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CENTRAL INTELLIGENCE AGERNCYI

13 hugust 1954

MEMORANDUM F(R: Mp. Allan Dvans (OIR)
Colomsl W, H. Hemmig, USA (GeR)
Ceptain B. E, Wiggin, USN (CNI)
Colonel William S, Boyd, USAF (AFOIN.2BR2)
Captein Bay Malpess, USH (J1G)

STBJECT s NIE 11-4-54: Soviet Capabilities and Probeble
Courses of Action through Mig-1959

1. The attashed text, vhich incorporates the substance
of the peries of meetings held with youwr representatives
batween 21 July and 9 Augugt, iz forwarded for review.

2. In view of the heavy sshedule fasing the IAC during
the next six weels it is fmportant to try to have this text
Iin sheps for TAC comslderation on 31 August.

3. Ascordingly, please have your remresentative prepered

. to meet with us at 10:00 Feidsy, 20 August, in Room 146 South

Bullding.

PAUL &, BOREL
loting Assigtanmt Director
Hational Estimaten

Distribtution "B

BOP-SRORER- -
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Authorily ﬂﬁﬁ—‘gﬁé&i&é‘“
By, €0C. _ NLEDate ,Q’ﬂél-











































high prices, and searcities. The present program 3o ralse liviog
standards is wmxiest in relation 4o the size and needs of the Jovist
population, but 1% will provebly be sufficient to achieve a substantial
improvement in the Living conditions of the urben mmeses. The reglpe
hag also grm':ted economic concemsiong to the rural population in ordsr
to stimmleate grester agricultursl productivity as well ap to molllfy
peasant discontent. These concesslons, which for the Tirst tlme in
Suviet history are greater than those made 1o the urban population, are
atidl ipsufficient to remove the basic cause of discontent in Lhe
Soviet countryside, wirich is the systew of collectivized agriculture
itself. In fact, these concessgions have besen counterbalanced somewhat

by measures o lucrease the reglme’s control over %the peaganis.

6. It is impossible to estlumte with ce:‘t:;.in‘!;;; the fundomental
reasons behind thege deelsfoms of the new regime. The tranafer of
power itself from an old dlctator with the habit of arbitrariness Lo a
e pev generation of lesders mey be an important resson. lHowever, we
believe it likely thst the present Soviet lesdership sl come to
ragand certaln aspecte of past pélir.‘imﬁ 88 demuging to the morals and
productivity of important segments of the population, particulerly
the peasantry, and therefore ss detrimental to the interests of the
state. Stalin’'s successors probably belisved that o continuatlion of

sone of Stalin's policles threetened to produce a state of apathy



which ultimately would have gerlously sffected the public wilil to
work in time of peace and the potential reliahlility of the population
i time of war. We aléo balleve that the regime’s apparepily more
prudent exercise of its absclute power derives from & conviction
thet the regise can best attaln its oblectives in this way, and

not from soy fear of populer unrest or any reluctsnce to use fores

whenever necessary to maintain governmental authority.

17. ¥We believe that the Soviet regime's present «fforis 1o
nxderates certain sapectes of the dictatorship sad to ralse living
standards sprang from a considered revision of the extremes of Stalin’'s
manner of rmle and were not merely the temporary concesglons of a
new regime. We belleve thet the Soviet leaders recognlize that a4
reversal of this program, sxcept in the event of an external threat
or actual war, would result in serious public dlgeontent which would
tend te retard the growth of Soviet economic strengih. Consequently,
these messures will alwost certainly be coptinued for the neyt two
or three yearsz, and possibly throughout the period of thls sstimate,

it the pressure of external or intermal not reguire

thelr revergal. The resclt oay well bw
regiae, especially among the more privilepgs? elesments of the populatlion
However, if the concessions sude to the pessant population do not

achieve sufficlient ipncreapes ip sgricultural production, or If they
& BE o
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end econcmic support. Soviet leaders recogndirve in Ching 2
valusble slly, which provides the USSR not only wilitary strength
and defense in depth in the Far Eest, but also & base Tor further

afdvancing Cormmmist aims in Asia.

V. SOVIET LCONOMIC POLICY

21. Over the past 25 years the USSR nas been tLransTormed
from an industrially backwerd, predominantly sgrarian nailon
into an industrisl and militery power second only to the US. By
socislization of industry and collectivization of sgriculture, the
Soviet regime obtained complete conbtrol over the economy and
dictated & sustalned policy of meximum industrial expansion, the
main features of which have been large iovestments in heavy industry,
high levels of military production, and severe restriction of con-
gumption. Congsumption has Beew & generally declining proportion of
total cutpubt. The result has been an economic structure heavily
weighted in favor of the meintenance of a rapid growth in basle
industrial apnd military potential, but poorly equipped to meet the

needs of consumers.

22, The relatively narrow, though steadily expanding, base of
primary industrial materisls and the competing clalms for resources

involved in industrial expension and military prepsredness have
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required a rigid system of priorities in the allocation of resources.
In Tixing the order of priorities, agriculture, consumer goods,
housing, and domestic trade have been regaried as subordinate 1o
heavy industry. Copsequently, in its drive to reach ipdustrisl
parity with the US, the Soviet regime hag negiacted certaln economic
sectors which are vital for future development of the economy as

& whole.

23. Since menpower and plant capaclty have in general been
fully used in the Soviet economy, military producticn has competed
with investment and consumption for scarce recources. In the period
1937-1940 and again, to a certain extent, after 1950, ae shurp <rticace)
#i=s in militery producticn mcompanmd by & decline 1n the
rates of growth of investment and consumption. In the post-1950
period the slowing of growth ves far more pronounced in copsumptlon
than in ipvestment. The new Soviet leadership gtill faces the
problem of allocating limited resources among the competing claims

of Industrial expaneion, wilitary sirength, wnd consumption.

2%, The present regime in the USER has not Pundamentally
changed the traditional policy of placing primary emphasis on the
rapid development of heavy industry and var potentisl. The pew
regime hus, however, davoted a great deal of its attentlon and
energies to g revision of current economic plans simed at speeding

up the production of agricultural commodities,; especially foodstuffs,
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and panufactured consumer goods. Soviet leaders have stated that
this goml is to be achieved without decreasing the tempo ol beavy
industrial development, but they spparently intend, at lesst for

the next two years, to limit defense outlays to epproximstely the
high level remched in 1952 and madnteined im 195%. This modificetion
of Soviet economic yregrams is designed to overcoms deficlencles in

certain sectors of the economy, particularly agriculiure.

25, In terme of resources sllocated, Soviet agriculture ia
the principal beneficisry of the survenl program to raise consumption
levels in the USSR. The great alr of urgency with which the Soviet
leaders are stiacking the egricultural problem indicates their
beliet that expansion of sgriculture ls easential Tor the future
development of the Soviet econowy. The Soviet leeders appem Lo
have recognized that continuation of the serious lag in agriculture
would ultimetely make it diffieult to meet the food requirements of the
growing urben population, the raw material requirements of the expanding
industrial economy, and the export requiremsrts of Joviebt forelgn trade,

in which agriculture plays a major role.

26. We beileve that Soviet econcmic policy will continue,
at lesst through 1955, to place primary emphasis on the Durther
growth of heavy industry, while meintalnlng defenae outlays at

approximately s constant level, and giving increased attention

= 10 -


















ILebor Forece

4

33. The .Sefﬁyt lsbor force has expanded rapidly throughout

ihe postwar perlod. The totel labor foree has increased by over 10
million since 1648, bringing total employment (exeluding Porced
laborers) to sbout 95 miilion at the present time (mid-1954).

In lipe with pest trends, nearly =211 of the net sddition to the

labor force went into nonagriculiural employment, which now

eccomts for sbout 43 million workers. This development reflects

the traditionsl Soviet policy of drawing -on the rurel populstion

to 111l the growing menpower requlrements of industry, as well as

the successful retention in the urbem labor force of large pumbers
of collective farmers who had been recruited originally for temporary

work during the war.

34. The rapid increass in nonagricultural employment hes
eggravated several major problems facing the reglme. On the one
hand, the influx of lebor into nopagricultural employment has been
consistently well sbove planned lsvels throughouwi the postwar period,
thus worsening the already severs housing shortage in Soviet cities.
O the other hand, the growing disperity between urban and rursl
Living stenderds after 1948 induced wany collective farmers, es-
peclally males, to seek nonmagricultural employment. This lncreased
the shortage of adult males, particularly specimlisis, in the agri-

cultural labor force, with resulbtent sdverse effects on agricultural



production. Thus, contrary to official Soviet plans, which implied
aa ineresse in the agricultural lebor force thrc;ugh 1655, the man-
powey position of Soviet agriculture appears to heve deteriorated

somewhat between 1950 and 1953. Consequently, the regime was com-

pelled to direct skilled lgbor back to the cownbtryside im 1953-1954.

35. The nonagrieultursl lsbor force will grow much less
rapidly during the pericd of this estimate than in the preceding
Tive years ss the result of several factors, the most importent of
which are: (a) the mew agricultural measures will require s larger
increase in the agriculturel than in the nomegricultural lsbor force
in 1954%-1956, thus reversing temporarily the long-estsblished trend;
(b) the amount of lsbor transferred from rursl to urban work will
be limited by the availebility of housing;—sesiet—gerices—mad

—gocee 1n urbsn aress; and {¢) the low birth rate during World

e it

War IT will reduce the mumber of new entries into the labor force
after 1956. New entries into the lobor force are expected to decline
from en esbimeted annual average of almost 1.5 million for 1953-1956
to less vhan one million per year for the remminder of the decade.
The decline in the growth of the nonagricultural labor force will
tend to raduce the average ennual growth ra;i;e of dndustrial output

even if wmo additional meppower is directed into sgriculture after 1956.
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S Matorial Supplyl/

42, Tes USSR has nearly ail the mmtural rescurces required

o develop Curther its alrewdy stroag end modern iadustrisl economy.
in gesersl, the production of meisls and minerals bss been adsguate
to pramote rapid irdustrda] growth and alse 4o permit ths acowmulation
af substantial stockpilms. Scwe iteme (#.g., ipduetrisl dismonds,
mtural rubber) smre lacking or in short supply within the Bloe,

but so far the USEK has beer abls tc acguire sufliclent guantities
through forelign trads. The natural resource basge will not placs
sarious limitations upon the reate of development of the Sevist
sconamy during the pericd of this estimmte, but te support a
contioued rapid rate of industrisal expansion over the long run,
incremalongly heavier iovestmeotz in the davalopment of the beaie

mterisls ipdustries will have to be made .

43. Tue production of (coal, petroleum, snd m

has grown rapidly in the postwar period, reschling at least double

ewer output in 1953, Cosl production, vhizh is by far the msjor

e

1/ Por grephs showing tremds io the USSR's production of selected
ivdustrial raw materials, see Appendix B, Figures é arxl

2/ Por graph showing trends im the USSR's enerpy production and
transport, see Appendix 8, Figure 3,
- a -
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5. The USSR opsret=s a stockpiling progres vhioh iz inde-

pondent of novml imvertory chennels and Includes a wide yangs of
industrial sod agricultural rav materials, msouCsctiured produzis,
and sguipment. Thia program is desigped 10 serve the opseatiomal
and strategic requirements of the Soviet sconomy in both ver and
peace. The highly ceutralized control System protacts stockpilas
frow dissipation in norom] sconomic operations and inmurss Lthelr
imeevdiiate avallabiliity to the state ip o maber of contingencies
insluding wartime disruptlon of the econamy, ratural calamitise
like droughts and fineds, econmde interrvuptions arlsing from
Flaming failures and transport breskdouns, and plsu changes.
Altbough the levels of Soviet stoekpile=p are not known, the currvent
Five Yeux Plan enllsed for the doubling of foorl and waterial stock-
plles in 1955 aver 1050. The change ir economie plmns in 1953,

vhich provided for incresssd distyibution of consumer goods,



sppesrs Lo have occasioned substantisl relemsos of foodstulfts from
stockpiles . Tt is not cloar whether thess relsasss affacted the
original plan gosls for stockpiling, slthough Lie curpent =fforta
Lo sxtend grain cultlwmtion in mergioal areas of the USSR probably

reflect the regime’s concern over preassnt iewels of food stockpliles.

VIIT. DEVELOPMENTS IN SOVIET INDUGTRY ‘

Capital Goods Productios”

L6. The distinguishiug feature of Soviet Five Yesr Plans
bus been the emplasis placed on the heavy industries producing
capital goods. During the sntire period of forced industyislize-
tion imvestmeut policy favored butlding vp the capecity to pro-
duce capital goods. Capital goods output (sxecluding produstion
of militery end-items) now rapresents about one half of totel
industrial output and ite rate of growth has been sonsistently

higher than that of GNF.

L7. The sddition of new lines of smphasis in the sconomy
tus not affected the primary focus of Soviet sccnomie policy oz
buillding up the base of heevy industyry. Official declgrations snd

* Tor graph showing treads in the USSR's preduction of selected
capital goods items, see Appendix B, Figure 57




current programs emphasisze that gomls for the most ilmportant
eapital goods in the 1950-1055 Plan bave not been reduced by the
aev program 1o raise consusption. The revised goals for consumer
goods and agriculture and the magnitude of the suppovting fnvest-
ment peograms are 0ot on such & scale as to involve a diversion of
resources sufficient to imterrupt ths trend since 1928 towerd "

continucos rapid expassion of heavy industry.

8. Weverthsless, Soviet beavy industry will sdvame st a
slover pace during the period of thip estimate than in the previocus
Tive ypears. We estisste that in the pext two yemrs the rate of
growth of beavy industry will bs about 11-i2 persent per anmm and
that 4o the peried 1956-1959 1% will decline to about 85-9 percenmt
per anpuw. These grojections sre based on: (a) the assumsption
that militery allocations will remein substantially the sams;

(b} an anticipated decline in the supply of new lsbur after 1956
and {c) the probability thet a scsewhet larger shere of total
investment will be devoted in the pext few years to agriculture,
and perhspe aleo to bousing.

¥
Cousumer éoac‘;‘_.s rmd_.uction

49, The production of consumer goods in the postwar pericd

has bsen largely cenditiomed by trends in Soviet agriculiure &nd

% TIncludes processed foods.






TABLE 1% b

o
_Offieial Poviet ri.?-u for State FProduction of Selected

OREUmSY Goodsy E /
(poree rease oyer 1950) P
\

F il / "
Actml,f‘.'[ncmsg\i’ Ocriginel Revised
theu 1953 185 Goal 1855 Goal

/b6 / 2 /- 100
’./ 2’4 7 58 ‘/ - 83\
/ 13 2/ 76
b1 78 92
36 90
/G1 &h
2 54 62
ko 110 122

51. The regime has initiated & series of memsures to achiews
the rewvised consumption goals. Plamed investment in the light
and foed industries and in the trade network has besn doubled
in 1954 over 1953. The beavy industries, vhich bave custammrily
meoduced coasumer durables as sidelines, have been directed to
increase their production of these coammolities. Moreowsr, in
1953 the regime meds substantisl relsases of foodstuffs from
stockpiles and increassd isports of consuesr goods from ocutside the
Bloc.

52. Mauny of the production goals for censumer goods, parti-
cularly durable items, are not greatly out of line with previous

aschievewsnts. Sinece production of consumer dursbies has been low,
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of World Wer IT expevditwres. In the interim, however, the increaszing
coaplexity of veapons resulted in bigher unit costs and consequently
in grocwrspeut of fewer itews for equivalest expenditure. The USSR
now preduces, in value terms, more thes 5 parcent of the Bloc's
wilitary end-items.

54, We helieve that if the current mesasures to raise coa-
sumpiion are carried out as plamned, acd if plamesd goals for
investment in heavy industry are fulfilled, Soviet defence expenditure.
will bave to be limited appravimately to presexnt levels, at least
tharough 1955. Judeing by the pattern of budpgetary allotments,
anmpal silitary experditures for 1054-1955 will in fact be
approxsmntely the same as far 1052-1953. The Soviet lseders prch-
ably recognize that their econcmy le¢ umable to support the
additionnl heavy investment outlays in imdustry and the incressed
raqmnta of the agricultursl eud comsumer goods program, whils
simltanecunly meintuining such & rapid rate of incremse in the
proeduction of conventionel military geoods me prevallied in the

: s Terarer G o Coralant Revel
Korean War peried. Moveover, S-eed RS R S T o

military sfadualies—dess not iwply any slsckeniang in the Soviet

wogran in the field of uncomverntiomal weapsns. It is poassible,
despite the absepce of direct evidence, that the USSR will maintain
conventionel military gproduction at somswhat lower lewels for at
loast the next few yeurs, but will give increased cspbasis to the
development of unconvenciomal weepons and uwew weapons systems.
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