortesing of the workday from 8 to 7 hours apparemtly comiributed
tn the imcremsing straim on the imlustry im 1061. Is additiom to

‘ thage nrovlems, the textile industry is exhorted by plenners, retallers,

| and comsumers alike to breoadem the assoriment of goods and to raise
The gquality, the accomplishrent of which would tead to slow the rate
3¢ growth of the industry but wouldi imcrease the effectiveness of
its output in sstisfying consumer demand.

ifaring the period, 1950 through 1961, the totel production

o textile febrics im terms of square meters almost doudbled, as
shoun ie Table 2. HMoreover, marked shifits bave occurred durimg this
pariof in the distribution of textiles accordimg to type, in part
pn indicstion of a broader sssortment. Cottom fabric, vhich comprised
Bh percent of production im 1950, declimed im its shave of total
vabric to 75 perceat by 1961 because of gsieps im othsr fabrics,

narticularly febrics of rayonm and synthetic fibers. Woolen and

Approved For Release 2000/04/18 : CIA-RDP79T01049A002600010001-1
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Table 2
Suviet Productica of Textile Fadbrics for Selected Years a/
1950 through 1961 and 1965 Flanm

milllon square meters

Type 195033/ 19553:_/ 1958'/ ;_22“/ ,26_9"/ _i—/ _2§2_____J
Cotton 2,885 bL,370 &,308 4,615 4,838 4,874 5,700
Wool 197 320 B5 15 438 455 635
Bsycn, syathetic, '

and silk 106 43 690 663 675 683 1,215
Linew - 260 281 kho 485 516 4o3 585

Teial .48 5.h02 5.823 6.178 6.467 6.505 8.135

o S L e

Bo

bo
Qn
4o
@0

Froduction of fabrics im 1950 end 1955 were coaverted from limear to
squave meters using the followiag cosfficienmts: cotton 0.74; wool
1.27, rayon, synthetic, snd silk 0.82; and linem 0.92. These
coeflicieqts, derived from official data for 1958 which were reported
in both lisear and square meters, in rarodnoye khozyeystvo SSSR v
1959 godu, p. 245, do not accoumt for possible changes in the widths
of fabrics duriwg the earlier period, but svch changes if they
oceurred weres probably smell.

Havodnoye khozysystvo 8SSR v 1960 godu, p. 321.

Ibido :

S56R v teifrakh v 1061 gedn, p. 127

Fravds, 8 ¥ab 1959,

J1Cae
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linen fabrics made nominsl gains.¥ Table 2 shows the production of
the major groups of textiles since 1950 end goals for the Seven Yewr
Plan.

In both guantity snd quality, the Soviet Union still bas
far to go to reach production levals of textiles in the United States.
Total Soviet production of textiles (measured in square meters) in
1961 was only @ little more than half the American volume®*, a level
+hat is not adequate to supply -- at emything approaching the
consunption standards of many Western countries -~ the needs of &
popunletion more then 18 percent larger than that of the United States.

Some of the factors thet contyibute to the relatively poox

yaality of Soviet textiles, cen b2 enumerated. Fabrics generally
a¥e lighter in weight spd merrower than those produced in Western
countries. Threed counts are lower, and yarns receive less twist.
The pumercus irregalarities found in yarns and febrics result from
the vse of raw mteriales of low gquality and from & lack of precision

in the g 2nd weaving processes. A group of US specialists
pinning

¥ " Chenges in the percentsge distribution of fabrics according to type were
2s follows {based on dste in Table 2).

fype of Fabric 1950 961
Cotton 83.7 Th.9
Weold 5.7 7.0
Bayen, synth:tic, end silk 3.1 16.5
Linen T-5 7.6

#¥#  Ta 1961 Soviet production of fabrics was 6,505 million square
peters {See Table 2) vwheveas the US production waseguivalent to
12,100 million squave meters. 16/

]l
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as follows: 17/
Mills are somewhet comcerncd about the quslity of the
ravw cotion they get, but they heve to use vhat is Turnished
and turn out as good a product in nmaximwn Qusntity as they
can. Since they have little respomsibility for the product
after 1t leaves the plamt, they have mo sirong inceativae o
he concernsd about saythimg more tham mesting niainus standsrds.
C. Clothing end Footuear
Much grester amovats of clothiag smd footwear have Deen
reaching the Soviet comsumner ia recent years than in the earlier rears
of the poat-World War IX pericd. The amount of scwm gurments

distrivuted ammually through the retail stores in 1960 had more thanm

tripled the 1950 level el woo almoot 80 psreeat sbtove the 1955 level.® Saler

of fabrics, om the other hand, heve imcressed much less rapldly ==
omly 31 percemt simecs 1955 -~ reflaciing & tresd sway from bome-
sewing and ia favor of factory-mede clothing. Sales of these
commodities im the state amd cooperative stores in reeént years

vers as Tfollows: (million rubles)

s/ v/ b/ b/
Commodity 1950 1555 1938 1960
Sewn gATReRLS 2,172 3,939 5,562 7,051
Febrics cf 3,950 4,566 5,619 5,982

RN A A vt

n. gaxodmoye Bhozysystvo SBSR v 1958 sodu. v. T24. For 1950
only, sewn garments include fur goods.

b. HNarodmoye khorysystvo SSSR v 1960 godu, p. 630.

c. Moot of the fmbrics sold ik reiall stores probably sre sous
into clothing elther at howme or by private tallors or
peznstresses.

# Profuction data for the garment imduwsiry iz incomplets. Woen it 1s
raported, production of sewn garments ic Based on value added which
excludes the cost of msiterislis. Before 1950 sevn gavments were reporied
a8 gross valus of profucticm. 18/ The dmta for retall sales provids a
more contismous serles vhich may be more meagmlingiul for making compavisons.
Approved For Release 2000/04/18:2€1A-RDP79T01049A002600010001-1
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Hriet-made clothing is notoriously shoddy, reflecting the i

sonr quality of meterisls and workmanship and the inexperience of the

fi—

Azsiguais. Much of the factory-mede clothing, according to trade

nifieials, is wnsalsble due to "low grade sewing, poor finishing,

and simplified, old-fashiocned, and uavaried styling . . . with

serious defects”. 19/ During a 9-month pericd im 1961, the Ministry

af Frade, RSFSR, vejected 41 percent of the producticn of the garment

industry, reclassifying the goods &s secomds. 20/ In the knitting

srades, satput of hosiery has doubled since 1950, and knit outerwear

and uvoderwesy have increased even more rapidly, albeit over a

relatively masll bese. (See Teble 3) ' ;
fslthough production of leather footweer has more than doubled :

since 1950, neither the quality of materials send workmanship nor :

“he sssortment have igproved appreciably. In order to meet production

avobas, fovbwear mmafacturers produce somewhat standardized models

in 8 pArrow sange ol sizes as & means of achieving production goals.

sratomer complaints concera chorteges of partic_uhr sizes and the

zenerally chesp quaiity that meaens ultimately a lack of durability.

as for materials, artificlal suede and other simnlated leathers vhich

ere used to oxtend the supplies of genuine leather sre far less durable

materials, although cospositicn stles probably are en acceptable
substitute for leather. A further lack of durability results from

coastruetion methods (vt often either are outmoded or are geared to

wmaximum sutpat rathez than to producing 8 high-quality product.

13-
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Teble 3
Soviet ProGuctionm of Kpitted Garments awnd leather Pootwear

Selected Years 1950-61 and 1965 Flan .
million piocec or milliom veire

b b, b b b e

Commodlty i&iﬂy _1.22§.J %J EEEZJ &2;5;9.'/ 2—.%.3;, m‘j
Leathor foutwear 203 27 %6 390 Lig ko 515
mﬁi‘t outervear hy 85 9‘7 10k 12 7 160
Reit undervear 1% / 346 399 439 yyo 188 T80
Hosiery 73 772 888 926 g6k 1,000 1,300

&. Promyshiemmost® SESR, Moscow, 1957, pp. 33, 351.
b. S5SR v telfrskh v 1961 godu, pp. 127, 128.

AN 5 0 Uk

c. Previs, O ¥eb 1059.

3.3
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“he prodeetion of comcumsr durables is increasing rapidly,
slthongh the outpul is still smell for household applisnces except
Zor sevipg machimes and radlos. Houschold refrigeretors, washiag
machines, snd televialon sets whilck have come into production in
large mepbars oenly since 1950, sre scheduled for rapld imcreases in
the Seven Year Planm {(Bee Tuble 4). Many other sppliances that are
comaon im the US -« such ss dishwashers, clothes dryers, and food
{reszers -~ are virtuslly unknows 1o the Soviet public.

Fhocks of househeld epplismces by the emd of the Seven
dear Flan in 1965, according to Soviet esitimates, will Include 7.6
nillicn refrigerators, 12.3 millior washing mschimes, and LO
nillion sewing machimes. 21/ If these levels are reached by 1965,
Soviet officials satimsete thal there willi be one refrigerator for
every rive urbsn households, omke weshing mechine for svary three
nroen bousshelds, saad one sewing mechine for svery two households
{bothurben enfl rural). Although this imvemtory compsres unfavorably
with presemt US lnventories, it eppreaches the current level of
availlabliity of these gppliances ip the UK and some of the other
Bnropesn cowmtries. 22/ Redivs, because of their value as meass
of propagendsa dissemination, eajoy a relatively high priority im
cossumer production sapd are priced fairly cheaply. Stocks of radies,
according to officlal Soviet estimstes had grown by 1950 to a level
which provided 48 sats per 100 families. Stocks of telsvision sets

provided omly 10 per 100 families. 23/

el b on
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Table 4

Selected Years 1955-61 apd 1965 Plam

Soviet Productiom of Consumer Durables

a/ af b/ b/ b/ 174 ef
Commodity 1950 1955 1958 1953 1960 1961 1965 Flam

Seving machines 502 1,611 2,686 2,941 3,096 3,292 4,550
Refrigerators 1.2 151 360 L26 530 686 1,450
Washing machines 0.3 o7 Lek 648 896 1,236 2,570
Redios 1,072 3;% 3,902 4,035 k,165 4,229 69000
Televisioa sets i2 495 g9 1,277 1»726 1:913'9 3,300
2o khogyaystvo SSSR v 1950 godu, pp. 298-300.
. SSSR tsifrakh v 1961 1, Do ;g’
c. Pravda, 8 Feb 1959.

cldige
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Although copsumers im the USSR sre anxicus to own appliances
end other durable goods, they usually mist wait many months for delivery
andl are often dissatisfied when they finally obtain them. Few of these
items would be salsble in retail merkets in the United States.
Appliances on the whole ave poorly designed, crudely bullt, and
subject to breakdouns. Soviet refrigerators have e small smount of
gsabl: spaece in relation to their size and weight. The washing machines
ave simple in design ususlly with roller wringers operated by hand;
some have motor driven centrifugal spinners; and s small part of the
production have simple timing devices. Electric sewing machines have
been 5o unrelieble that meny housewives are returning to treadle
machines vhile a good portion of the newer models rust in warehouses. 24/
Even im the urban areas the usefulness 07 eppliances is limited by the
undependable nature of the Soviet supplies of electric power.®

Both the availsbility and quality of Soviet appliances
have been influenced adversely by the preoccupation of planners with
heavy industry. Instesd of plants which specialize in appliances,
production has besn relegated to subsidiary shops of plants that
specinlize in other types of machinery. Production is poorly organized,
there is little coordimation among producers, and insdequsate
% Probiems of erratic flow of curremt and fluctuations im voltage
vhieh have been reported result i1y pert from inadequate wiring and
inproper distribution of currenmt. More than 800,000 voltege

stabilizers for use in operating home appliances were bought during
1959 alcne. 25/ .
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cpeeialization has led to bigh cesis. Uatil these deficiemcies nre

Tectilied, Scviet cossumers will fimd that household appliances, om
the whole, are szcarce, eipensive, and of pcor quality.

13X, Currvent Growth Problems and Prospects

Otrains aow beimg felt by the consumer indusiries apparently are
caused by factors which are nmumercus snd complex. The sharp declime
i» the rates of growth of the textile, clothimg, and footwear industries
s 1961 coimcided with the peried followimg the shortenmimg of the
work day from 8 to 7 hours, but other factors imcludimg shortages of
rav materials, sud faillures in levestment elsc contriluted to the
aociime.  How grest has been the effect relstively of each of thece
iactors cspaot b@ determined, but collectively they are probsbly
v2spossible for the lower rate of growth.

8. Hateriale Shortages

Providing ilacressimg quantities of rav materials is ome of

vhe major Tactors limitimg the grovith of light imdustrial production
i present apd in future years. Judginmg from pest expericnce im
wrocietion of textile fibers by Soviet agriculturs, frifilimenmt of
plenms 38 likely to fall short of the Sevenm Yeer Plaan goals. Moreover,
cven 1Y goals are reached the oulput of mature) fibers will barely
support the plawned imcresse im tertile fobrics. For example, the
Soven Year Plap recuires that productica of cotton fatric increase at an
sipual rate of 4.2 to 4.7 percemt, vheress the plan for output of cotton
Jibers yeouires sm imcrease of 3.8 to 4.9 perceamt. 26/ Soviet plamners
40 recogrize that Seviet agriculture can mo longer, as it has im the

¥ast, supply ribers in adequate cusmtities Lo support the plasnad

-
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expapsions of the textile production. Thus future goals for textiles

are based on the assimption thet rayon and synthetic fibers can be
produced in quantities adequate to supply the requirements of the
industry over and above that which agricilture can produce. Producticn
of rayom and synthetfc fibers 1s scheduled to grow at the rate of 22
percent smmually during the Seven Year Flan. 27/ WVoolen plants in
particular are to rely on large quantities of synthetic fibers, and
cotton mills are to use synthetic fibers suitable for blending.
Production of agricultural textile fibers in recent years
has been slowing dowa; plans frequently are underfulfilled, particularly
in years of adverse weather comditioms. The following tabulation of
production of textile fibers shows the output of cotton in 1960 and
1961 vas lower than the level achieved inm 1959; annual increases
in vool have declinmed for the past three years; end produc tion of
flax fiber fluctuates from year to year.

thousand metric tons a/

Year ggii';;_,_et;_ b/ ng:_;;g Rsyon & Synthetic  Flax fibers
1955 1,290 256 110 381
1958 1,450 322 166 438
1959 1,550 356 180 364
1960 1,430 357 211 k25
1961 1,510 367 250 ko3

“. S8SR v tsifrakh, 1961,pessim.
b. Comverted from the weight of seed cottom at 33.3 percent

@17
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Although no figures ar¢ avilable currently onm supplies of

textile fibers reaching the textile mills, shortages of rav materials
| veportedly are responsible for production failures in some sreas in
| 1961 and 1962. 28/ Bven so, the USSR exports large amounts of cotton,
mainly to the East Eurcpean satellites, an export volume which varies
between 20 and 25 percemt of Soviet domestic production each year.
Although increasing requirements at home eppear to strainm the ability
of the USSR to continue such extemsive export, these commitments
appear fairly rigid as imdicated by theexport pattern of the past
10 years. 29/ Cotton imports om the other hand have increased
somewhat in response to growing demamnds of Soviet light industry,
but exports still are far greater -- sctually twice the size of
imports im 1960. 30/ Wool 1s also im short supply because of
fallures in domestic production. Soviet production of wool in 1960
i and 1961 increased by 1 percent and 3 percent respectively, campared
with an increase of 12 percemt im 1959 (See tsbulatiem above).
The fulfillmeat of future goals for light imdustry thus depends
1 in large part on a lagging egriculturel sector for supplying increases in
natural fibers and on a heavily burdemed chemical industry for
supplying rayon and symthetic fibers.¥® Should sgriculture and the chemical

industry fall to meet the requivrements of light industry, the official

# A sharp reduction ia the grovth rate for reyon end synthetic fibers
was announced for 1962 -- from 20 percent implied by the Seven Year
Plan to 12 percemt. 31/

«18=
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prograw for incressing the supplies of textiles and clothing to Boviet

comsupers would be pleced im serious jeopardy. Im this eveat, Soviet
plapners would have te look sbroad for large quamtities of textile fibers
with which to supplement domestic supplies.

B. Jow Level of Technology

The low level of techmology wbich characterizes much of
Eoviet light industry csm be attriduted in large part to the famct that,
in the allocation of investment Pumds and resources » dight imdustry
bas been given e low priority. The Seven Year Plan provided some
improvegent im the allocation of fumds for light industry relative to
other main branches of industry (See IIX C below), yet this higher
ievel of invesiment apparemtly is not great eaough to constitute
a sigaificant rise on the priority scale. Allocations of funds
for the Seven Year Flan period amd the Treceeding T-year perdiod for
the light and feod industries are compared with allocations for other

selected industries me Pollows:

a/ 1952-1958 b/  1959-1965 b/ }353;%222,., of
Brameh of iedustry (billiom rubles)” (billiom rubles)  1952-1958
Light ord food L.,0 8.0-8.5 200-212
Machine building 6.6 11.8 180
Ferrous metsllurgy &.1 10.0 245
011 snd gae 7.2 17.0-17.3 235-2L0

aknee

a. US Joinmt Publications Research Service: JPRS: 14,600 Capital
Comgtruction: A Statistical Collection, 26 Jul 1962, p. l1?5‘
b. In prices of 1 Jul 1955 adjusied to the mew 1961 rate of exchange.

219
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Thue, the share im investments of the light and feod imdustries

{representing perscnal comsunmption) is less for both the T=year
pericds than the shares respectively of the machine building, ferrous
metallurgical, and oil and gas industries, smd the increase im the
Severn Year Plam for the light and food industries is less than that
in two of the heavy ipflustries enunerated. -

Because light industry has beem starved for resources over :
the‘ years, techmological improvements have beenm slow to dsvelop and
as a result, labor is used extemsively, imcluding much hend labor.
The number of imdustrial workers im Soviet light industry® vonks
high in the total of imdustrial workers for sell of Soviet industry,
being exceeded omly by the number of workers im the machine building
and metalvorking industry. Of the 18.6 million moductinn wostems (= bl
in Soviet industry im 1960, light imdusiry employed 3.4 milliom or
18 percent. 32/

Bven 1p the textile imdustry, which 1s more advanced in
the mechanization of processes than aras the clothing and footwear
irdustries, much Larger mnumbers of workers onm the whole are used for
given operaticos than in US textils industry. The size of the
industrisl 1labor force for textiles im the USSR is far greater
than that of the US textile imdustry, but the Soviet outpet of
textiles is only about half as great. Ratios for the two

# Pyofvetion Vorkers (m’bochiy) employed 12 Soviet iight industry in recent
years vere as follows:

{thousands )
1955 ' 2,158
1958 2,515
1959 2,579
1560 3,371

The imerease of 792,000 workers im 1960 over 1959 reflects mainly the
integration of the producer cooperstives into the state izmdustrial system.
Source: K&ivdupge khozyaystvo 1960 godu, p. 217.
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countries have been reported by the Soviet writer, S. A. Kheynman, for

cottom fabric im 1958 showing Soviet production at 56 percent of US
production,but the Soviet labor force reportedly was 87 percent greater
than its US counterpart. 33/

Measurements of labor productivity im the various branches
of light imdustry are difficult to make because of the lack of data;
figures on the Soviet industrial labor force, in particular, are
scarce. However, some comparative research in labor productivity
has been made by both Soviet and US writers. A comparisom of the
productivity of labor in the USSR and the US has been made by the
Soviet writer, A. Kats, which shows that the Soviet output per
production worker in the textile and footwear industries, ranged
from 38 to 44 percent of output per production worker inm the US,
when comparing US ratios for 1956 with Soviet ratios for 1957.

Date from the Kats study are as follows:

Qutput per Worker

a/  Unit of i 3 USSR USSR in percent

Branch of Industry Measure (1956) (1957) of US
Cotton fabric linear meters 20,052 1,712 38.5
Fabrics of rayom,

synthetic fiber, b/

and silk linear meters 19,668 7,512 k1.5
Wool fabric linear meters 3,411 1,443 42.3
Footwear pairs 2,527 1,112 k.0

a. V. A. Zhamina, Edr., Ekonomicheskoye sorevmovamiye sotsializma c
kapitelizmom, 1962, p. 200.

b. As reported im the source. Using the date for output per worker
as presented in the source actually yields 38.2 percent.
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The ratios obtaimed by Kets, however, are high when compered

with results obtaimed by Westerm researchers. To the advantsge of
Soviet statistics, the Ests ratios are besed os output offebric in linear
meters which iguore the fact that the US fabrics are wider than Soviet
febrics in all cases. Thus, comparatively, the S output per production
worker is umderstated for each of the various fabrics. The measurements
made by Gertrude Schroeder for 1956 based on output of fabrics im
square meters shows Soviet output per worker much lower thanm the Kats
figures. For exsmple, the Schroeder comparisons shov Soviet output

of cottom fabric per worker to be as low es 23 percent of the US

output as ogainot 33 percent derived by Kets. Similarly, the ratio

for rayon, synthetic, and silk fgbrics was 27 perceat ccompared with

42 parceat derived by Kats. In spite of the wide variation,

however, the lov output per Soviet *workér shown by both of these
measuremsnts, reflects the large inputs of labor and the relatively

low level of technology of Soviet light industry.

¥ The output per production worker im the USSR and the US were
reported as followe: (1956)

Ratio
Commodty Uatt 3] WSR  (O5e200)

Cotton fabric square meters 24,838 5,798 23
Reyon, synthetic

and silk fabric square meters 22,52k 6,164 27
Wool fabric ‘squars meters L, 377 1,815 ]
Footwear [except

rubber) vairs 2,672 1,046 39

Source: Gertrude Schroeder, "Scme Measurement Problems in Comparing
U.S. and USSR Indusirial Labor Productivity”. raper presented at

“chg Interpations] Conference om Labor Productivity, lake Como, Ttaly,
1861,

-
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Aecogplzing the gemeral backvwarduess of their comsumer
inflystries, Seviet officisis aspire to smulate the techmological level
af the more advemced cousumer imdusntries abroad, maimly that im the
imited States. Procurement of %Zewstile plants and machinery from
Hasiern rapufacturers pleys a major role ia expending the capacity
of the Soviet comesumer imrdustry, perticularly the textile imdustry,
and hag the added advankeges of comiributimg to the techaclogical
;x&vmc&@ﬁ of the industry as well. Furthermore, the purchase of
machinery shroad lesssns the pressure on the machine Tuildiag plants
at home emd st the seme time seves costly resesrch eod designing
+ime by mmkimg posaible the outriglt copyismg of the mest advamced
models prafocad by Western iadustry.

Avthough Soviet purchasing officials have ipficated a strong
interest im and preferemce for 1B textile processes, rwalmly those
using syethetic fibers, thay zleo sre purchasisg textlle mechimery
fron fizes In Weat Germemy, the UK, Italy, amd Jepsan, 1n additiom to
that imported fros the Bast Burcpesm catellitss. Imports of machimery

for 1light isdustry, lsrgely textile mechinery sad equipmemt; hss

izcressad vapldly 1o receat years, the total im 1961 reaching 57 milliom

rubles as campared with 20 milliom rubles im 1958. 3/ By comtrast,
the TESR appears generally less iaterested im importisg technology
wnd equipment for other bramches of light industry, such as the
zaracst knitysar, anmd fTootwesr brasches that in gensrzl are even
wora beckwaid them is the textile tramch. Plauned improvementl in
the lecheology foxr light industry thue is cemtersd priasrily in the

spioning and wveaving of textiles.
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¢.  Investuent of Capitsl

te  Flans and Performamce

Iarger amounats of investmemnt tunds have been allocated
%o Soviet light industry for the comstruction of mew plants, the
eipansion of existing plants, and for modernization and re-equipment
thep have been iavested during sariier plans. Investment in state~
cuped enterprises of light imdustry, ss originally announced in the
Seven Yeer Plan, totaled 3.3 billiom rubles® or 2.6 times the investment
of the precedimg T-year plan {See Tmble 5). Still this sllocation
of funds apperemtly was not sufficient to suppoert the expansion
progran scheduled for light imdustiry. Im 1960 Khrushchev called
for additiomal investment fumds of 2.5 /:;‘I;Tgnmnim rubles to be
aliocated, mot to light imdustry sjome, but "for the development of
the textile and footwesr industries, (amd) their Lases for raw
materials amd machinery comstructica . . .” 35/ The division of this
iavestment among the various indusiries -~ light imdustry, agriculture,
and the chemical and mchine buflding industries -- was mot announced
but directly or imdirectly, light ipdustry will profit from all
these ivvesiments.
©7 In prices of 1 July 1955 adjusted to the mew 1961 mate of
exchango. Yhe
producer cooparatives were still operating outside of state lodustry
when the Seven Vear Plaa begem and thus their imvestment plans are
aot reflected in the original plams for investment im light imdustry.
By the emd of 1960, the cooperatives had bean integrated into the

state system, presumably edding their suell share of fumds to the
lavestmeat funds allotted to light imdustry. 36/

gl
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Teble 5

Capitel Investuwent im Soviet Light Industry

Toval light industry b/

Pextiles 4/

Cottom

Fayon, synthztic and silk

Wool,

Other textiles e/
Faitwear and hosiery 4/
Sewn garmsuts £/

Izsther footvear e/

.19%2-50 and 1959-65

Million Rubles of Ratio
e of Planned Invectment
Actual Plaxmed 1959-65
Investment Investment to Actusl Investment
1952-58 1959-65 1952-58
1,260 3,300 ¢/ 2.6 to 1
900 2,500 2.8to 1
385 780 2.0to 1
7 10 9.6 to 1
131 385 2.9 to 1
310 625 2.0 to 1
53 185 3.5 to 1
89 178 2.0 to 1
218 L37 2.0 to 1

be

d.
eo

In prices of 1 July 1955 adjusted to the mew 1961 rete of exchangs.
Tekstll ‘naya promyshlemmost® no 1, 1959, p» 9.

As originally emncunced. investument subsequently hss been increased.

shlemacys stroitel’stvo, no 9, 1959, R 2, 3.

Residuni.

Patimete based oo infommation containod is
‘ggﬁggggg_‘mgzww“, a0 6, 1959, p. 3.

~2hp-
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The 1961 imvestmemt plaw which provided the spectacular

inorease of 54 perceat {reflectimg both the mew allocations of funds
smd the tremsfer of iavestments from the cooperatives) was umder-
Pulfilied, according to official reports, and am inmcrease of only 18
perceat achieved over the previous year. The plamned increase of
33.5 percent for 1962 3]/ does not appear to be especially high
copsidering the meed to mske up for the imvestment failures in 1961.
Because of feilures im bringimg new plants imto
production on schedule, a re-evaluation of the comstructiom program
as early as
was usdertaken/ 1960, The mumber of mew textile plants scheduled
for comstruction were reduced and smphasis shifted to the expamsion
of existing plants and to modermization of machinery and production
processes.® For example, new textile pleats origimsily plamnned
for comstructiom im 1960 were reduced from 38 to omly 15. 38/ The
riaing coet of expardimg the capacity for productiom is most
progounced im the comstruction of complete new plants {as opposed
to modernization) where the costs of bullding and sncillary facilities

are added to those of machimery and equipment.

2. The Risilmg Cost of Expamsion

According to officisl plannirg figures, light industry
is becoming more capital-intemsive. 4 reflectiom of the cost of
expanding the industry is seea in a shift im the margimal cepital-

output ratio. For the Sevem Year Plan in relation to the preceding

#Tndustry officials mote that recomstructicm of plasts in light
industry takes ome-fourth to ome third the imvesiment of capital as
does the comstruction of mevw plemt: . for zquivelent incresses in output. 32/

2 5
Approved For Release 2000/04/18 : CIA-RDP79T01049A002600010001-1

st



Approved For Release 2000/04/18 : CIA-RDP79T01049A002600010001-1
T~yesr period, the marginal capital-output ratio, derived from Scoviet

over~all plems for light imdustry is calculated from official date as
0.40 in contrast to 0.16 for the earlier period, as shown in the

following tabulation:

2 s/
Increments to ?roductionJCapital Investment e/
Period (Billionm Rubles b/)  (Billion Rubles b/) Ratio
195258 T.64 1.26 0.16
1959~65 (planned) 8.33 3.30 0.4%0

a. Tekstil'nays promyshlemmost®, No. 1, Jan 1959, pp. 2, 3.
b. 1In prices of 1 July 1955 adjusted to the nmew 1961 rate of exchenmge.
¢. Derived.

Although the ratio for light industry as a whole for the
Seven Year Plen is more then double that for the earlier pericd,
ratios for individual commodities would probably vary comsiderably.
For example, im cottom textile production the change would probably
not te as great as in a nev and expanding area such as the processing
of synthetic fiber into yarps, kmitgoods, end fabrics. Thus, the
relatively high ratic of capital to output reflects the changing
techaology im textile processes, the substitution of capital for
labor, and, inm part, the lag between new investment and the resulting
gain in cutput, rather than a definite decline in the marginal
productivity of capital. Im this bramch of industry, major increments
to preduction may be forthcomlng in subsequent periods beyond the

Seven Year Plan.

o
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. Plagning and Administrative Weakpesses

Centralized plemning for comsumer needs, as 1t exlsts im the N
TISSR, bas been established im a climate of scarcity; whether such
planaing can work efficiently where the supply of goods permite a
grester degree of comsumer choice is yet to be proven. So far there
is little evidence that Soviet planninmg cem cope effectively with the
problems of growing comsumer requirements without broed revisions of
praseat practices in productior and supply.

Tvemtories of comsumer goods at the production pleats and
in the trads metwork have inmcreased rapidly, almost doubling im the
peried 1955«1960. Stocks of wool fabric, sewn germenis, asd leather :
footwear have grovm e.t/iartieularl:af rapid rate durimg this period,
although stocks of cottom fabric have grown very little, a development
which suggests that cottom may be more acceptable im quality or
price, or both, than some of the other commodities. The following
tabulation shows the growth of stocks in wholesale trade orgemizations
snd in ipdustry for importamt comsumer items in recent years: (in

million rubles )

Comodity af 1955 1958 1960 ;
Cottonm fabric 271 267 282
Vicol fsbric 151 185 289
£11k fabric 154 223 oTh ;
Sewn goods 8 155 32k
festher footuesr g6 106 21k !

e- RNarodnoye Lhozyaystvo v SSSR v 1960 godu, p. 699.
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Although recent orgamizational chamges in planaing and

sdniristration of light imdustry have improved its operatliom, many
vroblems remaim. Through the deceatralization of Soviet imdustry in
1957, the plamaing fuactions of the Ministry of Trade for light imdustry
were tremsferred chiefly to uniom end republic planaing bodies
{gosplams )# while the regiomal sovmarkhozes took over the administration
of the imjustry amd assumed only limited planning functioms. 40/ Later,
in 1960, the producer cooperatives {collective groups of artisans and
hasdicrafters) operating outside of state imdustry were placed under
the administration of the local sovmarkhozes, a move which further
increesed state comtrol over comsumer productiom. 41/

Such administrative changes, vhile improving the direction
of the industry added other problems, particularly im coordiaation.
Production goels and allocations of materials, im large part, a.re
controlled at union amnd republic levels, whereas the administration
and management are mainly the respomsibility of the sovmarkhozes.
in practice, plant mamagers claim, the USSR Gosplan sets up the
aggregate goals for productior taking mo sccount of the imcreased
cost of changing the assortment, such as providing more working
capital.lzbor, sn® the like. Thus, plant menegers vho wvary the
asgortment in respomse to orders from the trade orgasnizatioms may

rus the risk of failing to meet over-all plarm gozls. Bocause of

® &cept for lobg~term plamning which iam April 1960 was transferred
from Gosplam, USSR,%to the State Sciemtific Ecomomic Coumcil
{cosekonomsovet), USSR. 42/

B~
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?hips » plants tend to marrow rather tham to broaden the assortnent. of

goods vroduced.

The distribution system for comsumer gocds in the USSR is
motoricusly imefficient bacause of the insdequacy of fumds, lack of
modern merchandising equiyment, aad because of organizationsl
weaknesses. Comsumers are accustomed, but not necessarily reconciled,
to altermating gluts and scarcities of goods. Im recent years a mumber
of chanpes have beem introduced in planning aad administratiom,
particularly im the state trade system, in order to meet more
zffectively the reguirememts of comsumers.

“imce 1957, details of assortment, design, amd quality
have beem worked out by sovmarkhor officials, and factory managers,
working with the trade represeatatives. 43/ Orders for goods by
wnolesale and retail organizations o céntract iaclude detailed
specifications s to the kinds of goods spd the denv"ery dates.
Woile imdividus) store mansgers bave thus gsined some volce in
determining the kisds of goods they will cearry oa their shelves,
strict observence of camtract terms ofter increases the burden
of the producors.

¥hile the sssortment of goods is plamned regiocmally or
locally, the sggregate goals spd the allocatioms of materisls to be
uged are planped centrally. Flant panspers, thus are obliged to meet
output levels set by Gosplan (vith penalties for fallure) while at
the workimg level they are at the mercy of the trading organizatioms

who place orders, but who also cam change these ordera according to

-
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ueed, and ultimately to reject the goods if they fall to meet

gspacifications. fsjb_/ Such a multipliciiy of organizaticzel authority --
interdepopdent, over-lapping, and tamgled im detail -« presents a
vange of problems of coordimation which plamners have been unable to
solve in the past and which may be expected to imcrease in intensity

as the assortment of commodities expands.
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L. Swemery

leading

i vhe USSR, winich sow ranks &3 a./world power, the consumers i share

i the total product of imdustry ie still too small tc¢ satisfy their
nagic pequirements, in spite of the gradual rise in the level of
1ivimg thet hes been achieved, Under the existing sycstem of

imfustry has grows more siowly them total iadustry and slower still

compaves with the mschine bulldisng branch of besvy imdustry. Neveriheless,

Wy 1960, iight imdustrial production had growm to 2.5 times the level
iw 1950, almost doublimg the output of textiles, more thanm doubling
e mtﬁ;ut of leather Tootwear and hosiery, and incressing at an even
faster rate the output of kmitwear amd sevn garments. Still these
guods  was Yar from adequate whea nessured either by comsumer
satisfaction or by the official stamdards for optimum consunption.
Presemtly light industry, grovieg at a rate below that needed
ter reach the 1965 goal, is producing half the textiles and oaly &
11t4ile more thep balf of lewiher feotwear meeded to reach the morms
which Khrushchev has pledged to achleve by 1970. Bvenr the production
reguirad by the Seven Year Plam, should it be reached, is still far
short of supplyimg the prescribed norms as showh by the following

date p2r capits.

1964 1965 Plas  Consumption Norm
Prytiles {squarve meters) 29.9 35.2 58.1
Toather footwesr (peirs) 2.0 2.2 3.5
- 3
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S for gyparel, Soviet consumers are receiving much more Tactory-

wee ciothing thae they 8id ia earller yesrs. KHetall sales of sewn
almost 80 percest above

sovmeRns o 1960 weve [ the 1955 level, whereas, sales of fabrics
1w theh osriod incressed only 30 perceant, indiceting that as ‘the
aunply of Factory-made clothisg imcreases, the meed for sewing at
nhome and by privaete seamstresses and teilors is dimimishing.

tenides the radics apd sewing mschlaes which are falrly common
throughout the USSR, many urbam householders in recent years have
seouired their oum television sets, refrigerators, smd washing machines.
However, the appiisnces are of poor desigm, low quality of comstructioam,
06 undependable operation to the exteal that many of them would not
be saiable in Western markets. By 1965 Soviet officizls estimste

households

thet for each 5 urbsn /[ “here will be cne 1=efrigerntor ;3 for
»ach 3 urban households, cne washimg machine; amd of all Soviet
poussholds, urpsn and mral, half will have sewing machines. Few
wlamts speciaiize in household appliarces, production being relegated
iagtead to subsidiary shops of machile buildirg plamts that specialize
ixn other wypes of zachigery.

Sowiet lish’ iadustry recently bas suffered a declime in rate of
wrowth, Palliag from am incresse of O perceat im 1959 to an imcrease

i b percent durimg the first 6 months of 1962 cver the corresponding

period in 1961. The preseat rate of growth thus is below the 6 perceat
average anpusl iscresse required to meet the 1965 goel and is also
balow the T percent achieved ammuslly Im the préceedixag T~year pericd.
Cortributing heavily to the declime ixn rate of growth are shortages

of rav materiais and failures im achieving the imvestmeni plans.
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That soviec sswiculiure mey e wsable afdzquately to meet the
TEruaYenents of tho Lextile imdustry im the future is a probabllity
wnich plomaley ofiicials sprerently sccept. The output of agricultural
{iners recentliy hes incraszsed st a daelining rate, incresses for
hoth cottom epd wool falllmg ip 1960 and 1961 far below the increase
senieved 1m 1959. Light industry thus must rely more heavily on the
acn-agricultural tvpes of textile filers -« rayon aad the various
bypes of syathetic Cibers which ere now belng developed.

the low technmological level at which Soviet light industry
apetates 18 reflected by high isguts of labor amd a relativels low
dvrestment of cevital. Lisht isdustry’s share of {avestmet, even
whom combige d with the food industry, is still below the srares
Tespectively of the machinme buildiag, Terrous . .allurglcal, amd oil
aidl gas imdustries for both the Sever Year Ploy aod the T-year period
rroceediss it. Becsuse of lts btachmelwgical lag, the Soviel light

sedustiry compares poorly with tast *u the UB, the smmisl output per

Soviet prodoction - gnouating to less than balf of that of hic U8
couniterpart. T2 help ia raising the level of techuolegy, the USSR

is importing modoss machinery and ceguipment fron firms in Western
coumtvries «- maialy the U8, the UK, West Geraary, and others ~- as
well as from the Esst Buropean satellitss.

Un bzlance, the Soviet comsumers® lot hes improved zradually
over vime, bubt the pmapécts are that future geims also v1ll be gradual
im spite of the growing desires of cossumers for more and letter goods .

Soviet light iadustry, which coatinues to bulld gratuslly om
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achievenents of prst vears, is becoming imcreasivgly burdened with
vroblens of expawnsion. To ilzcrease the capacity for production and to
provide emough raw materials to support it, is the task of the

vrarent amd of the future.
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