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The Soviet Economy in 1988: 
Gorbachev Changes Course 

Summary 

In 1988, prompted by another year of slow economic g row th , 

con t inu ing disappointment in his e f fo r ts to modernize and reform the 

economy, and r is ing consumer d issat is fact ion, General Secretary Mikhai l 

Gorbachev reassessed and revised his economic pol icies. Gorbachev remains 

committed to his or ig ina l vision of a revi ta l ized economy. He has, however , 

apparen t l y concluded that he cannot realize th is v is ion as rap id ly as he once 

t hough t possible, nor proceed d i rec t l y along the path he in i t ia l ly p lanned to 

fo l low. 

Accord ing to our estimates, the Soviet economy grew by only about 

1.5 percent in 1988--the second s t ra igh t poor year ly showing. Meanwhile, 

Soviet media indicated tha t the campaigns to modernize indus t r ia l p lan t and 

equipment and reform the economic system and even the once much-vaun ted 

ant i -a lcohol campaign were not only fa i l ing to meet the leadership s 

expectat ions but were occasioning major d i s rup t i ons : 

Only 68 percent of the state's p r i o r i t y projects scheduled fo r 

commissioning last year were actual ly completed and the g row ing 

backlog of un f in ished const ruc t ion test i f ied to widespread waste 

of investment resources. 

A l though economic perest royka has yet to include such radical 

moves as the el imination of pr ice subsid ies, the economic reforms 

that have been in t roduced repor ted ly have been confus ing to 

planners and managers accustomed to Brezhnev-era ways of 

conduct ing t he i r business. 



Reduced state revenues combined wi th increased state spend ing 

fo r inves tment , defense, and subs id iz ing unpro f i t ab le factor ies 

and farms subs tan t ia l l y boosted the budge t de f i c i t and, in t u r n , 

i n f l a t i ona ry p ressu res . 

Consumers grew more d issat is f ied and more w i l l i ng to voice t h e i r 

compla in ts- -a development d r i ven home to Gorbachev d u r i n g a 

much-pub l i c i zed t r i p to Siberia where he faced crowds of a n g r y 

consumers. 

Recogniz ing that a cont inuat ion of these problems would th rea ten both 

the USSR s economic we l l -be ing and his own pol i t ica l s tand ing , Gorbachev 

launched a number of major pol icy changes des igned to increase subs tan t i a l l y 

the p roduc t ion of consumer goods and serv ices , reduce the budge t de f i c i t , 

and postpone reforms tha t would requ i re sacr i f ices on the consumer s p a r t . 

These sh i f ts were ref lected in : 

The approva l of a 1989 plan tha t g rea t l y increased the p r i o r i t y 

of consumpt ion. 

A subsequent decision to cut state investment fo r the f i r s t t ime 

sjnce World War I I . 

The promise of a 14 .2 -percen t cut in overa l l defense 

expend i tu res over the nex t two years . 

The leadership 's move to pu t retai l p r i ce re form on hold 

i nde f i n i t e l y . 

The adopt ion of th i s package of measures does not s ignal the 

abandonment of modernizat ion or economic re fo rm. The cu tbacks in 

investment are to come p r ima r i l y f rom large, expens ive pro jects such as land 

reclamation. At the same t ime, the leadersh ip has rea f f i rmed its commitment 

i i i 



to re too l ing Soviet p lants w i th modern equ ipment . S imi la r ly , Gorbachev is 

proceeding w i th reforms such as land leasing and the encouragement of 

p r i va te - sec to r i n i t i a t i ves . StilJ, he has c lear ly modif ied his program in an 

e f f o r t to increase popu lar suppor t f o r pe res t royka and reduce its d i s r u p t i v e 

impact. 

The sh i f ts t ha t Gorbachev has implemented, in our v iew, have the 

p o t e n t i a l - - i f susta ined — to boost consumer wel fare and b r i n g a sense of o rde r 

to the economy. A successful d i ve rs ion of resources f rom defense to 

consumpt ion, in p a r t i c u l a r , could do much to increase worke r incent ives and 

ease in f l a t i ona ry p ressu res , t he reby pav ing the way fo r the eventual 

implementat ion of key economic re fo rms. E f fec t ing such a d i ve rs ion , 

however , wi l l be no easy task g iven the inef f ic ienc ies tha t plague the Soviet 

economy. 

Gorbachev , moreover , is l i ke ly to face pol i t ica l as well as economic 

obstacles to p roceed ing w i th his p rog ram. He wi l l inc reas ing ly be held 

persona l ly responsib le f o r any of i ts f u t u r e f a i l u res . Th is s i tuat ion 

obv ious ly increases the p ressure on Gorbachev to produce resu l t s . 

Moreover , his decision to a l ter the pace of economic r e s t r u c t u r i n g has made 

him vu lne rab le to second guess ing—opponents and bureaucra ts could see 

Gorbachev 's tempor iz ing as a s ign of weakness and become even more 

reca l c i t r an t . A l t hough the regime has p o r t r a y e d the defeat of a s izable 

number of p a r t y o f f ic ia ls — several at h igh levels — in the March 1989 elect ions 

as a wa rn ing to those who are res i s t i ng Gorbachev 's re fo rms, the 

unexpected repud ia t ion of so many p a r t y o f f i c ia ls almost ce r ta in l y has 

s t reng thened p ressu re on Gorbachev f rom more conserva t ive leaders who 

view his pol i t ica l reforms as a t h r e a t to p a r t y a u t h o r i t y . On the o the r 

hand, the elect ion of a bloc of radical re formers beyond Gorbachev 's c o n t r o l -
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The Soviet Economy in 1988: 
Gorbachev Changes Course 

This jo int C IA -D IA repor t is the f ou r th in a series examining General 

Secretary Mikhai l Gorbachev's e f fo r ts to revi ta l ize the Soviet economy and 

the implications fo r defense. In pa r t i cu la r , i t assesses the major pol icy 

sh i f ts Gorbachev in i t ia ted in 1988 to get his program on t r a c k . The f i r s t 

pa r t of the paper detai ls the economy's performance in 1988 and the status 

of the modernizat ion and reform programs. The paper then discusses 

Gorbachev's back t rack ing on economic reform and his move to sh i f t resources 

to consumer goods p roduc t ion . Final ly, we consider whether these changes 

are l ike ly to be successfu l . 

1988 Economic Performance: Few B r i g h t Spots 

Accord ing to our estimates, a f ter a spu r t in 1986 the Soviet economy 

grew by about 1.5 percent in both 1987 and 1988 (see box 1) , a rate 

Inset 1 
Inte l l igence Community Estimates vs . Of f ic ia l Soviet Claims 

Although Soviet media commentary and leadership statements on last 
year's economic results have been highly negative , the officially reported 
growth of Soviet CNP--5 percent--is substantially above the Intelligence 
Community's estimate, as well as high by historical Soviet standards. As 
in the past. Moscow's official statistics exaggerate actual growth both 
because of their failure to correct completely for inflation and their 
understatement of agriculture's Influence on overall economic performance*. 
Soviet leaders have become Increasingly critical of the official growth 
statistics and our estimate of the growth of Soviet CNP last year—about 1.5 
percent—is currently more in line with leadership statements of the 
economy's performance than the growth figures reported by the state 
statistical authorities. 

* See Rev is i t ing Soviet Economic Performance Under Clasnost: Implicat ions 
f o r CIA Estimates, SOV 68-10068, September 1988, Central Intelligence 
Agency. 
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remin iscent of the p re -Gorbachev " s tagna t i on years " (see f i g u r e 1) . 

A l t hough the regime could take some comfor t f rom the accelerat ion in the 

g row th of labor p r o d u c t i v i t y last y e a r - - a s en te rp r i ses d isgorged surp lus 

labor and used the savings to raise wages and salar ies—the per formance of 

most sectors of the economy was ex t reme ly d i scourag ing to Soviet leaders 

(see Append i x A for a deta i led d iscuss ion and Append ix В fo r selected 

tab les ) . A d isappo in t ing ha rves t d i d much to slow the economy's g row th — 

farm p roduc t i on fel l by an est imated 2 pe r cen t . Record h ighs in the 

p roduc t i on of meat, mi lk , and eggs were more than o f fset by a g ra in 

harves t t ha t — according to Soviet s ta t i s t i cs — was about 8 percent less than in 

1987, a potato crop that was the wo rs t since 1951, and s tagnat ing vegetable 

and f r u i t p roduc t i on . 

Not all of the blame f o r slow g r o w t h , however , can be a t t r i b u t e d to 

a g r i c u l t u r e . Our estimates ind icate t ha t i ndus t r i a l p roduc t ion increased by 

only 2 - 2 . 5 percent last year —not much b e t t e r than the s lugg ish rates 

reg is te red t h r o u g h o u t most of th is decade. Th is cont inued low g row th migh t 

have been acceptable to the leadersh ip if i t had been caused mainly by 

en te rp r i ses ha l t ing p roduc t ion in o r d e r to retool —a development t ha t m igh t 

promise more and be t te r o u t p u t in the f u t u r e . Un fo r tuna te l y fo r the 

Soviets , such was not the case. Ins tead , supp ly d i s r u p t i o n s , f a i l u re to 

b r i n g new capaci ty on l ine, and confus ion genera ted by re form measures 

such as wage reform and s e l f - f i n a n c i n g cons t ra ined ou tpu t in most b ranches 

of i n d u s t r y . The cruc ia l mach inery sector con t inued to lag as even h i g h -

p r i o r i t y state o rders f o r many t ypes of mach inery were not f u l f i l l e d . 

A l though ene rgy p roduc t ion grew by about 3 percen t accord ing to ou r 

' O u r estimates fo r 1988 are p r e l i m i n a r y , and , as w i th prev ious est imates, 
wi l l p robab l y be revised s l i gh t l y as more complete in format ion on the past yea r ' s 
economic per formance becomes avai lab le to us. 
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estimates — a respectable rate in l i g h t of the con t i nu ing d i f f i cu l t i es of oil and 

coal ex t rac t i on—the much ba l lyhooed Soviet campaign to conserve energy 

showed few pos i t ive resu l t s . 

The Soviet leadership has expressed increas ing alarm over the lack of 

economic p rog ress . Premier N iko lay Ryzhkov in a yea r -end review of the 

economy painted an especial ly gloomy p i c t u r e . A l t hough some of the 

economy's problems were due to c i rcumstances beyond Moscow's c o n t r o l - - t h e 

Armenian ear thquake (see box 2 ) , f o r example — Gorbachev placed much of 

the blame on the fa i lu re of his own policies to take root . In a speech to 

sc ient is ts and cu l tu ra l f i g u r e s on 6 Janua ry 1989, he said tha t p rogress in 

the modernizat ion program was be ing made on ly " v e r y s lowly" and tha t 

economic re form is "s t i l l e n c o u n t e r i n g res i s tance . " Yet the leadersh ip 

c u r r e n t l y seems most w o r r i e d about the g r o w i n g in f l a t i ona ry p ressures 

caused by large state budge t de f i c i t s and the consequent consumer 

d i scon ten t . In his 6 J a n u a r y speech, Gorbachev label led th is " the key 

q u e s t i o n , " whi le on 14 J a n u a r y 1989, Premier Ryzhkov said tha t the USSR's 

"most impor tant t a s k . . . [ i s ] to sa t i s f y the Soviet people's s teadi ly g row ing 

needs . " 

Slow Progress on Peres t royka 

To judge f rom media commentary and leadersh ip speeches, the Soviets 

were coun t ing on cont inued pos i t i ve resu l ts f rom t h e i r "human f a c t o r " 

campaign to achieve h ighe r overa l l g row th and e f fec t some tang ib le 

improvements in l i v ing s tanda rds d u r i n g 1988. They also expected t h e i r 

p rogram to retool c iv i l ian i n d u s t r y to begin to bear f r u i t . F ina l l y , t hey 

hoped tha t new economic re forms would get the economy on the path to 

economic v i t a l i t y . In each of these areas, however , t h e y were d i sappo in ted . 

2. 



In set 2 
Economic Impact of the Armenian Earthquake 

The Armenian earthquake of 7 December 1988 dealt a severe economic 
blow to a republic already hobbled by months of ethnic unrest and economic 
dislocation. Before the earthquake, Armenia's economy was suffering from 
work stoppages and disruptions resulting from ethnic clashes between 
Armenians and Azeris. 

The earthquake killed an estimated 25,000 people and left 500,000 
homeless, with damage to the region's industry, rail lines, road system, 
and power lines. Economic recovery will cost billions of rubles and take 
several years: 

• Moscow plans to construct about 5 million square meters of housing 
over the next two years, at an estimated cost of over 3 billion 
rubles, or 5 percent of annual Investment In national housing 
construction. 

• The length of time needed to rebuild damaged factories suggests 
that Armenian industrial capacity will not be fully restored for at 
least four years. 

• Armenian agriculture will falter until destroyed irrigation systems 
are rebuilt. 

Although the damage to the small Armenian economy will have only a 
marginal effect on national economic performance, It will still strain 
Gorbachev's economic program: 

• The costs associated with reconstruction will increase the Soviet 
budget deficit and probably exceed the 8-billion-ruble cost of the 
Chernobyl' cleanup. 

• The diversion of food and consumer goods to the stricken region 
will threaten already limited supplies of some of these commodities 
In other republics. 

• Moscow's Intervention In the economy to relieve the effects of the 
earthquake will further retard an already delayed program to 
Increase enterprise independence and move toward economic 
decentralization. 

"Human Factor" Campaign. To g ive momentum to the economy, 

Gorbachev f i r s t rel ied on his "human fac to r " campaign, which inc luded a 

series of measures to increase personal accountab i l i t y , improve worke r 

a t t i t udes , and "weed ou t " incompetents. The most v is ib le of these measures 

were his campaigns fo r d isc ip l ine and against co r rup t ion and alcoholism. 

Dur ing his f i r s t year in o f f ice , fo r example, 25 economic ministers and state 

committee chairmen were replaced as Gorbachev made clear his in tent ion to 

hold government and pa r t y of f ic ia ls more responsible fo r the i r per formance. 



The Soviet press d u r i n g 1985 and 1986 also ind icated tha t as a resu l t of the 

ant i -a lcoho l campaign, t he re had been a marked decrease in absenteeism, 

fewer i ndus t r i a l acc idents , and increased p r o d u c t i v i t y overa l l . 

Gorbachev cont inued to press par ts of his "human f a c t o r " campaign in 

1988. With the t r i a l of fo rmer General Secre tary Brezhnev 's son - in - l aw 

Y u r i y Churbanov last summer, Gorbachev again p u t o f f ic ia ls on not ice tha t 

c o r r u p t i o n would no longer be to le ra ted . S imi la r l y , the leadersh ip con t inued 

to pay l ip serv ice to the issues of d isc ip l ine and the need fo r g rea te r 

e f f o r t s by w o r k e r s . However , in at least one c r i t i ca l a rea - - t he ant i -a lcoho l 

campaign — Gorbachev appears to have re t rea ted in 1988. The apparen t 

reason fo r th is re t reat was his recogn i t ion tha t the campaign had been less 

e f fec t i ve than o r i g ina l l y claimed and had led to unforeseen prob lems. In 

con t ras t to ear l ie r o f f i c ia l claims t ha t per capita alcohol consumpt ion dec l ined 

by 60 percent d u r i n g the f i r s t t h ree years of the campaign to reduce 

d r u n k e ness, recent statements by Soviet o f f ic ia ls ind icate t ha t the d r o p was 

less than half tha t amount as a resu l t of a su rge in i l legal p r o d u c t i o n . 

Home d i s t i l l i ng of alcohol also c o n t r i b u t e d to w ide l y -pub l i c i zed suga r 

shor tages , and the loss of revenue f rom taxes on o f f i c ia l alcohol sales added 

to t he budget de f i c i t , perhaps by as much as 10 b i l l ion rub les per y e a r . 

For these reasons, Gorbachev has al lowed state p roduc t i on of alcohol to 

increase over the past yea r . 

Modernization Program. Soviet media repor ts also ind icate t h a t a f t e r 

t h ree f u l l yea rs , Gorbachev 's p rog ram to reequ ip Soviet i n d u s t r y w i t h more 

modern machinery has fa i led to l ive up to expec ta t ions . On the pos i t i ve 

s ide, the p ropo r t i on of investment used to retool and recons t ruc t e x i s t i n g 

en te rp r i ses cont inued to increase in 1988. A lso, newly i n t r oduced mach inery 

models were said to cons t i tu te 11.4 percen t of machine b u i l d i n g o u t p u t , 



compared w i th a planned level of 9.2 percent These successes, h o w e v e r , 

have not been accompanied by comparable increases in commissionings, 

p roduc t i on capac i ty , or ac ross - the -boa rd improvements in p roduc t qua l i t y or 

in the technology embodied in new p r o d u c t s . In f ac t , on ly 68 percent of 

the state's p r i o r i t y pro jects scheduled f o r commissioning last year were 

ac tua l ly completed, w i t h shor t fa l l s in all sectors of the economy (see f i g u r e 

2 ) . Consequent l y , the to ta l value of uncompleted cons t ruc t ion pro jects 

increased by 8.7 percent over 1987. In add i t i on , accord ing to Izvest iya 

commentator Y u r i y Ry tov , schedu l ing and supp ly miscalculat ions resu l ted in 

over 14 b i l l ion rubles wo r t h of equipment s imply wa i t ing to be insta l led at 

the end of the year 

Confusion accompanying implementat ion of decisions to reorganize the 

cons t ruc t i on i n d u s t r y on a regional basis, to sh i f t cons t ruc t i on a c t i v i t y 

t oward housing and o ther soc ia l -cu l tu ra l pu rposes , and to swi tch 

cons t ruc t ion organizat ions to se l f - f i nanc ing undoub ted l y c o n t r i b u t e d to the 

g row th in un f in ished c o n s t r u c t i o n . In add i t i on , local o f f i c ia ls and 

en te rp r i ses took advantage of increased autonomy to r es ta r t pet cons t ruc t i on 

pro jects Moscow had hal ted in 1986 and 1987-- in e f fec t d i ss ipa t i ng scarce 

cons t ruc t ion resources. The pace of f a c t o r y modern izat ion su f f e red — 

commissionings of computer ized process ing centers and robot ized l ines 

ac tua l l y fe l l—and shor t fa l l s appeared in the p lanned o u t p u t of heavy 

e lect r ica l machines, t u r b i n e genera to rs , chemical mach ine ry , me ta l -wo rk i ng 

machine tools, and ball bea r ings . 

To make matters worse , much of t he machinery p roduced in 1988 fa i l ed 

to meet Moscow's expectat ions fo r h ighe r q u a l i t y . Prime Min is te r Ryzhkov 

again complained tha t machine tool bu i l de rs made too many manual ly opera ted 

machine tools and too few numer ica l ly con t ro l l ed ones. Acco rd ing to the 



Figure 2 
USSR: Reported Growth in Commiss ion ing 

of New Capital Assets 
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Soviet p ress , almost a q u a r t e r of newly p roduced machines p u r p o r t i n g to 

meet wo r l d technological s tandards fa i led to do so. This t r e n d must be 

p a r t i c u l a r l y worr isome to Soviet leaders, as t hey s t rugg le to overcome la rge-

-and in many areas g row ing - - techno log ica l lags beh ind the West (see f i g u r e 

3 ) . 

Economic Reform. Meanwhi le, Gorbachev 's economic re form package- -

which faced its f i r s t real tes t in 1988--d id l i t t l e to help mat te rs . Almost 

w i thou t except ion , implementat ion of the reforms (see table 1) p roved to be 

d i s r u p t i v e . 

Among the reforms i n t roduced or ex tended last year were measures 

des igned to: 

Slash the number of cen t ra l l y mandated o u t p u t t a r g e t s - - n o w 

known as "state o r d e r s " - - a n d g ive the en te rp r i ses more a u t h o r i t y 

to make the i r own p roduc t i on decis ions. 

Reduce the cent ra l ra t i on ing of suppl ies and g radua l l y replace i t 

w i th a system of "wholesale t r a d e " t ha t allows en te rp r i ses to 

f ree ly purchase t h e i r suppl ies f rom o ther en te rp r i ses , 

manufac tu rers ' ou t l e t s , or t e r r i t o r i a l supp ly o rgans . 

I ns t i t u te a system of economic accoun tab i l i t y ( " s e l f - f i n a n c i n g ") 

t ha t allows the en te rp r i ses to keep a l a rge r percentage of t h e i r 

p ro f i t s in r e t u r n f o r foo t ing more of t h e i r own expenses. 

Encourage the format ion of independent businesses (coopera t i ves) 

to improve the qua l i t y and ava i l ab i l i t y of consumer goods^ and 

serv ices. 

Expand long- te rm leasing ar rangements in a g r i c u l t u r e to 

encourage grea te r i nd i v i dua l i n i t i a t i ve and respons ib i l i t y . 
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Figure 3 

Es t imated Soviet Lag Beh ind the United States 

in Key Technologies 
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Soviet Fronnmir 

Reform Major Purpose 

I'.ntcrprisc P.nterprises will bear full economic 

self responsibility for the results of their 

financing activity. Investment will be financed 

through an enterprise's own resources. 

Table I 

Reforms: Л 

1<>8Я 
Status Report 

Results 

I Enterprises producing 60 

percent of output in the 

economy reportedly 

operated on self-financing. 

Regional Republics and local governments will have a 

sclf^ greater role in forming their own budgets and 

financing will be expected to cover a greater share of 

their expenditures. 

Planning Enterprises will producc only a portion of 

their output in compliance with mandatory 

state orders and will be given greater latitude 

in determining the rest. 

Suppjy Only "scarce" producer goods and supplies for 

state orders will be rationed by the state. 

Other supplies will be distributed through a 

wholesale trade system to allow free purchase 

and sale between suppliers and buyers. 

Wages P.ntire wage and salary structure in the 

production sector is to be overhauled. Increases 

will depend on an enterprise's ability to finance 

them and be tied to increases in productivity. 

'""ОЛУЮ1. Allows selected ministries and enterprises to 

trade engage directly in foreign trade and enter 

into joint ventures 

Retail Will be made more flexible and will better reflect 

prices supply and demand, probably resulting in higher 

prices for foods, housing, and consumer services. 

Not yet introduced. 

State orders made up K6 

percent of industrial 

production 

Only 4 percent of industrial 

output was distributed 

through wholesale trade. 

Contrary to the reform, 

wages rose by 7 percent 

while labor productivity 

only rose by 5 percent 

25 percent of exports and 

44 percent of imports were 

conducted directly by 

enterprises. 

Not scheduled to be 

implemented. 

1989 Coals 

Reform is to be extended to 100 

percent of industry and agriculture; 

planners "hope* to complete 

changeover of nonproduction sphere 

to same principles. 

Reforms to be introduced in Estonia, 

I at via, I ithuania, Bclonissia, Moscow 

City, Tatar ASSR, and Sverdlovsk 

Ohlast. 

State orders arc to make up 40 

percent of industrial production 

About 10 percent of total 

industrial production under 

wholesale trade. 50-55 percent of 

sales through state supply networks 

operated on wholesale trade. 

No announced goal. 1988 goal 

was 60-70 percent of work force. 

Beginning I April, all enterprises have 

right to engage in direct foreign trade 

subject to some constraints not yet 

disclosed. 

None. To begin only after full 

public discussion. 



Given the enormous b u r e a u c r a t i c iner t ia t ha t plagues the Soviet 

economy, even well conceived and wel l implemented reforms would i nev i t ab l y 

have been d i s r u p t i v e . The d i s r u p t i o n s occasioned by these reforms, 

however , also re f lec ted a number of problems in both the i r design and t h e i r 

execu t ion . The most ser ious of these were caused by the decision to 

i n t r oduce a package of f undamenta l l y i n te rdependen t measures g radua l l y and 

sequen t ia l l y , leaving f u l l implementat ion of two of the most essential re fo rms-

- i n p r i c i n g and wholesale t rade — u n t i l las t . The resu l t was a series of 

"d i sconnec ts " t ha t reduced the e f fec t i veness of the package as a who le . For 

example, the at tempt to implement se l f - f i nanc ing before re forming the p r i ce 

s t r u c t u r e meant tha t p r o f i t a b i l i t y cou ld not be used as an accurate measure 

of en te rp r i se e f f i c i ency . I t was p a r t l y to compensate fo r these p r i c i n g 

inequ i t ies tha t the min is t r ies con t i nued to p rop up unpro f i t ab le en te rp r i ses 

and re l y ex tens ive ly on state o r d e r s , undermin ing the in ten t of the re fo rm. 

Implementat ion of the reforms was also made more d i f f i c u l t by t h e i r 

i n t r o d u c t i o n in the midst of a f i v e - y e a r plan tha t had been adopted before 

the re forms were worked o u t . As a r esu l t , en te rp r i se managers were asked 

to unde r take major reforms whi le at the same time meeting high o u t p u t 

t a r g e t s . Hold ing the min is t r ies respons ib le fo r meeting those ta rge ts 

v i r t u a l l y guaranteed t he i r con t inued in te r fe rence in en te rp r i se 

dec is ionmak ing. 

These design problems were compounded by execut ion of the re forms 

in ways tha t d i s to r t ed t h e i r o r i g i n a l i n t e n t . For example: 

Bureaucra t i c f o o t - d r a g g i n g on the convers ion to wholesale t r a d e 

fo rced an even g rea te r dependence on the cent ra l supp ly system 

than was envisaged by t he 1988 p lan . 
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Some p r i va te businesses set t he i r pr ices at exo rb i t an t l y h igh 

levels — a move tha t d i sc red i ted the cooperat ive movement in the 

eyes of many consumers.. 

When cen t ra l l y - se t state o rde rs were reduced, min is t r ies s tepped 

in to establ ish the i r own state orders that o f ten accounted f o r 

much - - i f not a l l - -o f an en te rp r i se 's capac i ty , t he reby 

c i r cumven t ing attempts to decentra l ize p roduc t ion p lann ing . 

Leasing arrangements were i n te rp re ted by many farm managers in 

ways tha t gave the i nd i v i dua l farmer no more incent ive to 

increase his p roduc t ion than he had under the old system. 

Grow ing Popular Dissat is fact ion 

While the leadership 's e f f o r t s to r e s t r u c t u r e the economy were 

f l o u n d e r i n g , the regime encountered g row ing popu lar d iscontent over its 

f a i l u re to improve l i v ing s tanda rds . In lay ing out the 1986-90 F i ve -Yea r 

Plan, Gorbachev had o r i g i na l l y to ld consumers t hey would have to sacr i f i ce 

in the shor t r u n un t i l economic reform and the i ndus t r i a l modern izat ion 

p rogram began to y ie ld resu l t s . The regime s tuck to th is po l icy t h r o u g h 

most of 1986 and 1987, b u t speeches by Gorbachev and o the r senior o f f i c ia ls 

d u r i n g 1987 s ignal led t h e i r real izat ion tha t Soviet wo rke rs expected more 

goods and services up f r o n t . To counter g row ing skept ic ism among the 

populat ion as to the benef i ts of pe res t royka and o therwise bu i l d s u p p o r t f o r 

the regime, the Soviet leadersh ip had promised to improve the ava i l ab i l i t y of 

goods and services — especial ly food—and the qua l i t y of l i fe d u r i n g 1988. 

Indeed, in lay ing out the plan f o r 1988, Gosplan Chairman T a l y z i n said t h a t 

consumer goods p roduc t ion was to be "cons iderab ly in excess" of the 12th 

F ive-Year Plan ta rgets f o r t ha t yea r . 
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Consumers, however , had l i t t l e cause f o r sat isfact ion in 1988 Per 

capi ta consumpt ion g r e w , accord ing to ou r est imates, by only about 1.5 

pe rcen t and would have been s tagnant had consumpt ion of s ta te -p roduced 

alcohol con t inued to f a l l . Reduced fa rm o u t p u t , p rocess ing, marke t ing , and 

d i s t r i b u t i o n prob lems, and the inadequacy of s torage faci l i t ies resul ted in 

food shor tages and w idespread consumer complaints. Accord ing to the Soviet 

p ress , " i n t e r r u p t i o n s in the supp ly of beef" a f fected 80 percent of the major 

c i t ies . The ava i lab i l i t y of nonfood consumer goods improved only s l i gh t l y as 

we l l , and i n d u s t r y con t inued to be c r i t i c i zed by Soviet leaders fo r the poor 

q u a l i t y of its goods. Acco rd ing to Premier Ryzhkov , the Soviets estimate 

t ha t the unsat is f ied demand fo r consumer goods last year amounted to 

approx imate ly 90 b i l l ion r u b l e s - - b y ou r estimates about 20 percent of to ta l 

consumer purchases of goods and serv ices . 

The goods tha t were avai lab le, moreover , were of ten pr iced h ighe r 

than in prev ious years . Indeed, since Gorbachev became General Sec re ta ry 

in 1985, pr ices in co l lec t ive farm marke ts—where a large share of meat, 

f r u i t , and vegetables is purchased — have r isen almost 20 pe rcen t , due to 

poor supp l y of these goods in state stores and r i s ing consumer demand. 

S im i l a r l y , average pr ices f o r manu fac tu red goods have r isen s h a r p l y , 

p r i m a r i l y because many en te rp r i ses e i t he r a r t i f i c i a l l y label led some of t h e i r 

p r o d u c t s as " n e w , " a l lowing them to increase p r i ces , or s topped 

m a n u f a c t u r i n g cheaper var ie t ies of a g iven i tem. 

The d i f f i cu l t i es w i th mount ing i n f l a t i ona ry pressures last year were 

due p r i m a r i l y , however , to the emergence of large-scale budget de f i c i t s , 

r e s u l t i n g f rom a r ise in state spend ing f o r food subs id ies , defense, 

i nves tmen t , and the s u p p o r t of unp ro f i t ab l e en te rp r i ses , and near s tagnat ion 

in t he g row th of government revenues . We estimate tha t in 1988 the de f i c i t 
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rose to rough ly 9 percent of Soviet GNP (see f i gu re 4 ) . Moreover, as pa r t 

of the wage reform package in t roduced in 1988, enterpr ises were g iven much 

more cont ro l over wages. This allowed enterpr ises to raise wages far in 

excess of p r o d u c t i v i t y increases, thereby con t r i bu t i ng to increased demand 

fo r consumer goods that were already in shor t supp ly (see f i gu re 5 ) . 

Al l of these factors led d u r i n g 1988 to a growing d ispar i t y between 

consumer expectat ions and actual resu l ts (see table 2 ) . The most s t r i k i n g 

example of popular d issat isfact ion came d u r i n g Gorbachev's much-pub l ic ized 

t r i p to Krasnoyarsk in September 1988, where he was besieged by local 

residents complaining of poor hous ing, food, schools, and hospi tals. 

Indeed, commentary in the Soviet press and widespread worker expressions 

of unhappiness suggest tha t Soviet ci t izens saw themselves worse of f in 1988 

than p rev ious l y . 

Reth ink ing St ra tegy 

The lack of progress on economic perest royka and the surge in 

consumer d iscontent last year h igh l igh ted for the Soviet leadership the 

seriousness of the problems the USSR faces, as well as the extent of the 

economic and social d is rup t ions to be expected d u r i n g the t rans i t ion to a 

" re fo rmed" economy. Indeed, we believe that the g rowing recogni t ion tha t 

his campaign to revi ta l ize the economy was simply not wo rk i ng has led 

Gorbachev to al ter his basic approach to solv ing the coun t ry ' s economic 

problems. In the clearest manifestat ion of th is sh i f t in course, Gorbachev 

has acknowledged tha t consumer welfare must be substant ia l ly improved soon 

if the regime is to develop broad-based popular suppor t f o r pe res t royka . 

He pu t f o rwa rd a 1989 Plan tha t gives consumer wel fare a h igher p r i o r i t y 

than d id prev ious p lans: p roduct ion of consumer goods is slated to grow b y 

7 percent , ra ther than the or ig ina l ta rge t of 5 .7 percen t . Minister of L i gh t 



Figure 4 

USSR: Est imated State Budget Deficit, 1981-80 
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Figure 5 
USSR: Compar i son of Repor ted Growth in Average Monthly Waqesc 
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Table 2 
Summary of Selected Ind ica to rs of Consumer Welfare 

Performance Popular 
Measures

1

 Perceptions 

Indicators
3

 1986 1987 1988 1988 

Total Consumption 0 0 

Meat 0 0 0 
Other foods 
- Vegetables 0 
- Fruit + 
Durable goods + 0 0 0 
Clothing 0 0 0 0 
Personal care and repair services 0 + + 0 
Housing 0 0 + 0 

Health care 0 + С 

Inflation 0 

+ = improvement 0 = no significant change - = deterioration 

1

 Performance is measured by comparing an indicator's rate of growth with 
the growth rate achieved during 1981-85, the five-year period that preceded 
the Gorbachev era. 2

 Based on analysts' judgments of the perception of citizens in the USSR as 
to how living standards changed under Gorbachev--through December 1988--in 
comparison with the first half of the 1980s. 3

 All indicators, except inflation, are measured in per capita terms. 

I n d u s t r y K l yuyev has also s ta ted t h a t d u r i n g 1989-1990, o u t p u t of consumer 

goods would be 9 b i l l ion rub les h i g h e r than the plan t a r g e t . To raise the 

o u t p u t of consumer goods, Gorbachev has reve r ted to the t rad i t i ona l 

s t r a t e g y of b r i n g i n g addi t iona l p roduc t i on resources to bear , as opposed to 

r e l y i n g on increased e f f i c i ency . What sets Gorbachev apar t f rom his 

predecessors is t ha t these resources are to come p r imar i l y f rom defense. 

The Soviet leadersh ip has also real ized tha t i t must restore f inanc ia l 

o r d e r to the economy, p r i m a r i l y b y t ack l i ng the budge t de f i c i t , be fore i t can 

b r i n g i n f l a t i ona ry pressures u n d e r con t ro l . To th is end, a h i gh - l eve l 
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government commission cha i red by Ryzhkov submi t ted a program in mid-

Feb rua ry 1989 fo r reduc ing the de f i c i t . Expend i tu res are to be slashed by 

c u t t i n g defense spend ing a n d - - f o r the f i r s t t ime since World War l l - - s t a t e 

inves tment . 

Gorbachev has also apparen t l y decided to slow subs tan t ia l l y the pace 

of those economic re fo rms, such as the el iminat ion of p r ice subs id ies , t h a t 

would requ i re sacr i f ices on the par t of the consumer . Leonid A b a l k i n , the 

d i r e c t o r of the I ns t i t u te of Economics of the Academy of Sciences and a 

leading advocate of re fo rm, recent ly admi t ted tha t the fa i l u re to meet 

consumer demand, combined wi th the h igher budge t de f i c i t , had prompted a 

r e t h i n k i n g of p r i o r i t i es tha t would slow the re form e f f o r t , w i th the f i r s t real 

resu l ts of re form not to be fe l t un t i l 1995. 

Trading Cuns For Butter. Over the past year and a ha l f , Gorbachev 

has inc reas ing ly cal led on the defense i ndus t r i es to step up t he i r s u p p o r t to 

the c iv i l ian sector . In March 1988, he gave them respons ib i l i t y fo r re-

equ ipp ing most of the 260 plants f rom a d isbanded c iv i l ian m in i s t r y t ha t 

manufac tu red equipment f o r food and consumer goods p roduc t i on . In 

September, in an e f f o r t to increase t h e i r i ncen t i ve to do more fo r the 

consumer , the Counci l of Min is ters passed a decree tha t allows the defense 

i ndus t r i es to reta in p r o f i t s f rom above-p lan p roduc t i on of consumer goods 

d u r i n g 1989 and 1990; p rev ious ly t hey had to remit most p ro f i t s to the 

s ta te . A t the same t ime, defense i ndus t r i es were p u b l i c l y c r i t i c i zed f o r not 

do ing more. Ryzhkov warned tha t anyone who fa i led to suppo r t the 

consumer goods p rogram was "mak ing a b ig m i s t a k e . " 

In the past , a t tempts to prompt the defense i n d u s t r y to suppo r t 

consumer goods and the modernizat ion p rog ram have been re la t ive ly 
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unsuccessfu l because the leadersh ip d id not app ly substant ia l p ressure and 

was unw i l l i ng to pare back m i l i t a r y demands. Last year was no e x c e p t i o n . 

We estimate tha t Soviet defense s p e n d i n g , as measured in constant 1982 

rub les , grew by rough l y 3 pe rcen t — in l ine w i th the g rowth rates of the 

past several years . Procurement of weapon systems was again a major 

c o n t r i b u t o r to g r o w t h . Expend i t u res on sh ip procurement rose s h a r p l y , 

caused p r imar i l y by an increase in spend ing on both s t ra teg ic and genera l 

pu rpose submar ines. Missile p r o c u r e m e n t — p a r t i c u l a r l y f o r ICBMs and 

s t ra teg ic su r f ace - t o -a i r missiles —also d isp layed s t rong g r o w t h . 

Last yea r , however , Gorbachev took several actions that ev iden t l y 

were in tended to lay the g r o u n d w o r k f o r f u t u r e m i l i ta ry cu t s . At the 19th 

Par ty Conference in June , the leadersh ip charac ter ized the th rea t f rom the 

West as dec l in ing , whi le c h a r g i n g t ha t the expend i tu res of "huge sums" on 

weapons and the neglect of po l i t i ca l means had weakened both the economy 

and nat ional s e c u r i t y . Numerous commentators, f o r example, c r i t i c i zed the 

deployment of the SS-20 missi le as a waste of badly needed resources and a 

move tha t in tens i f ied po l i t ica l s t ra ins between the Soviet Union and the West. 

The Conference's response to such complaints was to mandate tha t f u t u r e 

improvements in m i l i t a ry capab i l i t y shou ld be based on qua l i ta t i ve ra the r 

than quan t i t a t i ve fac to rs , and t h a t po l i t i ca l cons iderat ions be g iven g rea te r 

we igh t before deve lop ing and d e p l o y i n g new weapon systems. Soviet 

spokesmen began imp ly ing tha t t h i s wou ld resu l t in lower defense 

e x p e n d i t u r e s , whi le o ther o f f i c ia ls s ta ted t ha t the increased c iv i l ian demands 

on defense indus t r ies could reduce m i l i t a r y p roduc t i on . 

On 7 December at the Un i t ed Nat ions , Gorbachev moved f rom hints and 

suggest ions about his plans f o r defense to more speci f ic promises by 

announc ing major un i la tera l cuts in Soviet m i l i t a ry manpower and equipment 
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to be car r ied out d u r i n g 1989 and 1990 (see table 3 ) . Dur ing a meeting w i th 

the T r i l a te ra l Commission in January 1989, Gorbachev expanded upon th is 

pledge, promising that the defense budget would be cut by 14.2 percent and 

the product ion of weapons and mi l i ta ry equipment by 19.5 percent d u r i n g 

the same per iod. Soviet commentators subsequent ly said tha t the promised 

cuts in defense spending wi l l be appl ied to the i r " tota l defense 

expend i tu res" rather than to the small por t ion of th is total pub l ished in the 

annual state budget (see box 3 ) . 

For all the Soviets' show of 

some crucial points about 

Gorbachev's pledge remain 

unclear . Moscow has not , for 

example, indicated whether the 

promised 14.2-percent cu t 

applies to 1988 spending levels 

or to the expendi tures planned 

for 1989 and 1990. S imi la r ly , 

i t has not indicated whether 

the defense budget is to be 

reduced in real or only nominal 

t e r m s - - i . e . , whether the cuts 

wi l l be made af ter or before 

the budget is corrected fo r 

in f la t ion . Moreover, the 

Soviets have yet to reveal any 

f igures on the level of t he i r 

total defense spending. This 

cont inu ing silence makes it 

openness on the i r defense spending p lans, 

Table 3 
Promised Soviet Force Reduct ions in 
Eastern Europe, USSR, and Mongolia 

6 Tank Divisions From Eastern Europe 
-4 f rom GDR. 
-1 from Czechoslovakia 
-1 f rom Hungary 

Tanks 
-10,300 to ta l . 
- 5,300 f rom Eastern Europe. 
- 5,000 to be " l i q u i d a t e d , " o thers 

conver ted to t rac to rs and 
t ra in ing vehic les. 

A r t i l l e r y 
-8,500 tota l . 

A i r c r a f t 
-800 to ta l . 
- pa r t s of planes to be used as spares, 
- g r o u n d suppor t equipment to be 

" r e d i s t r i b u t e d . " 

Personnel 
-500,000 to ta l . 
-240,000 f rom European pa r t of USSR. 
- 60,000 f rom Southern pa r t of USSR. 
-200,000 f rom Eastern pa r t of USSR. 

Mongolia 
-3 of 4 g round force d iv is ions to be 

w i t hd rawn . 
- A i r forces to be el iminated. 
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Inset 3 
Glasnost on the Soviet Mi l i ta ry Budget? 

In the past, the Soviets have released annually a single figure for the 
"defense budget." In August 1987, Deputy Foreign Minister Petrovskiy 
publicly announced that this figure represented only Ministry of Defense 
expenditures for maintaining military personnel, military pensions, logistics, 
military construction, and *a number of other articlesHe also pledged 
that comprehensive defense spending data would be released following a 
price reform which would "allow comparability with the West." Other 
spokesmen quickly claimed that this would happen In " two or three years." 

There have been a number of statements recently In the Soviet press -
-includlng from government officials such as Foreign Minister Shevardnadze-
-calling for early release of the Soviet defense budget. Pro-reform 
elements, who want to use the data to strengthen their case for 
transferring resources from production of defense to civilian goods, are 
apparently growing impatient with what they perceive as stalling by 
opponents of perestroyka. They have said that they would like to see the 
new Supreme Soviet play a greater role in determining allocations to 
defense. 

The 5ov/etJ may release defense spending data this year because of 
mounting pressure. Even then, however, It will take time and strong 
political support from Gorbachev for the Supreme Soviet to shape Soviet 
defense spending policies in the face of entrenched military interests. 

Meanwhile, claims by the Soviets that they are unable to release their 
defense budget because they themselves do not know what they are 
spending are increasingly less credible, now that Moscow has announced a 
very specific--14.2 percent--promise of a reduction In total military 
expenditures. Indeed, continued Soviet delays In releasing a "true" 
defense budget will leave the USSR open to the charge that they are using 
the time to devise a plausible but still deceptive or uninformative set of 
figures. 

d i f f i c u l t to assess the size of the promised defense spending cu ts . Given 

the d is tor t ions that h is to r i ca l l y have character ized Soviet economic and 

f inancia l s ta t is t ics , th is d i f f i c u l t y almost cer ta in ly wi l l pers is t even if the 

Soviets make good on t h e i r pledge to release t he i r " to ta l defense 

e x p e n d i t u r e s . " 

In view of the problems inherent in measur ing Soviet defense 

expend i tu res , moreover, conf i rming the implementation of the promised 

spending cuts wi l l r equ i re substant ia l evidence of reduct ions in Soviet forces 

and the f low of weapons and equipment to them. In many cases, Moscow 



wi l l p rov ide substant ia l pub l i c i t y — both f o r domestic and fo re ign aud iences- -

on speci f ic cu t s . In some areas, national technica l means wi l l p rov ide the 

West w i t h independent conf i rmat ion . In o the r areas, such as research and 

development , cuts in spend ing wi l l be fa r more d i f f i c u l t to moni tor 

If the promised cu t is to be appl ied to a defense budget as large as 

we estimate Moscow's to be - -abou t 15 to 17 percent of Soviet G N P - - t h e n the 

resource savings invo lved would be subs tan t ia l . Indeed, our estimates 

ind icate tha t to reduce t he i r total defense budge t by 14.2 pe rcen t , the 

Soviets would have to go beyond the cu tbacks in mi l i ta ry programs tha t t h e y 

have spec i f ica l ly promised to make. 

By our est imates, only about a t h i r d to a half of the 14 .2 -pe rcen t 

reduc t ion can be accounted fo r by savings associated w i th w i t h d r a w i n g f r om 

A f g h a n i s t a n , comply ing w i th the INF T r e a t y , and c a r r y i n g out the 

reduct ions promised at the UN. A l t hough some addi t ional savings wi l l come 

f rom reduced demand fo r weapons — tha t is, reduced procurement —as a r esu l t 

of the force r e s t r u c t u r i n g Gorbachev promised d u r i n g his UN speech, we 

bel ieve the Soviets wi l l have to do much more than what they have p u b l i c l y 

disclosed to achieve reduct ions amount ing to 14.2 pe rcen t . 

Act ions the Soviets might take to meet t h e i r promise of a defense 

spend ing cu t are l i ke ly to inc lude reduct ions in m i l i t a ry research , 

development , t es t i ng , and evaluat ion (RDT&E) . D u r i n g 1988, Defense 

Min is te r Yazov, Deputy Defense Min is ter f o r Armaments Shabanov, and 

Deputy Foreign Min is ter Bessmer tnykh all c r i t i c i zed the USSR's m i l i t a r y 

RDT&E. Taken toge the r , these cr i t i c isms suggest t ha t f u t u r e Soviet RDT&E 

may be concent ra ted on a smaller number of p ro jec ts , bu t tha t those p ro jec t s 

f u n d e d may be more technolog ica l ly ambit ious than was typ ica l in the p a s t . 



Projects tha t would resu l t in on ly minor improvements might be rejected as 

s imply not being wor th the e f f o r t . A t the same t ime, technolog ica l ly 

ambit ious projects designed to coun te r v e r y d is tan t or on ly hypothet ica l 

t h rea t s might also be re jected. As noted above, however , cu tbacks in 

m i l i t a ry RDT&E would be especial ly d i f f i c u l t to con f i rm. 

The Soviets p robab ly also hope tha t some of the promised spend ing 

cuts can be implemented under or in an t ic ipa t ion of f u t u r e East-West arms 

reduct ion agreements, a l though t hey recognize tha t agreements wi l l be 

d i f f i c u l t to conclude before the i r Janua ry 1991 deadl ine f o r implement ing the 

reduc t ions . Conclusion of a S T A R T t r e a t y , f o r example, could save the 

Soviets several b i l l ion rubles a y e a r . Moreover , the Soviets p robab l y also 

hope tha t a START agreement — p a r t i c u l a r l y when combined w i th t h e i r 

un i la tera l reduct ions in convent ional forces — wi l l lead to negot iated reduc t ions 

in the convent ional area o r , at a minimum, weaken NATO's resolve f o r 

convent ional and tact ica l nuclear weapons modern izat ion. A n y accommodation 

w i th NATO tha t would allow them to fo rgo or reduce expend i tu res on 

modern iz ing convent ional forces could resu l t in subs tan t ia l sav ings . 

Accord ing to Bessmer tnykh , the Soviets also expect t h e i r f o re ign 

pol icy to con t r i bu te to the c o u n t r y ' s economic goals not on ly d i r e c t l y by 

ach iev ing arms cont ro l agreements, b u t i n d i r e c t l y by p romot ing a more 

ben ign in ternat ional env i ronment t ha t wi l l allow them to red i rec t resources 

f rom defense to the c iv i l i an economy w i t hou t damaging the USSR's s e c u r i t y . 

Easing tensions wi th the People's Republ ic of Ch ina , f o r example, m igh t 

allow the Soviets to reduce the size of t h e i r armed forces in the eastern 

Soviet Union to a g rea te r ex ten t t han t h e y a l ready have promised. 

The Soviets have ind icated t ha t the 14 .2 -pe rcen t reduc t ion in the 
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defense budget wi l l be ca r r i ed out by 1991, bu t t r a n s f e r r i n g the f r e e d - u p 

resources to c iv i l ian uses — and f u l l y real iz ing economic benef i ts f rom t h e m - - i s 

l i ke ly to take more time (see box 4 ) . The Soviets themselves have admi t ted 

tha t in many cases they are j us t beg inn ing feas ib i l i t y studies on c o n v e r t i n g 

f ina l assembly plants f rom m i l i t a ry to c iv i l ian uses. They have ind ica ted 

tha t t hey intend to conver t ex i s t i ng plants f rom defense to c iv i l ian 

p roduc t i on ra ther than t r a n s f e r r i n g manpower and equipment f rom defense 

p lants to c iv i l ian en te rp r i ses . Unless, however , the conver ted defense 

p lants are g iven the same p r i o r i t y in resource allocation tha t they have 

enjoyed h is to r i ca l l y , t he i r ab i l i t y to sa t is fy the requi rements of t h e i r new 

c iv i l i an customers may not be as great as it was fo r the m i l i t a r y . 

In our v iew, Gorbachev wi l l have s t rong incent ives to keep defense 

spend ing down, at least t h r o u g h the per iod of the 13th F ive-Year Plan 

Inset 4 
T r a n s f e r a b i l i t y of Resources 

Ultimately, the degree to which resources are transferable from one use 
to another Is a question of time. It Is relatively easy to plan for shifts 
In resources that will occur several years into the future. If it is known 
now, for example, that a given weapon Is not going to be built in the 
1990s, then the plant and machinery needed to produce that weapon do not 
have to be built and the materials and intermediate goods intended for that 
purpose can be readily diverted to a different plant or purpose. Shifting 
the existing stock of resources, or those planned for defense within the 
next few years. In contrast, can be more d i f f i c u l t , depending upon the 
resource Involved: 

• Most materials used In weapons production—specialty steels, 
construction materials, and engineering fibers, for example—are 
both readily transferable and in great demand In the civilian 
sector. 
Intermediate goods - -such as bearings, composites, and, most 
Importantly, microelectronics—are also relatively easily to transfer 
and Important for civilian production. 
The Soviets would benefit from the transfer of large numbers of 
de fense- indus t r i a l wo rke rs and, to a lesser degree, from reduced 
conscription demands resulting from personnel reductions. 

• Transfers of de fense- re la ted i ndus t r i a l p lant and equipment would 
prove more d i f f i c u l t , but the USSR would derive clear benefits from 
the reallocation of high-quality production machinery to civilian 
production. 

20 



(1991-95). This 

would be consistent 

w i th the government 's 

announced plans for 

the defense indust r ies 

to aid the consumer 

sector d u r i n g the 

same per iod . Council 

of Ministers Deputy 

Chairman Belousov 

has said, fo r 

example, tha t d u r i n g 

1988-95 the defense 

indus t r ia l minist r ies 

are to p rov ide 17.5 

Table 4 
Soviet Defense- Indus t r ia l 

Mi n is t r ies Cont r ibu t ions to 
Food Processing Modernizat ion 

M in i s t r y Food Processing Equipment 

Av ia t ion F ru i t & vegetable processing 
Starch I s y r u p product ion 
Pasta product ion 
Canning i n d u s t r y 
Packaging of d r y goods 

Defense Livestock & pou l t r y processing 
I n d u s t r y Ice cream produc t ion 

Canning i n d u s t r y 

General Bakeries & sugar ref iner ies 
Machine Confect ion i n d u s t r y 
Bu i ld ing Processing of fats & oils 

Medium Machine 
Bu i ld ing 

Radio I n d u s t r y 

Sh ipbu i ld ing 

Dairy i n d u s t r y 

Ref r igerat ion equipment 

Bakery ovens 

bi l l ion rubles of m a c h i n e r y - o u t of a total of 37 bi l l ion rub les—for the food 

processing sector —almost as much as the total value of machinery insta l led 

in food processing f rom 1980-87 (see table 4 ) . They are also to produce 7-8 

bi l l ion rubles wor th of goods fo r l igh t i n d u s t r y , as well as increase ou tpu t 

of cons t ruc t ion mater ials, medical equipment , and p lumbing suppl ies. 

Ref lect ing th is greater emphasis, Ryzhkov has stated tha t the share of 

c iv i l ian goods produced by the defense indus t r ies would increase f rom 40 

percent c u r r e n t l y to 50 percent in 1991 and to some 60 percent by 1995. 

On the sur face, th is suggests f u r t h e r e f fo r ts to reduce the defense bu rden 

d u r i n g the 13th F ive-Year Plan. 

Selectively Seeking Outside Support. A l though the Soviet leadership 

appears f i rm ly committed to seeking indigenous solut ions to economic 

problems, i t is not i gno r ing potent ia l gains f rom t rade and other fo re ign 



re la t ions . Indeed, debate w i th in the leadership over the role fo re ign 

resources can play in economic r e s t r u c t u r i n g has in tens i f ied over the past 

yea r . A number of Soviet economists have, in p a r t i c u l a r , called fo r s tepped 

up imports of consumer goods to placate a res t ive populace and, hope fu l l y , 

p rov ide su f f i c ien t incent ives to g ive peres t royka a boost. 

The leadership has no t , to be sure , abandoned the conserva t i ve 

approach towards increas ing imports tha t i t has pursued in recent yea rs . 

For the most p a r t , th is l eade rsh ip - - l i ke those before i t—remains sens i t ive to 

the nat ional secur i t y impl icat ions of becoming f inanc ia l l y ove rex tended . They 

are p a r t i c u l a r l y re luc tant to boost imports subs tan t ia l l y w i thou t g rea te r 

conf idence in t h e i r ab i l i t y to pay f o r the goods as well as to e f fec t i ve l y 

absorb — and ul t imately d i f f use —impor ted techno logy . Moscow's debt r u n u p in 

the m id - to - l a te 1970s, the subsequent appl icat ion of Western economic 

sanct ions against the USSR, and Eastern Europe's own f inanc ia l p l i g h t ear l ie r 

in th i s decade are s t i l l c i ted f r e q u e n t l y in Soviet d iscussions of f o re ign 

economic po l i cy . 

The recent pa t te rn of Soviet t rade and f inancia l ac t iv i t ies never the less 

is sending mixed signals on Moscow's immediate p lans. Soviet o rde rs of 

mach inery and equipment f rom the West cl imbed in the t h i r d and f o u r t h 

q u a r t e r s of last yea r , sugges t ing a boost in these imports over the nex t two 

years (see f i g u r e 6 ) . Converse l y , the Counci l of Min is ters has recen t l y 

proposed tha t imports of consumer goods be increased in 1989, w i t h the 

increase apparen t l y to be f inanced by reduced imports of capital goods. 

And whi le net new bo r row ing rose several b i l l ion in the f i r s t half of 1988, 

the t r e n d appeared to have ta i led o f f d u r i n g the la t ter half of the y e a r . 

Moreover , the program to a r range sizable Western c red i t lines fo r the impor t 

of machinery f o r consumer goods p roduc t i on has qu ie ted cons iderab ly . 



Index 
7 5 0 

? o o ' 

150 

100 

50 

0 

Figure 6 
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Sizable lines were f ina l ized only w i th consort iums of West German and I ta l ian . 

banks , and these are being drawn down v e r y s lowly . Most impo r tan t l y , 

despi te g row ing consumer un res t , the Soviets have yet to ar range f o r a 

subs tan t ia l in fus ion of Western consumer goods. 

To the ex ten t Moscow is seeking Western i npu t s , it is making a 

concer ted e f f o r t to ensure tha t i t wi l l ne i ther waste what i t obtains nor pay 

more than is necessary. For example, Moscow is cont inu ing its aggress ive 

p u r s u i t of j o in t ven tu res w i th Western f i rms to improve its chances of more 

e f f ec t i ve l y absorb ing Western equipment and know-how (see box 5 ) . Moscow 

is also seeking ties to in ternat iona l organ izat ions such as the G A T T , 

apparen t l y hop ing tha t membership wi l l increase its knowledge of wo r l d 

markets and lead to increased e x p o r t s . 

Mapping A /Vew Investment Course. D u r i n g the past yea r , Soviet 

commentators have expressed misg iv ings about the long- term e f f i c iency of 

t h e i r inves tment s t ra tegy tha t emphasized rap id g row th of investment and 

t a rge ted heavy i n d u s t r y f o r top p r i o r i t y . The Soviet press was p a r t i c u l a r l y 

c r i t i ca l of the waste and ine f f i c iency invo lved in large-scale investment 

pro jec ts such as dams, canals f o r water d i v e r s i o n , and huge hyd roe lec t r i c 

ins ta l la t ions . Even the completion and maintenance of the Bayka l -Amur 

ra i lway ( the BAM) - -a showpiece investment pro ject—was ques t ioned. The 

move towards more e f f i c ien t use of investment resources resu l ted in 

proposals last year to close a number of major p ro jec ts—the D n e p r - B u g 

h y d r a u l i c complex, the p lanned wor ld ' s la rgest hydroe lec t r i c power complex 

on the Yenisey River in No r the rn S iber ia , and the Vo lga -Chogray canal 

p ro jec t—and culminated in March w i t h an announcement tha t investment 

spend ing f inanced by the state budge t would be cu t by 7.5 b i l l ion rub les in 

1989. These cuts are to come f rom halts in regional development programs 

23 



Inset 5 
Recent T r e n d s in Soviet Jo in t Ventures 

The USSR's continued "hard sell" of joint ventures, as well as its 
willingness to grant concessions during project negotiations. resulted in a 
substantial increase in contract signings last year. As of December 1988, 
Moscow reported that 191 joint ventures had been registered with foreign 
firms, with 164 of these Involving Western participants. Only 20 joint 
ventures had been registered by the end of 1987. West Germany, the US, 
Italy, France, Great Britain, and Finland were the leading partners In 
terms of the number of agreements actually signed. 

Despite the impressive growth in the number of deals concluded, the 
Soviet leadership is far from satisfied with the progress of Its joint-venture 
program. Foreign firms have committed to make relatively small 
Investments—in the aggregate only about one-third of the estimated total 
$1.3 billion investment. Well over one-half of the projects with Western 
firms Involve capital contributions of less than $10 million. Service and 
consumer-related projects—rather than deals that will enable Moscow to 
acquire advanced technoiogies--continue to dominate the list of complete 
contracts. The Soviets have, however, completed several small deals to 
assemble personal computers and develop software, and some ventures in 
the machine-tool area are also under way. The transfer of human capital-
-the technical skills, expertise, and know-how of Western labor and 
management--has also been far less than the Soviet leadership anticipated. 

The Soviets have expressed Interest during the past year in 
establishing "free economic zones" In the Soviet Far East and the Baltic 
states, largely as a means to attract additional joint venture investment. 
Joint enterprises operating In these zones would be granted concessions on 
taxes and customs payments. Research on this topic is only In an early 
stage. Although a few may be established as early as late 1989, It will 
take several years--and probably better terms and conditions than are 
likely to be offered Initially—before they attract substantial foreign 
Investment. 

New regulations attempt to address some Western concerns by allowing 
foreign partners to exercise greater management control over joint venture 
projects and reduce their hard currency outlays. Western businessmen are 
reportedly disappointed, however, that Moscow failed to offer solutions to 
the problem of profit repatriation--the main barrier to foreign Involvement. 
A group of six US companies known as the American Trade Consortium has 
recently signed a framework agreement that will allow the members to 
overcome this problem by pooling their hard currency revenues, with a US 
oil company shouldering most of the burden by exporting products from a 
potential petroleum join venture. Even If the profit repatriation angle can 
be surmounted, additional problems confront joint ventures once they are 
established, Including high tax rates, unreliable material supplies, 
unexpected hard currency costs, and a shortage of working and living 
accommodations. 

and land reclamation pro jec ts . From 1990 on, moreover, state expend i tu res 

fo r investment are to be f u r t h e r reduced by g i v ing enterpr ises more 



respons ib i l i t y to f inance investment t h r o u g h t h e i r own funds and in te res t 

bear ing bank loans. 

In l ine w i th the increased emphasis on the consumer, investment f o r 

the development of the consumer goods sector is be ing increased s ign i f i can t l y 

whi le heavy i n d u s t r y wi l l receive less inves tment . Investment in the food 

i n d u s t r y is to r ise by 46 percent and in the meat and da i r y i n d u s t r y by 60 

pe rcen t . When imported machinery is inc luded , equipment f o r l igh t i n d u s t r y 

re too l ing is to increase 30 percen t . In add i t i on , in Ju l y 1988, in a move to 

p reven t l imited R&D resources f rom being squandered , the Soviets announced 

tha t hencefor th only those machinery designs t ha t suppor ted one of the some 

44 p r i o r i t y d i rec t ions of technological development would be cen t ra l l y f unded 

(see table 5) A t least half of the 44 d i rec t ions are c lear ly in tended to 

benef i t the consumer. 

Meanwhi le, Moscow has taken major steps to focus its modernizat ion 

e f f o r t . The p r ima ry emphasis remains on the mach ine -bu i l d ing sector and 

the need to modernize the technology of en te rp r i ses . In December 1988, the 

Po l i tburo rea f f i rmed the mach ine-bu i ld ing sector 's p r i o r i t y role as the 

technological basis of economic modernizat ion and gave the Machine Bu i l d ing 

Bureau , the m in i s t r i es , and Gosplan six months to plan " rad ica l measures" to 

improve machine bu i l d i ng ' s per formance (see box 6 ) . 

If th is t r e n d ho lds , the planned average annual rate of investment 

g r o w t h in the 13th F ive-Year Plan wi l l p robab l y be lower than the 5 - p e r c e n t 

rate of the 12th. Investment g rowth is more l i ke l y to be in the 1-3 pe rcen t 

range, as resource cons t ra in ts pu t p ressure on state spend ing across the 

board . Investment al locat ions wi l l p robab ly f a v o r consumer -o r ien ted sectors 

and ru ra l i n f r a s t r u c t u r e — e s p e c i a l l y roads. Nonetheless, competi t ion fo r 



Table 5 
Focusing Indus t r ia l Modern izat ion: 44 Pr io r i t y Areas 

Major Number 
Emphasis of Are 
Social 4 
development 

as 

Food 
program 

Transport 
at ion 

12 

Construction 
machinery 

Fuel & energy 3 
equipment 

Metallurgical 3 
equipment 

Machine- 3 
building 
equipment 

Chemical and 5 
forestry 
equipment 

Specific Emphasis 

Consumer goods 

Medical equipment 
Publishing & 
printing equipment 
(one not reported) 

Assessed Needs 

Color TVs, VCRs, Refrigerators, 
and Freezers 
Diagnostic equipment 

Finishing, tanning & footwear 
equipment for light industry 

Knitting equipment 
Automated processing 
complexes 

Scaled-down equipment for 
brigades & private farms 

Advanced technologies 
(five not reported) 

Subway trains 
Local trains 
Improved buses 
Compact cars 
(eight not reported) 

General construction 
equipment 

Road laying equipment 
Road repair equipment 
(three not reported) 
(none reported) 

(none reported) 

(none reported) 

(none reported) 

Processing equipment for dairy 
industry, fruits, & vegetables 

Stainless steel equipment 
Packaging equipment 
Measuring equipment 
Beverage equipment 
Refrigerated storage 

Locomotives with improved braking 
and electronic systems 

Freight cars, especially 
refrigerated and special-
purpose rolling stock 

Train commo & control equipment 
Boats, including icebreakers 
Mechanized loading/unloading 
equipment 

Motors, engines, and valves 
Geophysical equipment 
High-quality noncorrosive pipes 
Scrap steel processors 
Electric arc furnaces 
Rolling mills 
Machine tools 
Computers 

Electronics/electrical equipment 
Processing equipment with 
automated controls 

Noncorrosive tanks 
Engineering plastics 
Stainless steel, titanium 
pipes, and valves 



Inset 6 
The Emphasis on Technology 

The "radical measures" the Politburo has called for to improve machine 
ding's performance ore likely to reflect the leadership's preference for 
jh tech," and require the Introduction of advanced production 
hnologies on a massive scale. Currently, the 1989 plan calls for the 

nistry of Instrument Making, Automation Equipment, and Control Systems 
Increase Its output--which Is vital to the reequipping of the R&D test 

ase--by 16 percent. The overall production of the crucial components of 
actory automation—machinery, equipment, and Instruments Incorporating 
ilcroprocessors--ls to Increase by 80 percent and almost every product 
ewly entering Into production will contain microprocessors. To meet this 
•где In demand for microprocessors, last year four civil machine building 
ilstries joined the Ministry of the Electronics Industry as producers of 
ztronic equipment. 

Moscow also has developed a new strategy to move these technologies 
to the factory floor. Previous efforts often led to the piecemeal 
troduction of flexible manufacturing cells or other automated production 

ichnologies into existing factories and resulted in inefficient "islands of 
lutomation." The Soviets hope that by concentrating deliveries of advanced 
equipment to their most obsolete factories, they can skip over the islands 
•>f automation stage and convert their worst factories Into showcases of 
omputer integrated manufacturing. Western experience suggests that this 

probably a misguided approach--jumping directly to full automation often 
suits in automating existing inefficiencies. The preferred course In the 
st is to first simplify the production process, then begin to automate 
ere economically justified, and only then to integrate the islands of 
tomation. 

• estment resources wi l l remain heated. For example, unless the Soviets 

e successful in sh i f t i ng energy product ion away from oil and toward 

tu ra l gas, investment in th is area wi l l have to increase rap id ly to avoid 

'•gy shor t fa l ls that would cause economic stagnation (see box 7 ) . 

nspor ta t ion is another sector that wi l l p robab ly need more resources, 

pecial ly if the Soviets in tend to improve the ru ra l i n f r e s t r u c t u r e and help 

ie c r i t i ca l ra i l roads. Consequent ly , heavy i n d u s t r y and Soviet farms may 

aceive smaller increases than in the past . 

Backing Off From Reform. To avoid exacerbat ing consumer problems, 

regime has also decided to back of f f rom some of its planned reforms, 

^eci f ical ly, retai l pr ice reform, which was to be implemented in 1991 along 
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Inset 7 
Energy : A n Investment Wi ldcard 

In response to growing domestic demand, the USSR has become the 
world's largest energy producer, but the associated costs are skyrocketing. 
New deposits of oil, coals, and gas are increasingly distant from populated 
areas and more difficult and costly to exploit. Soviet energy users, 
however, have not yet been forced to adjust to this new reality. Vast, 
heretofore easily exploitable reserves firmly embedded In the minds of the 
Soviet population the Impression of cheap, plentiful energy. Waste remains 
pervasive In factories and households. 

Soviet plans call for energy production to increase by 40 percent by 
the year 2000 and oil output to remain stable. Coals this ambitious could 
push energy's share of Investment from about 15 percent to nearly 40 
percent of the total, usurping resources essential to modernize Industry 
and improve consumer welfare. Curbing growth In energy investment, 
however, would risk almost certain energy shortfall and economic 
stagnation. Unless there are major Improvements in energy efficiency, the 
USSR will be hard pressed to sustain more than a 2-percent average rate 
of economic growth over the next decade. Addressing the shortfall by 
reducing oil exports would undermine Soviet trade with Eastern Europe and 
severely crimp Moscow's ability to import from the West. 

wi th wholesale pr ice re form, appears to have been pushed into the indef in i te 

f u t u r e . While recogniz ing its c r i t i ca l i t y to other reforms, even reform 

economists are express ing skept ic ism about its wisdom because of ant ic ipated 

publ ic o u t c r y against pr ice increases (see box 8 ) . 

Other reforms have been pu t on hold as wel l : 

Despite the leadership 's promises to reduce state orders 

subs tan t ia l l y in 1989 and 1990, state orders wi l l cont inue to 

dominate the consumer sector because of the need to ensure the 

p roduc t ion of inexpensive goods. 

To co r rec t what Counci l of Min is ters Chairman Ryzhkov called "a 

great mis take, " decisions on wage increases, which were to be 

the p reserve of the en te rp r i se , are now to be monitored by the 

banks to keep wages f rom exceeding p r o d u c t i v i t y gains and 

adding to in f la t ionary p ressu res . 



Inset 8 
Back ing Of f From Retail Price Reform 

We simply cannot possibly win the price [reform] campaign under the 
present conditions. No matter how carefully the retail price increase might 
be prepared and explained to the people, no matter how much compensation 
will be paid to the consumer, the ensuing situation would not satisfy the 
majority. 

Nlkotay Shmelev, Institute of 
USA and Canada 

A reform [of retail prices] would be Justified, I think, under certain 
conditions. First, there must be adequate stability of the consumer market 
when the supply of goods and money are in balance. Second, there must 
be sufficiently large stocks of goods to prevent potential negative events. 
Third, there must be economic competition among state enterprises, between 
them and cooperatives, and so forth. Do all of these conditions objectively 
exist today? Not yet. 

Leonid Aba!kin, Director, 
Institute of Economics, USSR 
Academy of Sciences 

A year to a year and a half ago / was writing and insisting on [price 
reform]. Even now I believe that a structural reform of prices is 
necessary. Only before It was both necessary and possible; now it is 
necessary and Impossible. I hope we will still get to a point where it will 
once again become possible, but for now the moment has passed. 

Otto Lot sis, deputy chief 
editor, Kommunist 

The threat of growing Inflation, as the experience of Hungary, Poland, and 
China warns, requires a particularly cautious and gradual approach to the 
Implementation of reforms. It is no use fostering too many illusions about 
the possibility of putting the consumer market in order by increasing 
prices. 

Oleg Bogomolov, Director, Institute 
of Economics of the World Socialist 
System. 

In another step to res t ra in in f la t ion , pr ices of consumer goods 

wi l l also be stabi l ized t h rough s t r i c t e r governmental cont ro ls . 

Other reforms, however, pa r t i cu l a r l y those that wi l l benef i t the 

consumer, cont inue to be pushed by the leadership. Land leasing was 

endorsed by the recent plenum on a g r i c u l t u r e , and Gorbachev laid out bo ld 

plans to reduce centra l contro ls over the farms. The reform of a g r i c u l t u r a l 

procurement pr ices , o r ig ina l l y scheduled fo r 1991, was moved up to 1990. 
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Also, the regime cont inued to suppo r t the expansion of the p r iva te s e c t o r , 

al though measures have been in t roduced to res t r i c t cooperatives in se t t ing 

pr ices because of popular resentment over pr ice goug ing . 

Outlook 

We believe that the pol icy sh i f t s Gorbachev has made have the 

potent ia l to advance his e f fo r t s to revi ta l ize the Soviet economy. As 

Gorbachev seems to recognize, he must put his f inancia l house in o rde r and 

regain the suppor t of consumers if he is to proceed w i th the other par ts of 

his economic agenda. Cuts in investment and defense spending should help 

ease the def ic i t problem and p rov ide resources fo r increasing product ion of 

consumer goods. A t the same t ime, the reduced ta rge ts fo r p roduc t ion of 

capital goods should allow the Soviets to tackle the problem of un f in ished 

cons t ruc t i on , al lowing them to b r i n g addit ional capaci ty on l ine and thus 

increase ou tpu t . 

Successful d ivers ion of resources from defense and investment to 

consumpt ion, however, wi l l be a d i f f i c u l t task , especial ly g iven the 

inef f ic iencies that plague the Soviet economy. Changing a system tha t f o r 

the past 50 years has emphasized heavy i n d u s t r y into one or iented toward 

the consumer wi l l be t ime-consuming and d i s r u p t i v e . 

Moreover, even once the t r a n s f e r of resources is achieved, t he re is a 

substant ia l r isk that such a sh i f t in resource al location wi l l come to be 

regarded as a way of avo id ing radical reform ra ther than as a means of 

p repa r ing the populace fo r i t . In sum, we bel ieve tha t whi le the pol icy 

sh i f ts Gorbachev has made may buy him time to proceed w i th the hard par ts 

of his economic program, a key quest ion to be answered in the next few 

years is whether he wi l l be able to make e f fec t i ve use of t h i s . To do so, 
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Gorbachev must achieve at least modest nea r - t e rm improvements in consumer 

l i v i ng s tanda rds , reduce the budget de f ic i t and the wasteful use of 

investment resources, devise a comprehensive plan f o r the implementat ion of 

d i f f i c u l t measures such as pr ice re form, and p repare the populat ion 

psycho log ica l ly fo r the sacr i f ices these reforms wi l l i nev i tab ly enta i l . 

Gorbachev , moreover , is l i ke ly to face pol i t ica l as well as economic 

obstacles to proceeding w i th his p rogram. He wi l l i nc reas ing ly be held 

persona l l y responsib le f o r any of its f u t u r e f a i l u res . Th is s i tuat ion 

increases the p ressure on Gorbachev to p roduce resu l t s . Moreover , his 

decis ion to a l ter the pace of economic r e s t r u c t u r i n g has made him vu lne rab le 

to second guess ing — opponents and bureaucra ts may see Gorbachev s 

tempor iz ing as a sign of weakness and become even more reca l c i t r an t . 

A l t hough the regime has p o r t r a y e d the defeat of a sizable number of p a r t y 

o f f i c ia ls — several at h igh levels —in the March 1989 elect ions as a w a r n i n g to 

those who are res is t ing Gorbachev 's re fo rms, the unexpected repud ia t ion of 

so many p a r t y of f ic ia ls almost ce r ta in l y has s t reng thened p ressure on 

Gorbachev f rom more conserva t i ve leaders who view his pol i t ica l re forms as a 

t h r e a t to p a r t y a u t h o r i t y . On the o ther hand, the elect ion of a bloc of 

radical re formers beyond Gorbachev 's con t ro l —such as fo rmer Moscow leader 

Ye l ' t s i n—g ives those who have c r i t i c i zed the slow pace of re form a new 

fo rum in wh ich to press t h e i r demands. 



Append ix A 
1988 Economic Performance by Sector 

Our pre l iminary estimates indicate that peres t royka did l i t t le to 

improve Soviet economic performance in 1988. A poor harves t , supp ly 

shor tages, widespread fa i lu re to meet de l i ve ry deadl ines, and confusion 

sparked by reform policies all con t r i bu ted to a re la t ive ly low 1 .5 -pe rcen t 

g rowth in GNP--a rate similar to the previous year ' s . 

I n d u s t r y 

I ndus t r i a l product ion grew by an estimated 2.3 percent last year . 

Product ion was d is rup ted because of t ranspor ta t ion bot t lenecks, supp ly 

i n t e r r u p t i o n s , and d i f f i cu l t ies in implementing economic reform. 

Machinery. Accord ing to our estimates, ou tpu t of c iv i l ian machinery 

showed its slowest growth since the ear iy 1980s, f i n i sh ing only 2-3 percen t 

ti gher than the level in 19871'. We estimate tha t ou tpu t of consumer 

urables increased by almost 4 percent last yea r . Consumer complaints 

remained widespread, however, as much of the ou tpu t apparen t l y cont inued 

to be of poor qua l i ty and consisted of items not h igh ly sought a f t e r . We 

estimate tha t the growth of p roducer durables was cons iderably lower last 

year than in 1987-- just over 2 pe rcen t—re f lec t i ng con t inu ing problems 

implementing the indus t r ia l modernizat ion program. 

Estimating machinery p roduc t ion is becoming pa r t i cu la r l y d i f f i c u l t 
because the Soviets have cut back on the release of s tat is t ics on var ious 
machinery p roduc ts . While they have increased the ava i lab i l i t y of in format ion 
on consumer durab les , s tat is t ics on p roducer durables —as well as some 
indus t r i a l materials such as chemicals and wood produc ts — are increas ing ly 
scarce. For this- reason, our estimates of machinery ou tpu t should be 
cons idered ve ry p re l im inary . 
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Industrial Materials. The rate of g row th of product ion of i ndus t r i a l 

mater ials (chemicals, metals, cons t ruc t ion mater ia ls , and wood p r o d u c t s ) in 

1988 was an estimated 2.3 p e r c e n t - - a repeat of 1987's d isappo in t ing 

per formance. Cont inued problems w i th modernizat ion were compounded by 

the i n t roduc t i on of economic re fo rms. Mediocre resul ts were reg is te red 

across the board; g rowth in two of f i ve subsectors d ropped compared w i th 

1987: 

Serious shor t fa l l in o u t p u t of plast ics and res ins, in termediate 

chemicals, and pest ic ides b r o u g h t down estimated annual g row th 

in the chemical i n d u s t r y f rom 2.6 percent in 1987 to 1.8 percen t 

in 1988. 

Ou tpu t of cement reached a record 139 mil l ion tons , he lp ing the 

cons t ruc t ion materials i n d u s t r y to post a 3 -pe rcen t ga in . 

However , the p roduc t i on of window glass and precast 

fe r roconc re te — both c r i t i ca l to Gorbachev 's plans to modernize 

cons t ruc t ion — dec l ined. 

Ferrous metals p roduc t i on rose an est imated 1.7 percent in 1988. 

Ou tpu t of c rude steel , steel p ipe, and rol led steel rose modest ly , 

whi le i ron ore o u t p u t fe l l . 

Growth of non fe r rous metals p roduc t ion —an estimated 3 percen t 

last year —rebounded to 1986 levels, due in large p a r t to 

increased ut i l i za t ion of process ing capac i ty and new Western 

smelt ing equipment . 

S t rong performance in f u r n i t u r e p roduc t i on and a m idd l ing 

improvement in paper o u t p u t helped susta in a 2 . 5 - p e r c e n t 

increase in the o u t p u t of the wood p roduc ts i n d u s t r y . The 

i n d u s t r y was c r i t i c i zed , however , f o r shor t fa l l s in p roduc t ion of 

ch ipboard and ca rdboa rd packag ing . 



7> Energy. Despi te unreso lved problems in the fuels and energy 

i ndus t r i es , the Soviet Union remains the on ly major indus t r ia l i zed nat ion t ha t 

is energy independen t , w i th the largest p roven oil reserves outs ide the 

Persian Gulf and 40 percent of the wor ld 's na tu ra l gas reserves. Energy 

p roduc t ion in 1988 grew by about 3 pe rcen t , a l though th is level of o u t p u t 

r equ i red 15 percent of tota l Soviet investment (20 percent if p ipe l ine systems 

are i nc l uded ) . To p reven t decl ines in national p r o d u c t i o n , Moscow wi l l need 

to make another large boost in o i l - i n d u s t r y inves tment . Oil p roduc t i on 

averaged 12.45 mi l l ion bar re ls per day ( b / d ) in 1988, a l though da i ly o u t p u t 

fe l l f rom a h igh of 12.53 mil l ion b / d in the second q u a r t e r to 12.37 mil l ion 

b / d in the f o u r t h q u a r t e r . Product ion in the key West Siber ian r e g i o n - -

which accounts f o r t w o - t h i r d s of nat ional p roduc t i on — has level led o f f whi le 

p roduc t ion f rom o ther regions cont inues to fa l l . Wi thout a subs tan t ia l 

increase in d r i l l i n g and new well complet ions, West Siber ian p roduc t i on wi l l 

soon begin to dec l ine . 

Natural gas o u t p u t again led g rowth energy p roduc t i on , reach ing 770 

b i l l ion cubic meters , w i th increased p roduc t ion f rom gasf ie lds in n o r t h e r n 

West Siberia con t i nu i ng to account f o r near ly all t he g r o w t h . Ma in ta in ing 

th is robust g r o w t h over the next several years , however , wi l l become 

d i f f i c u l t and expens ive . F u r t h e r expansion in gas consumpt ion wi l l r e q u i r e 

accelerated cons t ruc t ion of local d i s t r i b u t i o n p ipel ines as well as successfu l 

add i t ion of new customers t h r o u g h convers ion of ex i s t i ng equipment to gas 

and w ider use of new g a s - f i r e d equ ipment . 

Raw coal p roduc t i on increased by on ly 1.6 pe rcen t in 1988, and once 

again the net gain to Soviet energy ou tpu t is p robab l y less than th is due to 

the dec l in ing average energy content of Soviet coal. The t r e n d toward small 

gains in energy f rom coal is l i ke ly to cont inue since almost all of the g r o w t h 



in raw coal p roduc t ion cont inues to come f rom open -p i t mines in the Eastern 

USSR tha t produce some of the lowes t -qua l i t y coal in the Soviet Union. 

Coal p roduc t ion wi l l p robab ly cont inue to g row slowly because Moscow is 

fac ing technical challenges in exp lo i t ing Eastern coal and deve lop ing new 

indus t r i a l consumers v e r y s lowly . 

Electr ic power ou tpu t grew by 2.4 pe rcen t last y e a r - - t h e smallest gain 

since 1981. Near ly all of th is increase was p roduced at nuclear and h y d r o 

p lants instead of at foss i l - fue led plants as in p rev ious years . The 

suspension or cancel lat ion of 12 nuclear p lants — invo l v ing 34 reactors- -means 

tha t mainta in ing the needed 2 - to -3 percent annual rate of g row th in 

e lec t r i c i t y wi l l become inc reas ing ly d i f f i c u l t unless e f f o r t s to increase power 

p lant capaci ty receive p r i o r i t y a t ten t ion . 

Consumer goods industries. Overa l l o u t p u t in l igh t i n d u s t r y g rew by 

an est imated 2 .5 percent in 1988, w i th most p roduc ts — except tex t i l es and 

h o s i e r y - s h o w i n g h igher g row th rates t han in 1987. L igh t i n d u s t r y was 

sha rp l y c r i t i c i zed , however , f o r the h igh p r ice of its goods and was accused 

of us ing pr ice supplements and cont rac t p r i c i n g to boost the pr ice of its 

goods w i thou t making real s ty le improvements . The food process ing i n d u s t r y 

also de l i ve red a respectable per formance, w i th increased o u t p u t of meat, 

d a i r y , and f i sh produc ts o f fse t by a sha rp d r o p in sugar p r o d u c t i o n . The 

o f f i c ia l announcement of the easing of t he ant i -a lcoho l campaign is also 

re f lec ted in p roduc t ion s ta t i s t i cs , w i th o u t p u t of most alcoholic beverages 

showing s t rong g r o w t h . Th is i n d u s t r y also came in f o r heavy c r i t i c i sm last 

yea r , w i th complaints of shortages and dec l i n i ng q u a l i t y . 

A g r i c u l t u r e 

\ We estimate tha t Soviet fa rm p roduc t i on d ropped by about 2 percen t in 



1988, on the heels of a 2 .5 -pe rcen t drop in 1987. Record highs in 

product ion of meat, mi lk , and eggs led to a 2 .6 -percen t increase in the 

l ivestock sector . St i l l , th is was not enough to of fset the negat ive ef fects of 

the smallest potato crop in over a t h i r d of a c e n t u r y , an 8 -percen t d rop in 

g ra in o u t p u t - - f r o m 211 mil l ion tons in 1987 to 195 mill ion tons in 1988--and 

unchanging vegetable and f r u i t p roduc t ion . The only b r i g h t spot was a 7-

percent increase in cotton p roduc t i on . Moscow's e f fo r ts to eliminate 

co r rup t ion in the co t ton -g row ing Centra l Asian republ ics and to reestabl ish 

p roper crop rotat ion — cruc ia l f o r obta in ing h igher yields — are ev iden t l y 

tak ing hold. 

Fu ture food consumption may also be undercu t by changes in 

inventor ies of l ivestock. The number of hogs held steady last yea r , bu t the 

stocks of ca t t le , sheep, and goats cont inued the i r slide and are now down to 

1983 levels. Accord ing to some Soviet researchers, the declines in herd size 

may jeopardize ambitious long term plans fo r meat p roduc t ion . In pa r t 

because of th is inven to ry reduc t ion , per capita meat ava i lab i l i ty was up by 

more than 2 percent . Suppl ies were spo t t y , however, as market ing and 

d i s t r i bu t i on problems resu l ted in numerous shortages. 

Transpo r t 

Fre igh t shipments by all ca r r i e rs increased by 1.2 percent in 1988, 

the second year in a row of slow g row th . T r a n s p o r t plans overa l l were 

f u l f i l l ed , mainly because the slow g rowth of indus t r ia l ou tpu t dampened 

demand fo r t r anspo r t serv ices. Shipments were up on the r i v e r f leet and 

pipel ines, and v i r t u a l l y unchanged on common ca r r i e r t r u c k i n g . The volume 

of f r e i gh t shipments ca r r ied by ra i l roads—the main barometer of f r e i g h t 

t ranspor ta t ion — grew by on ly a l i t t le more than 1 percent in 1988. 



Moscow is t r y i n g to suppor t f u t u r e g row th in shipments by imp rov ing 

e f f i c i ency . Railroad labor p r o d u c t i v i t y cont inues to soar because of the 

implementat ion of the Belorussian ra i l road exper iment tha t pared down the 

size of the wo rk fo r ce . A program to sh i f t h ighway f r e i g h t f rom 

depar tmenta l ca r r ie rs to the cent ra l ized f leet is making slow p rog ress , b u t 

promises to improve the notor ious ine f f i c iency of overa l l t r u c k i n g w i t h 

respect to labor , capi ta l , and fue l usage. Soviet t r anspo r t—espec ia l l y the 

ra i l roads — nevertheless wi l l requ i re substant ia l investment to modernize 

an t iqua ted equipment and expand capac i ty . For example, severe ra i l car 

shortages and slow progress in automat ing t r a f f i c cont ro l are cons t ra in ing 

g row th of rai l shipments. 

T rade 

The USSR's hard c u r r e n c y t rade balance took a t u r n f o r the worse in 

1988 fo l low ing a s t rong showing the prev ious y e a r . On the basis of 

p re l im ina ry data, we estimate tha t the t r ade su rp lus fe l l near ly $3 b i l l ion to 

about $3.5 b i l l ion because expo r t g row th could not keep pace w i th s u r g i n g 

impor ts . The dol lar value of Soviet hard c u r r e n c y expor ts increased about 

t h ree percent last year due to a he f t y boost in arms sales —again on c r e d i t -

to the LDCs and some g row th in n o n - m i l i t a r y , non -ene rgy e x p o r t s , w i th the 

composit ion of these sales spread over a number of commodity ca tegor ies . 

Imports were up an estimated 16 percent as a poor ha rves t fue led a 

subs tan t ia l b u r s t in g ra in purchases . The h ighe r q u a n t i t y of g r a i n imports-

-coup led w i th r i s ing wor ld pr ices—added at least $2 b i l l ion to Moscow's 

impor t b i l l . Sizable g row th in imports f rom coun t r ies such as West Germany 

A u s t r i a , and Japan suggests tha t machinery and equipment imports also 

increased last year—some increase was an t i c ipa ted fo l lowing a p i c k - u p in 

o rde rs f rom these count r ies in 1987. Consumer goods purchases r e p o r t e d l y 



rose, a lbei t not enough to make a v is ib le impact on store shelves. 

The s h r i n k i n g Soviet t r a d e su rp l us prompted both h igher b o r r o w i n g 

and increased gold sales. Net new bo r row ing increased by several b i l l ion 

do l l a r s , w i th much of i t t a k i n g place ear ly in the year when the leadersh ip 

p r o b a b l y decided to f inance some impor ts and bu i ld up reserves in the face 

of uncer ta in expor t earn ings because of tumb l ing oil p r i ces . In look ing to 

f o r e i g n c r e d i t s , the USSR sough t to d i v e r s i f y its sources of money by 

i ssu ing its f i r s t state bonds in the Swiss and West German capital ma rke t s . 

The Soviets also began to negot ia te large c red i t lines wi th a number of 

Western banks d u r i n g the la t te r half of the yea r . They concluded a deal 

w i t h West German banks , b u t so f a r they have made l i t t le use of th i s c red i t 

l ine . Estimated Soviet go ld sales amounted to approx imate ly $4 b i l l ion in 
- - — —• — — _ 

1988, as f o r the t h i r d s t r a i g h t year Moscow t u r n e d heavi ly to the gold 

marke t in o rde r to earn ha rd c u r r e n c y . 

The Soviet Union's t r a d e w i t h i ts Communist t r a d i n g pa r tne rs also 

s u f f e r e d in 1988. Moscow reg i s te red large t rade def ic i ts w i th most of the 

coun t r ies of Eastern Europe as f a l l i n g СЕМА energy pr ices con t inued to 

erode Soviet terms of t r ade w i t h t he reg ion. The value of Soviet expo r t s to 

Eastern Europe decl ined by r o u g h l y 5 pe rcen t , p rompt ing Moscow to l imi t the 

g r o w t h of imports f rom the reg ion to avoid even la rger de f i c i t s . T r a d e w i th 

Yugos lav ia — another large customer f o r Soviet oil — also exper ienced l i t t l e 

g r o w t h because the Soviets have been unable to boost non -energy expo r t s to 

o f f se t the fa l l i ng value of i ts oi l e x p o r t s . Moscow's t rade w i th China 

rebounded sha rp l y in 1988 fo l l ow ing a d o w n t u r n the prev ious year b u t is 

s t i l l below planned t a r g e t s . 
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ТаЫе B-l 

USSR: Estimated GNP by Sector of Origin at Factor Cost 

(billion 1982 rubles) 

1970 19"5 1980 1981 1982 1983 1984 1985 1986 198" 198S 

GNP2 481.4 561.3 624.0 631.1 648.5 669.3 679.0 684.7 712.3 721.4 7319 

Industry 142.3 187.2 210.9 213.6 216.4 221.8 228.0 232.6 238.9 245.9 251.6 
* i 

Agriculture 137.6 122.5 123.5 120.5 131.3 139.0 136.1 130.8 144.3 138.5 134.2 

Construction 33.6 44.1 49.9 51.2 51.7 53.2 54.3 55.5 57.6 58.9 60.2 

Transportation 37.3 51.5 61.1 63.3 64.0 65.8 66.6 68.0 70.1 70.9 72.4 
О 1 

Communications 3.3 4.4 5.6 5.8 6.0 6.2 6.4 6.7 7.1 7.6 8.1 

Trade 28.8 36.3 41.5 42.3 42.4 43.6 44.8 45.3 45.5 46.4 47.3 

Services 85.2 100.9 115.2 118.0 120.1 122.8 125.7 128.7 131.6 135.8 140 6 

Other (including 13.4 14.9 16.2 16.3 16.6 16.9 17.1 17.1 17.3 17.4 17.5 

military personnel) 

' Preliminary 
2 Components may not add exactly tc total because of rounding 
^ Net of feed, seed, waste, and purchases from outside the sector. 

Table B-2 

USSR: Estimated Value Added in Industry at Factor Cost 

(billion 1982 rubles) 

1970 19" 5 1980 1981 1982 1983 1984 1985 1986 198' 1988 

Industry2 142.3 18".2 210.9 213.6 216.4 221.8 228.0 232.6 238.9 245.9 251.6 

Metals 
Ferrous 11.0 13.4 14.1 14.1 14.1 14.5 14.6 14.7 15.2 15.4 15.7 

Nonferrous 5.7 7.5 8.1 8.1 8.2 8.5 8.7 9.0 9.2 9.4 9." 

Fuel 14.4 18.6 21.7 22.0 22.4 22.6 22.8 22" 23.5 24.0 24.3 

Electric power 8.9 12.5 15.6 15.9 16.3 16.8 17.6 18.1 18.7 19.5 20.0 

MBMW 43.2 .61.3 71.4 71.7 72.8 74.0 76.7 78.9 81.3 84.3 86.4 

Chemicals 9.2 13.7 15.9 16.5 16.8 17.8 18.4 19.1 20.1 20.6 21.0 

Wood,pulp,paper 11.5 13.1 12.7 12.9 13.0 13.4 13.7 14.0 14.7 15.0 15.4 

Construction 9.3 11.9 12.7 12.9 12.8 13.3 13.5 13.7 14.2 14.7 15.1 

Light industry 11.5 13.0 14.7 15.0 14.9 15.1 15.5 15.9 16.1 16.4 16.8 

Food industry 12.3 15.1 16.1 16.6 17.1 17.6 18.0 17.7 16.9 17.4 17.9 

Other industry 5.4 7.1 7.9 8.1 8.2 8.4 8.6 8.8 9.0 9.3 9.5 

' Preliminary 
Components may not add exactly to total because of rounding 
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Table B-3 

USSR: Estimated Average Annual Growth of Per-Capita Consumption 

(based on 1982 established prices) 

1956-60 1961-65 

Total consumption 3.9 2.5 

Food 3.8 1.1 

Soft goods 5.6 2.2 

Durables 104 3.9 

Services 3.2 4.4 

Housing 3.0 2.4 

Utilities 4.7 7.8 

Transportation 9.3 8.9 

Communications 5.4 5.7 

Repair & personal care 3." 5.0 

Recreation 5.3 3.6 

Health 3.4 2.2 

Education 1.4 5.2 

56-70 1971-75 1976-80 1981-85 1986 1987 1988 

5.0 3.0 2.0 0.8 -1.5 1.0 1.5 

4.2 2.1 1.0 •0.4 
m «4 

• / . / -0.9 0.9 

7.2 2.7 2.8 1.3 2.2 0.3 0.0 

9.5 9.7 5.4 3.0 10.6 5.4 2.7 

4.3 3.0 2.1 1.7 1.6 2.7 3.5 

2.0 1.6 1.2 1.7 1.7 1.9 2.0 

5.4 5.3 3.8 3.3 3.0 3.1 2.2 

8.2 64 2.3 1.7 2.2 1.2 2.7 

7.6 5.4 3.8 3.0 4.5 5.7 6.0 

64 4.4 4.1 3.1 3.1 6.2 9.5 

2.7 4.1 1.2 1.0 0.2 0.8 0.0 

3.2 1.6 0.9 0.9 •0.5 2.9 2.С 

2.9 1.5 1.4 0.9 1.1 1.3 2.0 

Table B-4 

USSR: Estimated Growth of GNP, Industry and Labor Productivity 

(average annual percent change) 

G T O S S national product" 
Labor productivity 

Industry 
Labor productivity 

л 
1966-70 1971-75 1976-80 1981-85 1986 198" 1988' 

5.0 3.2 2.2 1.9 4.0 1.3 1.5 

2.9 1.4 1.0 1.2 3.7 1.5 2.5 

6.0 5.6 2.4 2.0 2." 2.9 2.4 

2.8 4.1 1.0 1.4 2.3 3.2 3.1 

1 CIA's procedures for calculating total factor productivity are being revised and. therefore, estimates of total 

factor productivity are not available at this tune. 
^ Preliminary 
3 Based on indexes of GNP (1982 rubles) by sector of origin at factor cost. 



ТаЫе В-5 
USSR: Gross Fixed Capital Investment 

(billion 1984 rubles1) 

1970 

Total Investment 92.2 

By Source: 
State 79.4 
Collective farms 8.6 
Cooperative 2.6 
enterprises and 
organizations 

Private housing 1.6 
and apartments 

1975 1980 1981 

128.5 150.9 156.5 

1 11.8 133.1 138.5 

12.2 13.3 13.4 
2.7 2.9 2.9 

1.8 1.6 1.7 

1982 1983 1984 

161.9 171.0 174.3 

143.2 150.7 153.7 
13.9 14.8 14.7 

3.1 3.5 3.6 

1.7 2.0 2.3 

1985 1986 1987 

179.5 194.4 205.4 

157.9 172.0 182.6 
15.4 15.5 15.2 
3.7 4.1 4.3 

2.5 2.8 3.3 

Bv Sector: 
Industrv 32.5 44.9 53.3 55.3 56.S 60.5 
Agriculture 16.0 26.1 29.8 30.5 30.9 32.0 
Transportation 9.0 14.4 18.1 18.8 19.8 21.6 
and communication 

Construction 3.3 4.8 6.0 5.9 6.4 6.6 
Housing 15.8 19.2 21.1 22.5 24.0 25.8 
Trade and 15.6 19.1 22.6 23.4 24.0 25.0 
services 

1 Source: Marodnoye Khozyaysrvo v SSSR, 1987 and earlier years. 

Table B-6 

USSR: Total Trade, 1981-87 

(billion current US dollars) 

62.7 
31.0 
22.3 

5.8 
27.3 
25.2 

65.5 
31.5 
21.9 

6.4 
28.1 

26.4 

71.0 
33.5 
22.8 

6.8 

30.9 
29.4 

75.0 
34.4 
24.0 

6.9 

33.5 
31.6 

Annual 

USSR: Exports by region 
Total 

Communist 
Developed countries 
Less developed countries 

USSR. Imports by region 
Total 
Communist 
Developed countries 
Less developed countries 

1 Includes both hard currency trade and trade conducted with soft currency partners on a clearing account basis. 
2 Preliminary 

/\vcragc 
1981-88 1981 1982 1983 1984 1985 1986 1987 1988 

94.0 79.4 87.2 91.7 91.5 87.2 97.0 107.7 110.6 

56.5 43.4 47.2 51.0 51.9 53.5 65.0 70.0 70.1 

24.0 24.4 26.2 26.7 26.4 22.5 18.8 22.7 24.3 

13.5 11.6 13.8 13.9 13.2 11.2 13.2 14.9 16.2 

85.9 73.2 77.8 80.5 80.3 83.3 88.9 96.0 107.3 

52.6 37.2 42.5 45.5 47.0 51.0 59.4 66.6 71.8 

24.5 25.4 26.2 25.4 24.2 23.3 22.7 22.1 26.9 

8.8 10.6 9.1 9.6 9.1 9.0 6.8 7.3 8.6 



Table В-7 

USSR: Estimated Hard Currency BaJance of Payments 

2 

(million current US dollars) 

1975 1980 1981 1982 1983 1984 1985 1986 1987 198S' 

-4565 1470 -387 4293 4760 4664 137 1376 5073 1400 

-4804 1814 365 4468 4712 4727 519 2013 6164 2700 

9453 27874 28254 31975 32429 32173 26400 25111 29092 30000 

14257 26060 27889 27507 27717 27446 25881 23098 22928 27300 

-521 •1234 •1752 •1275 -1052 •1163 -1482 -1737 -2191 -2400 

760 890 1000 1100 1100 1100 1100 1100 1100 1100 

6981 284 5430 -2965 -1541 -124 1869 1966 • 1017 1710 

6786 -792 1977 -640 116 224 6804 6983 4768 860 

1492 -280 •1370 967 340 -375 463 563 561 190 

5294 -512 334" -1607 •224 599 6340 6420 420" 67C-

•163 
3 

•35 • 166 2122 277 -664 178" 1595 -527 20 

-22 •411 •1457 •817 -1070 -688 3248 3322 5012 -2570 

715 950 870 2120 3200 2700 1700 4100 4800 5500 

725 1580 2700 1100 750 1000 1800 4000 3500 3800 

-2416 •1754 •5043 •1328 •3219 -4540 -2006 -3342 -4057 •3110 

Current account 

balance 
Merchandise trade 
balance 
Exports f.o.b. 
Imports f.o.b. 

Net interest 
Other invisibles and 
transfers 

Capital account balanc^ 
Change in gross debt 
Official debt 
Commercial debt 

Net change in assets 

held in Western ban 
Estimated exchange 
rate effect 

Net credits to LDCs 
Gold sales 

Net errors and 
• • 4 

omissions 

' Preliminary. 

^ Including additions to short-term debt. 

jj A minus sign signifies a decline in the value of assets. 

Includes hard currency assistance to and trade with Communist countries, credits to developed Western 

countries to finance sales of oil. other nonspecified hard currency expenditures, as well as errors and omissions in 

other line items of the accounts. 
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Table В-8 

USSR: Estimated Hard Currency Debt to the West 

(billion current US dollars) 

1975 1980 1981 1982 1983 1984 1985 1986 198"' 1988 

Gross debt 12.5 20.5 22.5 21.9 22.0 22.2 29.0 36.0 40.8 41.7 

Commercial debt2 
8.2 11.0 14.4 12.8 12.6 13.1 19.5 25.9 30.1 30.8 

Government and 4.3 9.5 8.2 9.0 9.4 9.1 9.5 10.1 10.6 10.8 

government-backed debt2 

14.4 Assets in Western banks 3.8 10.0 9.8 11.9 12.2 11.5 13.3 14.9 14.4 14.4 

Net debt 8.7 10.5 12.7 10.0 9.8 10.7 15.7 21.1 26.4 27 3 

* Preliminary estimates. 

Estimates of government-backed and commercial debt are measured in current dollars and reflect fluctuations ir. 

exchange rates. Commercial debt also includes estimates for promissory notes held outside banks. 

Table 

USSR: Selected Indicators 

1970 1975 1980 1981 1982 

Value of 112.5 109 4 113" 112.5 120.8 

Output' (billion rubles) 

Commodity Production (million metric tons) 

Grain " 186.8 140.1 189.1 158.2 186.8 

Potatoes 96.8 88.7 67.0 72.1 78.2 

Sugar beets 78.9 66.3 81.0 60.8 71.4 

Sunflower seed 6.1 5.0 4.6 4.7 5.3 

Cotton4 6.9 7.9 9.1 8.4 7.9 

Vegetables 21.2 23.4 27.3 27.1 30.0 

Meat 12.3 15.0 15.1 15.2 15.4 

Milk 83.0 90.8 90.9 88.9 91.0 

Wool .42 .45 .44 .46 .45 

Eggs (billion) 40." 57.4 67.9 70.9 72.4 

* Preliminary 
2 Net of feed, seed, and waste, in constant 1982 prices. 
3 Bunker weight. To be comparable to Western mcasu 
4 1981, 1983-84 estimated. 

B-9 

of Agricultural Output 

1983 1984 1985 1986 1987 19S8" 

128.5 127.7 125.8 136.5 133.1 130.6 

192.2 172.6 191.7 210.1 211.3 195.0 

82.9 85.5 73.0 87.2 75.9 62.7 

81.8 85.3 82.4 79.3 90.4 87.8 

5.1 4.5 5.3 5.3 6.1 6.2 

8.2 8.1 8.8 8.2 8.1 8.7 

29.5 31.5 28.1 29.8 29.2 29.3 

16.4 17.0 17.1 18.1 18.9 19.3 

96.5 97.9 98.6 102.2 103.8 106.J 

.46 .47 .45 .4" .46 .46 

75.1 76.5 77.3 80.7 82.7 84.6 

, an average reduction of 11 percent is required. 


