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10. (Confidential - JGO) Attempted to meet with Frank Cummings,
Administrative Assistant to Senator Jacob K, Javits (R., N.Y.), but
Mr, Cummings left the office and will be out of the city with the Senator
until Monday, See Journal item of 17 September 1970,

25X1C 11. (Secret - JGO) Met with Earl Morgan, House Armed Services
Committee staff, and brought him up to date on

12. (Internal Use Only - JGO) Received a call from Mr. Roger
Majak, Administrative Assistant to Representative Jonathan Bingham
(D., N.Y.), who requested such information as we can make available

25X1C _
25X1C Mr. Majak told me also that he had contacted the Library of
_ Congress and had been advised that they had no further information on
25X1C _, but that further classified information might be available

from CIA.

13. (Secret - GLC) In response to her request of yesterday, I
hand-carried to Dorothy Fosdick, on the staff of the Senate Subcommittee
on National Security and International Operations, a book put together by
OCI which contained information drawn from the NISs on the various Arab
states, Miss Fosdick was most pleased to receive this material and
agreed to observe the strict rules which I laid down with regard to any
reference as to the source of this material,

14. (Confidential - GLC) Picked up from thg Joint Economic
mmittee advance copies of the Committee's study on the Economic
Performance and the Military Burden in the Soviet Union., I talked with
the Executive Director, John Stark, later about the Committee's inclusion
‘of the Michael Boretsky article in the study. See Memorandum for the
Record.
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24 September 1970

MEMORANDUM FOR THE RECORD

SUBJECT: Conversation with Joint Economic Committee Staff
re the Michael Boretsky Article

1. I picked up from the Joint Economic Committee advance copies
of the Committee's study on the Economic Performance and the Military
Burden in the Soviet Union, The study includes the rather controversial
paper by Michael Boretsky on The Technological Base of Soviet Military
Power, but statements are included in the forward of the study and in
the press release indicating that the studies present different interpreta-
tions of such phenomenon as Soviet defense activities due largely to the
secrecy surrounding them,

2., As suggested by Dr. Ed Allen, of OER, I offered John Stark,
Committee Executive Director, a copy of OER's Memorandum for the
Record on the Boretsky article., Stark thanked me for offering this
material, but indicated that Chairman Proxmire had given instructions
to the Committee staff not to accept any classified material. This was
the result of some rather bitter experiences with the Air Force over
the C5-A issue.

3. A copy of the study and press release was sent to OER,

25X1A
Deputy Legislative Counsel
Distribution:
Orig. - Subj
1 - OER
1 - Chrono 25X1D

OLC/GLC:rw (28 Sep 70)
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16 September 1970
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MEMORANDUM FOR THE RECORD
SUBJECT: "The Technological Base of Soviet Military

Power," by Dr. Michael Boretsky,
U.S. Department of Commerce

4

1. This memorandum presehts the position of the
Office of Economic Research with regard tb the subject
paper prepared by Dr. Boretsky for publication in
the forthcoming JEC study, "Soviet Economic Performance,
1968-69." This paper was forwarded to .CIA for review
by the Honorable Maurice H. Stans, Secrctary of Commerée,
on 6 August 1970. A conference was held on QS'August
1970 between representatives of CIA and thé Departmant
of Commerce to discuss the differences in their esti-~
mates of military hardware production. This memorandum
presents OER's objectiohs to Dr. Boretsky's estimates
under the fbllowing subject headings: the "residual"
method of estimation, the credibility of the results,
the validity of Soviet gross value of output as a
reliable measéré of growth, and the ruble-dollar ratio
Vproblcm involvg§ in converting the ruble value of mili-

tary hardware expenditures into their dollar equivalent.

EGRET
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2. EQEN:BE§JQPal" Method of Estimation --

Dr. Boretsky's methodoiogy for "residualizing" So&iet

production of military and space hardware is fraught

with problems relating both to the global value from

of Output, below) and the values which he deducts for

A T et

the wvarious noﬁmilitary components of machine bPilding.
Given the number of uncertainfies surrounding the
basic Soviet data, the residuai method of estimating
such-a critical magnitude as Soviet production of
nilitary and space hardware can not be relied upon

to give sound results. Even if conceptually sound, -
the methodology can yield reliable results only when
the initial magnitude and the items to be deducted
from it are more soiidly based than in the'p:eseht case.
Dr. Boreﬁsky's results suffer from his necessafily
heavy reliance on unverifiable data and assumptions.
Unfortunately there is no way of ascertaining the
degreé of success in breaching the smokescreen sur-
rounding{Soviet statistics that contain classified

. %
data on military production.

*In the 25 years that have elapsed since the end of
World War II the Soviets have becn completely successful
in preventing Western “"penetration" of their statistical
accounts with respect to military expenditures, despite
the publication-of statistical abstracts, input-output
tables, and scholarly research. It is clear that the
government takes grcat care to prevent published statis-
tics from fitting together into a coherent whole.

- 2 -
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3. Even if it were concedca (which it -is th)
that Dr. Boretsky's stérting poinf for the-residﬁéiization
process =~ the Sovielt gross value of output for méchiné
building -~ were an appropriate measure of economic
_growth for determining military expenditures, the
opportunities for cumulative error in the residualization
process are enérmous. The result at each step ?f
residualization is directly debendent on all thg pre-
ceding steps. To illustrate the sensitivity of this
methodology to variations in the basic data the fol-
lowing examples are offered. If the "suspect" aggre-
gate (the gross value of output) were to increase by
9.7% per year during 1959-68 instead of by 13.3%, as
officially claimed, then, given the parametetrs used by
Dr..Boretsky, there would be no increase af all in the
residual. Or again, if the Soviet I~0O tables are taken
to reflect with a fair amount of accuracy the increase
of deliveries of machinery to final demand in constant
prices as well as current prices, then the military
machinery.reéidual inéreased between 1959 and 1966 by
only 64% as compared with some 185% estimated by
Mr. Boretsky.' The absolute amount and growth of the
residual-are also sensitive to variocus assumpfions
about whether o£ how much to lag investment and séles

of consumer durables (neither of which Dr. Boretsky

does). :
Approved For Release 2.002101110': CIA-RDP72-003_37R000200160Q04-6
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4.. The residual method has been explored by this
agency as well as by organizations working underugbntract
to it.  We have never felt that the rcsults were éood
enough to warrant reliance on the residual technigque

as a means of obtalning a recalistic series on production

of military and space hardware.

25X1B

25X1B

5. .Using his residual method, Dr. Boretsky esti-
mates a level and trend of Soviet expenditures on
military - space machinery that is vastly different from

CIA estimates. Whereas, according to the CIA estimate,

Billion 1955 rubles

1958 1.9 : 7.7

1968 10.7 : 13.4
expenditures orf'military-space hardware increased by 74%

in the ten years after 1958, Boretsky finds the increase

ﬁ72-00337R0002001 60004-6
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to be 478%. Stressing the enormity of this percéntage
increcase, he concludes, "The story conveyed by tﬁése
/estimates/ could hardly be more dramatic." ’

Because of the divergence in the CIA and
Boretsky estimates, the serious weaknesses in the
residual approach, and the "hecadline" botential of
Boretsky's coﬁﬁentary, we cannot be sanguine aQPut the
publication of.his estimate.

6. Credibility of the Results -~ We believe

that Dr. Boretsky's calculation of the production of
military and space hardwarg in his base year (1958)

is far too low and contributes to a sizeable oVerstéte~
ment of growth in 1959-68. It is simply incredible
that in 1958 the USSR could support its large and ex-
panding military hardware programs as well as an.exten~
sive space program with an expenditure of 1.9 billion
rubles ~- less thén the suhs invested in the coal and
petrolecum industriés intthatIYear. His calculations
further imply that production of civilian machinery
during 1959-62 did not share ip the vigorous growth of
military machinery (although the . latter is very depen-
dent on some Eyées of civilian production for parts and
componenﬁs}. CIN's Soviet Production Index, (SPIOER),
which inciudes Zn its sample a very large number of

final products, shows no such lag in the civilian

Approved For Release 2002/01/10 : 6IAI5-R5P72-00337R000200160004-6
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(see Table 1),
machinery sector. Thercfore we feel thaf Dr. Bofetsky's.
series on the value of military machinery producéibn is
not consistent wiﬁh other available evidence on téends
in Soviet machine building.during 1959-62.

7. Another of Dr. Boretsky's results that is
extremely hard to accept simply on the'grounds of
credibility is the implied average ahnual increase of

“
32% in the production of Soviet military and space
hardware in the 4-year period bétween 1958 and 1962.
If one is to believe the figures in his Appendix Table
3, which shows the derivation of his residual Soviet
ruble~value Serieé for military apd space hardware
(Row IX, 5) then this category increased from 12%%
of the gross value of output of machine building (MB)
net of intraindustry sales (Row I, F) in 1958 to'22%
in 1962. - Such a phenomenal incrcase in such a short
period would certéinly havé caused a great dislocation
in the productive fesouxces of the machine building
industry, but there is ﬁo evidence that dislocation of
this magnitude toock place in 1959-62. Iﬁstead, the
CIA estimates of the growth of civilian machinefy
slump especially in 1963-68, when the éverage rate of
‘increasc of Boretsky's military machinery falls from

32% to 11% a yeér.
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Table 1

Avorage Annual Growth Ratcs of Soviet Machinery Pro~
duction, 1959-68

s
1

Percent

1959-68 a/ 195 962 2/, 1963-68b/

OfficiaJ'Soviet

Gross valuo of output of :
machine building 13.3 15.8 4 11.7

Gross value of output of
machine building net

of intraindustry sales . 11.8 14.5 10.1
Military machinery 19.2 ' 32 11.3
Civilian machinery 10.3 11.1 9.7

CIA Estimates

Total machinery 8.1 10.3 . 6.6
‘Military machinery 6.4 9.8 - 4.2

Civilian machinery : 9.1 10.6 ‘8.1

a. The base year for this calculation was 1958.

b. The base year for this calculation was 1962.

- 7 —
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8. Although the Boretsky and SPIOER growth rates
for 1963-68 are at some variance, the difference is
nowhere as extreme as in 1959-62, and a drop in thé
growth rate of military machinery production is evi-
dent in both., Given the lack of understanding in the
West concerning the precise manner in which Soviet
GVO indexes are computed (and what factors account for.
growth rates that are so much higher than anythfhg
‘that can be calculated by conventional methods) it is
fruitless to push the comparisou between Dr. Boretsky'u
estimates and those of CIA any further. Acceptance of
Dr. Boretsky's results (even if corrected for the
appafent aberration in 1959-62) rests ou the credi-
bility which the West attaches to Soviet GVO indexes
as meaningful measures of real growth and on the -
applicability of the parameters that Dr. Boretsky uses
to derive his results.

9. Val1d1ty of the Soviet Index of Gross Value

of Output - Western economists who have specialized in
the study of the Soviet economy (Bergson, Greenslade,
Grossman, Powell, Wiles, etc.) have recached a common
conclusion after:independent inVestigation of the
Soviet "gross Value—of output (GVO)" -- namely that

it overstates rdal growth. It is our experience that
the overstatément is nowheré greater than in the case
of.machine building. Soviet indexes of GVO for MBMW

Approved For Release 2002/01/10 :-C1&-RDP72-00337R000200160004-6
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tend to overstate growth reclative not oniy to com-
parable indexes eonstrueted_indepeﬁdently in the Wéét
but even to other official Soviet production data V
(see Table 2). The growth in gross output of machine
building as reflected in the two Soviet I~0O tables for
1959 and‘l966, for example, averaged 10.6% annually
between those t%o years, whereas the comparable Pffi—
cial GVO index indicates a groﬁth_of 13.3%, nearly

3 percentage points higher. Similarly, for individual
branches of machine building, the GVO indexes have
indicated growth rates significaﬁtly above those derived
from officially published ruble~value production series.

10, " No one in the West knows how to account

precisely for the inflated growth rates registered by
Soviet GVO indexes. We do, however, know seme of the
things wrong withrthe indexes: inclusion of sccondary
products, multiple counting of intermediate goods and
‘components, use of artificially high "temﬁorary"
prices for new and nonstandard products. Dr. Boretsky
has tried‘to deal with two of these problems --
inclusion of sccondary products and multiple counting
of intermediate éoods (primarily intraindustry sales).
Comparisoh of the 1959 and 1966 I-~-O tables seems to
show about the seme increase in intraindustry sales as

Dr. Boretsky estimates. With respect to other aspects

- 9 —
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Table 2

Comparison of Machinery Growth Rates: Official Gross
Value of Output Versus Other Soviet Measures ,
of Production, Selected Years, 1958-68 *

Average Annual
Percentage Rate
Index Numbers of Growth

l. Machiné building and metal-
working . 1966 _
(1959 = 100)

Official index of gross N
value of output &/ | 231 12.7

Gross output from 1959 and
1966 1-0 tables b,

202 10.6
2. Machine building only
Official index of gross
value of output a/ 239 . 13.3
Gross output from 1959 and
1966 I-0 tablesb/ | 202 10.6
3. Selected branches of machine )
building
a. Instrument building 1968
(priborostroyeniye) (1959 = 100)
Official index of
gross value of output 338 16.4
Reported ruble valuc
of production 269 13.2
b. Equipment for the food 1964
processing industry (1958 ="100)
Official index of
gross value of out- .
put 226 14.6
Reported ruble value :
of production 154 7.5

a. Calculated in enterprise wholesale prices of 1 July 1955. Out-
put is computed on an establishment basis, including sccondary
products.

b. Calculated in current prices to the purchaser (including turn-
over tax where applicable, freight charges, and, trade mark-up).
Output is computed on a commodily basis consisting of primary
proéucts only and regardless of where produced.

' Approved For Release 2002/01/10 : EIOQ-BDP72-00337R000200160004-6
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of these two problems, however, it is difficult to judge
the succesé of Dr. Boretsky's adjustments, given the
self-interest of Soviet cnterprises in maximizing “their
GVO's. Also there is little that one can do about the
pricing problem. Reputable Soviet economists claim that
machinery prices have actually increaséd since 1958
despite the publication of an official index of machine
building prices that shows a declinc of 11% in énter—
prise wholesale prices. Acceptance of the official index
of GVO as a reliable constant ériéc index is very much
in guestion due to the numerous problems inherent in
Soviet price formation andfpricing practices. Soviet
practice tendé to allow the introauctién into the report-
ing of GVO of artificially high ftemporary" prices for
new and nonstandard products as if they were Qggé fide
constant 1955 prices. V

11. Soviet sources are themselves in disagreement
over the absolufe value of the gross output of machine
buildiﬁg and metal&orking. This value is crucial be-
cause it is the starting point for Dr. Bbretsky's entire
calculation of Soviet military m§chinery production.
Dr., Boretsky places the value 6f MBMW in 1959 at 27.6
billion rubles (Table A-3, Row I,B). We believe that
he is in error n this regqrd. Certainly a strong

case can be made that this figure should be 29.6 billion

1 -
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mhles. Substitution of this number alone reduces the

average annual growth rate of Dr.'Boretéky‘s military

and space hardwarc series during 1959-62 from 32%#to
23%, thus indicating how susceptible'his results are to
modifications in the underlying Soviet data.

12, TFinally thc use of GVO as a basis for dis-
aggregating the various components of machine building
is.a risky business because of the lack of common know-
ledge as to its precise contonts.and how the rafios of
its components change over time. In 1962 OER attempted
to estimate for the purpose of deriving weights for
uée in SPIOER the division between the civilian and
militaxry components of MBMW. Usihg statements and co-
efficients culled from the Sovie£ press, it was esti-
mated that the miliﬁary.component was 40% to 50% of
the total in 1955. Dr. Boretsky, also relying)on
statements and coefficients appearing in the Sbviet
press, arrives at a military sﬁare of machine.building

(net of intraindustry sales) of only 12.6% in 1958,

* The GVO of MBMW in 1960 was officially reported to be

34 billion rubles in enterprise wholesale prices of

1 July 1955 (SSSR v tsifrakh v 1961 godu . 108-9). Moved

by the offl01aT“Ihﬁ@X“bf”GVO”be”MBM&‘TTé58 = 87, when

1960 = 100) results in a 1959 value of 29.6 billion rubles.

mof this Office has written a memorandum,

25X1A Gross_Value of Output of Machine Building and Metalworking,

USSR, 1n 1965, dated 30 April 1970, in which he detalis

the conflicting-evidence concerning the correct value of

MBMW. A copy of this memorandum was presented to Dr.

Boretsky at the conference on 28 August.

Approved For Release 2002/01/10": 3fA-RDP72-00337R000200160004-6
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rising to 22% in 1962, and to 24% in 1968. Clearly the

. , ' L 25X1B
selection of data and the interpretation of Russian

sources can lead to very different results.

25X1B

Interestingly
enough, this method led to a military share in 1960 that
was nof far from the one calculated by OER for 1955,

but greatly atlvariance with Dr. Boretsky's 1958 rela-
tive share. Since 1960 military machinery has grown
more slowly than civilian machinery in the CIA index

and its share has chrGSpondinglj declined from 40%

to 35%. 1In particuiar, Dr. Boretsky's method of esti-
mating sales of ihtérmediate products and invenféries
seems somewhat arbifrary.

13. The Ruble-Dollar Ratio Problem ~- In addition

to the question of the ﬁeaningfulness of Dr. ﬁorctsky's
ruble-value series, hisbpaper poses a scrious problem
with regard to the valuation of military machinery in
dollars. In converting his ruble series on Soviet mili-
tary machinery production into dollars for purposes of
comparisOn with US military machinery, he comes to the

conclusion that Soviet production in 1968 exceeded US

production by some 3% to 19%. (The range reflects the

. - 13 -
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use of alternative ruble/dollar ratios.). Dr. Boretsky
scems to favor use of the lower ratio of .315 rub]es to
P

1 US dollar, and for purposes of exposition we will
confine our comments to this ratio and its effect on
his dollar-value series.

14. First, we question the realisﬁ of the .315-to-1
ratio. It is gased on a sample of investment goods,
not military géodé. We believe that this ratio is much
too low and leads to an inflated déllar valuation of
Soviet military hardware production. -In.our estmates
of Soviet military hardware production individual cate-—
gorieé are converted at different ruble-dollar ratios.
When these categories are aggregated, a weighted averaée
ratio is derived. This ratio tended to rise between
1958 and 1962, but levelled off thereafter.. The rise
reflected the introduction on the Soviet side of more
exotic types of weaponry (nuclear warheads, radio-
electrqniclequipmenf, etc.) thét are relatively more
costly for the USSR to produce vis—a—vis_the US than are
conventional series-produced items.

15. If our ruble-dollar ratios are substituted for
Dr. Borefsky'é,‘the level of his dollaf series for Soviet
'mili@ary hardware production drops by one-third, and the
ratio of the vaiuc of Soviet military ﬁardware production
to the value of US procurcment of military-space hardware
declines cbrrespondingly-

Approved For Release 2002/01/10 CIA-RDP72- 00337R000200160004 6
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Boretsky's Comparison

1958 1962 1965 1967 1968

Machinery component of *

Soviet defense and

space programs

1955 Rubles (million) 1,864 5,642 6,337 9,318 10,733

Ruble-dollar ratio --

(Boretsky) .315 " .315 . 315 .315 .315

1964 Dollars (million) 5,872 17,772 19,962 29,352 33,809
Machinery cdmponent of

US defense and space

programs (million 1964 - :

dollars). 16,517 19,738 19,430 26,060 28,530
Sovict programs as a _

percent of US programs 36 . 90 103 113 119

Alternative Comparison (cmploying CIA ruble/dollar ratios)

1958 1962 1965 1967 1968
Machinery component of
Soviet defense and
space programs
1955 Rubles (million) 1,864 5,642 6,337 9,318 10,733
Ruble-dollar ratio (CIA) .48 . .52 .51 .51 .51
1964 Dollars (million) 3/883 10,850 12,425 18,271 21,045
Machinery component of
US defense and space _
programs (million 1964 : :
dollars) T 16,517 19,738 19,430 26,060 28,530
Soviet programs as a
percent of US programs 24 55 64 70 74
- 15 -
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16. In tho alternative series the Soviet program
reaches only 74% of thé US program in l968-insteaé'of
119%. Even if Dr. Borctsky's 1958 base-year figufe
were adjusted upward as we believe it should be (sece
above), then the Soviet programs would still equal
only 33% of the US programsin 1958 but would rise to
920% in-l968. EIA estimates that the Soviet programs
eqﬁalled about 97% of the US programs in 1958 and

about 93% in 1968.

25X1A
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McHUGH - 5171 FOR RELEASE FRIDAY A.M.
SEPTEMBER 25, 1970

CONGRESS OF THE UNITED STATES
JOINT ECONCMIC COMMITTEE

Representative Hale Boggs Announces Relesse of Study of
Soviet Union

Representative Hale Bogge (D-La.), Chairmen of the Foreign Economic
Policy Subcommittee of the Jolnt Economic Committee announced todsy the

publication of a new gtudy, Economic Performance and the Military Burden

in the Soviet Union.

In announcing the publication, Chairman Boggs noted that the
Joint Economic Committee has had a long-standing interest in the study of
the economic performance of the Soviet Union end has made available periodic
studies golng back to 1955,

Representative Boggs clted two important features in connection
with this publication. "First, the Soviet leadership is now preparing a
blueprint for their next Five Year Plan for 1971-1975 to be aired at the
fortheoming Twenty-Fourth Party Congress. The new study is therefore a
timely assessment of Soviet economie achievement and will provide the
U.S. Congress and the Americen people an opportunity to place in perspective
whatever plans will be announced by the Soviet leadership.

"Second, the latest publication has been oriented, more so than
past publications, to the analysis of the role of the military requirements
on the overall performance of the Soviet economy. This analysis is
especlally pertinent as the American people, the President, and the Congress
reappralse and shape their priorities for the years ahead."

"The Subcommittee's study," Chairman Boggs noted, "presents a
telling case of the relatively poor Soviet economic performance in the last
several years, with not only agricultural but industrial production lagged -~
agricultural performance was particularly low in 1969 due principally +to
bad weather. However, there were also pressing bottlenecks in fuel, labor
and construction., In the short run, these problems directly impinge on

defense production. For the longer term, it is evident that unless there is

1970-26
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further substantial economic reform, Soviet efforts to ralse living standards,
which are roughly about one-third thet of the United States, will depend on
the priorities given to military production and services.

"It is stressed throughout the study" Representative Boggs asserted
"that the defense effort share (which accounts for ever one-tenth of Seviet
output), might be meintained indefinitely or even increased if presemt warld
tensions continue., Such an eventuallty would unfortunately mean that the
military would continue to have the strong velce it now has in determining
priorities, On the other hand, a diminution of world tensions would afford
the Soviet leaders an oppnrtunity to meet many pressing civilian demands
which are much more acute than in this country.”

Other mesjor findings of the study are summarized in the attached
release.,

The Chairman indicated that same of these studies present different

interpretatisng of guch phenomenon as Soviet defense activities. For the

most part, this is due to the high degree of secrecy surrounding such

actlvities in the Seviet Union. The Chairman expressed hope that the

publication of these data will permit fuller exploration of the subject

matter by the experts with a view of minimlzing discrepancies and arriving at

close approximations of the truth, This subcommittee plans to examine the

more prominent areas of controversy through public hearings to aid in this

process of achieving a fuller understanding of events.

Copies of this study are available on request frem the Joint
Economie Committee, Room G-133, NSOR, Ext. 5321,
#FF#

Members of the Subcommittee man Foreign Economic Pelicy are:

HOUSE OF REPRESENTATIVES SENATE

Hale Boggs (D-La.), Chairman John Sparkman (D-Ala.)
Henry 5. Reuss (D-Wis.) J. W, Fulbright (D-Ark.)
William S, Moorhead (D-Pa.) Herman E, Talmadge (D-Ga.)
Williem B, Widnall (R-N.J.) Stuart Symington (D-Mo.)
W. E. Brock III {R-Tenn.) Abraham Ribicoff (D-Cona,)
Barber B. Consble, Jr. (R-N.Y.) Jacob X, Javits (R-N.Y.)

Jack Miller (R-Iowa)
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Attachment to Joint Economic Committee Press Release 1970-26, September 22, 1970

Representative Hale Boggs (D-La.), Chairman of the Foreign
Economic Policy Subcommittee of the Joint Economic Committee of the
U.8. Oongress, announced the publication of another in their series
of assessments of Soviet economic performance. This publication
entitled "Economic Performance and the Military Burden in the USSR"
represents not only an updating of the periodic annual indicators
(Soviet Economic Performsnce 1966-67 published in 1968 being the
most recent) but an initial survey of the role of military claims
on resources in the performance of the Soviet economy.

_nrovjﬂed & general assessment

of Soviet performance in the followlng:

25X1A

1R or the Soviet Union, 1969 was a vear of slower growth and generally
unsatisfnctory cconomic performance, Nevertheless, the USSR
easily maintained its second place position among the world’s eco-
nomic powers, producing onby hall as much as the United States
but almost 2% times as much as third ranking Japan or fourth ranking
West Germany. Measured on a per capita basis, however, Soviet
gross national product (GNP} is only about 40 pereent of the American
or % of the northwest European and is comparable to the Ttalian or
Japanese, .

"During 1969, Soviet GNP increased only 2.3 percent, that is, at less
than half the rate maintained during the preceding several years and
the lowest rate posted since the disastrous agricultural year of 1963,
Over the years, the rapid growth of factor (e, capital and labor)
i[l])\l(S s been ‘li\lg\“l) LL‘N‘H!H:-;‘U‘A\‘ for Lue Iuli;u _;;nnl't‘]-'- of Soviet
output. Employment increased more rapidly in the Soviet Union
during the 1960"s than in any other major industrial uation, largely
because of demographic circumstances. The Soviet capital stock also
grew rapidly, thanks to rapid growth of investment and a low rate of
retirement of fixed assets. Another source of output growth has been
rising joint factor productivity, that is, improvement in the efficiency
with swhich measured inputs ave used, From 1901 through 1967,
joint fi-tor productivity in Soviet industry increazed slowly, however,
and duing 1968-69 it apparently registered a slight deerease. Year-
to year variatious in weather conditions have been suflicient to cause
sizable swings in the rate of change of joint factor productivity in
agricultre.

Diss tisfaction of the Soviet leaders with the performance of the
econony is evident in their speeches and in a flood of press articles
that urce better and more inteusive work and announce new measures -

“to alleviate specific diffieultios. Basically, concern seems to be centered
on the declining rate of growth of nonagricultural production, but
chronic diffeulties in agriculture draw attention as well. Measures
aimed at inevcasing the output obtained from given inputs-have been
widely publicized.” Much attention has been given to measures far
improving the distribution of labor and the organization of producing
units or work tasks us well as to measures intended to speed the
developnient. and introduction of new equipment. Enterprises and
organiztions of all sorts are being pressured to release unnceded
workers for employment elsewhere. Nevertheless, large scale transfers
of labo- from ngriculture, which absorbs an anachronistieally targe
partion of the lubor foree, nre not being advoeated publicly. To date,
no satisfactory cure for decelerating output growth has been hit upon "

- Agriculture, the pendulum factor in Soviet
economic performance, was assessed by |GGG

" the period 1968 69 avricaltural production was marked by
fletuation, increasivg 54 pereent in 1968 and Talling 4% pereent the
fodowing year. As a vesult, - after reaching a vecord high lovel of
output 1 1968, farm aitput in 1969 dropped (o nearly the level of
B output in 1967, wnd on a per capita basis, it registered an absolute
R ’ . R deeline (see Table 1). ’ ” Y
: " Cl'()']l‘ production in 1968-69 increased 71 percent then fell 9 per-
cent. "The inerease i total crop praduetion in 1968 was due mainly
to o bumper grain lurvest of 135 million metrie tons, ranking sccond
,ozlly to the crop of 140 million tons havvested in 1966 (sce Table 3).
The overall decrease in crop production in 1969 included smaller Tiar-
vests of grain, potatoes, sugar bheets, cotton, and [ruits and veege-
tables. As usual, weather was the most fmpaortant factor affecting
erop production in batl vears; velatively favorable weather in 1968
was foHowed by generally unfavorable weather in 1049,
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" Unfavorable weather conditions in 1969 resulted in above-normal
damuge to winter grain and other fall-sown crops, prevented timely
spring planting, and seriously compressed the time available for fall

harvesting. On the other hand, a noticeable upward trend in yields

per acre for most erops were promoted by improvements in tllage

practices, the wider use ‘of hetter plant varieties, and a somewhat

larger supply of soil additives (fertilizer and Bime). The 1969 grain
crap of 128 million tons was below both the 1065 fevel and the average
Jovel achioved in 1066-68 (132 million tons), ve( it was onc-third
Sabove the near-disastrous grain harvests of 1963 and 10065. Grain
supplies will be Turther enhaneed as the result of the reeent purchase

of 2 million tons of wheat from Canuda for delivery in 1970. This

amount of grain should permit the USSR 1o meet eurrent domestic
needs for bread supplics in 1970; to fulfill current export commitnients,
and to maintain sizable erain stocks."

Other economlc trouble spots, reviewed by .

_are Soviet fuel industriess

" rPhe U.SS.R. leads the world in the production of coal and ranks
second to the United States in output of crude oil and natural gas-
The rate of growth in production of fuels in the US.S.R., however, has
beerr declining for several years and without substantial increases n
investment is unlikely to improve in the uear future. During 1966-69
average annual growth in output of major fucls was about 5.5 pereent,
compared with about 7.3 pereent annually during 1961-65. The un-
favoruble performance of the fuels industries in recent yoars results
from the failure to solve several chronie problems related to the
allocation of investment and the management of fnvestment pro-
rams. Growing demand for fuel coupled with depletion of resources
in older producing regions is forcing exploitation of reserves at greater
depths or in new areas, nmany of them remote from centers of con-
sumption and affected by severe extremes of climate. Some of the
exploration and production technology and equipment now pl\\pl()yml
are not suited to the changing geotogic and climatie conditions. As
result. substantial capital investment for modernization and reequip-
ment will be required. Tn the recent pust, however, increases 10
production per unit of additional investment have been growing
smaller, at least in part because more output has come from remote,
high-cost areas. "

In the far flung republics of the USSR freight

trensportation continues to be a bottle neck as
reviewed by—

~“The Soviet transportation system continued to grow in 1968-69, -

although showing signs of strain at times. Total freight traflic in 1968
inereased 7 percent compared with the 1967 level, and grew 4 pereent
more in 1969 to 3,574 billion ton-kilometers, aceording to official
preliminary data. : .

"Thwo-thirds of this traflic was handled by the railroads.

“The relative standing of the various
modes differs greatly when measured by tons carried rather than ton-
Kilometers becenuse of differences in the average length of haul, which
is particularly short for motor teansport.

" !Railrn:uls still lewdd in ton-kilometers but in recent years other
modes of transportation-—-esneedally pipeline and maritime—have been
growing more rapidlys . Because of differences inthe nature -
of the traffic, the average revenue per ton-kilometer of freight varies
considerably wmong different modes of transportation. In the period
since 1960, however, a valie-weighted index of growth

showed about the same rate ns an index based on ton-kilometers. "

_evaluates the core of Soviet

economic plans--thelir capltal investment programs;

Berween 1950 and 1969 Soviet gross fixed investment grew uearly
twice as fust as total GNT. The significant increase in the allocation
of Tesourees to investment during this period refleeted the determined
puratiit of eeonemie growth on the part of the Soviet leadership. This
invesiment policy achieved its primary objective of creating a vasb
indus:iial complex in the Soviet Union, but at a high cost.!
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"Phe funetional structure of Soviet investment continues to be
heavity weighted in favor of construction activity (at present about
60 peveent of totul investment), although the share of the eqriipment
conponent has been rising eraually <inee1939, Soviet constrn-tion re-
quirements appear to be almost limitloss @iven the vast wedeveloped
arcas cast of (he Urnls, the many conservation anel reclamaution proj-
cots in xomo of the more densely popudated rezions, an'l the inaclegriacy-
of the ln'on‘(‘l\t housing stock. Farthermore, the requirenents for new
technolories in many types of in-lustrind pro-netinon eadl for constime-
tion of new plant from the around no vuther than simnly the ee fesign-
ing of existing plant. A vosntlt there s been o sigaifieant ehange
in the funcetionad stracture of Soviet investment over the last 5 years!

_evs.luated. the industrial

25X1A record in the recent past as follows:

" The rate of growth of civilian industrial production in the Soviet
Union fell below 6 pereent in 1068-69, the lowest rate of growth for
consecutive years since World War IL! In every sector of industry
the rate of growth in 1968-69 was lower thanin 1951-60 or in 1961--67.
Sharp reductions in the rate of growth of industrial materials and
nondurable consumer goods aceounted for most of the downturn. The
rate of growth of industrial materials fell from 6.8 percent in 1966-67
to 4.6 percent in 1968-69, and the rate of growth of nondurable con-
sumer goods declined from 6.0 to 4.4 percent. The decline in the rate
of growth of civilian machinery was not as steep—from 9.5 pereent
in 1966-67 to 9.1 percent in 1968-69.2 o ]
" The performance in 1969 was expeciatly poor: Ten of the 11 branches
represented in the sample of industrial production showed lower rates
of growth than in 1968 as ‘the average annual inerease in the overall
index of civilian industrial production slipped from 6.1 pereent in
1968 to 5.2 percent in 1969 (sce table 2V, The direct and indirect
effocts of un oxtremely severe winter tagether with a slumyp in agei-
cultiiral output coutributed to the 1969 decline in industrial growth.
Only the coal branch managed to increase output at a faster vate in
1969 than in 1968. " -

: A new source on labor and wages asslsts Murray
Teshbach and Stephen Repawy in appraising recent
developnents:

"In the suminer of 1968, after a hintus of more than 30 years. the
Soviet Central Statistical Administration released a statistical hand-
book on labor, Trud ¢ SSSI.! This handbeolk contains much informa-

1 U.8.8.R. Tsentral'noc statisticheskoe upravlente (TsS ), Trud ¢ SSSR, statisticheskii sbornik, Statistikn,
Moscow, 1063, 343 pp.

tion which was not previously available. and its publication raised the
ossibility of establishing numerous time scries of statistics on labor.

Towever, the latest statistical yearbook,? which was released in mid-

. 2 Ts§VJ, Narodnoe khozialstro SSSI ¢ 1968 g., satisticheakii ezhegadnil:, Moscow, Statistika, 1069, §32 pp.
' (Thls volume and others it this series are cited hereafter a3 Nar. khoz. v 19— .

October 1969, contains revised data for certain earlier years and in
ofteet dashes many of these hopes coneerning time series, For example,
the employment series given in the labor handbook has now, been
chango(\ for the yeavs 1960 and 1966-67. due to the reclassification of
industrial and other cconomic activities adopted in August 1967, The
fizures for the industry, construction, and agriculture branches of the
national ceonomy. as well as those for most of the branches of industry,
have been altered for these years. In addition, the wage series for the
branches of the national economy has been changed becaase the scape
of wages reported on has been cx}mndcd to include more than just the
direct paymients from the wage und which were published in Trnd e

SSSTE anid she previous statistieni yeurhooks on tie ol ceonony .
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The related population developments assessed by
' Murray Feshbach prior to the avallabllity of the
1970 census highlight a falllng birth rate especlally
among the Slavic ethnic population. R

Préliminary result= from the January 13,

T1070. census vetteet these veglonal fertility diffeventials, According to

these figures, the population in cach of the four Central Asinn republies

increased by 40 percent or more hetween 1959 and 1970. On the other

hand, the population of the RIS R, incereazed by only 11 percent,

that of the Ukrainian S8R, by 13 percent, and that of the Byelorus-
sian S8R by 12 pereent? .

The differentials in fertility, plus the effect of inlornn}
tion. have resulted in u decline m the proportion of the 1101:1(
ation that resides in the REFS.Ro—from 56.3 pereent my 959.
inue, in the not-too distant

. mi}:ralu
popu :
{o 153b percent in 1970.% 1 these trends cont

8 Nar. Fhoz. v 10, p. 0, nud Torestila, Apr. 10, 190, p. 1,

R.SF.SR. will no longer centain a majority of the pnpul:\’-’
asonable to ubel this the “d0-pereent problent,
been discussing questions of differential
. o o ey Vi
an over the possibility that the Great
ationality in the country.

future the
tion. Tt is not wnre
Soviet writers of late have
forulity, which suggests caneern oy
Russians may well heeome nmmoriy n

Bducation, as described byFstill 25X1A
represents a key Soviet vehilele for change:

"Enrollment in Soviet schools (excluding factory
training progrems) was 60 million in the 1968-69
school year, an increase of Ul percent over the L2
million students enrolled in 1960-61. This
rise in enrollment, which occurred largely in grades
5-10, is evidence of the continuing effort being
made in the Soviet Union to lmprove educational
opportunity and attainment.

Engineers, who comprise the largost single group of specialists with
& hizher education, have shown tremendous numerieal erowth sinee
1950. The number of engincers in the national economy more than
doubled hetween 1950 and 1960, increasing from 400,000 to 1 million,
In 1969 there were more than 2 million, and the number is projected
to increase to about 2.9 million by 1975. This would reprosent an
average annual growth rate of 8.3 porcent for the years 1950-75.
"Lechnicians employed in the national cconomy similarly comprise
the largest group of Specialists with a specinlized secondiry educa-
‘tion, nearly 43 percent at the beginning of 1969, There were 507,000
technicians caployed in 1950, and 1.7 million in 1960. This t:‘l‘uups,hus
been projected to reach 6.1 million in 1975, Should this number be
attained, the size of this eroup would have grown by 10,5 percent per
year during the period 1950~-75," ° N

The post-Stalin upgrading of consumer welfars 25X1A
assessca b,

continues although,

" The forward momentum achieved in the mid-1960’s in improving

consumer welfare slowed in 1968 and 1969. According to Soviet datn,

real income per capita (which includes wages, farm income-in-kind,

and transfer payments) rose slightly more than 6 pereent in 1968, and”
& percent in 1969, in contrast to 615 pereent annually during 1966-67.

'l‘lllg: slowdown in the growth of consumption per capita in 1968-69

was even more marked—414 pereent and 313 percent, respectively.

conmpared to an average rate of 6 percent during 1966--67. Some let-

down in 1968 in the rate of growth of consumption was anticipated

after the all-out effort by the regime in 1967, ocensioned by the 50th

anhiversary jubilee year celebrafion, to give the consnmer a better

shake. However, the continued decline in 1869 was not expected and

was in part explained by a poor agricultural year. A= a.rvesult, the

upward trend inimproving the quality of the Soviet dict was reversed;

per capita consumption of some quality foods such as meat was lower
1 1969 than in 1968." .
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, I. 8. Koropeckyj surveyed industrial location
policy in the- USSR:

"Inasmuch as the internal and external.conditions, which either
endanger the power of the ruling group or impede the expansion of its
mfluences, are constantly changing, the policies of leadership have to
change accordingly. This obviously applies also to industrinH location
policy. A quick glance over the history of the U.S.S.R. illustrates this
point. The policy during the 1930’s was dominated by the anticipation
of war with Germany and Japan. It fouud its expression in an intensive
industrialization of the Eastern Urals and Western Siberin, regions
more removed from the former conutry but closer to the latter than
traditional centers in Western USSR, During World War 11 it was
obviously necessary to locate industry in the binterland of the country,
but not too far from the battlefront; therefore, the growth of the Volga
and Ural regions. After the war, until the second half of the 1950’s,
the objective of the leadership was to overcome the effeets of hostilities
in the shortest possible time, to ereate an industrial basis for competi:
tion with capitalist countries, and to improve the standard of living
of the population. As a result, there was emphasis on the growth of the
western regions of the country where the achievement of these objec-
tives was most feasible, Then again, the looming danger from China
led to a renewed interest in the eastern regions, but this time in those
adjacent to China, such ax East Siberia, the Far East, and Kazakhstan.
At the same time, the status of a major world power requires the
U.S.8.R. to assure the coutinuous and vapid advance of technology
and, based on it, the growth of outpnt of sophisticated machinery,
instruments, cte. This could clearly take pluce only or mainly in well-
developed and wrbanized parts of the US.S.R. Hence the growth of
netropolitun centers and their neighboring  regions in European
Russig, the Ukraine, and the Baltie vepublics.

However, Sodet becationt policy at wad poini of dine is noe repre-
sented by a single dominant trend. notwithstanding how important
it might be. There ave many other tendencies simultancously at work,
mainly those which were dominamt inthe past and which continue, although
to a decreasing rate, to influence carrent investment distribution.
Furthermore, along with centeal planning, including often objectives’
other than cconomic. there is always felt in the economic life the in-
fluence of purely economic considerations not specitied by the planners
but reflected in decisions of managers and administrators on lower
levels. These latter considerations are frequently in conflict with the
noneconomic considerations. Finally the. influence of branch and loeal
interests cannot be ignored cither. Tt follows that the Soviet location
policy during any period of time is 2 mixture of all these various factors,
Yet, in view of the totalitarian framework, one objective, that which
reflects the current concern of the ruling group and'is being constantly
articulated by the entire state apparatus, regard'ess of the cuphemisin

stands out among all others.”

2oX1A I < <<=
recent trends in Soviet foreign trade:

"Soviet forcign trade almost doubled in the period 1960-69—from
811,2 billion to an estimated $21.6 billion. The average annual rate of
7.6 pereent during the period was comparable to that of world t»r:ulf'..
Performance, however, has been uneven over the pcrmd \\'1(]1‘ a .:‘hzu.p
decline in the growth rate in 1956-66 and a growth in }907799. in
excess of the longer term average. Trade in 1968 wis up $1.9 billion
or 10.2 pereent over the 1967 level, the largest percentuge increase
since 1962. Growth in 1969 was almost as lavge as in 1963 in nbsulutlu
terms—=81.6 billion—but was only 8 percent above the previous yoar's
level. : )

"mong the principal canses of the fluctuations in the grm\'t!l‘mte
of Soviet foreign trade in the 1960's were the changes in mlr;\TC‘PA_i:\
forcign trade prices in 1965-66 which l'm}ucu«_l the value of bm'wif
traded goods. ém’iot teade with Bastern Europe hardly mcrensedl as
a result of the price changes; in 1967-69, however, this trade grew
substantially. Another significant factor has been Sino-Soviet relations, |
FPrade with Chinn declined drastically in the 1960, plunging from
more than $2 billion and almost 20 pereent of Soviet trade m 1959 to
about $60 mitlion in 1969, or three-tenths of u pereent of total Soviet

trade.

Approved For Release 2002/01/10 : CIA-RDP72-00337R000200160004-6



Approved For Release 2002/01/10 : CIA-RDP72-00337R000200160004-6
-6- '

25X1A

_ appraised Soviet economic asslstance

to the less developed countries:

. "Since 1054 the U.S.8.R. has extended about $6.8 billion of cconomic
assistance to 38 non-Communisé less developed countries! In spite

1 Bovlet extenslons of miti
mote than $1t bitlion. T i
docline In 186+ refvets smaller aid pledzes to Arab countries, which had targely
to pre-wur levels following the June 197 war with Isracl, .

stanee to the less developed eountries bring this figure up to somewhat
14 was extewded In 169 than in 6%, as an annua' average, The
stored thedr inventories

of the inerease in annual aid undertakings since the end of 1964-—from
an average of almost $370 million between 1954-64 to about $360
million during 1965-69--annual disbursemenits have not increased.
This leveling-off in deliveries, together with a lack of vigorous new
Soviet aid initiatives, aud the generally harder terms associated with
many recent Soviet eredits, suggest that the present leadership has
adopted a more conservative approach to foreign aid. During the first
decade of the aid offeusive, Moscow was willing to extend assistance
to almost any less developed country that requested it. Targe lines of
credit (“umbrella eredits” not committed to- specific uses) were
extended for cconomic development which, because of the nccompany-
ing propaganda, the timing, and the kinds of projects undertaken,
often prodiced a political tmpact that was out of proportion to the
amount of aid or its ultimate cconomic benefits. Morcover carly Soviet
aid agreements often were formalized without prior study of the pro-
posed investments, either as they related to the reeipionts’ absorptive
capacity or the feasibility of specific progeam assistance. As a con-
sequence mueh of the aid remained unutilized; in some cases completed
projects operated far below optimum eapacities.

"During the past few years, however, the USS.R. has modified its
foreign aid program so s to make it more effective, both politically
and economieally. Assistance is being concentrated in fewer countrics,
as discussed in the next three paragraphs. Recent Soviet aid commit-
ments alko have shown a diversity in terms and content which suggests
that Soviet aid officials are paying greater attention to loeal condi-
tions and individua! requirements than in the pust. The U.S.S.R.
undertakes extensive feasibility surveys before aid is extended to
specific projects, and repayment terms vary with the type of aid
extended.

"rom the beginning, Soviet aid was highly concentrated in a few
countries, especially in the Near East and South Asia. To some ex-
tent this carly concentration was a reflection of the greater willingness
of cortain less developed countries to accept assistance from the Soviet
Union rather than any Soviet strategy for penetrating particular areas.
By the mid-1960"s, as more developing natiens disearded their former
inhibitions ngainst nccepting Soviet assistance, the USSR, was able
to use aid more direclly to promote its foreign policy objectives. Al-
though the U.S.8.R. continues to extend at least token assistance to
all Free World areas, its aid program has become more highly targeted
as Khrushehev’s suecessors apply location criteria to their aid deter-
minations more systematically than before. These criteria identify
Soviet interests in the Arab World and Moscow’s desire to reinforce
its foothold in the Near East including, in particular: Turkey, Tran,
Pakistan, Tndia, and Afehanistan: they also reflect the U.SS.Rs
growing concern with China, and the desive to strengthen Soviet
relation<hips with nations along itz own and Communist Chinu’s
southern borders. Thus in most recent vears, a larger part of new
“commitments has been carmarked for Ncar Eastern and South Axian
countries. Out of total Soviet assistanee extended to developing na-
tions between 1965 and 1960, <ome 82 pereent was allocated to the
Near East and South Asia, compared with.62 pereent during 1960~
P4, Meanwhile Africa’s share of the total foll from 28 to 11 percens,"

28X1A I ictificd the Soviet defense-
industrial complex:

" A vpilable information permits the identification of cight ministries
faat are currently responsible for producing most of the ml,l\‘lau')
equipment, including space-related equipment, n the US.S.R. These
ministries ave. . .
. (®) Ministry of Defonse Industry (Ministerstvo Oboronuol Promy-
shelnnosti-——NOP); o L. . .
(b) Ministry of Aviation Industry  (Ministerstvo  Aviastionnol
Promyshlennosti—MAP); . L o
() Ministry of Shipbuililing Industry (Ministerstvo Sudostrottel’
noi Promyshlennosti—2MSP); o .
(@) Ministey of Blectronies Tndustey  (Ministerstvo Elektronnol
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Promyshlennosti-—MIP);
~ () Ministry of Radio
nosti—-MR); .
) Ministry of General Machine Building (Ministerstvo Obshichego,
Mashinostroeniin-—NON);
() Ministey of Medium Machine Building Ministerstvo Sredunego,
Mashinostroeniin—MSA; .
(1) Ministry of Machine Building (Ministerstvo Mashinostroeniia—
MAM). :
" Not all military production takes place in these ministries, nor do,
the plants under the jurisdiction ol these ministries produce only
military goods. For example, some military transportation eguipment
is produced in plants under the jurisdiction of the Ninistry of Auto-,
mobile Industry, and some plants of the Ministry of Radio Industry
Froduce radios Tor civilian use. Morcover, ministries other than those.
isted above undoubtedly manufacture products for the military
establishment. - .
Countrol of the defense-industrial ministries is highly eentralized.
‘I'he top overseer 15 1mirril Fedorovich Usthnoy, @ sccivtary ol ta
Central Committee of the Coninunist Purty and a candidate member
of the Yalitburn. Ustinoy has spent his entire eaveer in the wilitary
production aren, first as an grmament aund rocket specialist, later as
the chiel government exceutive in the defense industry field. .-\lt.lu.nlf.r‘h
e no doubt deals diveetly with individual minstries and the Ministry

Industry (Ministerstvo R ai(Iiopromyslﬂen-

of Defense, an intermediary group may actually contro! defense-
industrial affairs. Such a_group might be composed of representatives
of the defense-indnstrial ministries, the Ministry of Defense, and
any other orgunizations concerned with military rescarch, develop-
ment, testing and production. ) . o
Military production is closely monitored, in terms of both phiysical
security of production fucilities and quality of product. Production
facilities are located in seeurce or semi-secure areas. A plant producing
military goods usually is assiened a small team of military engineers,
technicinns, and office personnel who represent  the Ministry of
Delense. Sometimes the commander of the military team 18 2 fn\n d
grade officer equal in experienee and status to the plant manager. The
major function of the team is to maintain quality control at caclr
step in the production process and to insure that the product meets
preseribed specifications. The plant officials retain control over pro-
duction methods, rate of output, and other related functions.

' identified the Soviet defense-lndustrial

complex (continued):

"The Ministry of Machine Building (M), established in February
1968, is_the newest member of the defense-industrial complex. The
title of the ministry Is vague and no information has been released con-
cerning its responsibilities or subordination. Speculations about its
specific functions have rested either on the buclkgx'mmds of the men

~identified with the ministry or on the need for such functions in the
U.SS.R. One possibility 15 that the respansibility for missiles and
space has.been divided leaving MOM - with ballistic missiles
and giving MM the space program, Another is that MM has assumed
some of the functions previousty assigned to the Ministry of Defense -
Industry. -

"The ministry’s chief Viacheslav Vasilevich Bakhirev, is a little-
publicized exccutive whose entire carcer appears to have been spent in
the defense-industrial complex—with an emphasis on armaments, e
was publicly associated with high level defense production in 1963
when he was made Deputy Minister of the Ministry of Defense
Industry. ‘ )

25X1A

identifies the defense associlated
activities outside the Ministry of Defense:

"Whereas the preceding section deals with the industrial ministries
within the Ministry of Defense, headed by Dmitvii T Ustinov and
charged with the procurement of goods for the regular military com-
plox, this seetion is coneerned with elements that provide military
augmentation or other services to the Soviet Ministry of Delense
forces. This paper represents a sumnatized treatment of sclected
aspects of the organization, funetion, eapabilities, and characteristics
of a number of additional state-operated activities within the govern-
mental structure of the Soviet Union that impact on Soviet military
capabilitics. All these cuterprises basieally provide serviees rather
than the manulacture or production of goods. It i only throngh an
understanding of these varied but related service activities that one
can be fully aware of the complexity of the Soviet military and the
full impact of military requirements and control upon the “economy.-
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"The cconomic significance of these defense-nssociated netivities may
be viewed in the broad context of the regime’s choice between control
and economic incentives and the intrusion of military as well as party
control into areas normally civilian in nature. The KGB border troops
and the MVD troop nnits, at least in part, represent the fiest choices;
that is, the use of internal sceurity measures to control the Soviet
socicty. The various transport facilities and public health represent
examples of the quasi-military character of funetions in most countries
primarily civilian in character. These activities require substantial
skilled Lubor forees. Were the Soviet society less vontrolied or mili-
tavized a part of thiz labor foree could be released to relieve labor foree
deficiencies elsewhere in the cconomy. Moreover, as these para-
military activities ave subject to preemption by military during times
of crises, that iz, Czechoslovakin, These activities may indicare both
strength and weaknessex of the Soviet military. strength in that
normally civilian activities may be militarized, weakness in that it
may be necessary to rely on these quasi-military organizations rather
than integral military service snpport. "

25X1A evaluates the economic burden

of Soviet defense outlays historically and identifies
the competition in future plans as being between
civilian investment, as it relates to economic growth
through factor productivity,and military outlays:

n . \ . . o
Fven more intensively than in the United States there has been strennous

resouvee contention between defense and civilinn nses, particularly investwent,
in the SRoviet Union. This competition has been intimated in official declarations
and can be verified by analysis of Soviet produet and inconie flows,

Soviet defense expenditure trends have been decidedly irregular with a sharp
inerease during the Korean War, a platean for the remainder of the deeade,
rapid increases daring the carl tics, some levelling out in the mid-xixties, and
renewed vapid growth sinee 14 The composition of military ontlays has shifted
from a position of over half of all spending on personnel expenditires in the
early fifties, toa decline in such ontlays for the past filteen years, with considerably
greater offsets in the burgeoning of rescarch and development and procurcment
c.lV'p(-nrlitln'm for comples acrospace and puclear weaponry. i

The Korcan War defense surge led to a sharp decline in the rate of increase in
investment, espeeindly of equipment: while the expeaditure platean from 1952
to 1960 perntitted rapid rises in investment, The 196063 defenze upstrge again
depressed inveshment growth, particularly in construction of housing and consumer
goods plauts, Defense trends sinee 1963 have had less discernible dizplacement
offcets, but they have set an apparent ceiling on the proportion of national product
usced for growth purposes, )

A noteworthy exception to these displacement patterns has been that of
machinery industry investient. Sinee thi= braech of industry ineludes miittary
procluction, its parallel movement with defense trends iz to be expeeted, Trends
in defense spending have alzo affected the guality of fnvestment in terms ol tie
“eapital-output ratio. Again machinery iz the gliring exerption to the tendeney for
surges in defense spending to inerewse capitat-ontput mtios. There is no correlution
between treneds in defense expenditives e trends in consuuiption. Given the
relatively low incory of the Soviet eitizen, his market basket is Lwgely oviented
toward itels of agricndtaral origin with consequent dependence on production
trends in thal sector,

"On the hasis of cemonstrable teehnologieal analogy with the United States,
the principal aterial inpurs into complex weapous find their alternative uses
in capital investinent, fl(ll'”ll‘?' verifving the dradin ou both the voliune and quality

cae b .l

e - .
WL VUG

! b ooontlaye, Niodlaelyr o piving charo o
engineering graduates has heen abzorbed into research and development and are
. composed of those cngineering xpeciaditiez mosi appropriate to rapid developuent
of aucrospace and nuclear technotogy. Finally, the defense sectors have boeen
favored organizationally by both planners and political leaders i the effective
cﬁmpvtition for scurce type of huan and material rezonrees,
[t is throush restraint on inereases in the productivity of manpower and
capital that defense outhuys impose their principad burden ou the Savier ccononiy

fapoondd

. Phe defense prourmns sequester resotrees it swould otherwise contribuie o the

improvement of civilinn-oriented techinolouy anid be n=ed in civilinn production.
Some lnstrative coletlations indiente that @ change in defese expenditres wonld
heeve ondy a mnor impaet o growth thronah the trnsfer of resourees (o invest
ment but u <ubstanticdly kiger offvet thronsh repercussions on the productivity
of both the Lubor foree und lixed capial.

"Given the uncertainty in the defeuse series and the influence of
other fuctors, one cannof construet a quantitative relation between the
rate of growth of defense and of productivity of the civilianeconnmy.
However, the evidence sugeests that the release of highly skilled
manpower and the rechanneling of other resnurces might well have a
significant impact on productivity and therefore on GNP growth over
the long run. It is interesting to note that the qualitative effects
through productivity are potentinlly larger than he direct effect
through the volume of invesunent, Tt might be noted, however, that
since the defense sector has been the recipient of ‘the highest quality
scientific, engincering and managerial resources and has enjoyed
superior institutional advantages, the impact of a shift of these re- -
sources out of defeuse on productivity might be greater than would o
further shift of priorities toward defense. Conversely a slowdown or
decline of total &(,‘i’vnso spending could oceur without affecting defense
R. & D or the institutional advantages. : T
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"Erthernore, ta achieve the Tull benefit from a reduetion in the rate
of vl of defense expenditees, the resources, both human and
raaicrial, which wounld have cone into defense cannot be transferred
inte other uses without adecuate prior plunning, Suelr a reallocation
wou il require wonumber of priority steps, such ax training engineers in
specidives relevent 1o production of civilinn zoods, The benefits
wonld be fess i hi bevade haraan and material veacurees were shifted

i
suddenty out of defense and tnto civiliin-oriented prodnetion, as their
eapubilitics weuld be too <pe elalizod to be as productive in new tasks,
Given time for recmining and adaptation, full produetivity may be
restored, but i the near term, vedoced retiens wonld lave be 1o ex-
1

vt Ay

_through budgetary analysis

finds less evidence of defense priority:

. "Delense
is a single nuber in the Bodeet with no fwether breakdown, NMore-
over, 2 numboer of defense and defense-related activities are known to
bLe included imder other budeot eatecories.

"the State Burleet of the TS R, for 1970 is highliahted by a smaller
planned vate of inerease of budeet exenditures for Defense ax compared
to cates of crowth in eavlier years of the post-IKhrushehev vegime. The
appropriation for Defense in 1970 ix set at 17.9 billion rubles. an iin-
erease of less than 1 percent over the 1969 figure. This inerease is
the smallest sinee 1965, and conteasts to an average tnnal inereuse of
nearly 10 pereent during 1967-69. The Defense share of total planned
budget expenditnres in 1070 —12.3 percent—ix the lowest in many
years. ] : :

"Part of the deeline in the growth of budget expenditures for Defense
in 1970 can probably be attvibured to the effeet of price revizions. Just
as upward price revisions were pavtly responsible Tor a laree inerease
i appropriations in 1968, price veductions on individual products in
the electrotechnieal, instrument buitdine, machine tool buildine, vadio,
and other industrics introduced on Jantary 1, 1970, cauld be expeeted
to affect the prices of some military end tems, thus understating the
real chanees tn defense programs. #

is more skeptical than
on the growth stimulating effect of defense reductions
and the onerous character of the military burden:

"It sometimes is emphasized that reducing the priority of defense
objectives would stimulate GNP growth not only because it would
facilitate an inerease in investment but also beeause it would foster
technological progress and inereases in joint factor productivity.
Factor productivity would benefit from the shift of a portion of the
rescarch and development effort—unow predominantly directed toward
defense objectives—and a portion of the most innovative people—-
now generally occupied in defense related work—to non-defense -
sectors. This argument is buttressed by allusion to the existence of
an inverse correlation between growth of defense cxl)cmlituros and
growth of joint factor productivity during the late 1950’s and the early
1960’s. . :

"Perhaps the most noteworthy indication that the defense burden
may not be beeoming more onerous is the fact that defense objectives
now elaim a smaller portioin of GNP than they did in the recent past
and a much smaller portion than they claimed in the carly 1950’s.
Moreover, per capita GNP is much greater now than it was during
the carly 1950’s, so the sactifice of a given portion of GNT to defense
needs should be less painful now. R -

" The positive effect that a reditetion of defense expruditinres would
,h‘n\'v. on joint factor productivity might be less than first suppo=ed,
The inverse relationship between growth of defense expsndituens and
growth of joint fuctor productivity during the late 1950°s and carly
1960"s may well have been unigne to that time poried. At st it is
not observable in some other periods. Morcover, restriction of delense
expenditure micht not involve much, if any, reoriantation of vessarch
and Gevddopindit actiniiies foon defease o non=defense objectives,
especially il defenze expenditures were hold down boeanse of wiinter-
national agreement (o fimit the manufueture and deploynrnt of cortain
types of weapons. In suele o situation, laree amounts of defense
orivnited researeh and development still woudd be nesdid to kewp the
Soviet Union at the frontier of milicary trehnology, and this work
would be complicated by the redietion of appartunities for testing and
gaining fickd expericnce. Finally, it mnst b notsd that the continuing
decline iniuvestment yickds probably would bo azeravated by a further
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"Compounding this nnzn.h-nv!i\'o proapect arve riving consumer in-
f'lmi(vn.nv pressures. Detweon 1960 Hd 1967 corswner disposable
. Inceines rose by 69 pereent, but personni savings rose by 148 pereent,
or ot more than twic e the race Whereas the Soviet consumer was
saving 17 prreent of his addittona! bicomes in 1900, by 1967 he was
seving 49 pereent.” Such a high rate of savings i un!m‘ce(h-nt(\d in
any mm‘ wny Lot m«nm one \\.1”! the Iow per capita income of the
USSR, Obviously, there is a sitnation of rising unsatisicd consumer
dcmun\ia Pevatatence of such a trend will imperil the work incoutives
of 0 labor force with rapidly rising «]\le

~

i chae B retsky, on the other hand, finds not
only « rap d improverent of the technological base
cf Soviet milita “;y har&wa:c-e output-~in sharp contrast
witk the civilion sectors of the englned ering
Iinduetriege-tut lso finds o ravid relative increase
:n comparabtive Joviet-US military end space outlays.
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