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11 November 1971

MEMORANDUM FOR THE RECORD

SUBJECT: Briefing of Secretary Stans and.
Assistant Secretary Scott ,
Department of Commerce

l. On 10 November, ‘
Acting Chief D/U, and '  Chief U/TT,
briefed Secretary Stans and Assistant Secretary
Scott on the economy of the Soviet Unionmn. The -
formal presentation centered on (1) the trends in
Soviet GNP, industry and agriculture, and the
comparative performance with the US; (2) comparative
allocations of total product in the two economies;
(3) production and allocational policies in the
new Five Year Plan (1971-75); (4) performance of
the Soviet economy in 1971; (5) the outlook for
the economy for the balance of the plan period;

(6) Soviet efforts to close the technological gap
by, (a) internal reforms in introducing new tech-
nology and (b) by importing Western technology; and
(7) limitations on Soviet imports due to, (a)
limited availability of foreign exchange and (b)

a relatively high level of debt:.

2. The briefing lasted about 45 minutes
with Secretary Stansand Scott frequently inter-
posing relevant and penetrating questions.




The Soviet Economy

—— Selected Topics --
(S-3916)

Briefing for Secretary Stans




THE SOVIET ECONOMY

The economy has in effect a threefold assign-
ment: to support an aggressive foreign policy and
military posture, to close the production'gap with
the US, and to raise the level.of consumption of
the Soviet people. In recent years, the economy
has not measured up to the reglme s aspirations in
these areas. Growth has slowed, and certain basic
~eéconomic problems have become chronic and increasingly.
troublesome. '

However,'it is importantnté realize that the
Soviet economy is not stagnating. It is continﬁing'
to expand at a respectable pace, and as it does so,
the capac1ty 'to increase military and Space expendi-
tures -- as well as other expendltures for national
policy purposes. -- will continue to increase along
with the economy.

Chart 1

We can review recent comparative economic growth
with the benefit of our first chart, which shows
total output in the US and USSR since 1950. If you

look at the rate of increase of Soviet GNP reflected
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in the first three bars (1950, 1955, 1958), you
can see that the decade of the 1950's was one of.
very rapid Soviet growth. The absoiute size
difference between the two economies actually
narrowed for a few years.

As the 1950's came to an end, thgre was a
significant deceleration in quiet growth. With
growth rates in the two countries reasonably close
in the 1962-69 years, the absolute gap between
the US and Soviét GNP's increaséd. However, in
1970, a US recession year, the USSR was able to
make an appreciable dent in the gap. |

The 1970 spurt in So?iet growth of nearly
8 percent and the relative stagnation in the US
economy cut $38 biliion dollars from the Americén
edge of $458 billion in 1969. For the first time
in the history of the Soviet'attempt to catch up, =~
the Soviet GNPVamounted to more than half of the . |
United States performance. Although the rate of
increase in Soviet GNP in 1971 will be somewhat
greater than the US rate -- 4% percent vs. 3 §é;¢éﬁ£’—-
absolute gap between the US and Soviet GNP's T

will again increase (by about $7 billion).
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Over the years, the rapid growth of the
Soviet economy has been sparked by sharp increases
in industrial production, which more than quad-
rupled in volume over the 20-year period (1950~
1970), in éomparisdn to a doubling in the.US.

C)} ART %4 Between 1960 and 1966, industrial production

in the US grew more rapidly than in the 1950's,
while thevopposite was true in the USSR. Over
the last four years, however, US industrial oqt-
‘put_has increaseiyery little.' As a consequence,
QELaégéigzgdustrial output now stands at about 60%-
65% of that of the United States. Increasingly,
the United States is becoming a service econony,
with most increases in employment coming in areas
which probably contribute little to war-supporting
capabilities. | o
A.fewvwords about Soviet agriculture. Agri-

cultural output has been moving ahead slowly over

the past two decades. Despite increased attention

in the form of higher inputs of fertilizer and

machinery, and higher farm prices, the response has

been disappointing. The USSR still experiences ‘

v—

embarrassing shortages, such as thé—ﬁééiﬁgggéjiggf”’ R
. L

to import large quantities of meat and seme-grain

from the West. 1In terms of efficiency, its record

L\F@ﬁiT" is a poor one. With an agricultural labor force
g: N -~ - more than 10 times the size of that in the US,
>

Soviet agriculture produces commodities whose

; total value is only about three-quarters of US

_3_ .
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T
agr¥eultmsal output. In the USSR, one person in

the agricultural labor force feeds five others
in the total population; in the US the ratio is
1 to 52!
You can see that, while the share of the
labor force still on farms has been falling,
about one-third (31 percent) pemain in agriculture.
One-third is a higher percentage‘by far than
exists in any other industrialized nation.
Déspite relatively heavy capital invest-—
ment -~ 18 percent of the total in the USSR vs.
4 percent in the US -- the withdrawal of man-
power from Soviet farms is relatively slow,
sa@lthough—it-is—econtinuing.
Soviet regimes have beeﬁ plagued not only
by management difficulties in agriculture but
also by weather uncertainties. Annual fluctua- ST
- tions in output are quite large. Located at high
latitudes -- Moscow is'SSO North, on roughly

the same parallel as the middle of Hudsoh's Bay -~

the USSR has harsh winters and short growing
Seasons. This year, because of generally

favorable weather, Crop prospects are good'and

-4-




grain output is likely to approach the record
high reached in 1970. Nevertheless, the USSR
i

has already contracted to pufbhase over 8/ million

L/

tons of Free World grain indirectly to increase

food supplies, especially livestock products.
felmrio, | Tk, 1471 it A 2
Grain and meat imports~éﬂ-E¥—¥&%%Tare'ex§§6¥€a“meu @# 1972

\\‘

to be at least $600 million.

The Soviet diet is adequate. in calories,'
but it is heavily weighted with bread and potatoes.
Supplies of meat, f;uits, milk, although increasing
are nearly always_inadequate to satisfy consumer
demand. Consumers have to queue up for these
products and they do not like it. This is why
the Soviets are making a major expansive effort

to raise meat production and are spending scarce R

hard currency on meat imports.

Soviet growth in the past has been fueled B
by continuing large and increaéing outlays on
investment -- both absolutely and when expressed
as a share of GNP.
memegbd

When investment growth:'n the two economies

is viewed in this context, leadership must surely

be disappointed in the Soviet economy's failure

-5-
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e
' to post a better performance in closing the .gap

between the two economies Jéﬁin GNP and its two
A

primary components, industry and agriculture.

As reflected in the chart showing compara-
tive investment shares of national product, the

USSR allocates its total output much differently

han does the US. " .

2llacations-stress ronmsumer-velfarer Out chart
shows
1. Their outlays for new fixed capital

are now about 90 pefcent of the US

figure in absolute terms. This concen-
‘“_tration”féflects the continued growth -

orientation of the Communist leaders.
2. As for consumption, or what the man

in the street receives, a Soviet

population one-fifth larger than the
American population gets perhaps 40

percent of what is spent in the ys,

~6-




US and USSR:
Gross National Product
by End Use |

(Billion 1969 US Dollars)

1970

GNP Defense New Fixed Consumption
Investment
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Per capita, this means a bundle of
goods and services about one-third
of the US level and less than one-
half of the West German level.

3. Finally, the Soviet defense and

space outlays -- jn dollar values --

en by T
such programs.

/@\a/ULOWﬁb~) The economic blueprint of the new five-

year plan. (1971-75) does not call for a radical

what the United States épends on

shift either in production or allocational

policies.  The average annual rates of increased

C::lq CL;I:— planned for GNP and industry are somewhat above

EE Lp the average annual growth achieved in 1966-70,
as shown in the chart.
- Although the new output targets for 1975

are relatively modest, the prospects for ful-

fillment are not auspicious. The-prejected—rates
9é~gfowth-of~manhours*ué%erwthe”gmmﬁvﬁﬁifﬂxnﬂ:

\@ngaqu$pment~are«somewhatv&esswthan~durrng-the
lastriradfoof-the~+5606+s: Indeed, as indicated

in the chart, in 1971, the first year of the

_ ’h‘:[_.
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USSR: Average Annual Rates of Growth

Figures in Percent

GNP ~ Industry | Agriculture

1966-70 1971 1971-75  1966-70 1971 1871-75  1966-70 1971 197175
Actual Plan Actual Plan Actual - Plan

!
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plan period the economy got off to a slow start.
Chart 7

There is no evidence of major changes in
priorities in thé interplay of the demands for
increases in all major sectors -- military ahd'
space, growth and consumption. Astbefore, invest-
ment is to grow at a slightly higher annual rate
(6%%) than GNP and consumption at a lower rate
(5%). The data‘do not permit precise estimates
of défense outlayé,'but it appears that the plan
allows for a rise in expenditures for military

and space programs at least as rapidly as that

for national income.
. o C. .
I would like to additional word con-

cerning priorities for the consumer. “He=de— St

LCononyhers—impEeved—fvndamentaddy mlhere—aros - e
,signs,xhai_ééem~hese~on~éﬁ7~eveﬁg»peﬁ@eﬁtage

DOinfmo Frfuture GOV W T T e harde prtowachtovs

There has been a good deal of debate as to whether

the new five year plan signals a Shift of

priorities toward the consumers. Arguments- both
Pro and con miss the message carried by past

performance. There has been a steady effort to

(™
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USSR: Average Annual Rates of Growth

Figures in Percent

Defense ~ New Fixed Consumption
Investment (per capita)
12 g

196670 1071 197075 186670 1071  1971-75 196670 1871  1971-75
Actual Plan Actual Plan Actual Plan
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raise the standard of living over the last decade
or more. Investment in agriculture and consumers
goods in industry in general have received an
increasing share of investment.
Chart %&‘g?
Consumer durables have grown more rapidly
than producer durables. The difficulty springs
not so much from lack of prioritQ or effort,
but from the extraordinary resistahce to improve-
ment under the Soviet system of meat production,
lhousing construction, retail trade, repair
services, and variety and quality of goods in
general. These are all areas in which decentral-
ized ownership and manaéement have worked far better
in all countries. We éxpect consumption to
continue to get rising allocations and the
...... problems to yleld slowly and grudgingly. ...
B\O;%ég::’”~mmWe do nogﬂgelleve the long-run outlook for
E}”“) the Soviet economy has improved fundamentally.

There are signs that from here on in, every

4.
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1. The Soviets are experiencing é sharp
decline in the return on investment
in new plant and equipment, and we
expect this trend to continue.

2. A tight labor situation has developed,
and most of the excess rural workers
have already been drawn to the cities.

3. The easiest technological gains have
been made. Technological progress
as measured by the estimated annual
increaée in productivity has been
slowing in recent years,

Chart g

Moreover, closing the technological gap --
of which the Soviet leadership is well aware --
is not an easy task. An appreciation of the size
of that gap can be obtained by comparing the
relative levels of technological development in
the USSR with other industrialized natioﬁs. The
chart shows that, for a given input of capital
and labor, output in the USSR is about one-third
that of the United States. Iﬁ is about equél to

that of Italy, but significantly behind that of

Western Europe. The Soviet Union's relative

-




Relative Levels of Technological Development --
100 L Mid-1960s
’ . GNP from each combined unit
< of capital and labor employed
" Index: USA= 100
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pPosition does not change very much if the com-
parlson is made on the basis of the amount of
GNP generated per worker.

It is clear that an improvement in produc-
tivity performance requires not only a change
in priorities, but some kind of drastic shake-
up of the moss-covered bureaucracies respon;ible
for initiating, designing, and executing new
investment projects. In other words, it is
a task of altering the institutional means
whereby new technology moves from the research
stage through development and test to fruition
in the form of.completed plant.

Many articles have been written in Soviet
journals on the kinds of organizational changes
that could be made which would supposedly speed
up the introduction of new technology. To date,
however, the results of exhortation and suggestion
have not been visible.

Moreover, economic reforms introduced in
1965, designed to halt a rapid decline in the’

growth of productivity, have been effectively

eroded by bureaucratic~ ***EE;




opposition and half-hearted implementation.} In
fact, dei:;lopments in the field of management
have been retrogressive rather than progreSsive.
I use these terms in two senses. First, the
Reform of 1965 has not moved forward and in
actual practice has moved back toward the pre-
1965 methods. Thus, much liké Krushchev,
Brezhnev is now emphasizing close supervision of
enterprises, more detailed planning, socialist
competition, and more participation in ecénomic
matters by the Party. Secondly, from the point of
view of liberal hopes, there has been no progress
toward decentralizatién or use of markets or

even adaptation of Western economic theory.

The Role of R&D Imports

One way to help overcome the technology problem
’is to increase imports of Western technology =-
not only plant and equipment but also process
licenses and patents. The Soviets have been
expanding their imports frqm the West for the
past decade. This helpsiin particﬁiéf éfeééz but

not across the board.

For example, as you know, the Soviets are

/"’FZ —




now finishing construction of a modern auto- .

mobile plant, é FIAT-equipped facility, which

will raise the technological level of the

Soviet automobile industry sharply for a few

Yyears. They are starting to build a very large

truck plant on the Kama River, a facility that

will embody Western,bincluding Us, technology.

They are trying to acquire'computer technology.

These are not inexpensive moves. The FIAT plant

will cost roughly $i.5 billion, and the Kama

truck plant, a follow-up project, will cost even

more. But fe=iifrtoated=sbovin/ the ability to

acquire technology from the West, in the form

of complete plants on a turn-key basis, is .

limited by the availability of foreign exchange. |
Moreover, there is a hard-currency deficit

of several hundred million dollars a year in

trade with the West, because of chronic difficulty

in providing anything the West wants to buy.

Since 1966, Russia has used credit to cover this

deficit, rather than selling gold. The Soviet

debt to Western countries now exceeds one and a

half killion dollars.

1B+
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Chart é[ o

Krushchev sold gold to buy emergency wheat
and complete plants and technology from the
West. As a result, gold reserves dropped from
three billion dollars in 1955 to one billion
in 1965. They are now back up to about $2
billion. o

The USSR sold about $20 million in gold
early inA197l, but no sales have been noted
since March. In view of the Soviet's persistent
hard-currency deficit and recent largé grain
purchaseé, additional sales are possi%le,
althoughAprbbably noﬁ in excess of Soviet annual
output. 'Thus, sales of up to $200 million are
-possible without drawing down Soviet reserves.

i Zet me close by reiterating that slower
economic growth clearly can provide the resources
for an increasing military effort, a risihg
level of living, and an expanding industrial
base. The Soviet economy is now sovlaxge that

a very small rate of increase in GNP —-.say 2% --

results in about $9 billion more of product,

-




Additional Charts

Distributed During the Briefing
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