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LETTERS OF TRANSMITTAL

OcrtoBERr 8, 1976.

T'o Members of the Joint Economic Committee s

Transmitted herewith for the use of the Members of the Joint
Economic Committee and other Members of Congress and the in-
terested public, is a study of the economy of the Soviet Union entitled
“Soviet Economy in A New Perspective.” This is a compilation of
research papers prepared at our request, by scholars and experts.

It deals with the recent performance of the Soviet economy. It is
the latest in a series of Soviet studies which the Joint Economic Com-~
mittee has published, beginning in 1959. There is understandably a
great deal of interest in the Soviet economy, its prospects and prob-
lems, and their implications for the United States and Western Euro-
pean countries. We believe that the volume will prove helpful to the
Members of Congress in their policy deliberations related to our U.S.-
Soviet relations, as well as to scholars and interested members of the
public. We are indebted to the scholars who have given so generously
of their time and their knowledge. They are listed in the Staff Direc-
tor’s memorandum to me and I would like to express the: Committee’s:
gratitude for their valued efforts.

Also I wish to express my appreciation to the Congressional Re-
search Service for making available the services of Doctor John P.
Hardt, senior specialist, who helped to plan the scope of the research,,
coordinated and edited the contributions, and wrote a Summary for
the present study. Dr. Hardt was assisted by Ronda Bresnick, also
of the Library staff.

It should be clearly understood that the views expressed in these
papers are those of the individual contributors and do not necessarily
represent the position of their respective government, or non-govern-
ment institutions, the Joint Economic Comnmittee, individual Members
thereof, or the Committee staff.

Huserr H. HumMreHREY,
Chairman, Joint Economic Committee.

OcroEEr 5, 1976.
Hon. Husert H. HuMpHREY,
Chairman, Joint Economic Committee, U.S. Congress,
Washington, D.C.

Dear Mgr. Cuatrman: Transmitted herewith is 2 volume of ma-
terials on the economy of the Soviet Union entitled “Soviet Economy
in A New Perspective.” The study contains papers written by scholars
and specialists who, as recognized authorities on the Soviet Union,
were invited to contribute. The specialists have been dratwn from the
ranks of various universities here and abroad, private research in-
stitutes, several departments of the Federal Government and the Li-
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brary of Congress. The papers they have submitted, in response to our
request, cover the broad range of topics dealing with the recent per-
formance of the Soviet economy. Included among these topics are
economic policy, the defense burden, agriculture, politics, energy,
ipdus@x(‘iy, population, research, science, international trade, and for-
eign aid. o

The Joint Economic Committee has undertaken a number of studies
on the Soviet economy. Amorig the earlier studies were Comparisons
of the United ‘States and Soviet Economies (1959) ; Dimensions of
Soviet Economic Power. (1962) ; New Directions in the Soviet Econ-
omy (1966) ; and Economic Performance and the Military Burden in
the Soviet Union. The latest of the Committee releases in the overall
geries was Soviet Economic Prospects for the Seventies (1973). .
. At a time when the relationships between the United States and
the Soviet Union on arms .control, and commercial, scientific, tech-
nological affairs all are entering a new stage, an assessment of Soviet
economic policy appears especially timely. Indeed after several of the
poorest economic performances in Soviet history in 1972 and 1975
special importance may be attached to a thoroughgoing professional
assessment of current performance and future prospects.
" The contributors to the study have been most considerate of our
needs and generous in giving of their time and expertise to provide
not only basic information but also an essential anal{xtical perspective.
The individual scholars who have participated in the preparation of
the present study are: '

Alan Abouchar
Hans Bergendorff
Joseph S. Berliner
Herbert Block
Morris Bornstein
Lawrence J. Brainard
Jack Brougher

Lars Calmfors
Robert W. Campbell
David W. Carey
Stanley H. Cohn
Paul K. Cook

Orah Cooper

M. Mark Earle Jr.
Warren W. Eason
Paul Erickson

John Farrell
Murray Feshbach
Richard B. Foster
Dimitri M. Gallik

Marshall I. Goldman

Alice C. Gorlin -
“Donald W. Green
Rush V. Greenslade
Gene D. Guill
Philip Hanson

Holland Hunter
Emily E. Jack
Daniel R. Kazmer
Martin J. Kohn
Barry L. Kostinsky
Laurie R. Kurtzweg
J. Richard Lee
Harold Lent
Herbert S. Levine
Peter Miovic

Gur Ofer

Steven Rapawy
Earl M. Rubenking
Francis W. Rushing
Jan Rylander
David M. Schoonover

- Gertrude E. Schroeder

Barbara S. Severin
Theodore Shabad
Alan B. Smith
Maureen R. Smith
Per Strangert

- Lawrence H. Theriot
- Vladimir G. Treml

Albina F. Tretyakova
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In addition, the Committee received the wholehearted cooperation
from the following private organizations and Government agencies:

Brandeis University.

Bureau of East-West Trade, Department of Commerce.

Bureau of Intelligence and Research, Department of State.

Centre of Russian and East European Studies, University of

Birmingham (Birmingham, United Kingdom).
Center for Russian and East European Studies, University of
Michigan.

Economic Group, Chase Manhattan Banlk.

Duke University.

Foreign Demographic Analysis Division, Bureau of Economie

Analysis, Department of Commerce.

Georgia State University.

Russian Research Center, Harvard University.

Haverford College.

Hebrew University (Jerusalem).

Indiana University.

School of Advanced International Studies, Johns Hopking

University.

The New York Times.

Oakland University.

Office of Economic Research, Central Intelligence Agency.

Ohio State University.

Wharton School, University of Pennsylvania.

Soviet Program Area, Department of Agriculture.

Strategic Studies Center, Stanford Research Institute.

State University of New York at Binghamton.

Swedish Defense Research Institute (Stockholm, Sweden).

University of Toronto.

University of Virginia.

Wellesley College.

It should be clearly understood that the views expressed in these
papers are those of the individual contributors and do not necessarily
represent the position of their respective government, or non-govern-
ment institutions, the Joint Economic Committee, individual members
thereof, or the Committee staff.

The Library of Congress made available the services of John P.
Hardt, senior specialist in the Congressional Research Service, who
helped to plan the scope of the research, coordinated and edited the
contributions, and wrote a Summary for the present study. Dr. Hardt
was assisted by Ronda Bresnick, also of the Library staff.

Joax R. Starxk,
Ezecutive Director,
Joint Economic Committee.
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SUMMARY
Jounx P. Harpr

Improving economic performance continues to be a major policy
problem for the Soviet leadership. The Tenth Five-Year Plan for
1976-1980, unveiled at the Twenty-Fifth Congress of the Commu-
nist Party of the Soviet Union, highlighted both the prospects and
problems in Soviet economic development. A long term trend in
economic growth retardation is likely to continue and worsen. In the
short term, crises such as the 1972 and 1975 agricultural shortfalls,
the 1975 hard currency shortage in the balance of payments, will
presumably continue to plague the Soviet economic planner. Pressing
as the short term problems are, the long term opportunities and con-
straints may be even more difficult to deal with: commitments to
Siberian development involving major regional energy and metal
projects, a significant new railroad—the Baikal-Amur, and the out-
reach to plumb the resources of the seas. Further commitments from
an already overstrained economy may be necessary now for obtaining
results in fifteen or more years. Short or long run, all major claimants
require more and better goods and services; the military to maintain
and expand strategic and conventional forces; the planners for
maintaining and modernizing the economy; and the consumers for
incentives to raise the productivity of an overcommitted labor force.
The resource slices needed are growing rapidly, while the economic
pie from which they must come is expanding at a retarding rate.

Soviet Prime Minister Alexei Kosygin, in his major economic speech
at the Party Congress, stressed not only quantitative and qualitative
improvements in the economy but also the role of technological
change in economic growth. Western technology inputs that add a
degree of economic interrelatedness with the advanced industrial
nations seemed to be emphasized as an important route for economic
improvement.

At the same Congress, General Secretary Leonid Brezhnev spoke
of the international and military prowess of the Soviet Union. Parity
with the only other superpower—the United States—might promise
an even stronger position in the world arena of future problems. Still
economic power—the basis of long term political power—has not
'Ii(‘Zaﬁ}led )parity as indicated of the following selected indicators. (See

able 1.

In the 36 chapters of this compendium some specialists from gov-
ernment, not-for-profit professional research, and academic institu-
tions in the United States, Canada, Sweden, the United Kingdom, and
Israel have assessed recent Soviet economic performance and its impli-
cations for the future. The chapters are arranged in three sections:
Policy Assessment, Economic Performance, and Foreign Economic

(1x)
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Activities. Each of the authors provide analyses based on their own
professional views. Many have provided their own summaries. The
reader should reference the summaries and the full analyses before
making judgments on the professional differences of views, or the
validity of the conclusions. The following are some of the major ques-
tions raised by the papers with an indication of their responses and
where in the compendium the appropriate analysis may be found.

TABLE 1.—UNITED STATES AND U.S.S.R.: SELECTED ECONOMIC INDICATORS®

United USS.R.
States USS.R. 1976
19751 1975 plan
GNP (biilion 1975 U.S. dollars) . oo ccceemencmmmananccnncanemsmenne 1,516.3 865.3 NA
Population, midyear (millions)... 213.6 254.5 257.1
Per capita GNP (1975 U.S. dollars). . 7,098.7 3,40 NA
Industrial preduction index (1970=100). 106.5 1132.5 138.2
Net agricultural production index (1970= 112.9 96.8 NA
Bread grains 2 (million metric tons) 58.6 160.8 NA
Feed grains 3 (million metric tons) 163.9 158.4 NA
Potatoes (million metric tons). 14.3 88.5 NA
Meat (million metric tons).... 215 15. NA
Total labor force 4 (millions)._ 94.8 136.1 138.4
Nonagricultural ¢ (millions). (81.4) (101.5) (104.4)
Agricultural (millions)_ _..._... “.4) (34.6) (34.0)
Total investment index & (1970=100)__.... NA 139.8 144.5
Per capita consumption index (1970=100) . ... .o cooeo..s NA L35 3 ) S,
Crude oil, including natural gas liquids (million barrels per day).. 10.0 9. 10.4
Naturat gas (billion cubic feet). ... comoooocacaiien 20,100 10,215 11,053
Electric power (billion kilowatt-hours). , 200 , 03 '
Coal (miilion metric ton) 5848 701 715
Primary energy production (million 2,165 1,643 1,734
Crude steel (million metric tons). 1410 147.0
Cement (million metric tons).. 63.1 122.0 126.0
Copper, refined (million metric tons). . 1.6 1.35 41.41

tron ore (million metric tons)..__..... - 82.6 233.0 NA
Phosphate rock (million metric tons).. 125

Automobiles (thousand units).__...... .- 6,713.0 1,201.0 NA
Trucks and buses (thousand units). .- - 2,272.2 763.0 RA .
Electric generators (thousand kilowatts). . - NA 17,100 NA
Machine tools, metal cutting (thousand units). ... ... __-...oc.e- 78.0 232.0 NA
Instruments and measuring equipment (million rubles, 1967 prices) NA 14 300 NA
Computers and calculating machines (million rubles, 1967 prices) NA 12,800 NA
Refrigerators (thousand units). . - 4,577 5,600 NA
Washing machines (thousand unit 4,228 3,300 NA
Radios (thousand units)_..___. 34,516 8, 400 NA
Television sets (thousand units)__ 10,637 7,000 NA
Vacuum cleaners (thousand units) , 637 NA NA
Gold production (thousand troy ounces). 1,030 9,902 NA
Imports, f.0.b. (million U.S. dollars). .. 96, 140 137,900 NA
Exports, £.0.b. (million U.S. dolars). . cceeemooaiaicimcememincaanen 107,191 132,600 NA

1 Preliminary.

? Wheat and rye.

8 Corn for grain, oats, barley, and pulses,
+ Including armed forces.

5 New fixed investment.

¢ Calculated from 5-yr-plan data.

*Supplied to the Joint Economic Committee by the Office of Economic Research, Central intelligence Agency, and re-
easad in *‘The Soviet Economy: Performance in 1375 and Prospects for 1976,"" June 1976,

1. How did the Soviet leaders view the economic issue during their
policy deliberations in the contewt of the Twenty-Fifth Party Con-
gress and the Tenth Five-Year Plan (1976-1980)? Has the mew eco-
nomic strateqy of modified economic interdependence been adhered to
or changed? How are they coping with short term agriculture and
balance of payment problems and long term difficulties emanating
from slowing economic growth?

“The most reasonable prognosis would seem to be that the
Soviets will continue to pursue detente but with reduced expectations
of the benefits obtainable. One benefit that is useful is access to West-
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ern credits in order to help pay for imported technology and grains.
And the need may well increase if the Soviet Union suffers another
harvest shortfall—even if on a smaller scale than in 1975.

“In sum, problems persist and current Soviet policies seem unable to
resolve them adequately. But they do not appear to be of an order of
magnitude to generate actual crises. In fact, they closely resemble
problems the Soviets have had to cope with over the years. And cope
they have, however imperfectly.

“Western perceptions of the Soviet Union all too frequently focus
entirely on military strengths, economic weaknesses, and on sup-
pression of civil liberties. Soviet self-perceptions differ. Why should
we change our ways, the leadership might ask, for they have been
proven over time. For more than 80 years the Soviet Union has been
at peace; it has attained recognition as the strategic equal of the fore-
most capitalist power, the United States; and while it may have cer-
tain economic weaknesses the economy has grown by leaps and bounds
and today is the world’s second largest. And, of course, this pride is
buttressed by the belief that the balance sheet of world power is
changing in their favor.

“In this context, the failure of the leadership to launch dramatic
new initiatives at home or abroad should not be surprising. On the
other hand, the extent to which the leadership’s apparent decision to
muddle through will suffice in today’s environment is moot. But the
leadership, despite their long tenure, is mortal. Whether their succes-
sors will speed up the present glacial evolution of Soviet society
remains to be seen. Over the near term, however, more of the same
seems to be the order of the day.” (Cook, pp. 15-16.)

2. Has the adoption of a price mechanism, so often heralded by
western economists as mecessary for Soviet ecomomic efficiency, be-
come a reality? Has price instability-inflation-become a problem in
Soviet economic development? Have changes in price formulation
served to decentralize decision making within or in place of the cen-
tral planning process?

“The remarkable stability of the official retail price indexes is
explained partly by an extensive program of subsidies on food prod-
ucts, partly by statistical practices which ignore some kinds of price
changes, and partly by pricing many commodities below market-clear-
ing levels. There is considerable evidence of repressed inflation in the
U.S.S.R., including widespread shortages, some formal and some in-
formal rationing, black markets for certain goods, and rising prices
for food products on the collective farm market.

“Within a traditional general policy of striving for “stability”
(stabilnost’, ustoichivost’) of the level of prices, Soviet ricing au-
thorities are increasingly interested in achieving “flexibility” (gib-
kost’) and “mobility” (podwizhnost’) in the relative price structure.
More frequent adjustment of relative prices is seen as a logical coun-
terpart of the greater emphasis since 1965 on sales and profitability
as enterprise performance indicators, and on managerial incentives
linked to these indicators. Prices are perceived increasingly not only
as measuring “socially necessary labor costs” but also as influencing
choices among outputs and inputs—subject to important constraints
by plans and administrative allocations. Prices which fail to cover
costs or which provide “below-normal” profits are viewed as im-
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properly discouraging production and encouraging consumption of
the goods involved. In turn, if prices are too high, they lead to ex-
cessive profitability which decreases pressure for cost reduction and
retards the introduction of new technologically superior products.

“However, a more “active” price policy does not imply a diminution
of central control over price determination. Rather, a “unified state
price policy” (edinaia gosudarstvenaia politika tsen) is to continue,
with the following features: (1) Central agencies like the SPC
determine the general level of prices for major categories of output
and branches of the economy. (2) These agencies also establish the
actual prices of many basic types of producer and consumer goods.
(3) Finally, they provide “methodological guidance” (metodologich-
eskoe rukovodstvo)—in the form of compulsory “recommendations,
instructions, directive letters, elaborations, and interpretations”—to
all other organizations and levels involved in price formation.

“Currently, this “unified” policy stresses adjustments in the relative
prices of producer goods to press for cost reduction, promote new tech-
nologically superior products, and encourage quality improvements.
TIn the case of consumer goods, attention is focused on altering relative
prices of clothing, footwear, and consumer durables as the assortment
changes, and on revising long-neglected services prices. . . .

“These efforts at greater price flexibility rest on continued central
administrative determination of prices along established lines and re-
flect the rejection of two types of reform proposals.

_“First, suggestions to give enterprises and associations authority to
set prices, even within central guidelines, have met with lttle
suceess. . . .

“Second, proposals of the “optimal planning” school, based in the
Central Mathematical Economics Institute of the U.S.S.R. Academy
of Sciences, for central calculation of plan targets and correspondin
opportunity cost prices balancing supply and demand, also have ha
little effect on pricing practice. . . .

“Thus, though growing slowly, the role of the price mechanism in
the Soviet economy remains subordinate to-planning and administra-
tive allocation.” (Bornstein, pp. 60-62.) -

8. Has the changed policy of price determination in CEMA as be-
tween the Soviet Union and its economic partners represented a basic
change in policy? Has the Soviet Union moved to mamimize the bene-
fits in ewporting oil, gas and other commodities?

. .Since 1971, and particularly in 1974, prices in trade out-
side CEMA had moved in a manner that made continuation of exist-
ing intra-CEMA. price relationships disadvantageous for the Soviet
Union. The actual terms of trade of the U.S.S.R. vis-a-vis its CEMA

partners had changed little during 1971-74. However, had changes in
world prices in fact been applied to Soviet trade with other CEMA
countries, the terms of trade-would have moved substantially in the
U.S.S.R.’s favor. Consequently, though violating the spirit if not the
letter of CEMA pricing arrangements, the U.S.S.R. instigated a ma-
jor overhaul of CEMA foreign trade prices a year ahead of schedule.

_“The market disparity in early 1975 between actual CEMA price
relationships and what those relationships would have been if CEMA
prices had moved in conformity with world prices represented a sig-
nificant reduction in the U.S:S.R.’s gains from trade with the rest of
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8E11\)IA. The amount of the loss equalled roughly one percent of Soviet
NP.

“The most striking example of the high cost to the Soviet Union of
not adjusting. CEMA price relationships to changes in world prices
was provide§ by oil, a major Soviet export to Rastern Europe (with
the exception of Romania). The price of oil on world markets at the
beginning of 1975 was four times higher than it had been in the fall
of 1973. Not surprisingly, therefore, o1l prices were raised in 1975 more
than prices.of any other commodity in CEMA. trade. The increase for
crude oil, for example. was reportedly 130 percent. . . . .

“The terms of trade advantage gained by the U.S.S.R. from the 1975
price changes seem moderate in light of world price changes in 1971-
74, Moderation may have been partly dictated by the prematurity of
the changes and partly by indications that world prices in 1975 would
change to the U.S.S.R.’s disadvantage. The U.N. export price data
suggest that the U.S.S.R.’s hypothetical terms of trade vis-a-vis the
six countries of Eastern Europe did in fact deteriorate last year, by
about 2 percent.

“Soviet restraint may also reflect opportunities for taking advantage
of world price movements through means other than direct Improve-
ment in the U.S.S.R.’s terms of trade. For example, Western inflation
has apparently helped the U.S.S.R. win Eastern Turopean agreement
to participate more heavily than ever before in investment projects
on Soviet soil. The Eastern European contribution shonld speed coin-
pletion of these projects while reducing the volume of rezources the
Soviets must commit to them. It should also strengthen the tics be-
tween the Soviet economy and the individual economies of FEastern

suropean countries. At the same time, thece projects Denefit Eastern
European countries by providing a relatively assured future supply
of such commodities as natural gas, oil and other raw materials at
prices that, at official exchange rates, are below world market levels.

“Perhaps the main reason why the U.S.S.R. has apparently adopted
a moderate CEMA trade pricing policy is its recognition that the
economies of Eastern European countries could be seriously damaged
by sudden and substantial adverse movements in their terms of-trade.”
(Kohn, pp. 68 and 77). : . v

4. While recognizing in the Helsinki agreement “the growing world-
wide economic interdependence” has the Soviet economy moved sig-
nificantly away from self sujficiency toward interdependence to make
the process irreversible? :

“... The Soviet Union is allowing itself to become more intertwined
into the world economy. No one move by itself has been all that
far reaching, but the tofality of these processes in recent years and in
years to come, may eventually bring about a qualitative change. As of
now the U.S.S.R. may still be able to extract itself without too much
trouble, but it is clear that if the present trend continues, the cost of
severing ties with the West will mount rapidly. For example initially
the U.S.S.R. did not buy as much feedgrain in 1975 as it shonld have.
This necessitated the premature slaughter of at least 14 million pigs,
about 20% of the herd. This show of independence proved to be too
costly. Ultimately to prevent additional slaughter, the Soviet Union
found it necessary to reenter the market in lats April 1976 and supple-
ment its initial large but obviously inadequate purchase. The saine
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type of phenomena is likely to occur if in the future the Soviet Union
decides to cut itself off from an adequate flow of Western technology
and interchange. . . .” (Goldman, p. 95.) .

5. How will demographic trends effect the labor force constraint on
Soviet economic growth? Will future restrictions in the supply,
.characteristics, and quality of manpower significantly increase the
.economic burden inherent in retaining a very large Soviet military
Force? Are falling rates of fertility, especially among Great Russians
and Baltic nationalities, likely to slow and reverse sufficiently to
ameliorate the demographic pressures on future Soviet economic
performance?

“Given the demographic imperatives confronting the Soviet
Unjon in the next few years major policy decisions will be required to
cope with the resulting manpower problems. The growth rate of the
population at the end of the century will drop to about one-third of
the rate at the middle of the century. This will mean a much slower
rate of growth in the labor force, as other sources of supply have been
exhausted, and the new entrants in the working age population are
the only numerically significant new supply. The continuing overall
labor shortage is fully appreciated by the Soviet central authorities
as is evident from the fact that they call for productivity gains as the
key to achieving the economic growth expected during the current 5-
year plan period. The problem of labor shortages appears even more
acute when one looks beyond the aggregate figures at the regional
differentials. In the absence of mass migration, past and current re-
gional birth differentials will mean that most of the new labor supply
will not be generated in the areas where most of Soviet industry is now
located or where future expansion is planned. In addition, the military
manpower shares that will come from the southern tier, or non-Slavic
belt of the Soviet Union, may also have a major impact on the armed
forces of the future. By the end of the century about one-third of the
18-year-old cohorts will be in this region.” (Feshbach-Rapawy, p.
113.) -

Soviet demographic trends, especially fertility patterns, are both
difficult to explain and predict.

“Future fertility trends are notoriously difficult to predict, but the
period of time of the recent increases in age-specific fertility is suffi-
ciently long to suggest that the Soviet population may very well have
entered upon a new stage of stable and even higher rates of reproduc-
tion. This reversal of trends may show up in the 1980 Soviet census, in
the form of a higher proportion of the population in the youngest age-
groups: and it should begin to have an influence on the rate of growth
of the Soviet labor force by the early 1990’s.

«Whether and to what degree the recent trends will continue and
what their ultimate effect will be, of course, only time will tell. We
must await the continued publication of annual data on fertility by
age of mother and order of birth to see how this suggestive turn of
events actually works out.” (Eason, pp. 160-161.)

6. I'n assessing Soviet technological development and its contribu-
tion to growth in important sectors such as energy output how can
research and development behavior be assessed?

“One of the classic problems for any R&D policymaker is the
promer composition of his R&D portfolio. Three important aspects
of this choice involve: (1) the balance between relatively predictable
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short-run, versus more speculative, longer-run, efforts to improve the
technology of some process; (2) the balance between in-house expendi-
tures to solve a problem and acquiring technology from outside; and
(3) the choice between competing paths to the solution of a given
problem which are more or less comparable in the time horizon in-
volved.” (Campbell, p. 97.)

7. How have economic and military aid which have played such
tmportant roles in Soviet foreign policy in the past changed wn recent
years? Have requirements for repayment of loans and a shift from aid
to military sales in the Middle East shifted the focus from a domi-
nantly political to an economic rationale?

“Repayment obligations for Soviet aid equalled about 40 percent
of the U.S.S.R.’s 195475 deliveries, 30 percent if only payments on
principal are included. In the face of relatively stable deliveries and
rapidly rising repayments of principal and interest, net aid to LIDCs
has narrowed significantly. Repayments of principal and interest in
1975 were twice the 1969 level or $300 million. Meanwhile, aid draw-
ings rose less than 20 percent resulting in a net aid transfer to LDCs
in 1975 of only about $100 million. This compares with $225 million in
1969. Major long-time aid recipients are already feeling the pinch. In
1975, India and Egypt paid more for servicing their aid debt to the
U.S.S.R. than they received as aid. The negative aid flow to India has
persisted since 1969. Iran and Iraq in 1975 also approached zero aid.

“Soviet aid has never competed on a global scale; it represents only
about 1 percent of total official annual aid flows to the I.DCs. The
U.S.S.R. has contributed less than 0.05 percent of its GNP for aid,
compared with an average of about 0.3 percent for Western industrial
countries. The impact of Moscow’s small program has been maximized,
however, because of its focus on a few countries and its emphasis on
showy industrial projects. In fact, because of this emphasis, Soviet
aid has in some cases gained a competitive edge not warranted by
its size.

“Moscow is looked to by some countries as an important source of
aid. For example, until recently when OPEC aid was made available,
Afghanistan’s development program was tied largely to Soviet aid. In
several instances when the U.S.S.R. jumped in with aid offers for ma-
jor installations turned down by other donors, Moscow gained extra
prestige. The Aswan Dam in Egypt is the classic example; others in-
clude the Bokaro steel mill in India and the Esfahan steel mill in Iran.
Moscow scored in some countries by helping to develop public sector
industrial complexes: In Egypt and India, it contributed importantly
to publicly-owned heavy industrial plant capacity; Moscow was re-
sponsible for developing national oil industries in Syria and Iraq and
for national gas industries'in Iran and Afghanistan. Moscow’s terms,
which usually allow repayment in goods, also gave the program pre-
ferred status for some countries short of foreion exchange whose
goods might not be saleable elsewhere. For some less developed coun-
tries the U.S.S.R. will continue as an important source of aid. Despite
occasional setbacks, the small Soviet aid program continues to provide
the U.S.S.R. some economic returns and in a few cases important poli-
tical dividends.” (Cooper, pp. 193-194.)

Various estimates on the size and the geographical distribution of
the Soviet military aid program and the economic burden are being
evaluated.
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. *“Two main conclusions emerge from this section. First, the real
amount of Soviet military aid (MA), to the region increased over the
last twenty years at even higher rates than the rather high rates of
growth in total Soviet MA to LDC’s..Compared with a 3.6-fold in-
erease of total aid from 284 (1955-66) to 1033 (in 1971-74). million
(current) rubles, aid to the region increased from 158 to 891 million
rubles over the réspective periods——up by about 5.6 times. Second, the
pattern of distribution of MA within the region seem to have shifted
geographically in a centrifugal fashion—taking Egypt as the tradi-
tional center—eastwards, north and south, and westwards—and func-
tionally towards soil countries. Still, despite this centrifugal move-
ment, the real amount of MA to the confrontation countries (Main-3)
as a group has increased over time. Total aid to Egypt, Syria and Irag.
increased from a yearly average of 144 million rubles during 1955-66
to 708 million rubles during 1971-74, almost 5 fold (4 fold after a
20 percent discount). . . . '

. %The prospects.seem to be good enough for the Soviet Union to try
hard to pursue this economic interest, which I believe it has.already
been doing with considerable vigor during the last few years. I thus
suppose that at least part of the explanation for the increased Soviet
MA supplies to the region perhaps since the early 1970’s but certainly
since 1973, lies in their ability to reduce the total burden involved by
selling more arms for hard-cash or hard cash goods and in their readi-
ness to give up part of their political, ideological and military
demands. .- - s oo . :
. “There is no open source that sums up total Séviet hard currency
income from arms sales to the region. From the number of fragmen-
tary pieces of information available:in.the West it is clear that those
concerned know the total so there-is no point to try to estimate it here:
Tt is now beyond doubt, however, that during 1973-75.such’ income
may have reached a couple of billion dollars or even more. First, there
is evidence that a considerable part of the arms supplied to Egypt and
Syria sincé 1973 was paid for in hard cash by othér Arab countries
(Algéria, Libya, Saudi-Arabia, Kuwait. and other countries). Sec-
ondly, it is quite clear that arms deals with oil countries, Iraq, Libya,
and possibly Algeria and Iran are also payable in hard currency or in
oil and gas—which are equivalent to it since they are reexported to
the West. The increased proportion of arms sales also explains, I be-
lieve, the shift in recent years in the distribution of Soviet MA to the
region—towards higher proportions of such “aid” going to oil coun-
tries—Libya, Iraq, Iran.

“Tn conclusion we must retreat a step and put things back in their
right proportions. We still believe that political and strategic consid-
erations play a major role in Soviet policy in the Middle East and
that economic considerations are of secondary importance, and that
especially when MA agreements are considered the political -aspects
are very crucial. But, when comparing the intensity of Soviet interests
and resulting policy up to the early 1970’s with what followed we have
to conclude that the balance here shifted somewhat to give higher
weight to economic considerations and lesser importance to political-
strategic ones. It would be impossible of course to explain the shift of
Soviet bilateral relations from Egypt to Libya, mainly on economic
grounds. Clearly Egyptian interests and preferences play a big role.



XVII

here. Let us not rule out, however, that at least the second half of
that shift—the move to Libya—had something to do with economics.”
(Ofer, pp. 223 and 237-238.)

- 8. Oan change in the Soviet management of enterprises such as the
development of production associations offer reform in economic
administration, decentralize decisionmaking or otherwise affect the
efficiency of the Soviet system? .

“A major theme throughout this paper has been the ability of the
Soviet institutional structure itself to bleck attempts at simplication.
The Soviet system is trying to defeat the reform, as it has successfully
done before. In spite of these efforts reorganization plans have been
formulated and to some extent implemented. But a lack of full com-
mitment is reflected in some plans; merger patterns often do not make
sense economically and little guidance in the form of operational prin-
ciples is provided. This is also a consequence of the traditional lack of
interest in administrative science. In such circumstances many mer-
gers represent experiments; if the merged enterprises are unable to
achieve true integration then they will be liquidated and other merger
patterns will be tested. '

_ “In spite of these problems, industrial reorganization has already
had positive results. Performance of asscciations is somewhat better
than overall industrial performance, althcugh the gap is narrowing.
Superior performance of associations is attributed to development of
conicentration and specialization, as well as centralization of man-
agerial functions. These accomplishments depend on initiative being
éxercised within the asscciations, and here performance is very un-
even. It is clear that many associations represent integration in p
formal, not real, sense. Genuine.integration requires time; several
years of accumulated experience will give a fuller picture of associa-
tion’s accomplishments.” (Gorlin, p. 187.) .

- 9. How accurate have Western, intelligence estimates been in assess-
ing Soviet economic growth in the aggregate, and by sector and the
allocation of goods and services by end use? What kind of revisions
need be made?- What implications should be attached to the
recomputations? - : '

“The GNP indexes presented here are the preliminary results of a
major revision of the indexes which have been calculated and used by
CIA for many years. These revisions are: (a) to incorporate 1970 base
year weights, (b) to replace deflated value indexes with base vear
welghted quantity indexes. where possible, and (c) to make the indexes
comparable and consistent with the 1970 base year weights.” (Green-
slade, p. 282.)

In order to place Soviet economic statistics in perspective, Western
analysts have often had to standardize-and ‘reconstruct aggregates
from the available data. : :

. .. The purpose of this paper is to present Soviet input-output
tables for 2 years, 1966 and 1972, in a comparable format and with the
necessary brief methodological and explanatory notes.

“Soviet economic statistics have been improving steadily in terms of
both reliability and coverage, and every year yet another formerly
hidden part of the iceberg (as Western specialists have termed the So-
viet statistical system) becomes visible. However, there still are nu-
merous gaps, distortions, and ambiguities in the available data and

73-720—76——2
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the input-output tables that are constructed in the U.S.S.R. are no
exception. . . . The two tables presented in this study have been
“reconstructed” by the authors, 1e., they have been prepared in the
standard complete three-quadrant form, with the reconstruction being
based on the published fragment of input-output data as well as other
statistics. In this process, it was necessary to estimate some 20 percent
of all the entries shown in the tables. . . .

“The Soviet Union was a latecomer in accepting and using a number
of mathematical and econometric methods developed by Western econ-
omists, such as linear programming, game theory, and input-output
analysis. Large-scale empirical work in the development and use of
input-output techniques began in the U.S. in the late 1940’s and was
soon adopted and expanded by a number of Western countries. Until
the late 1950’s Soviet economists dismissed input-output analysis as a
fruitless attempt to introduce some measure of order into market
economies and denied any utility of the new technique for a planned
economy such as the Soviet.” (Treml et al., pp. 332-333.)

Problems in measurement invariably occur when comparing the
economic strength between countries.

“, .. The yardstick used is the gross national product (GNP); its
many statistical problems are acknowledged and call for a warning
that the figures presented on the following pages should be considered
approximations and illustrations rather than precise measurements
(today’s consumers must be coddled).

“At this juncture there exists a special vexation: CIA has doubled
its ruble estimate of Soviet national security expenditures for the past
five years. While its previous assessments had definitely been on the
low side, its new figures may stray too far in the other direction. Cer-
tainty about the real Soviet defense burden is unobtainable in the face
of the U.S.S.R.’s secretiveness; future research will have to examine
whether the revised military statistics make sense in the context of
this national accounts or whether the latter require changes in their
level, growth, and structure.

The much higher costs of weapons and space equipment point to a
lesser productivity of the armaments industries. The cost difference is
likely to reduce the investment series. This, in turn. poses the question
of either slightly higher productivity in the civilian capital goods
industries or a lower growth rate for the economy as a whole. Extrapo-
lating the new defense estimates backward in time produces the, as vet
unresolved, problem of whether the Soviet defense burden was also
much higher in earlier postwar vears or the growth of defense outlays
steepe}i Shan thought or whether a mixture of these possibilities

revailed.
P “Going even further back in history, the paper suggests that around
1860 Russia and the United States had a GNP of roughly the same
size and, with 2.3 times as many Russians as Americans, a per capita
GNP ratio of 40:100. By 1913 the ratio was 89:100 for the GNP totals.
It dipped deeply during the war and revolution and recovered to
27:100 in 1928 when the Soviet Union regained its prewar GNP level,
while the U.S. was on the height of a boom. There followed Stalin’s
industrialization drive and the American depression. In 1940. on the
eve of the German invasion, the Soviet-U.S. ratio was 42:100: it would
have been 38:100 if in that year the U.S. had fully utilized its
resources.



XIX

“History now repeated itself. During the war the GNP ratio fell
again sharply; it regained a proportion roughly that of 1928, namely
29:100, three years after victory. But several decades of violence had
stunted the U.S.S.R’s demographic growth, there were 162 Russians
for 100 Americans in 1913, only 119 in 1948 (or now, for that matter).
Consequently the GNP ratio per capita was 24:100 both in 1913 and
in 1948. ...

“...Between 1958 and 1969 both superpowers expanded their GNPs
at roughly the same rate and their ratio remained unchanged. But in
1970 another recession hit the U.S., whereas the U.S.S.R. had a very
good crop, with the result that the ratio jumped from 44 to almost
50:100 in one year.

“The 1970s have brought troubles on both sides of the fence—in-
flation here—two severe crop failures there complicating economic
conditions under a plan (for 1971-75) that deserved to be underful-
filled. Its implementation had been predicated upon greatly improved
efiiciency in utilizing capital goods and materials; actually factor
productivity of the combined inputs of labor, capital, and land re-
mained stagnant. In the current year 1976, with an American expan-
sion underway and the U.S.S.R. under the weather both agriculturally
and organizationally, the GNP ratio will not be much different from
what it was in 1970. It is obvious that the Soviet economy continues
to waste resources and resist innovation. Less obvious is the extent to
.which the investment volume has been curtailed in favor of military
hardware ﬁroculrement and a (demographically explicable) labor
stringency has worsened by additions to the armed forces personnel.”
(Block, pp. 243-245.)

10. Sovzet leaders and economic planmers had led us to believe that
the Tenth Five-Year Plon (1976-1980) would be the first third of a
Fifteen-Year Plan (1976-1990) and that both might be unveiled at
the Twenty-Fifth Party Congress, but only the Tenth Five-Year Plan
was discussed. Western economists specializing in the Soviet economic
development process hawe developed models and made projections for
the coming 15 years. What are some of the findings of these western.
mathematical economic studies of future Soviet performance?

“Our major finding is that Soviet output expansion will continue
to slow down. The gradual decline in achieved output growth
rates since 1958 has been noted by many observers, both Soviet and
Western; our tests show that it seems destined to continue into the
future even under assumptions of extremely favorable surrounding
conditions. The slacking off of labor-force increments, declining effec-
tiveness of capital investment, and other forces underlying the taper-
ing growth of the last 15 years, cast their influence forward into the
baseline projection for the coming 15 years as well. Fairly strong
assumptions about favorable domestic and external conditions do not
generate enough upward responses to keep output growth rates at
their present levels. The high rates of technological progress, sharp
gains in agricultural efficiency, and drastic improvements in Soviet
terms of trade that would be necessary to raise output growth rates
back to the levels of 5 or 10 years ago are so extreme as to appear
clearly implausible. One could, of course, describe the parameters for
a far more flexible and sensitive economy that would respond very
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actively to fortunate conditions, but nothing in Soviet experience
suggests that the present Soviet economy. itself could be made to con-
‘form to such a flexible model. :

“The Soviet economy, especially outside agriculture, has been ex-
.panding in stable, unswerving fashion—though at-gradually de-
clining rates—for a quarter of a century. An accurate model of this
economy will, therefore, have these same properties, and will thus
display the relatively sluggish responses noted in the exercises we
have gone through. These are not just the artificial simplications of &
-synthetic constuct. The bureaucratic immobility of the Soviet decision-
‘making mechanism smothers a great deal of the volatility present in
a normal market economy. Established procedures regularly grind
out standard forms of output, while conventional methods enlarge
-capital stocks embodying orthodox technology. This stability has, of
.course, its advantages, but it also means that unfavorable conditions
and unsatisfactory performance are hard to remedy. When new pro-
-cedures are required in order to produce new forms of output involving
altered capital stocks embedying unfamiliar technology, the Soviet
.system responds poorly. The rewards and penalties that motivate
Soviet managers and workers serve admirably to replicate and en-
large the existing economy. These same rewards and penalties act
"negatively, however, with the effect of protecting the system against
changes—even if the needed changes are improvements.

“While these limited computations can scarcely be considered con-
-clusive, they suggest how hard it will be, in the absence of major
institutional changes, for the Soviet economy to respond in any
fundamental way to the benefits that can flow from large-scale par-
‘ticipation in the world economy. Soviet exports and imports are only
a small fraction of Soviet domestic economic activity. In spite of
‘recent, Soviet intentions, her domestic activities are still largely in-
sulated from outside economic influences. Stubborn institutional bar-
‘riers continue to hamper the incorporation of advanced foreign tech-
nolo)gy into Soviet industry and agriculture.” (Hunter et al., pp. 211~
212. ' : ' '

Various econometric models have been constructed by Western
analysts both to forecast the possible economic growth prospects in
the Soviet Union and to evaluate official 5-year plans.

“Scenario analysis is a useful way of demonstrating the sensitivity
of econometric forecasts to various shocks. These may be under the
direct policy control of Soviet planners, as in the restriction of im-
ports. Or, they may be outside planners’ direct control as in the case
of weather conditions or the business-cycle of the Western industrial
economies. In three scenario experiments, we obtained interesting
quantitative results which illustrate the behavioral properties of the
Soviet economy. Thus, in a policy-type import restriction we observed
a negative impact on industrial output, real household income and
consumption and a positive effect on the gold reserve-import and debt-
export ratios. Dual weather-impact scenarios demonstrated the im-
portance of the weather factor for Soviet agriculture and, conse-
quently, for the whole economy. In a third experiment, by a counter-
factual imposition of normal world trading climate for the recession
years 1974-75, we examined the negative impact of the Western
recession on the Soviet economy.” (Green-Levine et al., p. 319.)
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Using the SRI-WEFA macroeconometric model of the Soviet
economy, Dr. Hunter and his colleagues conclude :

“In particular processes where advanced foreign technology has been
installed sucessfully, however, striking gains have resulted. In a recent
application of the SRI-WEFA model to this question, Drs, Green
and Levine have shown that imported high-technology equipment can
raise capital productivity in Soviet industry several fold. After a two-
or three-year period for fitting the new equipment into the produc-
tion process, output gains can be quite substantial. . . .

“Comparing the impact of changes in foreign trade conditions with
the impact of changes in defense outlays, there is evidence here of a.
significant contrast. The broad impact of defense changes is prompt
and unambiguous, while the consequences of changes in external
trade conditions are less certain. The econometric evidence accords
with our understanding of the institutional structure. Many Soviet
manufacturing plants produce civilian consumer goods along with
their defense-related output; they can presumably switch proportions
fairly easily. By contrast, as we have noted, use of the foreign trade
sector to update Soviet technology and raise domestic productivity
is a slow and problematic process. The two approaches need not, how-
ever, compete; for maximum growth benefits, Soviet authorities could
direct their policies toward both reduced defense outlays and large-
scale imports of high-technology equipment to be imbedded in a re-
fomr;ed, more flexible domestic economy.” (Hunter et al., pp. 212-
213.

Analysis has also been extended to include estimates on the cost for:
the Soviets of increasing defense expenditures and specifically the
effect such increases might have on the growth of GNP and con-
sumption.’ : - : :

“If investments maintain their present share of GNP then only a
4% rate of growth of GNP would seem to be feasible over the 1975-
1985 period unless drastic productivity improvements are achieved.
The decline from the present 5+ % growth rate is due to a slower
growth of both capital stock and of the labor force. . . .

“Summarizing it appears that unless substantial improvements in'
Eroductivity are achieved growth rates of defense spending would

ave to be held below the growth rate of GNP. _

It is important to note that there are many elements of reality
which are not captured by the model and that these may affect the
conclusions,

“For example, it has been maintained that while the defense sector
may claim no more than 10% of GNP it uses up a much higher share
of very qualified resources such as R&D. It is very hard to quantify
such relationships, but some sensitivity analyses have been made
using reasonable assumptions to link civilian technical progress to
the size of the defense sector. Introducing this linkage predictably
made the growth rate of GNP much more sensitive to the size and
growth of the defense sector although the maximum acceptable growth
rate of defense spending were not much affected.” (Bergendorff and
Strangert, pp. 416 and 418.) S :

“In spite of these reservations we feel justified in drawing the con-
clusion that if consumption and GNP shall increase by 4 fo 5 percent

er annum (which cannot be considered as to ambitious goals for the
goviet leadership), the defense expenditure must then not increase
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by more than some 2-3 percent a year. Strong economic pressure to
keep down the rate of increase of defense expenditure must therefore-
be assumed. On the other hand a major reduction of Soviet defense
expenditure can hardly be expected for economic reasons alone, since
it 1mplied consumption and/or production gains seen insignificant.

“These conclusions are likely to be modified, only if the increase of
efficiency in the use of production factors should be significantly
higher than before. However, this would require an unlikely and very
advantageous combination of developments: efficiency promoting
economic reforms, a higher rate of innovation, an extensive transfer
and absorption of foreign technological know-how, and better results
in the agricultural sector.” (Calmfors and Rylander, p. 393.)

11. How may a revised domestic investment policy in the Soviet
economy spur economic growth?

“During the Ninth Plan there was no shift of investment
composition toward equipment and away from construction. While
official data on the proportion of all capital investment on recon-
struction, expansion, and technological reequipment of existing plant
relative to total investment showed some modest rise, the level ob-
tained in 1974 was not much ahead of the previous high attained in
1966. It remains to be seen if the replacement share increase contem-
plated in the Tenth Plan can be realized. This intention will be sup-
p;)rte’;i by the new depreciation guidelines adopted at the beginning
of 1975.

“Exogenous factors make accomplishment more difficult, but at the
same time, all the more imperative. Continued industrial expansion
in Siberia requires large outlays for new productive plant and over-
head facilities. The necessity to utilize less rich ore deposits requires
construction of more extensive processing facilities. The higher pro-
portion of industrial investment in raw materials, as distinguished
from manufacturing sectors, involves a heavier construction compo-
nent. Finally, the belated decision to invest in projects which would
aleviate environmental disruption also implies proportionately
higher construction outlays.

“If the technical structure of investment is beyond the control of
planners, other key features relating to its composition are not. Par-
ticularly in the manufacturing sectors the bulk of future increases
in production will depend upon replacement of existing assets. This
imperative will require further measures to induce planners and man-
agers to refrain from prolonging the lives of obsolescent assets
through the traditional resort to large capital repairs and to make
them more conscious of the significance of economic obsolescence in
their investment choices. The new depreciation guidelines and the
intentions announced in the Tenth Plan are steps in the right direc-
tion, but are too cautious in degree. Without their forthright imple-
mentation and more sweeping changes in direction from traditional
investment practices, the high hopes of accomplishment from more
rapid adoption of new tehnologv will be frustrated. It will also: be
necessary to reduce existing prolonged construction and installation
performance. Technology offers considerable promise for the Soviet
economic future, but must be supplemented by significant changes in
investment policies and practices.” (Cohn, pp. 458-459.) : ‘

12. s self sufficiency of the Soviet economy in energy and other raw
materials an attainoble and economically desirable goal? To what
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extent is expensive and difficult Stberian development critical to re-
taining this position of economic independence?

“The U.S.S.R. is the only major industrial nation in the world that
is self-sufficient in energy and likely to maintain this position for the
foreseeable future. Furthermore, the U.S.S.R. has become a substan-
tial net exporter of fossil fuels to Communist and non-Communist
countries, Oil sales to the West are the Soviet Union’s largest single
source of hard currency earnings, totaling some $3.2 billion in 1975.
Coal exports to the West—about 8 million metric tons in 1975—earned
about $385 million in hard currency. The U.S.S.R. is in the early stages
of becoming a sizable net exporter of natural gas, although at the
present time it imports more gas from Iran and Afghanistan than it
exports to Western Furope.

“Future growth in energy supply depends, however, on successful
development of Siberian resources, as 80% of the reserves of primary
energy lie east of the Urals. In the hostile environment of the northern
part of West Siberia the U.S.S.R. is confronted with difficult petro-
leum exploration and development problems and has begun to pur-
chase western equipment and technology to upgrade the petroleum
industry’s technical capability.

“Domestic production of energy, which accounts for 98% of the
U.S.S.R.’s total energy supply, is scheduled to grow at an annual rate
of 5.0% in 1976-80; slightly below the rate during 1971-75. Crude oil
will continue to account for slightly more than two-fifths of total pro-
duction. The share contributed by natural gas will rise to almost one-
fourth by 1980, and coal’s share will decline to just over one-fourth.
Minor sources of energy, including hydroelectric and nuclear electric
power, will account for the remaining few percent. Although a net
exporter, imports—mainly of natural gas—accounted for 2% of total
energy supply in 1975; imports will still be of minor importance in
1980.

“Exports of energy probably are expected to grow at about 4.7%
per year in 1976-8C, somewhat less than 7.3% rate of 1971-75.
The bulk will continue to go to other Communist countries. Although
exports of natural gas will rise sharply, exports of crude oil and
petroleum products will still account for about two-thirds of total
energy exports in 1980. Domestic consumption of energy apparently
is projected at about 5.1% per year, a slight drop from the 5.2 rate
of 1971-75. This rate of increase appears to be consistent with the
planned overall growth of the Soviet economy in 1976-80.

“The U.S.S.R. probably will not be able to meet the ambitious targets
set for oil and gas production in 1980 but it is likely that lags also
will occur in other sectors of the economy thus preserving the overall
balance between energy supply and requirements.

“The U.S.S.R. has not as yet released its long-range plan (1976-90)
but forecasts made by Soviet energy experts in the early 1970’ pro-
jected energy requirements through 1990 at a growth rate about equal
to the rate now set for 1976-80. These forecasts point to a further slow-
down in the growth of crude oil production, continued rapid increases
in natural gas production, and a slight acceleration in the rate of
growth in coal production. A very ranid buildup in nuclear energy
production probably will be planned for the 1980’s, but its share in
total energy supply will still be small in 1990.
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“The plan calls for Soviet crude oil production to reach 620-640
:amillion tons in 1980. This output will require a 4.8%-5.4% average
annual rate of increase compared with the 6.8% attained during
1971-75.” (Jack, Lee, Lent, pp. 460-462.)

The 10th five year plan stresses the development of Siberia as it is
rich in natural resources and key in developing Soviet energy poten-
tial.

“The U.S.S.R. is accelerating development of Siberian resources
-out of economic necessity. Continued growth of the Soviet and East
European economies will depend to an increasing degree on Siberian
resources.

“About 80% of the energy used in the Soviet Union is consumed in
the European part of the country, but 80% of the reserves of primary
-energy lie east of the Urals. ’

“The U.S.S.R. supplies the bulk of the increasing quantities of en-
ergy required by the East European Communist countries, mainly
from reserves in the western part of the country.

“Reserves of energy in the western U.S.S.R. are being depleted and
-are becoming more expensive to exploit. .

“Growth in oil production from the extensive reserves of Western
Siberia may slow down in five or six years, and additional reserves
will have to be found farther east and offshore.” (A. Smith, p. 480.)

The increasing importance of fossil fuel balances has led analysts
‘to examine carefully the growth of fuel requirements, fuel produc-
‘tivity and fuel using sectors and their effect on the economies of the
U.S. and U.S.S.R. overtime.

Key Findings:

“1. The fuel requirements of the U.S. and the U.S.S.R. differ sub-
-stantially. These differences stem from differences in fuel productivity
that affect each economy as a whole and from differences in the level
-of national output and its mix.

“2. The output mix of the U.S. economy stresses satisfaction of con-
sumer wants while the Soviet Union strives for economic growth
“through heavy investment. This difference is reflected in the ultimate
uses for fossil fuels. For example, 82 percent of U.S. fuel requirements
in 1967 were used directly or indirectly to supply refined oil products
to final demand. The corresponding figure for the U.S.S.R. was only
7 percent, The chief fuel-use for final demand in the Soviet Union in
1966 was construction, which consumed, either directly or indirectly,
18 percent of Soviet fuel. Construction in the U.S. accounted for only
"9 percent of American fuel needs in 1967. To perform the same amount
of construction, the U.S.S.R. requires between one-quarter and one-
half more fuel input than the U.S.

“3. Between 1950 and 1972, the productivity of fuels in the U.S. in-
creased at an average annual rate of 0.6 percent with high rates of
-growth in the early fifties and an absolute decline in the late sixties.
In the Soviet Union over the same period, fuel productivity increased
-at an average annual rate of 1.8 percent. ’
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~ ¥4, If past patterns of sectoral growth rates and increases in fuel
productivity were to persist, Soviet aggregate fuel requirements would:
grow at an average annual rate of 5.2 percent between 1978 and 1990,.
with emphasis on oil and gas.” (Kazmer, pp. 500-501.)

However, prospects: for independence in bauxite supplies to meet
expanding aluminum requirements are not so optimistic. :

“Recent statements in the Soviet press suggest a general disenchant-
ment with nonbauxitic domestic raw materials, both on technological:
and economic grounds. Having completed the two principal non-
bauxitic projects—Achinsk nephelite and Kirovabad alunite—that
had been designed in the late 1950’s, the Soviet aluminum planners:
now appear to be turning increasing to imported raw materials as a
source for future expansion of the industry.

“In addition to the planned bauxite-based expansion of the Kirova--
bad alumina plant, a new alumina plant is under construction on the
Black Sea coast of the Ukraine. This plant, with an estimated capac-
ity of 1 x 10° tons, is situated at Zhovtnevoye, a southern suburb-
of Nikolayey. It will process Guinean bauxite from the 2.5 x 10 ¢ tons
mining operation at Debele (near Kindia) that was developed with
Soviet credits, to be repaid in bauxite. Nikolayev alumina is to be-
hauled by railway over a distance of nearly 3,000 miles to the Saya-
nogorsk aluminum plant, with an estimated capacity of 500,000 tons..
The Sayanogorsk plant is scheduled to go into operation in conjune-
tion with the adjacent Sayan hydroelectric station, now scheduled:

. for first power production in 1978. : :

“Soviet planners have also recommended the construction of a sec-
ond seaboard alumina plant on the Pacific coast. This plant, which
would be built in the 1980’s, would have a capacity of 1.1 x 10 ¢ tons:
of alumina and would be located at a site yet to be determined in the-
Maritime Territory of the Soviet Far East. It would process imported’
bauxite, possibly from Australia, and ship its alumina to the alumi-
nium plants of southern Siberia. The long-term Soviet intention is.
to re-export aluminum metal to countries in the Pacific basin. Such-
an operation would be greatly facilitated by the construction of the
2,000-mile Baykal-Amur Mainline railway, running parallel to, and
to the north of, the present Trans-Siberian Railway, is designed
mainly to open up new Siberian resource sites for export through
Pacific ports. Much of the traffic on the BAM railway would thus
be eastbound, making it particularly suitable to haul large volumes.
of alumina from the coast westward to the Siberian reduction plants.
Over the long run, the growing hydroelectric complex of southern
Siberia may well become one of the world’s leading aluminum reduc-
tion centers of the world, importing raw material. and re-exporting-
metal.” (Shabad, pp. 672-678.) .

13. How are modern, technologically sophisticated industries being-
developed in the Soviet economy? How eficiently are the domestic-
bellwether industries, contributing to investment in Soviet construe--
tion faring? : .
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. “The chemicalization program in the Soviet Union has succeeded
in rapidly increasing the output of the chemical industry. This
success can be attributed to the application of large amounts of new
‘capital and labor to this sector. Chemicalization appears to be an ap-

lication of the basic Soviet economic model to a particular industry.

owever one unique aspect of the program is a reliance on foreign
capital and technology. Even though foreign capital has been actively
imported for the economy in general on a large scale in recent years,
the chemical industry’s expansion has relied on foreign capital from
its inception in 1958.” (Rushing, p. 554.)

The Soviet cement industry has also grown rapidly.

“Soviet cement production will exert a major influence on future
economic growth and economic welfare, as a major input into capital
investment, affecting thereby the growth of all industries, and as a
component of final consumption, chiefly housing, but also other com-
ponents of urban settlement. In this study, I evaluate the efficiency of
the cement industry in terms of certain critical and relatively unam-
biguous aspects of the industry’s operation since World War II, In
an earlier study of the prewar period I showed that the industry was
ineffiicient in gross and unexpected ways, while performing very satis-
factorily in one important respect—short-term transportation utiliza-
tion. Accordingly, the primary objective of this study is to investigate
the extent to which the prewar problems have been remedied in the
postwar period.” (Abouchar, pp. 558-559.)

14. What are the prospects in the near and long term to Soviet
Russia’s chronic trouble spot—agriculture?

“How well the U.S.S.R.’s economy performs during the course
of the Tenth Five-Year Plan depends in large part on the pat-
tern and severity of weather-induced fluctuations in crop production,
particularly grain. If average weather prevails over the next five
years, most of the agricultural goals are in reach. Should the Soviets
suffer another harvest disaster, its effect would depend on timing.

“Tf weather conditions are beneficial during the 1976 growing sea-
son, the Soviets could harvest more grain than their minimum domestic
requirements. estimated at roughly 175 million tons. U nder these con-
ditions, the U.S.S.R. could increase the weight of animals being
marketed, begin the slow process of rebuilding livestock herds, and
start to replenish carry-over orain stocks. Tf the harvest merely met
minimum needs, expansion of herds would be postponed or depend on
imported grain.

“Another grain shortfall—say 150 million tons—in 1976, would be
a major calamity and wonld foredoom the goals of the five-year plan.
A, failure at this time would force further large reductions in livestock
numbers and additional massive imports of grain from hard-currency
areas, worsening the laroe trade deficit anticipated in 1976. In turn,
this might force the T7.8.8.R. to make substantial cutbacks in non-
aeorienltural imports. The Soviet consumer would face another redne-
tion in meat supplies, more than erasing the gains made under .
Brezhnev.

“On the other hand. good crops in 1976 and 1977 might well be
enough to generate sufficient momentum to survive a shortfall late in
the plan period.” (Carey, pp. 594-595.) '
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15. I3 the Soviet tractor industry an ewample of a technologically
advanced sector that might contribute to exports of manufactured
goods competitive in the world market?

“In the current Five-Year Plan period, the Soviets will try
again to reach many of the same technical objectives that they failed
to reach during 1971-75. If, as seems likely, most of the 1980 technical
goals are met, the Soviets will have taken a major step toward up-
grading their tractors to world standards, However, they probably
will not achieve comparability with the U.S. The thrust in the U.S.
tractor industry for iniprovements in tractor performance seems to
be even more intense than in the U.S.S.R.

“One area that may prove difficult is raising average tractor horse-
power to 93 horsepower as planned. To a large extent, that goal will
depend upon successful full-scale production of new tractor models at
Chelyabinsk and Pavlodar. Additional capacity is under construc-
tion at Chelyabinsk, but is moving slowly. Pavlodar plans to put into
production the 300-horsepower K—701 wheeled tractor but has had ex-
perience producing only a single 90-horsepower track-laying model.

“In general, Soviet tractors in 1975 were better made and more
powerful than those produced in 1970, although, on the average, not
as well-made or as powerful as those produced in the United States;
the average Soviet tractor still cannot be said to be the technological
equivalent of the average U.S. counterpart. During the past five years,
the technology gap with the United States has been narrowed suf.
ficiently in Soviet export models to make them acceptable to at least
some U.S. farmers, but acceptability in the U.S. market is not g
sure indicator of technical equivalence as long as the Soviet price is
substantially lower than the U.S. counterpart. Moreover, export models
are manufactured with special care and cannot be said to be charac-
teristic of Soviet production, generally.

“The_ Soviet drive to raise average tractor horsepower is well
directed and should help to improve productivity in agriculture, and
perhaps also to reduce agricultural manpower requirements. Even so,
new, higher horsepower models are likely to be underutilized for many
years because of shortages of complementary farm machinery. In
addition, shortages of spare parts will continue to keep many tractors
out of service for extended periods.

“A critical shortage of special-purpose heavy-duty industrial-typa
tractors, including pipelayers and tractors for construction work as
bulldozers, is likely to persist throughout the remainder of the 1970s.
This shortage, coupled with an anticipated growth in demand gen-
erated by projects such as the Baikal-Amur Railroad ( BAM), make
it likely that the U.S.S.R. will continue purchase of large tractors
in the United States and other Western countries. The U.S.S.R. may
also acquire U.S. production technology under a recently signed sci-
entific and technical cooperation agreement with a large U.S. com-
pany.” (Rubenking, p. 614.)

16. Will the Soviet economy be able to provide more and better goods
and services as effective incentives to the Soviet citizens as workers?

“Over the past quarter century, the Soviet economic system and the
policies of its leadership have produced an impressive rate of growth
in total national product and in per capita consumption. The success
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‘in raising levels of living quantitatively, however, has been accom-
panied by snail’s pace progress in improving the population’s lot in &

ualitative sense. ... As.it enters the third quarter century, the

oviet economy faces the strong likelihood of much slower économic
growth in the future and a slowing of growth in consumption, as well.
Continued slowdown in the latter 1s implicit already in the goals estab-
‘lished in the Tenth Five-Year Plan, which also reasserts the tradi-
tional priorities of significantly more rapid growth of producer
goods than of consumer goods. ... - . :

“Should the leadership opt to seek a substantial increase in consump-
tion and a major improvement in its qualitative aspects, it would find
itself faced with dilemmas and conflicts of priorities and’shackled
by ideology. The fundamental conflict is between consumption and
growth. A speedup in the rate of construction of housing, and infra-

. structure to service the automobiles provided, and more retail trade
-and service facilities would be a boon to consumers, but the substantial
resources needed to overcome past neglect in these areas would divert
labor and investment resources from growth-oriented ends. Industrial
facilities for producing consumer goods are relatively technologi-
cally backward, and much capacity represents merely side-line produc-
tion. Large gains, both quantitative and qualitative, could be had by
building specialized plants, especially for consumer durables and the
numerous items of ordinary household use. Such a program, however,
would claim investment resources;.imports of specialized modern
plants from the West would take resources of hard currency that
otherwise could be used to purchase modern plants to produce steel,
for example. As an alternative, finished consumer goods could be im-
ported on a larger scale and sold to consumers with the stiff price
markups now in effect. While such a move would increase consumer
satisfaction and absorb some of the rubles that otherwise might go into
savings deposits, the requisite hard currency would have to be taken
from competing uses. Except for the last, policies involving major
reallocation of resources to consumption would not have quick payoffs,
and any attempt to implement them quickly might create serious dis-
ruptions in the short-run, thus exacerbating the conflict between
growth and consumption.

“Another source of conflict.is inherent in the necessity to maintain
work incentives, if economic progress is to continue. Along with steady
increases in real consumption, the population has come to expect a

“steady, even if slow, rise in money incomes. In fact, despite much
emphasis on “moral incentives” and socialist competition during the
Tenth Five-Year Plan, the government is basically relying on material

“incentives to elicit work effort. Thus, money incomes are scheduled to
grow, albeit slowly, during 1976-80, more or less in line with planned
growth in goods and services. If past behavior prevails, the worrisome
accumulation of liquid assets in the hands of the population will also
continue. These accumulations have the potential for serious disruptive
affects, should some crisis of confidence occur. The government’s
options for dealing with this situation are not very good. One easy
method already being used to capture some of these rubles is to en-
courage -the purchase of insurance. During 1971-75, net insurance
premiums tripled and in 1975 amounted to 2 billion rubles.
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. ‘Taxes could be raised and bond purchases made compulsory, but
the government as of now has committed itself to reducing taxes and
redeeming past bond issues. A change in this policy would carry great
risks of alienating the populace, to the detriment of work incentives
and perhaps also to social and political stability. For similar reasons,
confiscation of savings accounts directly or via a currency revaluation
‘would not be a likely remedy. : o

“An option that would Koth absorb large amounts of liquid asset
holdings and increase quantitatively measured output would be to
permit more private activity of various kinds. By easing restrictions
on investment in cooperative and private housing, the government
could induce the population to take over more of the cost of providing
housing and to pay the full maintenance cost as well. Surely, both
parties would be made economically better off thereby. Similarly,
easing restrictions on.private activity in providing services of all
kinds would accomplish similar ends, and would-also help to convert
grey or black markets into legal ones. Restraints on private activities

n agriculture -could be eased, a policy that has invariably yielded
quick response in output gajns in the past. But official ideology mili-
tates against encouraging private activities. State-provided housing
is viewed as the wave of the Socialist future, and private housing is
viewed as a relic- of the past. Private activities are considered an
anachronism .in a centrally planned economy where the means of
production are supposed to be state property. _ -

“Another measure that would benefit both consumers and the State
would be to raise retail prices for selected goods and services, so as to
clear individual markets and eliminate subsidies. With present prices,
for example, there is excess demand for many foods and for housing,
along with large State subsidies to maintain these prices. There, again,
however, oft-repeated dogma stands in the way.of raising prices, Low
rents and stable retail prices are tauted as-among the virtues of a cen-
trally planned socialist economy. Indeed, the Soviet people have
come to expect low and unchanging prices for a variety of basic goods
and services. Aside from ideology, the leadership must take this expec-
tation into account. Khrushchev’s sudden hike in the prices of milk and
meat in 1962 resulted in civil unrest.

“Painful though the choices may be in respect to policies designed to
raise output of consumer goods and to better mana e’ money incomes,
they are probably much less so than those that attend any serious effort

to provide major qualitative improvements in the consumer sector. . . .
" “Each of the policy options discussed above is riddled with potential
conflict within the political leadership, whether Brezhnev and company
or their successors. None of the choices promises large gains in per
capita consumption without an accompanying cost in investment and
growth. An economic reform that ultimately might alleviate the quali-
tative problems could not be implemented without short-run costs and
long-run problems of its own. Given these considerations, it is not sur-
prising that Soviet leaders up to now have come down on the side of
prudence. Treading along a familiar path may have its costs in con-
tinued frustration of the population’s desires, but such a course carries
minimal risk of social and political upheaval. No one can say what
future leaders may opt to do. One can be fairly sure, however, that they
will face the same difficult choices as does the present leadership. Mean-
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while, painful decision can be postponed by a concerted effort to obtain
the Jargest possible infusion of technological aid and consumer goods
from the) West on the best terms possible.” (Schroeder-Severin, pp.
638-641.

17. Has the Soviet Union changed either temporarily or perma-
nently its selective, limited commercial relations with the est, in-
cluding the United States? What are the future prospects of trade?
What are the specific prospects in feed grain?

“The Soviet Union appears to have abandoned its past autarkic
orientation in foreign trade in the late sixties. In the relatively
short period of time since then it has not been possible to implement
the new comprehensive system of foreign trade planning at all levels of
the planning process. Yet it is currently possible at the level of central
decision making to bring the new economic criteria to bear on major
foreign trade. decisions. This is a major achievement. Soviet foreign
trade specialists do not seek to minimize the difficult tasks facing them
currently, in particular the broadening of the system to lower levels of
the planning hierarchy, the integration of foreign trade into national
economic planning, the collection and processing of data, and the im-
provement of foreign trade incentives at the enterprise level. The na-
ture of these tasks should stimulate further change away from the tra-
ditional autarkic model of decision making.” (Brainard, p. 708.)

Soviet trade with the West has brought problems which some ana-
lysts believe may limit future trade prospects.

“The Soviet leadership, convinced that trade can play an important.
role in U.S.S.R. economic development as well as in foreign affairs, will
probably try to maintain a rapid pace of foreign trade growth, particu-
larly with the West. In addition to political imponderables, however,
there are economic factors that somewhat cloud the outlook for con-
tinued rapid growth of Soviet trade with the West. Large hard cur-
rency trade deficits are limiting Soviet ability to buy for cash all but.
top priority foreign goods. Other uncertainties involve Soviet agri-
cultural performance, Western demand for Soviet exports, the impact.
of Western inflation on the purchasing power of available Soviet for-
eign exchange, and the need to strike a balance among Soviet domestic:
requirements, CEMA needs and the supply of goods to export for hard
currency.

“Becguse of these problems it seems unlikely that Soviet East-West.
trade in the years 1976-80 can equal the extraordinarily high growth
rates achieved during 1973-75. These uncertainties about the Rast-
West trade component may account in part for the surprisingly low
overall foreign trade target set for the current Five-Year Plan—
30.to 35%. Although nearly identical to the ninth Five-Year Plan goal,
this range is less than half that of the actual growth for 1971-75.

“At the same time, there is every reason to expect further substantial
growth. For example, during the past three years the U.S.S.R. has
ordered machinery, equipment, large diameter pipe and construction.
materials and services from Western Europe and Japan adding to over
$13 billion. Major Soviet new projects such as the Orenburg gas:
pipeline will continue to generate orders for Western equipment..
Deliveries of raw and processed materials already contracted for under
compensation agreéments with Western firms will begin augmenting-
Soviet-hard currency export flows. Over the years 1976-80 Soviet.
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deliveries under compensation agreements should earn $4—5 billion,
which in large part will be used to pay for earlier deliveries of
Western equipment.

“The U.S.S.R.’s major Western European trading partners, Japan
‘and Canada have extended to the Soviet Union over $11 billion in
government-backed credits since mid-1974 and half of these are not
tied to specific projects. In addition, the Soviets directly and indirectly
have obtained Eurocurrency loans and credits from commercial
sources. For example, for the Orenburg Project alone the Soviets have
obtained a total of almost $1 billion in Eurodollar loans through the
CEMA.” (Brougher, pp. 691-692.)

The prospects for grain trade between the U.S. and U.S.S.R. also
are under question.

“A key question is how well the livestock goals match up with pro-
spective feed production. Only a tentative conclusion can be drawn
from the information available at this time. Attainment of the grain
production target could make available on the average about 115
million tons of grain for feed annually and still permit a moderate
rebuilding of stocks. Specific targets are not available for each of the
other types of feed, nor are specific targets available for meat produc-
tion by types of livestock or poultry. Based on assumptions about the
distribution of meat by type and on projections of the level of avail-
ability of roughages and other feeds (largely linear extrapolation of
past performance), however, a preliminary conclusion can be made:
The livestock and feed production plans generally are consistent. If
the Soviets hold to the livestock targets and if weather permits attain-
ment of expected feed production, the U.S.S.R. may well approach
self-sufficiency in feeds. ‘

“Prospects for grain trade with the U.S.S.R. have been clouded by
release of relatively low livestock production goals for 1976-80. Soviet
grain imports seem likely to be affected most strongly by the following
elements: .

“1. Present and long-term commitments to import grain;

“9, Effects of year-to-year weather variability on grain output:

“3. Decisions concerning U.S.S.R. grain reserve stockpiling; and

“4. Pace of livestock herd rebuilding and the degree to which goals
mayv be exceeded.

“The 5-year grain agreement with the U.S.S.R. for the 1976-80
marketing years seemingly puts the United States in a strong posi-
tion to maintain grain exports of 6 to 8 million tons to that country.
These exports may be boosted when poor weather affects Soviet crops. .
There is some suggestion in the announced plan to increase grain
storage capacity and also in an objective cited in the 1976-80 plan—
“creation of the necessary reserves of agricultural products”—that
Soviet policy may elect to bolster grain reserves. Imports to cover
some stock rebuilding are especially likely in 1976 unless another major
shortfall is experienced in the U.S.S.R. grain harvest. Slow rebuilding
of livestock herds would tend to restrain grain import needs. The
Soviets apparently intend to rebuild hog inventories rapidly. how-
ever—to January 1, 1975 levels by January 1977. The U.S.S.R. may
well resume moderate amounts of grain exports in the years ahead, thus
offsetting a portion of the grain purchased from the world market.
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~ “The emphasis in the plan on improving efficient use of resources,
‘however, may augur well for development of a market in the U.S.S.R.
for oilseeds or oilseed meals—at least until progress can be made to-
ward the objective of increasing high-protein feed output. Owing to
limited potential for increasing oilseed area, it does niot appear that a
major expansion in high protein feed production in the U.S.S.R. is
‘possible during the next several years. :
~ “If the livestock and feed production plans are consistent, still a ma-
jor inconsistency may exist in the plan for 1976-80. Wages are sched-
uled to increase 16 to 18 percent, but the planned increase in per capita
Tivestock production is only 2 to 6 percent on meat and 2 to 5 percent
-on milk. The previously-cited research study suggested that for each
10-percent increase in’ per capita incomes; demand for meat in the
U.S.S.R. increases about 7 percent and for butter (still the principal
component of dairy product consumption) increases about 6 percent.
Results of this study suggest that the repressed demand for livestock
products_ in the U.S.S.R. may increase substantially during the re-
mainder of this decade. . i
- “The Soviets may consider other alternatives besides livestock prod-
uct supply increases to reduce this repressed demand. An increase in
retall prices of livestock products is one possibility., The announced
policy to maintain stable retail prices on major foods, however, indi-
«cates that this is not now intended. A more likely alternative is a sub-
stantial increase in imports of meat and other livestock products.
Large meat imports are especially likely in 1976 as production slumps
as a result of reduced herds. It is more difficult to foretell whether the
'U.S.S.R. will continue as a major meat importer in subsequent years.
“All in all, the draft 1976-80 plan seems relatively realistic in the
agricultural sector in terms of matching planned outputs with re-
sources. The plan, however, seems to call for considerable restraint on
the part of the Soviet consumer and may result in an aggravation of
repressed inflation. The sum effect on Soviet agricultural trade, as-
suming normal weather, is likely to be a less strong demand for grain
imports, compared with the demand of the past few years, but perhaps
a strengthened demand for livestock product imports. But then
weather is rarely normal. Actual trade is likely to continue to be
greatly affected by weather at least during the next several years. Both
grain and meat imports seem likely to continue strong in 1976 as
grain reserves and hog herds are rebuilt and meat production slumps.”
(Schoonover, pp. 818-819.) : :
18. How well might the Soviet Union respond to the availability of
most favored nation tariff treatment in expanding manufactured goods
exports to the West? ’
“If exports are to be expanded meaningfully, Soviet producers
must be made directly accountable, and compensated accordingly,
for the success or failure of their sales efforts in the West. To
be effective this change would involve providing the producer with:
“Direct access to potential buyers, including participation in Soviet-
owned companies in the West and a direct say in marketing efforts as-
sociated with the product ; _ .
“The ability to import Western technology and equipment needed to
make his output more competitive; :
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“The authority to have component parts produced in the quantity
and quality necessary to meet his export commitments; and

“Considerable freedom in production, allowing him to be responsible
to changes in Western demands. . . . :

“In addition to allowing producers direct access to buyers and hold-
ing them accountable for sales, other key indicators of a Soviet com-
mitment to implement changes needed to significantly improve Mos-
cow’s exports of manufactured goods include:

“Affirmative action on recent high-level statements calling for the
establishment of firms producing solely for Western export markets;

“Where required, some allowance for Western management and pos-
sibly equity participation;

“A greater availability of goods for export and a more flexible pro-
duction schedule allowing for quicker delivery times; and

“A greater emphasis on spare parts production and the establish-
ment of additional outlets in the West. . . .

“In the final analysis politics rather than economics may prove to be

- the major barrier to needed change. The Communist party maintains
tight control over the Soviet economy and the political element plays
a pervasive role at all levels of economic decisionmaking. This politi-
cal element has proven very resistant to needed economic change in the
past, particularly when such changes threatened to result in a diminu-
tion of its control. It is difficult to perceive of an economy responsive
both to the needs of a capitalist market and the party. The creation of
a special export sector, which like the military economic sector is dis-
tinct from the larger domestic economy, may prove to be the only
feasible solution to this dilemma.

“Over the next several years continued implementation of recently
initiated programs should allow the U.S.S.R. to continue to increase
sales of manufactured products in the West. Sales will continue to be
centered in those areas—automobiles, tractors, power equipment, ma-
chine tools—which have been the mainstay of past efforts. Until more
meaningful changes are fully implemented, however, Soviet manu-
factured goods sales will remain a small percentage of total exports to
the West ; they should account for less than 10% of total exports for
at least the balance of the decade.” (Erickson, pp. 724-7 26.)

19. With ever expanding import requirements from the West, how
will the Soviet Union finance their Western trade and manage deficits
when they occur?

“Tight controls over hard currency outlays and a deferment of
some orders for equipment will not significantly reduce the projected
1976 deficit. It may, however, allow Moscow to reduce substantially
that portion of assets held in Western banks to cover day-to-day finan-
cial needs. There is little to suggest a sharper cutback on imports, and
Moscow’s ability to do so is constrained by contracts previously signed
for equipment, steel products, and grains,

“The U.S.S.R. is again expected to obtain medium- and long-term
credits to cover a major share of the estimated $4.5 billion to $5 billion
in machinery and equipment which will be imported from the West
this year. As in the past, a major portion of sucﬁ credits will again be
backed by Western governments. Approximately $1 billion in govern-
ment-backed credits are expected to be advanced in support of Soviet
large-diameter pipe imports. The U.S.S.R. also is expected to make

73-720—76——3
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heavier use of promissory note financing in 1976, possibly to the detri-
ment of concomitant attempts to obtain pure financial credits on the
Eurocurrency market. Total medium- and long-term credits associated
with equipment and pipe imports will thus probably reach $3.7 billion.
Allowing for principal, and interest repayments on past medium- and
long-term credit drawings, new drawings will net the U.S.S.R. roughly -
$1.4 billion which can be applied against the 1976 trade deficit.

“As in 1975, other invisibles and earnings from arms sales should net
the U.S.S.R. $750 million, leaving roughly $2 billion to $4 billion to be
covered by gold sales and additional financial credits from the West.
Although the U.S.S.R. remains an excellent credit risk in the eyes of
Western bankers, heavy Soviet borrowing in 1975 -may have con-
strained Moscow’s ability to borrow as heavily-in the Eurocurrency
market this year. At a-minimum, it appears that the U.S.S.R. will have
to pay higher interest rates and management fees for additional bor-
rowing in 1976. The Soviets have traditionally resisted increases in
interest rates and may instead opt for heavier gold sales. Press reports,
for example, recently included an example whereby the U.S.S.R. used
gold to cover a $7 million progress payment due a Swiss exporter.”
(Farrel and Erickson, pp. 735-736.)

0. Will technology transfer to the Soviet economy via Western
machinery exports have a significant long- or short-term effect in per-
formance? W hat will be the conditions under which more or less. favor-
able adaption of Western technology to Soviet conditions are likely?

“We have seen that the import of Western technology by
negotiable channels—principally, machinery and license purchases—
remains small and has not increased dramatically relative to Soviet
domestic investment. It is concentrated on relatively few industries
and has had a major impact on the growth and product-mix of some
of them.

“Tts total impact on Soviet economic performance remains uncer-
tain, Some macroeconomic calculations suggest that the total impact in
recent years may have been substantial. Micro-economic evidence tends
to raise doubts on this score. The degree of success in diffusing im-
ported technology is likely to be very important in_ determining
whether, in the Soviet case, the total impact of negotiable transfer on
Soviet growth is or is not large. The evidence is that some successful
diffusion ocecurs, but it is doubtful whether Soviet diffusion is generally
very effective. It is arguable, further, that diffusion would tend to be-
come less effective, on the whole, if the rate of direct technology import,
were to rise substantially.

“Whether Western governments should maintain or modify their
policies on negotiable transfer is a contentious issue. It depends on a
number of subsidiary issues, several of which are beyond the scope of
this paper. What are the political quid pro quos’. if any, for negotiable
West-East transfer, and what are they worth ? What are the benefits to
Western economies in employment ; incomes, the revérse flow of Soviet
technology (which is not insignificant) ; the learning by doing that
may come from tackling Soviet projects of a scale unheard of in the.
West, and the energy supplies with which the U.S.S.R. can repay some
of its technology imports¢ .

“Will greater East-West technology flows create an interdependence
favourable to peace? Will they promote or, on the contrary, provide a
sibstitute for Soviet economic reform? Will they tend to draw Soviet
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policymakers into unplanned complementary resource commitments
at the expense of military expenditure? Will they lock the Soviet
Union into a pattern of technological dependence on the West ?

“Amongst all these questions, the question of the economic conse-
quences for the U.S.S.R. of greater international transfer from the
West is the only one with which this paper is concerned. The under-
lying issue is whether technology transfer involves the West in selling
cheaply a critical capability which we shall subsequently regret shar-
ing with the Soviet Union.

“Wiles has argued that this is precisely the case. Vernon and Gold-
man have asked whether U.S. companies may not be selling technology
too cheaply because of false expectations about the Soviet market and
because of the bargaining power of Soviet £.t.0.%.

“It seems inescapable that a buyer of a new technology dealing with
competing suppliers stands to make saving much greater than the price
he pays. In this sense the Soviet Union is likely to be the greater bene-
ficiary of such deals obtaining a large “consumer surplus.” But that is
in the nature of technology sales. Two points should, however, be noted.
First, Soviet f.t.o.’s are usually far from being the only potential
buyers of a technology and hence are seldom able to exert monopoly
bargaining power; Second, if there are competing suppliers of a tech-
nology it is probably not a very new technology ; the very latest tech-
nologles are commonly monopolised by their originators for a while,
so that a Soviet purchaser wanting the latest technology may often
have in fact to pay a monopoly rent above the supply price.

“More generally, a centrally planned economy purchasing tech-
nology on the world market would seem to be in a position akin to that
of a firm in a market economy adopting an ‘imitative’ rather than an
‘offensive’ or ‘defensive innovation’ strategy. In the Soviet case, at
least. a technology lag seems almost to be built into the arrangement.

“The sharp imbalance in Soviet trade with the West in technology
and sophisticated products, the lack of technological dynamism of the
Soviet system and the inhibiting influence of balance of payments
problems must be considered along with the small scale of West-East
flows in relation to the Soviet economy and the doubts about Soviet
diffusion. All this suggests that, though the Soviet economy probably
benefits substantially from international technology transfer, the So-
viet gains do not seem likely to transform the Soviet position. In civil-
ian technology catching up, let alone overtaking, still seems a remote
prospect.” (Hanson, pp. 809-810.)

21. What role do commercial agreements (C4) play in Soviet trade
with Western governments and corporations such as those in the
United States? ' .

“What are the motivations of those U.S. firms that have con-
cluded CAs with the U.S.S.R.? The most frequent response is that
the CA is seen as an entry vehicle into the large Soviet market, pos-
sibly enabling a-firm to-expand its sales in a broad range of pI'Oé)I(l) t
lines. CAs are also seen as possibly resulting in more end-user contacts
and thereby providing a more effective means of assessing the Soviet
market. There is, however, a lack of agreement among observers as to
the value of CA as a market entry device. At a 1974 Commerce tech-
nology trade symposium, it was noted that “those (businessmen) who
signed CAs are usually not those who sign contracts.” Indeed, since
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1972 little correlation is evident between the existence of CAs and the
signing of commercial contracts by American companies. Another
observer indicated that only travel has resulted from the CA signings,
but that travel often leads to trade with the U.S.S.R. On the other
hand, one U.S. executive felt that the SCST was the “appropriate
vehicle for big deals.” _

“There are also some practical administrative advantages in CA’s
since the SCST can serve as official sponsor when a company applies
for a business visa. It is illegal to conduct business in the U.S.S.R. on
o tourist visa and a business applicant must have the sponsorship of
some Soviet agency. Similar sponsorship is required for accreditation
to open an office in the U.S.S.R.

“Broad Soviet motives for acquiring foreign technology were clearly
defined by GOSPLAN in a 1970 assessment—foreign technology could
be expected to advance the application of innovative techniques by

two to five years, thereby satisfying product demands more quickly
with the highest quality available domestically. This could be accom-

lished while economizing on domestic R&D expenditures and expand-
ing hard currency earnings through exports of finished product. These
objectives are certainly still applicable.

“The general assessment is that the Soviets are interested only in
commercially usable, applied S&T and are little concerned with basic
science research. Indeed, the Soviets have great praise for Japan’s
ability to utilize imports of technology to expand industrial capacity
in the 1950s and appear to have committed themselves to emulating
the Japanese experience. They have acted in accord with that commit-
ment by concluding CAs with firms in technology areas with direct
application to industrial production.” (Theriot, pp. 750-751.)

99, What are the main directions of Soviet policy toward develop-
ment of industrial cooperation with Western trading countries?

“Although the broad concept of industrial cooperation with the
West has been endorsed by Soviet authorities, the preferred mode of
such cooperation has been defined to meet Soviet requirements rather
specifically as follows:

Contracts involving large sums that extend over lengthy periods and which
are signed with a firm or group of firms in the capitalist countries, usually on
long-term credit, for machines, equipment, development or construction of a
project (natural resource or industrial enterprises). Credits are reimbursed
by the delivery of products turned out by the project.

«“Industrial cooperation with enterprises in the West will have the
following characteristics:

“The project is one with a major impact on the Soviet economy.

“The cost is normally substantial.

“The agreement covers a long (10-15 year) period.

«Equipment requirements for the project are normally purchased
on long-term credit.

«Ciredits are reimbursed at least in part by the delivery of output
from the project.

«Taking the Industrialized West as a whole, it is estimated that as
much as 15% of 1975 contracts for export of machinery and equipment
to the Soviet Union, or as much as $615 million in future exports,
could be attributed to compensation arrangements.
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“Because the U.S. participates in fewer compensation arrangements
with the Soviet Union, the impact on overall trade flows is not immedi-
ately apparent. However, an analysis of contract data for 1975 indi-
cates that as much as 17% of U.S. exports to the Soviet Union or some
$100 million in sales, can be associated with compensation
arrangements.

“For the future, the Soviets have indicated that any major and stable
increment in U.S.-Soviet non-agricultural trade must be realized
through compensation arrangements. The North Star and Yakutia
natural gas projects, for example, would produce a sizeable increase in
trade turnover. Citing the $1 billion 20-year Occidental agreement as
an example, Deputy Minister Sushkov has estimated that perhaps
38% of U.S.-Soviet trade in the 1976-80 period would be governed
by compensation arrangements. Even assuming that this estimate ap-
plies only to trade in machinery and equipment (and thus excludes
substantial shipments of agricultural commodities) it would require
markedly increased Soviet shipments toward the end of the period to
realize this figure.

“Commodity composition—A second major directive of Soviet policy
regarding future industrial cooperation with the West is a restructur-
ing the commodity composition of such arrangements. . . .” (Smith,
pp. 779-782.)

238. Can Soviet leaders or planners by adopting a new growth
strategy emphasizing foreign imputs provide for significant improve-
ments in economic performance?

“, .. Foreign technology can certainly make a contribution both
to the level of Soviet technology and to the rate of growth. All coun-
tries gain from trade based on comparative advantage. The Soviets
as well as the other centrally planned economies have tended to “under-
trade,” in the sense that their volume of trade has been less than that
of market economies at equivalent levels of economic development.

“They have sought to produce by their own effort a much larger
range of products than have market economies, and as a consequence
they have denied themselves some of the benefits of the international
specialization of labor. Even if the technological level of Soviet pro-
duction were on a par with that of the advanced capitalist countries,
it would have paid them to improve more than it was their policy to
do in the past. The growing volume of Soviet trade with those coun-
tries is therefore bound to provide the Soviets with benefits in the
form of the gains from trade that they had formerly foregone. Im-
ported technological equipment will also contribute to the general
elevation of the quality of the Soviet capital stock and therefore to an
increase in the rate of technological progress.

“Tt is nevertheless to be doubted that as an approach to the adoption
of the new growth strategv, the import of foreign technology could
prove to be satisfactory. If the domestic economy should remain no
more capable than in the past of generating its own technological
rrogress, it is hardlv likely that the economy could generate in the
future the rate of technological progress required by the new growth
strategy. For one thing, the economy is so large that the overall impact
of imported technoloov is likely to be mareinal. The overwhelming
pronortion of the nation’s annnal increments in capital equinment
will have to be of domestic manufacture. Hence unless the general-level

ot
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of domestic technology improves, the contribution of techneological
progress to overall growth is likely to remain small. Secondly, the tech-
nology of the advanced capitalist countries is adapted to the level of
technological and managerial skills and knowledge of their own or of
equivalent countries. Unless the broad level of technological and
managerial skills and knowledge in the U.S.S.R. attains that level,
the imported equipment is likely to operate at a lower level of pro-
ductivity than is found in the host country, thus losing some of the
gains from trade.

“But third, and most important, a country that relies on imports for
a'broad range of its advanced technology cannot expect to project it-
self by that means into the ranks of the.leaders in the generation of
new technology. Particularly in the fields of the most advanced and
rapidly changing technology, the lead times are such that by the time
a new enterprise outfitted with imported equipment is in full produc-
tion, that equipment and its products have already begun to obsolesce.
In short, the import of foreign technology cannot serve as a substitute
for a technologically innovative economic system. Only to-second ap-
proach, the augmentation of the domestic innovativeness of the econ-
omy, ¢an provide a suitable basis for the néw strategy of economic
growth.” (Berliner, pp. 435-436.) ' C

ProBLEMS 1IN . MEASURING AND ASSESSING Sovier Economic
PERFORMANCE

. The volume of economic data released from the Soviet Union has
been increasing over the last several decades but problems in com-
pleteness, uniformity, and comparability continues. . :

Some of the problems include:

1. Incomplete public reporting. Although Soviet statisticians are
gathering statistics for the entire economy it is still necessary for
western analysts to estimate missing aggregates in their national input-
output tables. Likewise, economic data related to military activity, new
technological improvements, and a wide range of areas deemed to be
sensitive for policy reasons are restricted in their release. Data reflect-
ing poor performance such as a bad harvest is also withheld.

9. Lack of wuniformity. No standard economic classifications are
established as'yet to ensure consistency in reporting from section to
section or from year to year. Although instructions for reporting are
often available it is not clear what each statistical series published
includes. :

3. International comparability. Even if statistics released were
complete, comparison with performance in other nations would be
difficult. It is for this and other, aforementioned qualitative means,
that artificial national accounts are still constructed in the West using
standard Western methodology and primary Soviet detailed data.

4. Significance of available data. As Soviet methodology is often
not. provided, the meaning of such data as prices is unclear and the
appropriate use of this data in analysis is often difficult.

- Scholarly exchanges between East and West have improved the
mutual understanding of the utility of the data. More complete release
of data based on the Helsinki agreement may provide a broader base
for common professional analysis. Continued joint research between
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western scholars and their Soviet counterparts may also lead to im-
provement in the statistical data base and its analytical utilization.
This compendia indicates not only most of the western estimates of
economic data but also a fair sampling of how western analysts assess
the utility of this data when estimating current performance and
future economic prospects in the Soviet Union.

OPTIONS AND PROSPECTS

Present and projected levels of Soviet economic performance sug-
gest that those requirements set for goods and services during the
Stalinist era could comfortably be met today. The military and heavy
industry took priority during the Stalinist era and were considered
constant while agriculture, light industry and consumption were
residual claimants and considered variable. While priorities have now
changed—the old constants have become variable and the residual
claimants have become important—the old institutions of planning
and management have shown considerable vitality and persistence.
The Soviet leadership—also old—is probably comfortable with the
past requirements set during an earlier era, but is also aware of the
pressing new needs.

The long term pressures for change grow each year. Moreover the
opportunities to raise the technological level of the massive Soviet
economy to that of the western industrial economies are very attractive.
At the same time, short term crises in agriculture and elsewhere brin
home the urgency of improving the quality of consumer goods an§
incentives. Changfes open to the leadership could make the Soviet
economy a technological superpower, thus matching their geopolitical
position and satisfying their domestic needs. But to rise to their poten-
tial level of performance, attention must be given to the following:

1. Military claims on material and human resources must be reduced
and effective transfer of these resources to civilian production must be
facilitated.

2. Technology transfer from the West must be linked to the transfer
of resources from military programs to bring about a widespread
modernization of their economy.

3. Planning institutions and management mechanisms must be
geared on a priority basis to effectively shift and utilize resources.

Significant changes in the short run are not probable. Changes in
economic develpment usually take place on the margin—that is in the
allocation of incremental resources. Such may be the extent of likely
change in the path of Soviet economic developments. Likely or not,
significant change appears to become an increasingly more persuasive
option. Compromises, half measures, and muddling through appear to
become more expensive and to cause less productivity over time.
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The realities and prospects of the Soviet economy exist in the abso-
lute and in the relative. There are innumerable things that can be
measured, resurrected and projected—and a distressing number of
which must be guessed at because of the Kremlin’s obsessive concern
with secrecy. The economy also is but one of several components of
perhaps the most highly politicized society in the world. And, despite
Khrushchev’s short-lived attempt to reverse Lenin’s dictum, politics
remain superior to economics in the Soviet lexicon.! )

The perceptions of the 26 men who direct not only the economy of
the USSR but Soviet society in general are colored if not’conditioned
by a number of factors. In addition to their engineering training and
life experience, which includes Stalinism at its worst and the cauldron
of ‘World War II, their outlook is profoundly affected by national
security considerations. Their specific foreign concerns range from the
state-of-play in strategic relations with the United States—subsumed
under the rubric detente, to the other apex of the power triangle,
China, on to Europe and the Third World. The more gutsy issues, of
course, are domestic, such as the leadership’s relations with the narod
(people) and, more importantly, among themselves. The results of
their assessment of the present and plans for the future are reviewed
formally at quinquennial congresses of the Communist Party of the
Soviet Union. The centerpiece at the. Silver Jubilee Congress last
February-March was Brezhnev’s tour d’horizon on opening day.

I. U.S.-Sovier DereNTE

If one is to judge solely by Brezhnev’s accountability report to the
25th CPSU Congress and other Kremlin utterings, detente is alive
and well only in the Soviet Union. The firmness of Moscow’s commit-
ment to make detente irreversible and to expand it from the political
to military realm is trumpeted almost daily in Soviet media. But the

1 See Michel Tatu, “Power in the Kremlin,” p. 258.
(3)
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almost exultant tone so characteristic of these pronunciamentos only
four years ago has disappeared.

Kremlin propaganda is right in saying that the most vociferous
public critics of detente as practiced since the June 1972 Moscow
Summit are found in the West. The 1972 grain deal began the process
of disillusionment for many Americans who were otherwise sympa-
thetically inclined. Angola called into question Soviet bona fides for
many others, And together with revelations about the continued build-
up of Soviet military capabilities, the very term detente was deemed
too vulnerable politically and it was officially dropped in favor of
“peace through strength”—accompanied, however, by declarations
of policy continuity.? _

But if the bloom is off detente in the West, there is presumptive
evidence that similar challenges have been raised in the Soviet Union.
With the Jackson-Vanik and Stevenson amendments, in effect deny-
ing the Soviets MFN and severelv limiting cheap government credits,
the hoped-for cornucopia of US economic munificence was turned
upside down and, relatively speaking, only a trickle reached Soviet
shores. The absolute increase rather than the expected decrease in US
defense outlavs following withdrawal from Vietnam, coupled with the
continued failure to reach agreement in SALT II, raised the specter
of a renewed and wasteful arms race. And the rhetoric of the on-going
US election campaign—typified by the charge that detente is a one-
way street—has served to reinforce the suspicions of those elements
of the Soviet body politic prone to paranoia. _

The scene is not totally bleak, however. Thus far, judging by the
latest polls, our election year hyperbole has not altered the basic en-
dorsement of “detente” by US public opinion. The Soviets will
have noted that the Congress is seriously considering postponing
production of the B-1 bomber. The Senate has passed a resolution
endorsing detente.® In Moscow the new “civilian” Minister of Defense,
D. F. Ustinov, failed to voice the traditional call for strengthening
the armed forces in his VE-Day Order of the Day.* According to press
reports, the Soviets, temporarily in at least technical violation of the
SALT I accords, seem to have set to with a vengeance to dismantle
older missiles to stay within agreed-upon ceilings.® And Kremlin
policy advisors have registered some concern at the extent to which
th Soviet-supported Cuban adventure in'Angola has alienated Ameri-
can public opinion, press and certain politicians.®

The current state of US-Soviet relations is perhaps best exemplified
by the tortuous history of the Treaty of the Peaceful Uses of Nuclear
Energy. After arduous negotiations extending over many months, an
agreement was reached. After some scheduling difficulties, President
Ford and CPSU General Secretary Brezhnev participated in cere-
monies in Washington and Moscow on May 28, illustrating that both
sides seriously desire to maintain the detente dialogue. And both gov-
ernments have challenged critics of detente to pose viable alternatives.’

2 New York Times, Mar. 2. 1976.

3 Renate Resolution 406, May 5, 1976.

4 Pravda, Mav 9. 1976.

5 New York Times, May 25. 1976.

8 Georgiy Arbatov, Pravda, Apr. 2, 1976. : :

7The most recent Soviet challenge was contained i{n the USSR Government statement
on the Federal Republic of Germanv, Pravda. May 21, 1976. Explicitly the detente eritics
were in the West ; implicitly, in the Soviet Unlon as well.
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II. OreER AspEcTs OF DETENTE

If detente has been encountering heavy weather in the US-Soviet
context, the sky has scarcely been true blue for the Soviets in other
azimuths. Successes have been balanced by failures and seemingly in-
tractable problems persist.

Moscow can, however, take considerable satisfaction in what it no
doubt considers the US rout in Vietnam leading to the decline in US
influence, not to say presence, in South East Asia and the seeming
erosion in US prestige generally. But it is also clear that Moscow does
not interpret each US loss as a Soviet gain. In South East Asia, for
example. Hanoi appears to be less amenable to Soviet influence in

acetime than in wartime; Phnom Penh expelled the Soviets along
with all other foreigners except the Chinese; only Laos seems to have
welcomed an enlarged Soviet presence.

The overriding Soviet concern in Asia remains Peking. The virulence
of their polemic waxes and wanes for inserutable reasons. The release
of the Soviet helicopter crew last December, accompanied by the “ad-
mission” that they were not spies, appears to have been an anomaly.
Chinese attacks on the very concept of detente and “subversion” of
Soviet-aligned Communist Parties continue to bedevil Moscow. Its
obvious frustration with Peking suggests that in communist cant
China has replaced the United States as “Enemy No. One.” In any
event, the resurgence of leadership struggles in China further beclouds
prospects for Sino-Soviet detente over the near term. Meanwhile, the
growing Chinese nuclear-missile capability is becoming a fact of life.

II1. Tee EvororeEany QUTLOOK

Soviet perspectives in Europe are more favorable. Western Europe
has been slow to recover from the economic dislocations initiated by
the Arab oil embargo. Politically, NATO’s southern flank has moved
dramatically to the left, though just how far remains to be seen. And
Moscow’s long-sought-after Conference on Security and Cooperation
in Europe (CSCE) was capped by the Helsinki Final Act initialled
by, among others, President Ford and General Secretary Brezhneyv.

On the other hand, though recovery has been uneven and weak spots
remain, Western European economies appear to be reviving. The threat
to NATO’s cohesion occasioned by the dismemberment of the Por-
tuguese Empire and the rise of the Portuguese Communist Party
proved to be premature. To be sure, the prospect of the Italian Com-
munist Party’s participation in the government remains. Moscow does
not appear to view attainment of the PCI’s “historic compromise” as
an unalloyed blessing, given the PCI’s insistence on an autonomous
course. Some observers have even speculated that the possibility exists’
that the PCI’s entry into government, if it comes to pass, could be
followed by further fractures in the international communist move-
ment generated by Euro-communism, perhaps headquartered in
Rome.®? And Soviet insistence on maintaining good state-to-state rela-

8 One long-time observer of Russia speculates that the wheel of history could complete
a full revolution. Picking up Russian Ortbodox claims that Moscow became the Third
Rome after the fall of Constantinople (the 'Second Rome), and, of course, Rome, he notes,
the possibility that the Fourth Rome may be Rome itself,



6

tions with France not only has alienated the French Communist Party
but also has sharpened its independence from Moscow, leading it to re-
nounce the basic Marxist-Leninist tenet of the “dictatorship of the-
proletariat” and attacking Mother Russia itself for violations of the
civil rights of its citizens. Finally Western stress on Basket III
(Human Rights) of the Helsinki Final Act appears to have so soured
Soviet expectations that Moscow has mounted a concerted counter-
attack against so-called Western violations of the spirit and letter of
the Final Act.

Eastern Europe is relatively calm from the Soviet point of view.
To be sure, Yugoslavia is as prickly and independent as ever and
Romania pursues its rather autonomous foreign policies and contin-
ues a less than enthusiastic participant in the Warsaw Pact. The Pact
itself, however, seems to be in relatively good shape as military alli-
ances go these days. And the Council of Economic Mutual Cooperation
continues to inch forward as a multilateral economic agency.

Propaganda claims to the contrary, however, the Eastern European
“state” economies did not prove immune to the energy crises beginning
in 1978, the impact of the 1975 Soviet harvest disaster, or the infla-
tionary pressures plaguing the West. Government controls there did
prove more effective than in the West, but Soviet price increases on fos-
sil fuels and rumored delivery shortfalls caused by diversion of sup-
plies to hard currency buyers adversely affected economic performance
n Eastern Europe. The inability of Moscow to supply its traditional
customers with food and feed grains last year added further strains.
And the rise in prices for Western manufactured goods soon far out-
stripped those for traditional exports from the East.

The net effect was to materially lower growth rates and so narrow
the “profitability” of their economies that politically dangerous in-
creases in the prices of consumer goods, including food, have been
decreed as one under consideration in several countries. Others have
held the price line but are faced with shortages causing rising con-
sumer dissatisfaction. With memories of the 1970 Polish riots which
led to Gomulka’s ousting, Moscow appears to have reluctantly taken
steps to ease the price/cost squeeze. To be sure, Eastern Europe re-
mains a net asset to the Soviets, but the trend must be worrisome to-

Moscow.
IV. Tae Tairo WorLD

Developments in the vaguely defined Third World were less am-
biguous. Since the publication of the previous volume in this series,’
Soviet hopes for the transformation of the Allende government into
a truly socialist regime in Chile as defined by Moscow went down the
drain. For a while it seemed that the Xremlin would revert to the
Stalinist conclusion that a “peaceful” as opposed to a violent transfor-
mation was theoretically impossible. But, after some months of soul-
searching, the Kremlin apparently concluded that Chilean conditions
were not advanced enough to warrant a “truly” socialist takeover.
This did not inhibit, however, Portuguese CP leader Cunhal from
pursuing a similar course. Nor did the Chilean disappointment pre-
vent the Soviet-supported Angolan venture.

? For example, “JEC, Soviet Economic Prospects for the Seventies, US GPO, 1973.
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The definitive account of Soviet involvement in Angola remains to
be written. Two things, however, are clear. The Cubans would not have
been able to introduce and sustain their “liberation” troops without
massive Soviet support, and Moscow correctly estimated that the US
would be unable to counter on the scene in time. But Moscow’s decision
to pursue tactical victory, on the other hand, appears to have under-
estimated the spin-off effect on US-Soviet detente, judging from what
appears to be Soviet-inspired reports that Angola was first of all a
Cuban adventure and that Castro and Company were being advised to
cool it regarding the rest of Southern Africa.’* Meanwhile, Soviet
moves seem to have become a mite more circumspect. But the rhetoric
accompanying the subsequent visit of Mozambique leader Machel indi-
cates that Moscow is not foreclosing any options in the area.

The Middle East is another story. From a high point of only 4 years
ago with 20,000 Soviet troops in Egypt, strong advisory contingents
in Syria and Iraq, and seeming growing influence elsewhere, today the
Soviet Union is clearly hanging on to residual clients in the area and
is aware that these relationships, too, may prove transitory. Develop-
ments have been so-much in the news lately there seems no reason to
discuss them in detail. Suffice it to say that in connection with the on-
going Lebanese crisis, TASS “was authorized” to issue a statement in
effect demanding that the protagonists pay heed to Soviet interests,*
a galling position for a newly arrived super power to find itself in since
virtually all the protagonists were at one time or another Soviet “cli-
ents” and were fighting with Soviet supplied arms.

Yet if the situation looks bleak from Moscow’s point of view, it
would certainly be premature to conclude that because of these set-
backs the Soviet Union has no real alternative to withdrawal. Moscow’s
interests in the area long antedate Lenin and its investments there over
the past 20 years are both diverse and immense. Added to this is Soviet
cooption of Vincent-Sheean’s “long-view” of history.

This is evident when one looks at Soviet pursuit of its objectives in
Latin America and the Asian sub-continent. Despite reverses in Chile,
Cuba survives and, like the Soviet Union itself, has gained increasing
respectability. The Soviets, once virtually without influence anywhere
in Latin America, now have diplomatic relations with most countries,
are a major supplier of arms to Peru, have significant trade with
Brazil, and Mexico now has an affiliation with CEMA.

Ten years ago Soviet courtship of the Asian sub-continent had
reached the point that the USSR was able to play the role of amicus
curiae in the Taskhent Peace Talks between India and Pakistan. Since
then it tilted strongly in favor of India during its 1971 war with
Pakistan and has reaped some benefits, if only because of a decline in
US influence. The hoopla connected with the recent visit of Indian
Prime Minister Indira Gandhi indicates that the Soviets have reason
to be somewhat satisfied with their present state of relations and hope
for further gains in the area. That the course will not be smooth seems
accepted, given rising nationalisms. But historical precedent strongly
suggests Moscow will continue to press its interests everywhere pos-
sible on the Indian Ocean littoral.

1 Washington Post, March 29, 1976.
1 Pravda, June 10, 1976.
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V. Tue Sizver JuBiLee CONGRESS

Party Congresses are major events in the Soviet Union. They are
preceeded by months-long campaigns designed to whip up enthusiasm
for the Party’s goals, to instill a sense of responsibility among the
population for implementation of directives, and to strengthen po-
litical and societal discipline.

A number of past Congresses have indeed been historical bench-
marks; others have not. '

The XVII Congress in 1934 was labelled the “Congress of Victors”
but almost immediately led to the liquidation of millions in the
Great Purge which included most of the “victors” as its victims.

The XVIII met in 1939 and attempted to repair some of the wounds
of the previous five years, but they were soon torn asunder by the
horrors of World War IT which saw 20 million Soviets die.

The XIX convened only in 1952 to hear what turned out to be
Stalin’s soon-to-be forgotten valedictory.

The last session of the XX in 1956 heard Khrushchev deliver his
so-called Secret Speech denouncing Stalinist repression and proclaim-
ing that there were many roads to socialism, not just the violent one.

The XXI in 1959 saw the promulgation of the first and only 7-Year
Plan which was expunged from the books following Khrushchev’s
ouster.

The XXITI in 1961 was highlighted by Khrushchev’s warning the
Congress against those “comrades” who no longer listened to advice
and, therefore, could return to the ways of Stalin; and the macabre
rsemova-l of Stalin’s remains from the Lenin Mausoleum on Red

uare.

the XXTIT in 1966 ratified the dismantling of Khrushchev’s “hare-
brained schemes” and began the process of consolidation of what has
become known as the Brezhnev era.

The XXIV in 1971 became known belatedly as the one that
launched the Brezhnev Peace Proeram which culminated in “detente,”
first in Europe and then with the U.S.

At this reading, the XXV CPSU Congress, which met in the
Kremlin from February 24 to March 5, 1976, could be characterized as
one of decisions deferred. It was played as a businesslike look at the
state of the nation and the Party. The stress was on continuity ; there
were no dramatic surprises in the 10th Five-Year Plan (1976-80)
which it approved.

The thrust of Brezhnev’s five-hour accountability report on the
opening day of the Congress was to reaffirm the wisdom of policies laid
out at the XXTV Congress and to pledge their continuation. However,
his presentation was studded with caveats suggesting that support on
all aspects was not universal. Basically, he:

Reaffirmed detente but defined it more narrowly;

Expressed general satisfaction with the state of US-Soviet rela-
tions while noting continuing problems;

Emphasized the need for further arms control measures but
avoided forecasting quick solutions;

Gave a generally favorable assessment of Soviet relations with
Western Europe, Latin America, and most of Asia and the
Middle East; but
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- Harshly criticized the Chinese and those in the Communist
movement who deviated to the right (implicitly the French and
Italian parties) or to the left (the Maoists) of the Soviet line. '

Brezhnev’s recital of Soviet foreign policy triumphs over the past
five years had its defensive overtones, and he evidently felt compelled
to register a more than usually detailed explanation of the Soviet in-
terpretation of “detente”. Detente does not, he specified—with a domes-
tic audience clearly in mind—“in the slightest way abolish, and can-
not abolish or change the laws of the class struggle.” Moreover, he
said, it creates “more favorable conditions for peaceful socialist and
communist construction” and does so without freezing the status quo
and aiding capitalism, as “the leftists” claim. As proof, he cited the
“great revolutionary changes” that have taken place in the world in
recent years (e.g., dissolution of the Portuguese empire, Vietnam).

What detente does mean, Brezhnev told his audience, is “primarily”
the avoidance of war, the use of force or threat of force in relations
between states. He dismissed as “incomprehensible” Western failure
to appreciate continued Soviet support for “other peoples’ struggle
for freedom and progress,” since Communists never will, even under
detente, become reconciled to capitalist exploitation anywhere.

Although Brezhnev gave pride of place in his address to foreign
affairs, the bulk of his remarks and those of subsequent speakers dealt
with domestic affairs. Here, too, the basic thrust was on continuity.
To the extent that a change in direction was evident, it was in the
direction of a limited reassertion of orthodoxy. A recrudescence of
somewhat tougher policies seems to be on track; that is, greater pres-
sure for political and social conformity at home.

Contrary to rumors that he would step down or be kicked upstairs
because of ill health, Brezhnev emerged from the Congress with
enhanced prestige. The other senior members of the leadership also
held on. What changes were announced reflected already evident
accomplishments or failures, and no serious steps were taken to pre-
pare for a succession. There was, however, considerably greater em-
phasis on organs of collective leadership than in the past, perhaps with
a succession in mind.

Substantively, the Congress was short on innovations domestically.

The speeches of Brezhnev and of other Soviets, and the personnel
changes in the Politburo and the Central Committee, reflected tradi-
tional goalsand values.

Speakers on societal issues generally endorsed the status quo, albeit
with a strongly conservative bias. A i

Kosygin did not promote systemic economic reform, despite wide-
spread criticism of his constituency, especially the centralized plan-
ning apparatus. '

The present system of management of the economy, including agri-
culture, appears firmly ensconced.

~The only departure would appear to be the creation of new, special-
ized agencies under USSR and republic ministries for coordinating
large-scale projects.

Brezhnev’s praise of the KGB’s prophylactic activities was bal-
anced by admonitions against resorting to “administrative measures”
for problem-solving. Similarly, his assertions regarding a revised codi-

73-720—76——4
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fication of law and a new constitution some time in the indefinite future
offered some hope for the evolution of Soviet society into one of laws,
not men. ’

VI. Leapersarpr CHANGES

All top leaders except Polyanskiy retained their membership in the
Politburo and the Central Committee Secretariat. Two candidate
members were promoted to full membership in the now 16-man Polit-
buro, and three faces were added to the renewed but not rejuvenated
leadership. The changes did, however, further tip the scales in favor of
party apparatchiks as compared with government bureaucrats—from
8 to 7 in favor of the party to 10 to 6. They do not alter the average
age of 63 years. Full Politburo members still average 66.

Polyanskiy was demoted again; this time, he lost his seat on the
Politburo. He retained his membership on the CPSU Central Com-
mittee, but on March 16, was removed as the USSR Minister of Agri-
culture, and subsequently was named Ambassador to Japan. Failure
of the 1975 grain crop and other agricultural problems ostensibly lay
behind Polyanskiy’s banishment.

Leningrad party boss G. V. Romanov, 53, was promoted from candi-
date to full member of the Politburo after only three years of Politburo
membership, thereby restoring Leningrad to its traditional place in
national policymaking circles. He is best known as an efficient manager
who relies on structural changes to boost economic performance. He
also appears to have a strong conservative bent with regard to society
and culture, and is a proponent of ideological struggle as a concomitant
of detente.

D. F. Ustinov, 67, was elevated to Politiburo full membership and
brings to that body a lifelong specialist on armament production who
has also been active in SALT matters. His promotion marks the
first time in decades that a full-time defense industry man has joined
the Politburo. With his inclusion, the Soviets have once again brought
into that body representatives of all organizations concerned, among
other things, with the negotiation and execution of foreign affairs.’2

Election of Azerbaydzhan Party leader G. A. Aliyev, 52, to candi-
date membership fills the traditional Transcaucasus seat, long held by
the former Georgian leader Mzhavanadze (dropped in 1972). Aliyev
was a career KGB officer in Azerbaydzhan before becoming Party
First Secretary seven years ago.

Pravda editor M. V. Zimyanin, 61, was named a CPSU Central
Committee Secretary. He has left his Pravda post and, given his
background, seems destined for the ideological and cultural portfolio
formerly held by P. N. Demichev. A long-time Suslov associate whose
roots are in Belorussia, Zimyanin is likely to exercise an ideologically
conservative influence.

K. U. Chernenko, 64, was also named a CPSU Central Committee
Secretary. He has worked as head of the General Department of the
CPSU Secretariat, an office akin to the Executive Secretariat of a
U.S. government department. .

12 His naming as Minister of Defense following Marshal Grechko's fatal heart attack on
Apr. 26, 1976, preserves this principle and did not require any enlargement of the
decision-making circle reflected in the Politburo. In addition, his appointment reaffirmed
the primaey of the civilian leadership over the military, an act somewhat softened by
“combat veteran” Brezhnev, and later Ustinov himself, being elevated to the rank of
Marshal of the Soviet Union.
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VII. Tue Sovier SYsTEM OF RULE

How did the deliberations of the XXV CPSU Congress affect the
Soviet system of rule? Not much.

The day-to-day activities of the 100 million non-labor force still
are administered by a vast bureaucracy which makes ours pale by com-
parison numerically and especially in its often seemingly total dis-
regard for the interests of 1its ostensible clients. Overseeing its oper-
ations are several-hundred thousand members of the Communist
Party apparatus who set policy and strive to insure its execution.

The Political Bureau of the Central Committee of the Communist
Party of the Soviet Union is the supreme policy-making body for
.economic as well as all other aspects of Soviet life. The majority of
its 15 voting and 6 consultative members are engineers by training;
the only trained economist is Foreign Minister Gromyko. The most
junior member is 52; the ranking members are all 69 or older. By
training and experience they are production oriented. During their
rise to national prominence, the success criterion was quantity, not
.quality. During the years of tumultuous growth, especially after the
«desolation of World War II, these skills were in great demand. Now
tthe emphasis has shifted to quality, not quantity. The leadership
itself decreed the shift but seems unable or unwilling to face up to
the hard realities of the technological revolution, such as allowing
managers a truly free hand in decision-making based on cost-effective-
ness, alternative choices, and a realistic pricing system.

As General Secretary of the Party, Leonid Ilyich Brezhnev, who
will be 70 this December, usually chairs the weekly sessions of the
Politburo where spokesmen for various groups thrash out policies
large and small. (During his not infrequent absences in recent years,
he has yielded the gavel to his senior associates, usually to his long-
time associate Andrei P. Kirilenko, also 69. Brezhnev’s absences may
account for some of the drift or inconsistencies evident in Soviet
policy.) But in any event, the Politburo lays down the guidelines of
‘the annual and five-year plans which are then drafted by the govern-
ment planning organization. The Politburo reviews these drafts and
recommends their acceptance by the Party’s Central Committee and
Congress or “parliament” which, in turn, approves them. They are
then formally ratified by the USSR Supreme Soviet or government
legislative arm, thereby giving them force of law for every form of
Sovet activity.:?

In addition to Brezhnev, the Politburo membership includes the
Party Secretaries for ideology, industry and agriculture, Chief of
State Podgornyy, Head of Government Kosygin and his first deputy
"Mazurov, the ministers of foreign affairs, defense and state security
(KGB), and ranking officials of other key establishments. Decisions
are believed to be reached usually on the basis of a consensus, though
no votes are ever published.

There is presumptive evidence, however, that serious differences do
surface in Politburo deliberations, which have led in exfremis to
ousters from its ranks in recent years:

13 The only recent exception to this practice occurred when the USSR Supreme Soviet
failed to ratify the draft directives of the 8th Five-Year Plan (1966-70) issued by the
23rd CPSU Congress—perhaps because of embarrassment for they were issued almost
two years after the plan allegedly had gone into effect. i
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RSFSR Premier Voronov in 1973 for challenges to Brezhnev’s
agricultural policies;

Ukrainian First Secretary Shelest, also in 1973, for opposition
to agreed consumer and investment policy, toleration of national-
ism, and perhaps detente policy; and

Trade union boss Shelepin in 1975, most likely for ill-timed
ambitions. : '

(Polyanskiy’s dismissal and posting to Tokyo as Ambassador seems largely due
to the need to find a scapegoat for the 1975 harvest debacle.)

Politburo decisions are usually promulgated in the name of the
Central Committee to which the Politburo is formally subordinated.
The reverse is really the case. Membership in the 426-man Central
Committee is formally bestowed by Party Congresses whose members
are selected on the basis of a series of indirect elections in which the
rank-and-file participate only at the first stage. Actually, membership
in the Central Committee appears to go with the full-time position
an individual holds. Jobs of this importance are on the nomenklatura
or patronage list administered by the Politburo through its secretariat
staff. The leadership is thus a self-perpetuating oligarchy from which
one departs by age, ill health, or death, or in political disgrace, and
one joins through co-option.**

If the Politburo is the national command center, then the Party
apparatus headed by the Secretariat is the nervous system. Also
chaired by Brezhnev, its 11-man membership includes four other
voting members of the Politburo, one consultative member, and five
junior secretaries. It, too, meets weekly to check on the execution of
decisions and to draft reports for the Politburo, using its internal
staff of several thousand Party officials. The Secretariat is organized
as & functional duplicate of Soviet society; there are departments
responsible for monitoring industry, agriculture, propaganda, educa-
tion, and the armed forces and police. It is the channel through which
decisions are passed down through the Party system for execution
and verification in every administrative-territorial division down to
the basic Party organization formed in every institution, plant, or
farm where there are at least three Party members. Each echelon in
this system has its own smaller version of the Secretariat which con-
trols and monitors activities within its own jurisdiction.

Though the Party formulates policy and oversees its execution, it
directly administers little aside from propaganda agencies. The gov-
ernment furnishes the muscle which gets things done. It is organized
on the European pattern with a Chief of State, 73-year-old Nikolay
Podgornvy, and a Head of Government, 72-year-old Aleksei Kosygin.
The former is largely a ceremonial office; the latter is a major one,
for the encumbent chairs the 100-man USSR Council of Ministers
which administers the entire economy. It determines the output of all
major commodities, investment, military production, consumer goods,

14 On two occasions In recent years, however, the Central Committee may have played
a more important role when the leadership was divided. The evidence, on the other
hand, is far from conclusive, In 1957 and 1964 the Central Committee was convened to
resolve disputes within the Politburo. The first led to the ouster of the ‘“anti-Party
group” of Malenkov, Kaganovich, Molotov, etc.; the gecond, to the removal of
Khrushehev. No official accounts of these sessions have ever been published and the voting
allegedly was unanimous, including thoze being ousted with the notable exception of
the Old Bolshevik Molotov. Unfortunately, the number of Central Committee members
voting 1s not known ; neither is the number which constitutes a quorum.
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foreign trade, housing construction, sets prices and wages, etc. In
effect it owns and operates the productive plant and trade organiza-
tions and also is the sole stockholder in all financial institutions.

The government functions at present in a highly centralized fash-
ion, a reversal of Khrushchev’s short-lived experiment with limited
local control. There are ministries at the all-union, union republic, and
republic levels. The all-union ministries are located in Moscow and
directly supervise production facilities throughout the country; ex-
amples are the defense and aviation industries. Union-republic min-
istries have a central headquarters in Moscow and subordinate min-
istries in the republics; the central ministry directly controls major
enterprises under its jurisdiction whereas the subordinate ministries
administer the remainder. Typical union-republic ministries are agri-
culture and light industry. (Republic ministries usually handle indus-
tries of purely local significance.) The authorities are planning to
transfer some functions from ministries to middle-echelon manage-
ment but even if this is effectively carried out, the system of economic
administration will remain highly centralized in comparison with any
Western country.

In this vast, cambersome bureaucracy, battles rage on a scale which
puts to shame the infighting found in the relatively miniscule gov-
ernments in capitalist countries. Unlike Stalin who drove the Soviet
Union into the coal and steel phase of the industrial revolution, and
Khrushchev who perceived the advantages of the petro-chemical
phase but too frequently saw problems in 1solation from one another,
the current leadership appears well aware of the inter-relationships
between the many problems besetting the Soviet economy. In addi-
tion to the time-honored State Planning Commission (Gosplan) which
is supposed to be able to identify the needs of the economy and the
sources necessary to meet those needs, and the State Committee for
Material-Technical Supply (Gossnab) which theoretically is.able to
ensure the availability of all requisite materials but more often than
not is barely able to keep abreast of demand, the leadership has reor-
ganized and beefed-up the State Committee for Science and Tech-
nology. It is the agency charged with developing-and encouraging
the adoption of new approaches by production agencies. It is the
agency behind much of the drive to computerize the Soviet economy,
to develop new management techniques to raise labor productivity
which in industry, according to inflated Soviet statistics, admittedly
is only 55 per cent of that of the United States, and in agriculture,
only 20-25 per cent.?®

Meanwhile the leadership has continued the proclivity of its pred-
ecessors to tinker with the system of management. In 1965 they
adopted a so-called economic reform which was mistakenly labelled
in some Western publications as “creeping capitalism” because one of
the success criteria was profits. Unfortunately, since the centrally set
pricing system chronically lags far behind actual costs, managers be-
gan to produce what was profitable for their enterprise and slighted
assortment which led to disproportions on a scale comparable to that
which existed when weight or value were the prime determinants.
As a result, ever more centralized controls have been reintroduced.

13 Narodnoye khozyaystvo SSSR, v. 1974 g., p. 101,
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The last panacea but one is self-financing “production associations”
in place of numerous budget-funded enterprises in industry and con-
struction (these “associations” amount in Western parlance to medium-
sized vertical and horizontal trusts). Under a 1973 decree, the economic
ministries were to have limited themselves to overall policy in plan-
ning, investment and technological improvement, while the “associa-
tions” were to control not only output in subordinate plants but also
be responsible for research and development. The XXV Congress de-
liberations indicated some satisfaction with progress to date, even
though economic performance per se fell notably below plan. On
June 2, 1976, however, it was decreed that the “production association”
form of management was to be more extensively introduced into
agriculture. C o o

The Congress decisions, on the other hand, also.reveal that the cur-
rent leadership does not contemplate any major reorganization of the
present system of centralized management of the economy. Stress was
placed instead on improvements in planning processes through cer-
tain better indicators and incentives for performance coupled with
flf}ae_ing the upper echelons of the economic bureaucracy from petty
affairs.

The Congress also revealed the latest solution for major economic
problems; 1.e. the creation of something like the Manhattan Project
model for undertakings involving long time periods and many agen-
cies. Already operative are the RSF'SR non-black soil drainage project
and the. construction of the Baykal-Amur Main Railroad project
(BAM). Although Brezhnev and a number of other speakers at the
Congress proposed this. form of management structure at the optimal
organizational mechanism, he and his colleagues explicitly opposed
precipitate reorganizations of existing structures while calling upon
the Council of Ministers, Gosplan and other central economic organs
to take resolute steps to ease central restraints on economic manage-
ment. L

VIIIL. Furure ProsrecTs

| Whither the Soviet Union? Storming down the (non-existent)
super highways into the glorious future? Or stuck in the bottomless
mud of the springtime steppe striving to climb aboard the passing
technological bandwagon? The proceedings of the XXV CPSU Con-
gress suggest that the future course of the leadership will be to mud-
dle through much as they have done in the past. , .

One of the most striking features of the two-week-long Congress
was the number of issues which should have been addressed, at least
by Western standards, but evidently were not. Among them are the
need to rejuvenate, not just renew, the composition of the Politburo,
or at least to take precautionary steps to ensure an orderly transition .
of nower when the current leaders depart the scene.

Domestically, while it is true that the economyv continues to grow
in gross terms, albeit ever more slowly and hardlv at all when the
harvest fails, no serious proposals were surfaced to restructure the
cumbersome, overlapping and inefficient bureaucracy. Systemic
reform per se seems beyond Soviet ken. Instead, the Congress was
treated to the reiteration of standard palliatives to the effect that
present policy is right, and all that is necessary is to implement it more
effectively. '
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The thorny question of allocation of resources was addressed only

indirectly. Brezhnev’s rhetoric was suggestive of a wish to devote far
more energy to the output of consumer goods and to ensure that heavy
industry better service the needs of the civilian sector: But-the 10th
Five-Year Plan figures remain biased in favor of producers’ as opposed
to consumers’ goods. . . . R o .
.. 'The burden of defense expenditures came up only in the interna-
tional political context and was ignored in discussions of the economy,
* even though it .is roughly twice as heavy in the Soviet Union as in
the United States.’® That the Kremlin ‘has been and is willing to
impose the burden for national security considerations is incontestable:
But it is aware of the cost in terms of raising living standards-and has
shown signs of apprehension lest the arms race-receive renewed.
impetus.

The Congress also displayed a certain immobilism in foreign affairs.
Detente was endorsed but was defined essentially as avoidance of
war supported by a web of other relationships which, while perhaps
presently dormant, should and would grow in the future. In fact,
Brezhnev’s characterization closely approximated that of “competitive
coexistence” as developed by William Taubman.?

The most reasonable prognosis would seem to be that the Soviets will
continue to pursue detente but with reduced expectations of the benefits
obtainable. One benefit that is useful is access to Western credits in
order to help pay for imported technology and grains.’* And the need
may well increase if the Soviet Union suffers another harvest short-
fall—even if on a smaller scale than in 1975.

Similar constancy was exhibited regarding Moscow’s attempts to
reassert its hegemony over that segment of the international com-
munist “movement” which has not defected to Peking. At the Congress
Brezhnev attempted to whip foreign communist parties into line, but
to little avail as the Italian, French and Spanish Party leaders
present, joined by the Yugoslavs, refused to be cowed. More recently,
Moscow appears to have adopted somewhat more conciliatory tactics,
but the convocation of the European Communist Party Conference
largely seems to have served to widen the gap between the more in-
dependent parties and Moscow.

In sum, problems persist and current Soviet policies seem unable
to resolve them adequately. But they do not appear to be of an order of
magnitude to generate actual crises. In fact, they closely resemble
problems the Soviets have had to cope with over the years, And cope
they have, however imperfectly.

Western perceptions of the Soviet Union all too frequently focus
entirely on military strengths. economic weaknesses, or suppres-
sion of civil liberties. Soviet self-perceptions differ. Whv should we
change our ways, the leadership might ask, for they have been proven
over time. For more than 30 years the Soviet Union has been at peace:
it has attained recognition as the strategic equal of the foremost

18 CIA, “Estimated Soviet Defense Spending in Rubles, 1970-1975.” SR76-10121U, May
1976

" Willlam Taubman, “Detente and the Debate About It: How To Understand Both.'™
ms. 42 pp.

¥ For example, In 1975 Moscow ran up a hard corrency trade defictt in exrecs of
26 bilton. inelnding $1.56 million with the U.S. Grain imports cost $2.4 billion worldwide
of which $1.1 billion were in the United States.
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capitalist power, the United States; and while it may have certain
economic weaknesses the economy has grown by leaps and bounds and
today is.the world’s second largest. And, of course, their pride is but-
tressed by the belief that the balance sheet of world power is changing
in their favor.

In this context, the failure of the leadership to launch dramatic
new initiatives at home or abroad should not be surprising. On the
other hand, the extent to which the leadership’s apparent decision to
muddle through will suffice in today’s environment is moot. But the -
leadership, despite its long tenure, is mortal. Whether its successors
will speed up &e resent glacial evolution of Soviet society remains
to be seen. Over the near term, however, more of the same seems to
be the order of the day.
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Sovier Price PZOLICY'_ N THE 1970s?

_» Although Soviet economists still, accurately, stress that the influ-
“eénce of prices (or “the law of value”) continues to be subordinate to
plans and administrative directives in guiding resource allocation in
the USSR, the last decade has seen somie serious efforts to make prices
“a more-active lever” in the regulation of economic agtivity.
- - An extensive network of agencies specifically responsible for pricing
+has been created, including. the State Price Committee.?. (hereafter,
SPC) attached to the USSR Council of Ministers; its‘affiliates at the
-union republic, oblast; and city (in Moscow and. Leningrad) levels;
price bureaus in ministries and departments (vedomstia)’ and even
price sections in many enterprises and associations (ob”edirienia).
-~ Intensive research 1s being conducted on many facets of pricing—
by the SPC’s own Scientific Research Institute of Price Formation
(NII Tsen) and its regional affiliates; the State Planning:Commis-
sion; the USSR. Academy of Sciences’ Scientific Council on Price
Formation; various branch research institutes associated with minis-
‘tries of agriculture, trade, services, etc. ; and economists in universities
and other educational institutions, A.plethora of conferences on price
problems has been held. The publication of books and articles on prices
.has mushroomed, with the topic now occupying a prominent place in
the pages of leading economic ‘periodicals, such as Planovoe khozia-
istvo (Planned Economy), Voprosy ekonomiki (Problems of Eco-
nomics), and Ekonomicheskaia gazeta (Economic Gazette), published
respectively by the USSR State Planning Commission, the Institute of
Tconomics of the USSR Academy of Sciences, and the Central Com-
mittee of the Communist Party. Moreover, in a striking -departure
from the traditional view of the USSR as the model for other “social-
ist” countries, this literature often includes a detailed examination of

1T wish to thank the Comparative Economics Program and the Center for Russian and
‘East Furopean Studies at The University of Michigan for financial support, Dennis A.
O’Hearn for assistance in research, and the International Research and ¥Exchanges
Board for assistance in connectlon with a research trip to the Soviet Union. Source
references in footnotes are to publications in the References section at the end of the
paper.

2 Although the Russian word Kkomitet is often translated as *“committee,” this 1s
somewhat_misleading as it may convey a small group of representatives from various
agencies. Because a komitet is, instead, typlcally a separate agency with many sections,
a large staff, and specific operational responsibiiities, “commission’ or “board’” would be
@ closer English equivalent. -
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pricing practices in Eastern Europe and, at least by implication and
ggéufintly more explicitly, their lessons for possible changes in the
3 .

* The result, according to Iu. V. Iakovets, Director of the SPC Re-
search Institute, is the emergence of price formation as a “new branch
of economic administration” and a new kind of economist, the “price
economist” (ekonomist-tsenovik) .4

These administrative and research organizations are studying a wide
Spectrum of pricing problems, including such diverse issues as the
following: :

1. Periodic adjustment of the level and structure of industrial whole-
sale prices to bring enterprise profits to levels considered commen-
surate with “businesslike operation,” including striving for cost re-
duction, the elimination of losses and subsidies, adequate but not
excessive allocations to enterprise incentive funds, and so forth.

2. Establishment and subsequent adjustment of the. relative prices
of new products so as to encourage technological progress and the
improvement of quality-—part of a broad effort to overcome traditional
resistance to innovation and disregard of quality in sellers’ market
conditions, ’ ’ o

3. Stimulation of greater agricultural output by adjusting relative
‘prices of different products and in different, regions, and by paying
higher “premium” prices for above-plan deliveries by farms.

4. Attention to the pricing of long-neglécted categories of consump-
tion, such as consumer durables and personal services. o

5. “Price discipline”—enforcing adherence to prices after they are
established. o v _

Within the space limitations for this paper, it is not possible to dis-
cuss all of these and other important problems, or to analyze any one
of them exhaustively. Instead, the paper examines a number of se-
lected issues of particular interest in regard to (a) the role of the price
system in the management of the economy, such as its relationship to
the system of national planning, and (b) problems of pricing which
have proved particularly difficult to solve and over which active debate
continues, such as pricing new technologically advanced products.

The study does not undertake to provide a comprehensive account of
the organization and administration of the system of price formation,
its historical development, or major theoretical controversies.® The
‘paper also does not examine. “foreign.trade pricing” (i.e., the prices
charged foreign customers for Soviet exports and the prices paid for-
eign suppliers for Soviet imports)—a subject covered elsewhere in this
compendium. '

The paper discusses in turn selected important developments and
continuing problems involving industrial wholesale prices paid to pro-
ducing enterprises. (Part I). agricultural procurement prices paid to
collective and state farms (Part IT), and retail prices paid by house-
holds (Part TIT). These three types of prices are obviously related ; for

-3 Some recent examples are Mitrofanova 73 on pricing of exports and fmports ; Azar 75
on services prices: Sorokin 76 on the calculation of production cost (sebestoimost’), to
which a profit markup is added to obtain.enterprise wholesale prices; and Borozdin 768
on the use of prices to stimulate technological progress. ’

+ Takovets 74, p. 8. : '

® Some of these aspects are discussed, for example, in Bornstein 62, Bornstein 64,
and Bornstein 69.
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example, the industrial wholesale price is one component of the retail
price. And some important problems involve more than one type; for
instance, budget subsidies keep retail prices on meat below agricultural
procurement prices. But examining the three categories of prices sepa-
rately is useful for two reasons. First, it corresponds to the way Soviet
price economists themselves analyze the issues. They perceive industrial
wholesale prices as one of various instruments of control over the state
nonagricultural production sector; agricultural procurement prices as
one of the means of regulating farm output; and retail prices as influ-
encing the level, structure, and distribution of household consumption.
Second, analyzing each type of price separately brings out sharply the
conflicting objectives to be met and the trade-offs to be weighed in the
operational decisions of fixing concrete specific prices.

Part IV concludes the study by summarizing some of the main find-
ings and evaluating the extent to which the price system has acquired,
or may acquire, a more active role in the guidance of the Soviet

economy.
1. Industrial Wholesale Prices

Industrial wholesale prices are those at which goods are transferred
within the state sector of the economy. The term covers prices of pro-
ducer goods, including raw materials, semi-fabricates, and machinery,
as well as manufactured consumer goods. It excludes prices at which
procurement agencies obtain agricultural products from farms, but it
includes the prices at which these agencies subsequently sell agricul:
tural products to state enterprises for processing or to trade organiza-
tions for retail sale without further processing. It also excludes foreign
trade prices charged foreign customers or paid to foreign suppliers, but
it includes the prices at which foreign trade organizations buy from
and sell to Soviet enterprises. ‘

The Soviet industrial wholesale price system is composed of three
types of prices. (1) The enterprise wholesale price (optovaia tsena
predpriatiia) is the price at which a producing enterprise sells its out-
put. (2) The industry (i.e.. branch of industry) wholesale price (opto-
waia tsena promyshlennosti) is paid by the state-enterprise buyer and
includes, in addition to the enterprise wholesale price: (a) the turnover
tax, if any, on the product; (b) the markup of the branch sales organi-
zation; and (c¢) transportation charges if these are borne by the sales
organization rather than the buyer. (8) Finally, a “settlement” or
“accounting” price (raschetnaia tsena) is used in some branches, such
as mining, where production costs diverge widely. Individual enter-
prises or groups of enterprises receive different settlement prices—
rather than a single, uniform enterprise wholesale price—from the
branch sales organization. The latter, however, sells to customers of the
branch at a single industry wholesale price. ,

Enterprise wholesale prices are composed of the planned branch
average cost of production (sebestoimost’) and a profit markup. The
former has no exact equivalent in Western cost accounting. It includes
direct and indirect labor, materials (including fuel and power), depre-
ciation allowances, and various overhead expenses. The profit markup
is supposed to provide a “normal” level of profit for the branch as a
whole, although the profitability rate of the individual enterprise may
be above or below “normal” depending upon the relationship of its
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cost level to the branch average. Some profits are retained by the enter-
prise for bonus payments to its personnel and investment in productive
and nonproductive (e.g., housing and recreational) facilities, and the
remainder is paid to the state budget in various ways.

The industrial wholesale price reform of 1966-67 introduced major
changes and set the basic pattern for the current level and structure of
these prices.® The first section below explains and evaluates this reform.
The next examines subsequent changes in industrial wholesale prices.
The last discusses efforts to promote technological progress by adjust-
ing the prices of new and of maturing products by various means.

A. 1966—67 REFORM

The main features of the 1966-67 7 reform have been analyzed in
detail elsewhere ® and need only be summarized here.

1. The reform settled.the intensive theoretical debate of the pre-
ceding decade concerning the basis for the profit markup to be added
to production cost.? In the debate different schools had advocated re-
lating profit (a) to labor cost only, (b) to total production cost, (c) to
the value of assets (i.e., fixed and working capital), and (d) partly to
labor cost and partly to assets—a combination of the first-and third
proposals. The reform accepted the principle of the third proposal—
sometimes called “prices of production” following the use of this term
by Marx in Capital, Vol. III—although it did not establish a single,
uniform rate of profit in relation to assets for every branch of in-
dustry.

2. Other changes in wholesale price concepts included the following :
(a) Bonuses of managerial, office, and technical personnel—formerly
included in production cost—are now paid from profit. (b) Interest on
short-term bank loans was changed from a cost item to a charge
against profit. Interest on long-term bank loans—to be used for financ-
ing some enterprise investment under the economic reform—is also
considered a charge against profit. (¢) Some expenses for geological
prospecting and forest maintenance were included, for the first time,
at cost elements. (d) A capital charge was introduced, in the form of
a tax on the average annual value of the enterprise’s undepreciated
fixed and working capital as shown on its balance sheet at original
cost. (e) A differential rent payment, out of profit, was levied in some
extractive industry enterprises.

3. Under the 1965 economic reform, profitability was made a major
enterprise performance indicator (along with sales). In addition, en-

6 In Soviet terminology, a “reform’” (reforma) refers to a basic change in the way
prices are constructed, Involves many branches of the economy, and alters significantly
the level and structure of prices. A “revision’” (peresmotr) does not change the basie
formula for price formation, usually covers a smaller group of branches, and modifles
the level and structure of price less. Finally, ‘“‘changes’ ({izmenenie) or ‘“corrections’
(popravki) refer to minor alterations in the prices of particular produet groups. Thus,
reforms of wholesale prices occurred only in 193640, 1949, and 1967. The 1949 reform
was followed by revisions in 1950, 1952, and 1955. After the 1967 reform, the most
significant revisions were In 1973 on machinery and light industry prices and in 1974
on freight rates. Minor corrections—for example of the prices of individual machines or
grades of raw materlals—are made more frequently as part of the “current regulation’
(tekushchee regulirovanie) of prices. Malzenberg—76, pp. 91-986.

7 New prices were introduced in some parts of light industry as of October 1, 1966 : in
other parts of light industry and in the food industry on January 1, 1967 ; and in heavy
industry on July 1, 1967.

8 See. for example, Schroeder 69 and Prybyla 71, pp. 279-96.

9 Bornstein 64, ?
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terprises were expected to use part of their profits to pay capital
ch‘mro'es at a basic rate of 6 percent, and another part to form three

enterpuse funds”—for bonuses, for “social-cultural measures” (such
as housing, recreational, and child care facilities), and for small enter-
prise-initiated investments in production facilities. Therefore, the new
prices were set high enough to provide most, if not all, enterprises in a
branch enough profits for these purposes. Tt was estmmted that an
average branch profitability rate of about 15 percent in relation to
assets would be sufficient for these purposes in most cases.

However, the same profitability rate was not planned for all
branches, and there was considerable variation around the 15 percent
average, for several reasons. (a) One constraint was the political de-
cision that the industrial price reform should not lead to changes in
the levels of agricultural procurement prices or retail prices. Therefore,
a 15 percent profitability rate was rejected for agricultural machinery,
on the one hand, dnd for the food industry. on the other. (b) Substi-
tutes had to be priced according to their utility to the consumer—e.g.,
calorific content in the case of fuels—as well as in relation to produc-
tion cost. For example, the price increase for coal had to take into
account the price increase for oil, and planned profitability rates were
set at only 8.0 percent for coal, compared with 14.6 percent for oil
extraction and refining. (c¢) The ratio of profits to production cost

was also considered. A 15 percent profitability rate in relation to assets
would have yielded too little profit in relation to cost in the less capital-
intensive branches and too high a profit in relation to cost in the highly
capital-intensive branches. Thus, planned profitability rates in relation
to assets were set at 26.8 percent in cotton textiles and only 10.0 percent
in electric power.

4. Although profitability is now calculated in relation to assets (as
well as production cost) by branch, this principle cannot be applied to
individual products because it is considered impossible to determine
the amount of assets involved in the production of each product. Hence.
the prices of individual products are still formed by adding a profit

markup to cost. though with the aim that the sum of profits so derived
will yield the des1red branch proﬁtablhtv rate in regard to capital.
First, the target rate of profitability is applied to the branch’s capital
to O'et the target ruble amount of profits from the branch’s planned
sales. Second. this ruble amount of profits is divided by the estimated
total cost of the output, to find a branch “normative” or standard rate
of profit in relation to cost. Third, this standard rate is then applied
to the (planned)-cost of an md1v1dual product, to obtain a tentative
price which would make that product of average profitability in com-
parison with the entire output of the branch. This tentative price may,
however, subsequently be increased to secure above-average profit-
ability to encourage production, say of new or scarce items, or reduced
to provide below-: -average profitability to discourage productlon of
obsolescent or unfa,shlonable items.°

As part of the reform, profitability rates, in relation to cost, for in-
dividnal products were reviewed, to reduce the wide variation (as much
as 300 percent for some enterprlses) which led to “violations of the

10 Takovets 74, pp. 159-63.
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assortment plan”—i.e., departures from the product-mix assigned in
the enterprise plan. - ‘

5. The use of price markups for quality differences was extended
and used widely in fixing prices on ferrous metals, cement, machinery,
and some other products. : ‘ ,

The effect of the reform on official wholesale price indexes is shown
in Table 1 for enterprise wholesale prices (excluding turnover tax)
and Table 2 for industry. wholesale prices (including turnover tax).
For all industrial production, the former rose about 9 percent and the
latter about 8 percent. The most striking increases were in heavy in-
dustry; particularly coal, ferrous metallurgy, petroleum, and electric
power. There was little change in the light-and food industries, and
prices were reduced slightly in machine building and metal working
and in the chemical industry. A: comparison of the.two tables shows
that part of the increase in enterprise wholesale prices for some.
branches, notably electric power and petroleum, was offset by reduc-
tions in turnover taxes, which kept industry wholesale prices (Table
2) from rising as much as enterprise wholesale prices (Table 1).-

TABLE 1.—INDEXES OF ENTERPRISE WHOLESALE PRICES (EXCLUDING TURNOVER TAX), END OF YEAI;,

1966-74
[1965=100]
Commodity group ’ 1966 1967 1968 1969 1970 1971 1872 1973 1974
-All industrial production_ ... ... ..__.._ 101 110 110 110 110 108 108 107 107

Heavy industry_._____
Electric power_____
Petroleum refining.
Coal industry_._...
Ferrous metallurgy. ....._.____
Chemical and petrochemical indu;
Machine building and metal working.
Timber and wood-processingindustry
Cellulose and paperindustry__ .
Construction materials industn

Light and food industries_....__._ - 102 102 10 102 103 103 104 109 109
Lightindustry_..____ . .. ... 103 103 103 104 106 106 106 114 114
Foodindustry__. ... .. ... ... 102 100 101 1001 102 102 105 105 105

Sources: Calculated from index numbers with base 1949=100, in Nar. khoz. 69, p, 188; Nar. khoz. 70, p, 175; Nar. khoz,
73, p. 250; Nar, khoz. 74, p. 211.

TABLE 2—INDEXES OF INDUSTRY WHOLESALE PRICES (INCLUDING TURNOVER TAX), END OF YEAR, 1966-74

[1965=100]
Commodity group 1966 1967 1968 1969 1970 1971 1972 1973 1974
Allindustrial production. . ___._.______.._._____ 98 106 106 106 106 105 105 105 105
Heavy industry. ... ... .. 98 113 113 113 113 112 110 106 106
Electric power_ . ... ... 98 114 14 114 14 114 114 114 114
Petroleum refining. . _____ .. ______.___ 100 107 107 113 137 137 134 133 133 |
Coal industry________. ... _____...... 100 180 180 180 180 180 IS0 180 180
Ferrous metallurgy. __________________. 100 146 146 146 146 145 145 145 145
Chemical and petrochemical industry_._. 93 93 93 93 93 92 92 S0. 90
Machine building and metal working____ 97 97 97 95 93 88 86 81 81
Timber and wood-processing industry___ 100 116 116 116 117 116 116 116 116
Cellulose and paper industry.____. ____ 100 123 123 121 121 120 120 120 120
Construction materials industry_._ 100 119 119 119 119 119 119 117 117
Light and food industries...___.___._. 100 98 98 98 100 100 100 103 103

Light industry
Food industry

Sources: Calculated from index numbers with base 1949=100, in Nar. khoz. 69, p. 190; Nar. khoz. 70, p. 177; Nar.
khoz. 73, p. 252; Nar. khoz. 74, p. 213,
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On the positive side, the reform improved the relationship of price
to cost by recognizing increases in labor and raw material costs since
the last general price change in 1955. The reform also included in prices
explicit, though arbitrary, capital charges and some rent charges. How-
ever, the resulting prices are still cost-plus non-scarcity prices which
_ inadequately reflect and often ignore demand, and which frequently
conflict with enterprise input and output plans, requiring plan direc-
tives and administrative rationing to override the “signals” provided
by prices.

Because the new prices were calculated on the basis of costs in 1964—
65, actual profitability rates proved to be higher than planned. For
industry as a whole, profitability in relation to assets was 17.1 per-
cent in 1967, rising to 21.5 percent in 1970, but falling thereafter to
17.7 percent in 1974 as a result of the net effect of cost and price
changes.’* Although the 1966-67 reform did make all branches, even
coal, profitable on a branch-wide basis, and reduced the number of
planned-loss enterprises, the profitability of enterprises in relation to
both the value of assets and production costs continued to differ widely.
According to results of a study of 23,000 industrial enterprises (al-
most half of the total) in 1969, shown in Table 3, about 12 percent were
unprofitable and another 27 percent earned less than the “normal”
rate of 15 percent on assets. On the other hand, 61 percent of the en-
terprises earned more than 15 percent on assets, and of these 30 per-
cent had a profitability rate in excess of 40 percent. :

TABLE 3.—PROFITABILITY OF INDUSTRIAL ENTERPRISES, 1969 1

Average profitability
rate (percent) 2 on Share (percent) of

Total
Value of Production number of Total value  Total value
assets cost enterprises of assets of sales -

All enterprises surveyed. ... ... 20.0 18.1 100.0 100.0 . 100.0
Profitable enterprises, total______.__ eemmamae 22.6 19.9 88.3 91.7 95.2
Of which those with profitability rate2
(percent) on assets of:
Above 40 68.6 23.1 29.8 11.8 32.8
30.1 to 40. 34.7 23.4 9.9 8.0 1.1
20.1 to 30. 23.9 20.2 13.5 16.5 17.8
15.1 to 20 17.4 19.1 8.1 1.9 9.5
10.1 to 15 12.3 20.9 9.2 19.8 10.7
51tol0._. 8.0 12.5 9.4 15.1 8.3
[ 2.8 4.2 8.4 8.6 4.7
Unprofitable enterprises, total -8.8 -9.1 11.7 8.3 4.8
f which those with loss rates (percent)
on assets of:
Below 5. e -2.7 ~2.8 4.0 3.5 2.0
5010 10 oo eemmcCencae —-1.5 —8.0 2.8 1.9 1.2
Above 10 -17.0 -116.7 4,9 2.9 1.6

- 1Data from survey of 23,000 enterprises. .
4 Minus sign denotes rate of loss relative to assets or production cost.

Source: lakovets 74, p. 164,

Similarly, the wide variation in the profitability (in relation to
cost) of different items in a firm’s product-mix remained very com-
mon—and enterprises accordingly continue to concentrate on the more
profitable items in order to meet profitability targets and obtain the
largest possible allocations to the enterprise incentive fund.

u Nar. khoz. 74, p. 741,
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It is thus clear that the reform far from solved the problems of the
level and structure of industrial wholesale prices and the use of the
price system to make profitable every “normally operating” enterprise,
to promote plan fulfillment, to encourage quality improvements, and
to advance technological progress. Therefore, subsequent revisions of
selected groups of prices were made in the following years, while the
search for improved methods of price-setting continued.

B. PRICE CHANGES AFTER 1967

Beginning in 1969, after the 1966-67 reform had been “digested”
somewhat and its results analyzed, a number of price revisions were
undertaken successively in different branches of industry. These
changes have been within the principles and framework of the 1966—67
reform, rather than a departure from it. As Tables 1 and 2 show, the
most significant revisions have been in petroleum, machine building,
light industry, and food industry prices.

For petroleum, enterprise wholesale prices (Table 1) were reduced
slightly in 1969 and again in 1971, but industry wholesale prices
(Table 2) were raised to make petroleum products more expensive
for consumers.

For machine building and metal working, the official indexes show
successive declines since 1969 in both enterprise wholesale prices and
industry wholesale prices. In considering these figures, one should
keep in mind that both Soviet and Western scholars have for a number
of years criticized these indexes on various grounds, concluding that
they have a serious downward bias. However, a discussion of the con-
struction of these indexes is beyond the scope of this study.!?

Soviet officials explain machinery price reductions as a Tesponse to
cost, reductions. First, they believe these cost savings should be passed
along to buyers of machinery, in order to lower investment costs and
encourage mechanization and automation. Second, they think tha*
“excessive” profitability for machinery plants leads their manage-
ments to relax in the struggle for further cost reduction. Finally—in
pursuit of the political goal of a “stable” price level—they consider it
essential to cut prices on the output of machinery, chemicals, and
other branches experiencing rapid technological progress, in order-to
offset inevitable cost increases in the extractive industries.

As Table 4 shows, by 1970 in machine building and metal working
profitability rates in relation to both production costs and assets were
well above the 1965 (i.e., pre-reform) levels for the branch as a whole
and for most of its component subbranches. Therefore, as of J. anuary 1,
1973, prices were cut on a wide range of machinery and equipment.
For all of the price lists affected, the average decrease was 12.3 per-
cent, including average reductions of 13.9 percent on instruments, 11.4
percent on electrotechnical output, 9.6 percent on chemical machinery
and on equipment for the light and food industries, and 8.9 percent
on machine tools.’* Since prices on many product groups (e.g., motor
vehicles and tractors and agricultural machinery) were not decreased,
and other prices may have been raised, the indexes in Tables 1 and 2

12 See, for example, Bornstein 72, pp. 358-62 ; Becker 74 ; and Borozdl N
13 Jakovets 74, p. 67. P orozdin 74

73-720—76——3
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show only a 6 percent reduction in enterprise wholesale prices and
industry wholesale prices in 1973 compared with 1972. The 1973 revi-
sion also narrowed differences in the profitability of different prod-
ucts, and reduced profitability rates on older models while raising
them on newer models, in order to encourage production of the latter.

TABLE 4.—MACHINE BUILDING AND METAL WORKING: INDEXES OF ENTERPRISE WHOLESALE PRICES, 1970, AND
1975 PLAN, AND PROFITABILITY RATES ON PRODUCTION COSTS AND ASSETS, 1965, 1970, AND 1972

Index numbers
for enterprise
wholesale prices

1975 Profitability rate (percent) Profitability rate (percent)

1970 plant on production cost on value of assets
(1965 (1970
Category =100) =100) 1965 1970 1972 1365 1970 1972
Machine building and metal working, total__._. 95 88 181 2.5 2.0 167 22.8 20.2
Heavy, energy, and transport machinery. _. 105 90 17.5 204 2.9 14.1 18.9 18.4
Electrotechnical machinery......_....... 94 8 24.0 234 2.3 355 355 3L.4
Chemical and petroleum machinery...-... 101 91 223 20,4 19.8 19.2 19.2 19.0
Maching toolS.eneeeecccacarcmcnnn- 104 8 186 25.4 269 135 20.8 22.3
Instruments. -.cooooococeaann- 82 78 324 334 323 394 347 35.1
Motor vehicles and ball bearings. .- .- 98 100 18.8 14.1 16.1 24.5 18.6 17.6
Tractors and agricultural machinery__._.__ 107 100 154 1.9 1L7 20,2 143 17.2
Road construction and municipal services
MAChiNerY oo oo oo ccmammaaan 100 8% 224 215 2.4 2.9 30.1 24.8
Machinery for Yight and food industries and .
a08. e oo oo cceccceccicctmmnnnan 92 84 264 221 256 27.7 29.8 32.5

1 Planned index numbers for corresponding ministries.
Source: lakovets 74, p. 95.

In light industry, both enterprise and industry wholesale prices
were raised in a delayed response to earlier increases in the prices paid
to farms for agricultural raw materials such as cotton and wool (see
Part II below). At first, the increase in light industry costs was cov-
ered by budget subsidies, but effective in 1973 light industry selling
prices were raised in order to include the full cost of these raw mate-
rials in factory production costs and cover them from sales revenue.
“Most” subsidies were eliminated, although they continue on some
silk, linen, and fur products. Enterprise wholesale prices were raised
by an average of more than 7 percent, but final retail prices were
unaffected, because of reductions in turnover taxes at that stage. In
addition, the light industry price revision widened the use of sur-
charges for quality differences, but narrowed profitability differences
arlnong products in an effort to promote fulfillment of “assortment”
plans.**

Similarly in the food industry, enterprise wholesale prices on flour,
tobacco, and sugar were raised in 1972, following increases in agricul-
tural procurement prices. However, reductions in turnover taxes left
the corresponding retail prices unchanged.*®

C. PRICING FOR TECHNOLOGICAL PROGRESS

This is undoubtedly the problem which Soviet price specialists find
both most pressing and most vexing. A thorough discussion of its
many and complex facets is not feasible in this general survey article.

14 Chemeritskii 74.
15 Jakovets 74, pp. 69, 101,
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Instead, it is possible only to provide a brief sketch of some of the
main difficulties and some of the principal solutions tried, together
with references to some of the now extensive literature in which
a more detailed explanation is available. .

The cardinal problem is how to set centrally prices which will
promote the introduction of new and superior machines, materials
and components. On the one hand, producers resist changes in their
product-mix which they believe may disrupt production, raise costs,
and reduce profits and bonuses. Instead, they prefer to produce the
same “already mastered” products, at falling costs and rising profits:
In turn, potential buyers of new machinery and materials also dislike
innovation which requires difficult investment programs, new sources
of supply, adaptation of production lines, and retraining of workers—
threatening their sales, profits, and bonuses.

From an operational viewpoint, Soviet price specialists see two
facets, or stages, to the problem. One refers to new products and con-
cerns how to set prices on them high enough to induce producers to
make them, but at the same time low enough to encourage prospective
users to buy them. The second involves maturing and obsolescent
products, whose prices should be reduced early enough and far enough
to lead producers to replace them because they have become less -progt—
able (despite cost reductions) than newer technologically more ad-
vanced products. :

The New Products Fund and a complex Methodology for pricing
new products are addressed to the first aspect. For the second, tem-
porary prices, stepped prices, and the Price Adjustment Fund have
been used. Each will be discussed briefly. ' '

1. New Products Fund (NPF) ¢

The NPF was created in 1960 to develop an alternative to higher
prices as a way of recapturing the cost of putting new machinery into
production. The NPF is financed from charges against production
cost, paid monthly by enterprises to their ministry at established
rates. In turn, enterprises in the branch wishing to draw upon the
tund apply to the ministry.

Four main criticisms have been levied against the NPF : 17

First, it is too small, covering only about one-third of start-up costs
associated with new production.

Second, the administration of the NPF by ministries is excessively
centralized, and procedures for payments into and out of it are
complex.

Third, in practice ministries usually prefer to include start-up
expenditures in production cost, in order to increase planned cost.
and the price obtained by applying the (average or perhaps above-
average) profit markup to cost.

Fourth, outlays financed from the NPF are not included in caleu-
lating the value of sales, and thus no profit can be earned on them,:
while outlays included in the cost of production are—with a profit
markup—included in sales.

18 Fond osvoenila novoi tekhniki—Iliterally “Fund for Mastering New Technology,” but
(following Berliner 75) more_conveniently rendered as “New Products Fund.”

7 Becker 74, pp. 371-72: Takovets 74, pp. 183-84; Koshuta 74, p. 54; Lapusta 75,
pp. 71-74 ; and Maizenberg 76, pp. 12324,
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Several ministries—for electrical equipment and heavy, energy,
and transport machinery—have established a Combined Science and
Technology Fund (Edinyi fond razvitiia mauki i tekhniki) which
includes funds which previously went into their NPFs and also allo-
cations from the state budget for financing research and development
(R & D). This scheme is supposed to have the advantage of coordinat-
ing the entire cycle from the preparation of technical designs up to
the entry into serial production. But the amount of money in the new
Combined Fund is not adequate to cover all start-up expenses as well
as R & D costs. The new Combined Fund is thus not seen as a solution
to the problems of the NPF.*¢

2. Methodology for pricing new producer goods

Analog pricing is a key approach of the Methodology for Deter-
mining Wholesale Prices on New Producer Goods approved by the
SPC 1n 1969 and subsequently revised in 1974. Three categories of
new products are distinguished according to the degree of dissimi-
larity from existing output. The first category includes “substitute
products” which are intended to replace existing items. The second
category contains “supplementary products” which fit into a given
product group (such as generators or electric motors) but expand it
by providing new technical characteristics. The last category involves
“fundamentally (printsipal’no) new products” with no counterpart

previously produced in the USSR.

(a) Substitute products '

For this category, the 1969 Methodology sets forth a detailed pro-
cedure for establishing prices on new products between a lower limit—
at which the producer would be indifferent between the new and the
old product—and an upper limit—at which the prospective user would
be indifferent between them. The price on the new product is to be
set between these limits, sharing the “economic effect” of its intro-
duction between producer and consumer so that both are interested
in the substitution of the new for the old product. Briefly, the steps
are as follows:

First, the lower limit of the price for the new product is calculated
as the sum of the estimated production cost in the second year of
serial output (to eliminate installation and break-in costs) plus the
branch’s standard profit markup above cost for such output.

Second, the upper limit of the price for the new product is found
by identifying an analogous existing (“base”) product and then ad-
justing its price to allow for the estimated differences between the
new and the base products in (a) annual output, (b) service life, (¢)
production cost associated with the use of the machine, and (d) main-
tenance expenses. The first two items refer to quality or performance
capabilities, the latter two to operating cost savings. Items (b) and
() are discounted by a simple interest charge.

Third, the “economic effect” of substituting the new for the base
{)roduct is calculated by subtracting the lower limit from the upper

imit.

Fourth, the price on the new product is set as follows: If the unper
limit exceeds the lower limit by less than 10 percent, the lower limit

18 Maizenberg 76, pp. 124-25.



29

becomes the price for the new product. If the upper limit exceeds the
lower limit by 10 percent or more, the price is to be set at an amount
above the lower limit which gives the producer 80-50 percent of the
“economic effect.” . .

Among the many criticisms levied against this procedure are the
following : ¥ o

(1) In selecting the “base” product, firms and ministries choose
products whose price and profitability are relatively high—some-
times even items which they have in fact long since stopped pro-
ducing.?® 4 o

(2) Producers’ estimates of the performance characteristics of new
products are often exaggerated. )

(8) The difference in performance and operating costs of a particu-
lar new machine, and thus its upper limit and economic effect, depend
on the use to which an individual customer puts it, which varies widely
for many new products. ' oo

(4) The mathematical form in which the upper limit is expressed
provides a trade-off of longevity vs. productivity such that the pro-
ducer can raise the upper limit (and thus the economic effect and the
final price) more by increasing the life of a new machine than its pro-
ductivity. ) )

(5) The profit rate used in calculating the lower limit and the inter-
est rate employed in figuring the upper limit are both arbitrary. Also,
in the latter case, simple rather than compound interest is used, where-
as the latter would be more appropriate.

(0) Supplementary products

In this case, the price of a new product is determined not by a direct
comparison with a closely comparable “base” product it is to replace,
but by “parametric” methods which attempt to price it properly in
relation to the “group” in which it will fit and which it will supple-
ment. Four different methods may be used : 2

(1) The “individual indicators method” (metod udelnykh pokaza-
telei) compares the new and analogous products in regard to a single
basic performance indicator (such as the estimated mileage life of
tires) whose relationship is supposed to determine the proper price for
the new product in comparison with the prices of existing products.

(2) The “point method” (ballovyi metod) identifies a number of
performance characteristics (e.g., for tractors: their motor capacity,
weight, maximum speed, fuel consumption, tractive power) ; assigns
a relative importance weight to each characteristic; awards points to
the new and analogous products on each characteristic; and combines
the weighted results in total scores intended to show the proper relative
price of the new product.

(8) The “regression analysis method” (metod regressionogo analiza)
analyzes a group of analogous items to determine the extent to which
prices are statistically correlated with different features (e.g., of ma-
chines or instruments). The resulting correlation coefficients are then
applied to the performance characteristics of the new product to find
its price.

1 Lavelle 74 provides a detailed analysis, Including an effort to overcome printer’s
errors and authors’ mathematical errors in Soviet publications.

20 Majzenberg 76, pp. 108-09.
2 For a detalled explanation with critical comments, see Borozdin 75, ch. IIL
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(4) In the “aggregate method” (agregatnyi metod), the price of a
new machine is obtained by adding together the costs (or prices) of
its components and their assembly.

A number of problems are encountered in using these methods: *2

First, it is often difficult—for example, in the case of particular
types of machinery and equipment—to define properly the boundaries
of the group of “analogous” products with which the new item is to
be compared.

Second, the results of the comparisons depend on just which tech-
nical characteristics are chosen as relevant and how variation in them

“is judged to affect performance (e.g., the relationship between weight
and service life of a machine). o
. Third, by basing the prices of new products on those of existing
products, these methods reproduce in the new product’s price the de-
fects of the current price structure. For instance, because the main
factor in prices of metal products has traditionally been weight, new
price lists constructed by multiple correlation methods continued to
relate prices chiefly to weight, after a policy of reducing weight had
been adopted.

Fourth, it is claimed that parametric methods permit some decen-
tralization of price-setting, in which producing enterprises themselves
(subject to the complaints of customers) can calculate prices of new
products in the light of prices of existing products and centrally estab-
lished standard procedures. However, in practice, if there are many
characteristics to be considered or their relationships are complex, the
calculations prove too difficult to be done correctly by price economists

.at the enterprise level—and must be checked, or done in the first place,
at higher levels.

(¢) Fundamentally new products

The scope of this category is defined both according to the justifica-
tion cited that the product is fundamentally new and according to
eligible commodity groups.?

In the first respect, a product may be considered “fundamentally
new” if (1) it isincluded in the state plan of scientific-research work or
in plans for new technology of USSR ministries, as not having a
domestic analog; (2) it is entirely or in part based on inventions pro-
tected by inventor’s rights; or (3) it is produced under a foreign license

"agreement. :
In the second respect, the product must be in one of the following
commodity groups: (1) machines, equipment and instruments (except
agricultural machinery) ; (2) synthetic rubber, inorganic and organic
chemical products, resins and plastics, chemical fibers, varnishes and
paints; (3) special oils and lubricants; (4) precision alloys and quality
steels; (5) rolled nonferrous metals, rare metals, semiconductors, and
electrode products: or (6) prefabricated reinforced concrete items.

Because no Soviet analogs are supposed to exist for products in
this category, prices are not set—as in the Substitute Products and
Supplementary Products categories—bv comparison with existing
items. Instead, a “temporary” wholesale price is set, equal to the

2 Rorozdin 75. ch. 11T Takovets 74, pp. 186-87; Maizenberg 76, pp. 126-28.
2 Plotnikov 75, pp. 11419,
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planned cost of initial serial production plus the profit markup planned
for the rest of the enterprise’s output (but not less than 10 and not
more than 20 percent). The temporary price should be used for not
more than two years, after which a permanent price should be estab-
lished, on the basis of planned cost in the second or third year of serial
production (depending on the life span of the temporary price), plus
the standard profit markup.

There are at least two kinds of risks in the use of the Fundamen-
tally New Products category. First, the criteria for establishing that
a product is “fundamentally new” are broad, and the range of com-
modities included is wide. Therefore, ministries may try to get into
this category many products which are not “fundamentally new,” in
order to secure higher prices than would be possible if the items were
instead classified as Substitute Products or Supplementary Products.
Second, as explained below, the process of “temporary” pricing has
been subject to many abuses.

The 1969 Methodology also established a procedure for “stepped
prices” (stupenchatye tseny), discussed below.

Various additional documents on pricing new products were sub-
sequently issued to supplement the 1969 Methodology, including in-
structions on pricing high quality production (1969), surcharges for
greater service life and reliability (1970), calculation of stepped prices
on machinery (1971), use of “parametric” methods (1972), and prices
on test models (1972).% :

Parts of these instructions were then incorporated in the 1974 re-
vision of the 1969 Methodology, which made various minor changes in
the 1969 version.??

Both the 1969 and the 1974 versions are “general” methodologies
which are supposed to be implemented by more specialized documents
applying their principles to specific branches and product groups.
Following the issuance of the 1969 version, from 1970 to 1973 “about
60” of these specialized methodologies were prepared, of which only
45 were approved by the SPC.?¢

However, even where methodologies for particular product groups
have been worked out and approved, they are often not used in actual

2¢ Plotnikov 75, p. 107.

2% According to Balabanov 74, these included the following :

(a) Under the 1969 version, the higher profitability to the producer from the new
compared to the base produet was included In the regunlar wholesale price of the new
product. Under the 1974 version. the difference in profitability 1s to be viewed as a special
incentive surcharge on top of a basic wholesale price which provides only a standard rate
of profit on the new product. (How this surcharge would be treated in price statistics is
not explained.) :

(b) In turn. discounts of at least 10 percent should be established on wholesale prices
of obsolescent items.

(c¢) The base product should be the best of ‘“‘already mastered” current output, not an
jtem ahout to be withdrawn from production. However, in calculations of lmits and
economic effect, the price of the base item may be adjusted to its costs at the beginning
of serial produection plus the standard nrofit markup.

(d) In caleulations of economic effect. start-up and break-in expenses covered by the
NP(I;‘ a{e now to be considered along with expenses included in the production cost of the
product.

(e} Under the 1969 revision, the price of the new product was set at the lower limit if
the upper limit did not exceed the lower limit by at least 10 percent. The 1974 version
raised that figure to 16 percent,

(f) In the Fundamentally New Products category. temporary prices are to be estab-
lished not later than one-and-a-half months before the first output is shipped. and the
permanent price not later than two months before the end of the period set for the
temporary price. The temporary price should expire at the end of a calendar year.

(g) The 1974 version recommends that social factors (e.g., safety, nolse level, ete.)
and environmental effects (e.g., air and water poliution) be considered in setting prices
but gives no concrete suggestions on hew to do so.

28 Plotnikov 75, p. 106, :
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pricing decisions and the price set exceeds what the Methodology
would permit.??

Thus, it seems clear, on the one hand, that the theoretical problems
of pricing new products have not been solved by the Methodology and
its various ancillary documents, and, on the other hand, that (per-
haps partly as a result) actual pricing practice is often at variance
with these official instructions. This is true also of efforts to adjust the
prices of maturing and old products, as an examination of temporary
prices and stepped prices shows.

3. Temporary prices ™

A temporary price assigned at the beginning of production is sup-
posed to be high enough to cover all start-up costs plus the prevailing
standard profit rate for established products of the branch. After
output expands, start-up costs have largely passed, and average cost
approaches its long-run normal level, the temporary price is to be
replaced by a new, lower, permanent price of the kind customarily
get for the branch’s output.

Although a temporary price is calculated by the same cost-plus-
profit approach as a permanent price, there are some differences be-
cause of the special features of new products. (a) Because the tempo-
rary price is set before production of the item begins, it must be based
on an estimate of future costs, rather than on actual cost experience.
(b) In the case of a new product, produced by only one or two enter-
prises, the estimated cost must be “individual,” rather than “branch
average.” (¢) The estimated cost includes not only ordinary produc-
tion costs but all start-up costs other than those financed by the NPF.

These cost estimates are prepared by the enterprise and submitted
together with a proposed temporary price to the ministry. In about a
vear, when break-in costs are largely eliminated, the enterprise is
supposed to prepare a new set of cost estimates and to propose a new
lower price based on them. When officially approved, that becomes
the product’s “permanent” price.

Various problems have been encountered with temporary prices:
(a) Some critics object that they are in principle too high because they
attempt to cover relatively high costs at the beginning of serial pro-
duction, including some start-up costs which should instead be met
by other sources (the NPF or a budget subsidy) and thus excluded
from price. (b) Because cost figures refer to estimates of future costs
before production begins, enterprises are often able to pad them, with
or without the consent of the ministry. (¢) In order to gain larger
profits while output is growing and costs are falling, enterprises and
ministries try to delay the replacement of temporary prices by lower
prermanent prices. (d) Enterprises request temporary prices on in-
eligible products which do not differ sufficiently from established
products to qualify as “fundamentally new.”

It is claimed that, in recognition of these problems, the use of tem-
porary prices has been curtailed since 1967, but the relevant statistics
are not published. Enterprises (and ministries) continue to have

2 Iakovets 74, pp. 182-83,
28 This discussion 1s based on Berliner 75, pp. 526-32.
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strong incentives to attempt to use the temporary price procedure to
obtain, and retain, high prices. Therefore, it is doubtful that efforts
to eliminate abuses have been completely successful.

4. Stepped prices®®

Stepped prices attempt to overcome some of the deficiencies of tem-
porary pricing, by establishing a schedule of automatic price cuts
based on expected cost reductions. When a new product is introduced,
1t is assigned not a single (temporary or permanent) wholesale price,
but instead a set of dated prices. Each price is to be in force for a
stated period of time, at the end of which it is to be replaced by the
next, lower price. The entire set of prices and their official periods of
duration appear in the price catalog or supplements to it.

Generally, three stages in the “history” of the product—differing
regarding cost and profit—are distinguished, although in a concrete
case the number of steps in the price set may exceed three if more than
one step is used for any stage.

Stage 1 is the “incentive stage,” from the beginning of production to
the end of break-in, that is, when rated output capacity is attained and
costs approach their long-run stable level. Prices in this stage should be
hig}é enough to cover start-up costs and provide an above-standard
profit.

Stage 2 is the “standard profit” stage, from the end of Stage 1 until
the product becomes obsolete and production should be curtailed and
eventually terminated. The Stage 2 price is lower than the Stage 1
price because costs are at their long-run stable level, and the profit
markup is reduced from above-standard to standard.

Stage 3 is the “penalty stage” in which prices are further reduced to
discourage production by allowing not more than half the standard
profit markup. '

In principle, stepped prices appear to have several advantages.
First, by including a terminal low (or in extreme cases even negative)
profit stage, they provide for the “euthanasia” of old products which
firms might otherwise continue to produce because of their high or
comfortable unit profits. Second, scheduled price reductions ezert
pressure on producers to cut costs. Third, the scheme handles the
problem of adjusting profit differentials between older and newer
products without requiring price changes not foreseen in annual plans.
Instead, the planning and financial agencies have in advance the dated
set of prices for the product. )

However, the use of stepped prices involves its own set of problems.
First, they require a forecast of the volume of output for the specific
product for each year of its production, an estimate of its cost in each
year, and an idea of what its price should be in relation to the prices of
whatever its substitutes are in each period.® In practice, these future
estimates are extremely difficult—discouraging to the use of stepped
prices.** Second, knowledge that the price is to be cut on a certain date,
as stated in the published price catalog, can lead the producer to speed
up output in order to sell at the present higher price, while potential
customers defer purchases waiting for the lower future price.

% Berliner 75, pp. 53940 ; Lapusta 75, pp. 52-57.
3 Plotnikov 75, p. 140. -
a Jakovets 74, pp. 187-88.
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Thus, official hopes for the use of stepped prices are confined to
branches, like machinery, where (a) obsolescence is rapid and (b)
there is some reasonable basis for forecasting cost behavior. However,
even in this sphere, their introduction has been limited.

Working out stepped prices is a new and difficult matter. Together with tech-
nical complexities, psychological difficulties, inherent in every new undertaking,
are of great significance here. These partly explain their relatively timid intro-
duction. In the wholesale prices on machinery output introduced in 1978, they
do not occupy any significant place. In the price list for metal-cutting machine
tools, they were established on 47 models. There are fewer of them in other
price lists.® :

5. Price adjustment fund (PAF) %

The PAF was established in 1966, in connection with the 1966-67
price reform, to meet complaints of planning and financial officials
that price changes introduced after plans are approved complicate the
monitoring of performance indicators, creation of enterprise incen-
tive funds, flow of tax payments and budget grants, etc. The PAF
helps to reduce these disturbances through offsetting payments from
and to the budget. For example, if a permanent price is reduced, sales
targets are not altered, but producers are reimbursed by a budget
subsidy for the difference in actual sales revenue attributable to the
price cut. On the other hand, purchasers pay to the PAF the differ-
ence between planned and actual production costs which is due to the
cut in prices on purchased inputs. Both types of payments are intended
to be strictly temporary, until the next plan is formulated in the new
prices.

The PAF thus contributes to price flexibility on older products
by permitting the introduction of new, lower prices at any time dur-
ing the plan period. In fact, however, it has become common now in
Soviet price formation to strive to make new prices effective at the
beginning of a calendar year and to disseminate them far enough in
advance that plans can be constructed and carried out in the new
prices. :

Despite energetic efforts along various lines, the complex problems
of setting relative prices for sectors, branches, subbranches, product
groups, and individual items are far from solved—as Soviet price
specialists concede. The 1966-67 reform and subsequent revisions rep-
resent some progress toward more sensible price-cost relationships, but
they still neglect the role of demand in price formation. The Method-
ology for pricing new producer goods has & number of serious short-
comings and pitfalls. And the use of such techniques as limit calcula-
tions, parametric methods, and stepped prices in practice appears to
be limited.

11. Agricultural Procurement Prices

Agricultural procurement prices are those at which collective and
state farms sell to state procurement agencies. Sometimes the term
“purchase prices” (zakupochnye tseny) is applied to collective farm

8 Plotnikov 785, p. 147,

38 Fond tekushchego regulirovaniia izmeneniia optovykh tsen—literally “Fund for the
Current Regulation of Changes of Wholesale Prices.” The translation in this paper follows
Berlner 75, p. 638, on which this section is largely based. See also Schroeder 69, p. 469.
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sales, and the term “delivery prices ” (sdatochnye tseny) to state farm
sales.* 4

As part of the general neglect of agriculture during the Stalin era,
agricultural procurement prices were set extremely low—imposing a
heavy tax on collective farmers, on the one hand, and requiring very
large budget subsidies to state farms, on the other. Beginning in 1953,
a number of changes were made in agricultural procurement prices,
including a large increase in their overall level, a revision in the rela-
tive price structure in favor of food products vs. industrial raw ma-
terials, and regional differentiation of prices.®®

Table 5 provides data on the rapid increase in agricultural procure-
ment prices for collective farms after 1952. Unfortunately, these figures
are incomplete, both by commodity and by year. Although the USSR
Central Statistical Administration makes detailed calculations of agri-
cultural price statistics,*® it does not publish them. Thus, the -annual
statistical yearbooks present official indexes of industrial wholesale
prices and state retail prices, but no agricultural price indexes. How-
ever, although this information apparently is still considered some-
what sensitive, it is not regarded as secret, because some of the figures
are disclosed from time to time in books and articles by Soviet price
specialists.® :

TABLE 5—INDEXES OF AVERAGE PRICES ON COLLECTIVE FARM SALES TO THE STATE, BY PRODUCT, SELECTED
: YEARS, 1952-73

[1965 = 100)

Product 1952 1958 1962 1565 1966 1969 1972 1973
(1.1 P 8 65 88 100 107 110 112 108
Potatoes. ... - 7 59 ) 100 100 98 115 108
Vegetables. 24 %‘g g) 100 13 122 151 152
Sunflowers.. 1 100 105 85 88 100
Sugar beets 37 80 86 100 103 92 110 125
Cotton. 63 73 74 1 95 103 117 118
Milk__. 17 12 78 100 100 101 126 132
Cattle? 53 69 100 104 118 141 141
| (S — 5 58 69 100 102 103 113 114
Sheep and goats3_ .. 5 76 16 100 107 123 140 140
Wool ... __.. ——— 26 75 93 100 98 110 124 132
341 28 91 94 100 100 107, 118 12

1 Not available,
1 Live weight.

Source: Calculated from data on rubles per centner (or per 1,000 for eggs) in Emel'ianov 74, p. 101,

In considering the figures in Table 5 (and other tables in Part II),
one should keep in mind that they refer to “average prices,” which—
without any change in official prices—may vary because of differences
from year to year in the proportion of each product’s sales accounted
for by (1) different types (e.g., wheat, rye, oats, etc., within grain) ;

34 This difference in terminology stems from the former practice of setting state farm
prices below collective farm prices for the same commodities in the same regions. In con-
nection with the decision to transfer state farms to “full khozraschet,” state farm prices-
for many products were raised to the corresponding collective farm prices in the same
region, increasing the state farms’ revenues and profitability.

35 Bornsteln 66, pp. 77-82.

88 Bornstein 69, pp. 366-70.

87 The most comprehensive series of Indexes, for prices on state procurements from col-
lective farms and private plots, covering total sales and a 12-product breakdown from 1952
through 1966, appeared in a book by 8. G. Stoliarov, Chief of the Department of Statistics
of Prices and Price Formation of the USSR Central Statistical Administration. See
Stoliarov 69, p. 121. Unfortunately, since his death no comparably detailed statistics for
more recent years have been ?ublished. A detailed comgllation of official prices (not indexes)
effective in 1972 is avallable In Savitskil 74, pp. 449-62.
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(2) different quality grades; (3) different regional price zones; and
(4) “above-plan” sales at “premium” prices above base prices.

The major agricultural price changes in 1965 and 1970 are analyzed
and evaluated in the first and second sections, respectively. The remain-
ing sections discuss selected problems connected with the level and
structure of agricultural procurement prices, including prices on in-
dustrial inputs into agriculture, the effect of procurement assignments
on average realized prices and profitability, and regional differentia-
tion of prices.

A. 1965 PRICE CHANGES

Under Brezhnev’s multi-faceted new agricultural program of 1965,
prices for various products were raised in two different ways—by in-
creasing the base price and by establishing “premia” above the base
price for above-plan sales.®

In the case of grain, base prices for wheat, rye, barley, oats, buck-
wheat, millet, and rice were increased. In addition, a 50-percent pre-
mium for above-plan sales was introduced for wheat and rye, and
extended to buckwheat, corn, peas, millet, and barley in 1966.

Milk prices were raised about 20 percent, and the butterfat standard
was lowered, thereby increasing the average price. Although the base
price of cattle, pigs, sheep and goats was not altered, supposedly
“temporary” surcharges (nadbavki) were added to the base price,
ranging (depending upon the regional price zone) from 20 to 55 per-
cent for cattle, 30 to 70 percent for pigs, and 10 to 70 percent for sheep
and goats. The effective prices were thus increased substantially.

Finally, for deliveries above average sales during the preceding
three years, a 50-percent premium was added to cotton prices and a
100-percent premium to sunflower seed prices.

As a result of these price increases——and the pattern of output
changes—the average price of all collective farm sales rose 14 percent
from 1964 to 1965. For state farms the corresponding figure was 20
percent.’®

Table 5 shows, for various products, the difference between average
prices of 1965 and those of 1958 and 1962, when the preceding general
price increases were made. Calculations by another Soviet economist,
presented in Table 6, provide more detailed information for different
grain products.

TABLE 6.—INDEXES OF AVERAGE CQLLECTIVE FARM PURCHASE PRICES, SELECTED PRODUCTS, 1965-70

{1964 = 100}
Product 1965 1966 1967 1968 1969 1970
123 132 130 139 136 131
141 143 165 153 163 152
129 139 149 159 127 139
101 115 17 124 114 m
134 137 137 139 113 141
123 127 122 18 107 112
86 100 100 96 96 100

Source: lakovets 74, p. 180,

% See Karcz 65 for a detailed examination of the 1965 agricultural program.
3 Stoliarov 69. pp. 121-22.
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The effect of the 1965 price increases on profitability (in relation to
production cost) may be seen in Table 7, which contains data by prod-
uct for collective farms. It shows how the 1965 price changes helped
to raise the profitability of grain si%niﬁcantly, to reduce losses on milk,
and to eliminate losses on cattle and pigs. Nevertheless, at the relative
prices for grain and livestock products established in 1965, the former
remained much more attractive, and farms thus continued to prefer to
sell grain to the state rather than feed it to animals. Furthermore, costs
in agriculture continued to rise, as a result of the introduction in 1966
of guaranteed pay for collective farmers at state farm wage rates, and
increases in the latter ; greater use of purchased inputs like fuels, ferti-
lizers, pesticides, machinery, and construction materials; and increases
in the wholesale prices of some of these industrial inputs as a result of
the 1967 reform and subsequent revisions in industrial wholesale
prices.

TABLE 7.—AVERAGE RATE OF PROFITABILITY OF U.S.S.R. COLLECTIVE FARMS, BY PRODUCT, SELECTED
YEARS, 1958-711

[Percent]

Product 1958 1964 1965 1966 1970 1971
Grain_...... 65 83 129 156 121 103
Potatoes. ... - 32 77 51 37 1
Sugar beets. - 92 61 33 25 16 9
Sunflowers_____ .- 434 460 395 387 220 206

- 102 39 42 32 40 34
—12 =25 -3 —6 5

—43 -19 16 18 30 29

—42 —-20 17 23 30 24

19 16 26 23 26 22

—12 -2 -2 —0.1 14 19

30 3 28 16 28 22

1 Profitability equals price minus cost divided by cost. Minus sign denotes rate of loss. Rounding of figures as presented
in source,

Source: Suslov 73, p. 47.

Thus the average rate of profitability relative to cost for 1967-
69 for all products was only 27 percent for collective farms and 16
percent for state farms. In contrast, most Soviet agricultural spe-
cialists believe that the average profitability rate for agriculture as
a whole which is necessary to expand production at planned rates
is 40-50 percent (with some variation by product and region, how-
ever).*

Al)so, the variation in profitability by product and product group
remained striking. During 1967-69, for crops the average profita-
bility rate was 57 percent for collective farms and 42 percent for state
farms, eompared with 7 percent and 6 percent, respectively, for live-
stock production.** Thus further and substantial price increases were
judged essential to the expansion of livestock production.

B. 1970 PRICE CHANGES

In 1970, prices of various products were again raised by the same
two methods as in 1965: increases in base prices and establishment
of premia for above-plan sales.*?

4 Emel’lanov 74, p. 101. On the Soviet debate on this 1ssue, see Bornstein 69, pp'. 9-12,

4 Emel’ianov 74, p. 101,
£ Sokolov 75.
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Basic purchase prices on grain were left unchanged, although it
was expected that the expansion of production would increase the
share of above-plan sales at premium prices in total sales, raising
the effective average price. ' ‘

In the livestock sector, milk and cream prices were increased 20
percent in 1970 (and subsequently another 8 percent in 1975).#* The
“temporary” supplements to meat prices established in 1965 were per-
manently incorporated in base prices, which were further increased
somewhat. For example, the 1970 base price for the RSFSR was set
at 40 percent above the 1965 base price, through the inclusion of the
35 percent surcharge and the addition of another 5 percent. More-
over, the 50-percent price premium was introduced for above-plan
sales of cattle, milk, eggs, and wool.

Higher prices—differentiated by region, quality, and season of
sale—were also fixed for potatoes, vegetables, and fruits.

For- technical crops, the timing of price increases was different.
Cotton prices had previously been raised an average of 15 percent
in 1969. The increase for sugar beets did not occur until 1972, when
the 50-percent premium for overfulfillment of the sales plan was
also established.f Finally, a 10-13 percent increase in the base prices,
and introduction of a 50-percent premium for above-plan sales, are
scheduled for flax effective with the 1976 harvest.*s .

The substantial increases in the average prices of vegetables, sugar
beets, cotton, milk, and cattle after 1969 may be seen in Table 5. As
a result of these price changes, profitability of livestock output im-
proved. On collective farms, losses on milk before the 1970 increase
were replaced by an average profitability rate of 4 percent in 1970-
72, according to data presented in Table 8. For the entire livestock
sector, profitability rose from an average of 7 percent in 1967-69
to 16 percent in 1970-72. On state farms, the profitability of live-
stock increased from an average of 6 percent in 1967-69 to 15 percent
in 1970-72, but milk output still was not profitable. The profitability
of poultry also remained low on both collective and state farms.i

With stable procurement prices and rising costs, the farms’ prof-
itability worsened in 1973. The overall profitability of collective farms
slipped to 27 percent, including 57 percent on crops and 10 percent
on livestock products. For state farms, the respective figures were
23, 48. and 14 percent.*” As Table 9 reveals, milk was barely profitable
on collective farms and showed a loss of 6 percent on state farms.
Poultry was sold at a loss on collective farms, and potatoes at a loss
on both collective and state farms. ‘

According to recent calculations of the Department of Prices and
Production Costs of the All-Union Scientific Research Institite of
Agricultural Economics, the profitability rates attainable at present
agricultural procurement prices are not sufficient to permit every
“normally operating” farm to cover costs and earn enough profits
to pay bonuses and make scheduled investments. Profitability is con-

« Grushetskif 75, p. 45.
“ Malzns 75.

4 Grushetskii 75, p. 45.

1€ Fimel’ianov 74, pp. 101-02,
4" Grushetskit 75, pp. 43-44.
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TABLE 8.—AVERAGE COST, AVERAGE PRICE, AND RATE OF PROFITABILITY FOR COLLECTIVE FARM AND STATE
FARM SALES TO THE STATE, BY PRODUCT, ANNUAL AVERAGE 1970-72}

Collective farms State farms
Average Average Average Average
cost price Rate of cost price Rate of
. (rubles per  (rubles per  profitability  (rubles per  (rubles per profitabilit
Commodity group centner) centner) (p ) tner) tner) ® ;
Crops, total ® 49 @) ) 46
Grain 5 10. g 105 5 9.7 77
Potatges...._. 6.6 .3 11 9 8.5 -5
Vegetables_. 9.9 11.5 15 9.8 11.1 13
Sugar beets___. 2.3 2.7 16 3.2 3 -6
Sunflowers.. 6 18.5 207 ©) (O] ®
Lo ttl:mt i 41('1 55(‘6 %(5; 37{‘8 Sli;; :ig
ivestock, total..
Milk 18, g 19. g 4 20, —0.4
Cattle & 124.3 156.1 26 132.8 139.6 5
Pigss.._ 128 157.1 23 122.4 154.7 26
Sheep an 99.5 20 717 22
Poultry 168.5 181.4 8 179.3 191.5
S 6__ 72 84 16 66 102 56
ool.... . . - 420.4 499.6 19 353.2 435.3 23
Total production. ... ® @ 29 ® ® 24
t Different rounding of figures as presented in source. .
1 Rate of profitability equals price minus cost divided by cost. Minus sign denotes rate of loss.
3 Not applicable.
4 Not available.
§ Weight gain.
¢ Data per 1,000 eggs.
Source: Emelianov 74, p. 102.
TABLE 9.—AVERAGE COST, AVERAGE PRICE, AND RATE OF PROFITABILITY FOR COLLECTIVE
FARMS AND STATE FARMS, BY PRODUCT, 19731
Collective farms State farms
Rate of - Rate of
Average cost Average price  profitability  Average cost Average price profitability
(rubles (rubles (percent)? (rubles (rubles (percent)
Product per ton) per ton) per ton) per ton)
(61211, J U, 47 97 107 53 94 77
Potatoes__...... 7 69 -1 92 80 -13
Vegetables.___._ 95 111 17 93 106 14
Sugar beets._. 24 31 29 31 36 16
Sunflowers. . 58 199 243 62 202 225
3 544 35 383 501 31
196 198 0.8 219 206 -
1,337 1,573 17 1,057 1,817 15
1,347 1,558 15 1,256 1,567 25
893 1,031 15 81 10
1,842 1,826 -1 1,810 1,940 7
70 85 21 62 100 61
4,711 5,210 10 4,800 5,391 12

1 Different rounding of figures as presented in source. X
2 Rate of profitability eqouals price minus cost divided by cost. Minus sign denotes rate of loss.
3 Data probably per 1,000 eggs, afthough not so stated in source.

Source: Grushetskii, 75, p. 44.

sidered adequate or more than satisfactory on some products—for
example, grain, sunflowers, cotton, pigs, and eggs—but too low on milk,
cattle, sheep, potatoes, and vegetables.**

However, although conceding that profitability is not “optimal”
at present prices, other Soviet agricultural specialists question whether
further price increases are the best way to improve profitability. They
point out that even at present prices many collective and state farms

@ Grushetskil 75, p. 46.
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cannot fruitfully use all of the funds they have available for the pur-
chase of fertilizer, equipment, and construction materials, because
supplies of these industrial inputs are inadequate.*® These specialists
also expect that rapid increases in farmers’ money incomes comparable
to those observed from 1965 to 1972—when average monthly wages
rose from 51 to 81 rubles on collective farms and from 75 to 112 rubles
on state farms—are not likely to occur in the 1970s. They believe that
increases in rural living standards in the 1970s will have to come not
chiefly from higher money incomes but instead from improvements in
working and living conditions resulting from mechanization and
infrastructure investments.*

C. PRICES OF INDUSTRIAL INPUTS

One important factor affecting the farms’ costs and profitability at
present agricultural procurement prices is the level of prices on in-
dustrial inputs.®

In an effort to hold down production costs in agriculture, in order
to reduce the magnitude of agricultural procurement price increases,
when higher prices on industrial inputs into agriculture were intro-
duced as a result of the 1967 industrial wholesale price reform (dis-
cussed above), only part of the increase was passed along to the
agricultural sector. Farms were charged the new prices for petroleum
products, metal products, spare parts, lumber and construction ma-
terials. But in the case of mineral fertilizers, motor vehicles, tractors,
combines, and earth-moving machinery, part of the price increases in
1967 and thereafter has been offset by budget subsidies which cover the
difference between the higher price which the industrial producer
receives and the lower price the farms pay.>?

The average subsidy rate on the prices of the inputs involved was
about 17 percent in 1974.°® The total subsidy bill has been growing
rapidly (from 1969 to 1973 it rose by 80 percent for agricultural
machinery and by 117 percent for mineral fertilizers), because both
(a) the ruble amount of the subsidy per machine or ton of fertilizer
and (b) the total quantities of these goods delivered to agriculture
are increasing.®*

On the other hand, the Ministry of Agriculture has been criticized
for failing to protect the interests of the agricultural sector in regard
to the pricing of industrial inputs into agriculture.

One of the reasons for the existing imperfections in the system of purchase
prices and applieation of increased release prices on industrial goods which do
not provide the projected effectiveness in production, is that the USSR Ministry
of Agriculture has not up to the present created a department for the analysis
and planning of prices. The preparation of proposals for improving purchase
Drices is carried out irregularly (epizodicheskii), sometimes without a sound
economic basis and without relating them to quality standards. Release prices

44 .. it would be incorrect to [try to] remedy by endless increases in purchase
prices the chronic excess of demand over supply existing for many agricultural products.
Even if the collective farms have funds, but the additional tractors, motor vehicles,
agricultural machinery, fertilizers, ete., are not produced in the needed quantity, it is'
impossible to expand the production of even very profitable products,” Iakovets 74, p. 208.

% Emel'ianov 74, p. 102.

T BLYakinov 76. .

62 Sokolov 75. p. 11,

& Semenov 74. p. 46.

o Semenov 75, p. 49.
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on tractors, agricultural machinery, and other industrial goods for the country-
side are dictated essentially by industry. To avoid this, there should be created
a special department which could, in a properly qualified way, take part in the
preparation of prices affecting the interests of the branch.®

D. SIGNIFICANCE OF PROCUREMENT FLANS

Soviet policy currently -emphasizes the use of premia above base
prices—rather than increases in the latter—as a way of stimulating
output.®® However, there are two problems associated with this ap-
proach: the sensitivity of average prices to the weather, and the
incentive for farms to seek easy sales targets in order to increase the
share of total sales which is made at premium prices. Both problems
are serious because of the large difference between the premium price
and the base price: 50 percent for grain, cattle, milk, and cotton ; and
100 percent for sunflowers.

First, premium prices for above-plan deliveries cause the effective
price to vary directly with the size of the crop. In years when the
harvest is good, average realized prices are higher because more of
the total output is available for above-quota sales. Conversely, when
the harvest is bad, both quantities and average procurement prices are
lower: (The size of the grain harvest in turn affects the ability of live-
stock producers to obtain the feed necessary to meet and surpass their
sales targets.) Herce, in good weather years, profitability is higher
because of larger quantities, higher average prices, and lower unit
costs. In poor weather years, profitability is low because of smaller

uantities, lower average prices, and higher unit costs—causing many
arms to experience “acute financial difficulties.” s

Second, because the “tautness” of the plan for sales at base prices
affects the potential amount of above-plan sales at premium prices,
farms strive to get easier sales targets from supervising agricultural
agencies. Because of successful bargaining or the incompetence of
local agricultural planning agencies, some farms.receive easy plans
which they overfulfill “without peak effort,” getting unjustified
revenue from premia for above-plan deliveries. Other farms are
given “excessively taut assignments without sufficient regard to
existing possibilities” of their labor force, machinery, soil, etc. In
an effort to provide better guidelines for sales assignments which are
“taut but really feasible,” new “Methodological Recommendations for
the Preparation of the Plan of State Purchases of Agricultural
Products for 1976-1980” were recently worked. out by the USSR
Ministry of Agriculture and the All-Union Scientific Research Insti-
tute of Agricultural Economics.s® -

Another procurement problem is the widespread practice of giving
farms sales targets for products which the farms can only produce at
a loss and which they should not be producing at all.

In the case of grain, in 1970 sales assignments were given to 32,600
collective farms (98.5 percent of the total!), including 4,100 which
sold at a loss (half of them with losses exceeding 30 percent). These
4,100 farms accounted for one-eighth of the total number with delivery

55 Grushetskil 75, p. 49.

5 Kosynkin 76.

5 Grushetskil 75, p. 48.
58 Kosynkin 76.

73—720—76——6
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plans for grain, but provided less than 2 percent of total sales. Re-
leasing from grain sales obligations such farms and others with profit-
ability below 15 percent (on grain) would make little difference in the
national grain balance. Indeed, because these farms buy for animal
feed significantly greater amounts of grain forage and concentrated
feed than the amount of grain they sell to the state, “the social benefit
from savings on transport costs alone would be very significant,” if
their grain sales.plans were eliminated.®®

A similar situation prevails for other products. For example, in
1970-71, of more than 12,000 collective farms producing sugar beets,
4,000 (i.e., a third) did so at a loss but provided only 6 percent of
total sales. In 1970-71, 28,000 collective farms, or 85 percent of the
total, were producing potatoes for sale, but only 13,000 of them earned
a profit on the commodity. The remaining 15,000 had losses (including
7,000 with losses exceeding 80 percent), while providing only 4
percent of total sales.®® )

E. REGIONAL DIFFERENTIATION OF PRICES

Because sales assignments for many agricultural products are given
to such large numbers of (often inappropriate) farms, whose .pro-
duction costs vary widely because of differences in soil, topography,
rainfall, temperature, and length of growing season, profitability dif-
ferences would be enormous if a single national purchase price were
set for each product at its marginal cost—with differential rents
taken away by rental payments or income taxes—as some Soviet
economists have proposed.®! Instead, Soviet practice is to differentiate
the prices of many commodities geographically, by price zone, in an
effort to capture differential rents arising from more favorable natural
conditions. These zonal prices are supposedly set with reference to
the average costs of production in each zone, so as to provide lower
prices but higher profitability in low-cost areas and higher prices but
lower profitability in high-cost zones. However, the differentiation of
zonal prices is also reported to take into account such additional ele-
ments as (1) the potential for future cost reductions, (2) the farms’
need for retained earnings to finance investment planned for them
by supervising agencies, (3) the tax burden to be placed on them, and
(4) possible subsidies in the case of state farms. :

Much attention has been devoted -to revision of zonal price differ-
ences, with two main objectives. One is to increase the volume of pro-
curements for a given average national price for the product, by
redrawing zone boundaries and altering the degree of differentiation of
prices for high-cost and low-cost zones. The second is to reduce large
differences in the incomes of farms, and of farmers, in different regions,
and within the same region, which are due to natural conditions. rather
than differences in productive effort, managerial skill, or productive
equipment. :

The trend in price zoning in recent years has been to increase the
number of price zones for each product and to widen zonal differ-
ences in prices, as Table 10 shows. For example, the 1965 price. revi-

5 Suslov 73, p. 48. -
® Suglov 73. pn. 49-50.
61 Bornstein 69, pp. 12-13 ; Maizenberg 76, p, 145,



TABLE 10.—ZONAL DIFFERENCES IN STATE AGRICULTURAL PURCHASE PRICES; BY PRODUCT, 1958-64, 1965-69, AND 1970-72

1958-64 196569 1970-72

X Excess of Excess of Excess of
Minimum and maximum Minimum and maximum Minimum and maximum

. maximum over mini- ' maximum over mini- maximum over minj-
3 Number of prices (rubles mum price Number of prices (rubles mum price Number of prices (rubles mum price
Product price zones per ton) (percent)  price zones per ton) (percent) price zones per ton) (percent)
15 65-85 31 32 66-143 117 43 66-143 117
14 55-85 54 22 60-130 117 22 60-130 117
12 38-70 84 15 45-90 100 15 45-90 100
13 46-80 74 15 45-9, 100 15 45-90 100
8 160-225 40 160-225 40 8 165-220 40
6 27-40 48 6 27-40 48 13 28-48 71
19 300-750 150 11 332-750 126 11 270-770 185
1 60 1) 60 9; 7 63-130 106
12 120-16! 8 25 130-220 113 170-620 265
19 765-1, 070 39 22 765-1, 070 40 67 1,000-2, 800 180
12 870-1, 305 50 12 860-~1, 365 52 35 1,030-2,400 133
Sheep 2. 19 460-720 56 27 460-970 111 36 637-1, 000 151
POURIY 3. e meaem e 8 1,345-1,605 19 9 1,345-1,550 7 7 1,540-2, 140 39

1 Not applicable.
1 Live weight.

Source: Sebestoimost’ 74,' p. 167.
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sions increased the number of zones for wheat from ‘15 to 32 and the
excess of the maximum over the minimum price from 31 to 117 per-
cent. The corresponding changes for milk were from 12 to 25 zones and
from 38 to 77 percent, and for sheep from 19 to 27 zones and from 56 to
111 percent.

In 1970, the number of wheat zones was increased from 32 to 43, but
the range of price differences was not altered. For sugar beets, the
number of zones rose from 6 to 13, and the excess of maximum over
minimum price from 48 to 71 percent. For cotton, the number of zones
was unchanged, but price differentiation increased from 126 to 185
percent. Zone prices for potatoes were first introduced in 1970, with 7
zones and a 106-percent difference in maximum over minimum prices.
The most striking changes were in the livestock sector, where the num-
ber of milk zones was raised from 25 to 113, and the range of price dif-
ferences from 77 to 265 percent. For cattle, 67 zones were established
in place of 22, and the range of price differences widened from 40 to
180 percent. Changes of comparable magnitude occurred also for pigs
and sheep.

Table 11 compares the 1965 and 1970 zonal price patterns and their
effect on the profitability of selected products on RSFSR collective
farms. Reading across line 2a of the table, one can see that relative
regional differences in cost are much greater for crops (grain, potatoes,
and vegetables) than for livestock products, reflecting the greater
influence on the former of differences in soil and climatic conditions.
The figures in line 2b show that the 1970 prices provided wider regional
differentials than the 1965 prices for all products except pork. A com-
parison of lines 3a and 3b reveals that differences in profitability
between the least and most profitable regions narrowed from 1965 to
1970 for all products except pork, although significant differences in
profitability both by product and by region continued under the 1970
prices, which are currently in effect.

Although geographical price differentiation has thus increased in
recent years, Soviet agricultural price specialists believe the present
scheme still inadequately recognizes differences in natural conditions
under which farms operate and thus causes unjustified differences in
profitability by product and by farm. They point out that, in addition
to variations in average cost from one zone to another, there are still
greater differences in costs and thus profitability within zones, some of
which cover large areas with big differences in soil, rainfall, and tem-
perature. With zonal prices based on the average cost of such zones,
those farms with above-average costs for the zone will have low reve-
nues or even produce at a loss.®?

Hence, many economists urge that the practice of differentiating
prices within zones be extended. However, there is no agreed proce-
dure for subdividing zones or grouping farms, or for determining the
proper extent of price differentiation. In most cases. intrazonal price
differences were introduced at the time of general price increases (e.g.,
in 1970), but without previous careful study of land characteristics,
production conditions, etc.®® In fixing intrazonal price differences, it
1s important not simply to set them so as to cover—and add a “normal”

e Grushetski 75. p. 47.
8 Sebestoimost’ 74, pp. 181-83.



TABLE 11.—RSFSR COLLECTIVE FARMS: REPUBLIC AVERAGE AND REGIONAL DIFFERENCES ! IN PRODUCTION COST, PRICE, AND RATE OF PROFITABILITY, SELECTED PRODUCTS, 1965 AND 1970

Grain 