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Table 4. RXPECTED ALLOCATION OF THE NATIONAL PRODUCT OF THE USSR IN 1949

Per cent
Billions of Source
of rubles Total of data
Gross national product (GNP/p) 632 100.0 Table 3
Gross investment 138-169 21.8-26.8 Table 5
of which:capital assets 1/ 105 16,7 Table 5
working capital & stockpiling 33- 55 5.2- 8.7 Table 5
newly-mined gold 8- 10 1.,3- 1.6 Table 5
Military use (explicit only) 2/ 79 12.5 Budget speech
Government administration and
security forces 37 5.8 3/
Consumption 4/ 347-378 55.0-60.0 By subtraction
of which: ~
Retail purchases in state
and coop. stores, less
turnover tax 159 25.2 Annex D
Retail purchases in
"kolkhoz" market 5L 8.5 Annex D
Communal services (education,
medical care, etc.) 82 13.0 Budget speech
Other 5/ 52 -83 8.2-13.2 By subtraction

Note: This is an attempt to arrive at the various rough orders of magnitude
Tn the Soviet national income account. No precision is claimed for these
figures, some of which are extremely crude of necessity. They should not
be used without reference to the discussion in the text.

1/ For definition see footnote on page 7.

g/’Includes consumption by military personnel. For scope of this category
see text.

é/ Estimated to be equal to the 1948 appropriation (see Table 2 in first art-
icle) plus 2 billion rubles for administration on local government levels,
Includes consumption by security forces personnel,

Q/ Residual item. Excludes consumption by military and security forces per-
sonnel,

5/ Residual item. Should include: consumption in kind, purchases of public
wtility services, etc. Does not include imputed rent of owner-occupied
dwellings, which is omitted from our national product estimate. Also re-—
flects errors and omissions. :
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Investment

We now turn to the allocation of the Soviet national product between
investment, military use, and consumption (Table L). Reconstruction needs,
strategic considerations, and the long-run policy of rapid economic develop-
ment have combined to impose an extremely intensive rate of capital formation
on the Soviet Union in the postwar years. Nevertheless, by explicit admission,
investment in production facilities lagged seriously behind plan in the early
postwar years, despite the tremendous receipts of capital equipment, both dis-
mantled and newly produced, from occupied countries (especially Germany and
Manchuria) as well as from other foreign sources, A positive statement of ful-
fillment of the 19L8 investment plan is lacking, However, beginning with 1948
a policy of concentrating investment in fewer projects, and thus bringing them
more rapidly to completion, was launched. This policy apparently has contrib-
uted to the alleged rapid growth of industrial output.

It has been claimed that the real volume of investment in new capital
assets 1/ was in 19L8 more than one-and-one-half times as large as prewar. 2/
In view of the heavy emphasis on investment before the war, it is difficult to
accept this claim at face value, Nevertheless, if our estimate of a larger
than prewar industrial output is correct, and considering the now greater share
of investment goods (although possibly not building materials) in total output,
plus the larger imports of such goods, a certain increase in the volume of in~
vestment over prewar seems plausible. The claimed increase over prewar appears
also doubtful as we compare the announced values of investment in 1940 and
1948, allowing for the intervening cost-price changes. 3/

Of the projected investment in 19L9 (Table L), the total gross in-
vestment in capital assets is to be 105.5 billion rubles, or considerably above
the 19L8 level, even if allowance is made for higher producers' prices. This
investment will correspond to one-eighth of our estimate of gross national pro-
duct (GNP/p), but this ratio may be understated insofar as subsidies may benefit
the investment goods industry more than the rest of the economy. It is very

1/ "Kapitalovlozheniya" (or "kapital'nye raboty") -- includes investment in

T livestock, buildings (residential and plant), equinment and installations,
rolling and floating stock, roads, communication facilities, as well as ex-
perimental and exploratory work.,

2/ Budget speech; Pravda, March 11, 19L9.

3/ The values are 43 and 66.2 billion rubles, respectively., Unit labor cost
~ of production increased by 66 per cent (Annex A)., Assuming a 50 per cent
real increase, investment in 1948 would have to have been about
L3x1.66 x 1.5 = 107 billion rubles before subsidies. Thus, either the
subsidies on investment goods were extremely large (107 ~ 66.2 = L0.8 bill.r.),
or the claim of a more than 50 per cent increase is exaggerated, possibly
because of the bias inherent in the "constant" price system.
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Table 5., ESTIMATED PLANNED GROSS INVESTMENT IN THE USSR IN 1949

(in billions of rubles at producers' prices)

As %
Type of Investment Total Sources of Financing of GNP/p
Budget Retained Current
current deprecia- Bank
profits tion al-  Credit
. lowances
(1) (2) (3) (L) (5) (6) (7)
Capital assets 1/ 105.5 79.8 18.7 7.0 - 16.7
Working capital 23.6 10.1 13.5 - - 3.7
State stockpiling
("reserves") 9.0 9.0 . - - 1.h
Gross investment
(minimum) 138.1 98.9 32.2 7.0 - 21.8
Gold reserve increment 8.0 - - - - 8.0 - 1.3 -
10.0 0.0 1.6

Goods in transit ( 20,7 - ( 29.7 - ( 3.3 -
Other bank-financed (  22.7 - - - ( 22.7 ( 3.8
investment ( ( (
Gross investment :
(maximum) 168.8 98.9 32,2 7.0 30.7 26.8

Sources: TItems 1. and 2. from Zverev's budget speech, but the distribution between
columns (L) and (5) has been estimated (Ammex C). Item 3. assumed to be at

least double last year's appropriation (L.2) because of both higher prices and
presumably larger stock piling; admittedly arbitrary. Items 5. - 7. as dis-
cussed in the first article. The difference between the maximum (item 8.) and
minimum (item L.) values of gross investment equals the anticipated budgetary
surplus, which is here assumed to offset an equivalent expansion in bank credit
(ef. discussion in first article).

1/ For definition see text, footnote 1/ on page T.

[N

(Continuation of text from page 7.)

difficult to say even approximately how much of this represents net investment.
In Annex C we estimate current depreciation allowances for replacement to be
of the order of magnitude of 7 billion rubles, which represents the sum of the
accounting entries, rather than the actual current replacement cost. The
former has been chronically lagging far behind the latter, and now, with the
gradual abolition of subsidies, may represent no more than a fraction of the
actual replacement cost.
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The increment in physical working capital financed from the budget
and from current profits of enterprises is to be 23.6 billion rubles. How-
ever, as discussed at some length on the first article, there is a strong
presumption that considerable inventory accumulation is financed by bank credit
expansion. It was also suggested that the increment in the gold reserve,
estimated at 8 to 10 billion rubles at the cost of production 1/, is financed
in a similar fashion., It was argued that the budgetary surplus (30.7 billion
rubles) is intended to offset an at least equivalent expansion in bank credit.
In Table L we have taken bank financed investment to be equal to the budgetary
surplus, which also represents the difference between our minimum and maximum
estimates of total gross investment in the economy, or 138.1 and 168.8 billion
rubles -~ 21.8 and 26.8 per cent of GNP/p -- respectively.

It is very likely that a fraction of the total projected gross in-
vestment is to be devoted to the construction of objects of a strictly military
nature, and should be more properly charged to military use. We have no way
of estimating it. On the other hand, our estimate does not include investment
"in kind", i.e. work of an investment nature which is not reimbursed in monetary
terms such as the compulsory work on roads (six days per year by virtually the
whole rural population of both sexes), work in connection with the "shelter-
belt" program, the labor of prisoners of war on construction projects, etc.

Military Use

The explicit budgetary appropriation for the armed forces for 19L9
is 79.1 billion rubles, or 12.8 per cent of our estimate of the gross national
product. It is about 20 per cent larger, in ruble terms, than last year's
expenditure, and by official admission only a part of the increase is due to
the higher producers' prices, some of the increase representing a larger out-
lay in real terms. However, considering the growth in real n3tional income,
it does not seem that the explicit ouflay for military use will constitute a
significantly larger fraction of the national product this year than it did
last year. In 1940, when intensive war preparedness was already under way,
this fraction was one-sixth, or considerably more than at present.

The appropriation for the armed forces does not include the projected
outlay on the various paramilitary formations under the jurisdiction of the
ministries of Internal Affairs (MVD) and State Security (MGB). In 1948 this
outlay may be estimated to have been about 20 billion rubles g/, but only a
part of it must have been spent on paramilitary formations, the remainder go-
ing for administrative expenses, the upkeep of prisons and prison camps, or-
dinary police and fire-fighting duties, etc.

In addition, it is quite likely that appropriations for ostensibly
non-military purposes contain outlays which are wholly or partly more properly
chargeable to military use. We have already mentioned this problem in con-
nection with investment outlay; scientific research of a military nature may

l/’Under the assumption that the annual rate of gold mining is 200 metric tonms,
or $225 million at the U. S. parity price.

2/ Estimated from data reproduced in Table 1 (first article).
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be included under "social and cultural measures", and even the alleged budgetary
surplus may be in whole or in part a fictititious entity concealing additional
military expenditures. There is, of course, no way of substantiating or re-
futing these hypotheses on the basis of the data in published Soviet sources,

Consumption

Consumption standards have risen considerably since the postwar low
that was registered after the crop failure of 1946. We have already indicated
that retail prices in state and cooperative stores may have been reduced by
something like 12 - 1L per cent since the end of 1947, while total money in-
come payments are increasing at a rate of 10 per cent per annum, although these
two facts are, of course, insufficient in themselves to determine the degree
of improvement in consumption standards., Neither housing nor services show
improvements anything like the expansion in retail trade.

It is very doubtful, however, that the prewar standard of living has
been as yet attained even with reference to the average situation in 1940,
which already witnesced a considerable decline from the levels of 1938 and 1939
owing to the intensification of war preparedness measures. Insofar as known,
the present rate of output of foodstuffs and industrial consumer goods is no
higher, and probably on the whole still lower, than in 1940, although stock-
piling (especially of foodstuffs) and the foreign trade balance may favor the
consumer somewhat more now than in 1940. Housing conditions are much worse.
While the average annual wage (or salary) is now, in money terms, 90 per cent
higher than in 1940 (Annex A), state retail prices on foodstuffs have increased
between May 1940 and May 1949 as follows: rye bread, the staple foodstuff --
3.2 times; white bread — 3.7; sugar -- 3.7; butter -— 3.0; meat -= 1.5 - 1.7;
eggs -=- 1l.7; and milk — 1l.h. It must be noted that there were sharp price
increases in meat and some other items shortly prior to May 1940, so that the
comparison would be even more unfavorable to the present situation had we re-
ferred back to the "good" years, 1938-39. Open market vrices appear to be
somewhat higher than those in state stores in both periods, indicating that
the latter may be incapable of meeting the full demand at the fixed prices.

Table 3 shows that 55 - 60 per cent of gross national product may be
going to consumption in 1949. Yet, since this is a residual figure, an even
greater degree of caution should be attached to it than to the other -~ none too
precise -- computations, "Consumption" here includes commnal services fur-
nished by the state, such as education and medical care, but does not include the
imputed rent of owner-occupied dwellings of the personal consumption of mil-
itary and paramilitary personnel maintained by budgetary appropriation. We
may be understating the share of consumption also because, as was suggested,
the structure of subsidies may benefit investment goods industries more than
consumer goods industries.

The corresponding ratio for 1940 is 59 per cent, as can be computed
from budgetary data and Baran's study. Considering that real national product
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may be somewhat higher in 1949 than in 19L0; this would suggest approximately
the same quantum of consumption in both years, as well as the same per capita
consumption, the population being approximately the same in both cases, How-
ever, as we have seen, most indicators disagree with this conclusion and point
to a lower level of consumption at this time than in 1940, itself a year of
sharply declining consumption levels, It may also be significant that even
Soviet propaganda has not as yet claimed that consumption levels have regained
the prewar level.



CONFIDENTIAL - 12 - Soviet Economy

Annex A, -~ TWage Bill and Labor Cost

The wage bill for 1947 was planned at 280 bill. r. (Pravda, liarch
1, 1947), This is presumably the "comprehensive" variant of the wage bill, l/
The actual wage bill for 1947 or the absolute data for subsequent years have
not been published, However, the 1947 planned figure was probably substanti-
ally realized, judging by the fact that direct tax collections in that year
deviated from budget estimates by only 1.1 per cent (Pravda February 21,
1947, and February 1, 1948). Let us assume that the actual wage bill in 1947
was 280 bill, r.

In 1948 the wage bill was 10 per cent larger than in 1947 (Pravda,
January 20, 1949), or 308 bill. r. Direct tax revenues in 1949 are planned
to be 10.2 per cent over actual revenues in 1948, Since the income tax rate
structure is only mildly progressive we may assume the wage bill to increase
proportionately, i.e., by 10 per cent, Hence, wage bill in 1949 = 308 x 1.1
= 339 bill. r.

Thus, the "comprehensive" wage bill in 1949 is 339 «+ 161 = 2,11
times that of 1940. The number of "workers and employees" was 31.2 million
in 1940; in 1949 it may be placed at 34.5 million, or 1,11 times as large.
Although these two concepts apparently are not quite co-extensive, their com-—
parison indicates that the average annual wage (or salary) has increased by

1949 to 2 ﬁ = 1,90 of the 1940 level.

To compare current hourly wages with prewar houwrly wages we have to
allow for the lengthening of the work week. A 48-hour week has been in effect
since June 1940, Previously, working hours were five seven~hour days out of
six, which is equivalent to about 41 hours on a seven-day week basis.2/ Let
us take 44.5 hours as being the average work week in 1940, Then, the 1949
work week is 48 + 44.5, or 1,07 times as long as the 1940 work week, Hence,
the hourly money wage (cr salary) in 1949 is 1.90 + 1,07 = 1,76 times that in
1940,

Similar calculations for 1948 yield:

Average annual money wage (or salary) -- 1,78 times
the 1940 level,

Average hourly mcney wage (or salary) -- 1.66 times
the 1940 level,

These results compare with the following recent statements in the
Soviet press: '"The average monthly earnings of workers and employees in the
Ukranian SSR were 78 per cent higher in September 1948 than in September
1940" (Bolshevik, No, 3, 1949, p. 26); "The average /money/ earnings of
workers in the industry of Moscow have more than doubled in comparison with
1940" (Pravda, February 2, 1949, p. 2).

1/ cof. Bergson, A.: "A Problem in Soviet Statistics," The Review of Eco-

" nomic Statistics, Vol. XXIX, #4, November 1947.

g/ Bergson, A.: U'Russian Defense Expenditure," Foreign Affairs, Vol, 26,
No. 2, January 1949, p. 374.




CONFIDENTIAL - 13 - : Soviet Economy

Anmnex B, - National Incone

Baran has estimated net national income (western concept) in 1940
to have been 302,38 billion current rubles.l/ However, he has included a
figure of 22,93 bill, r, of profits of enterprises (other than collective
farms), On the whole, this category represents more on the administratively
determined levy (akin to the turnover’tax) than a return to a factor of pro-
duction., We therefore substract it from his national income estimate, leav-
ing 279 bill. rubles as our approximetion for 1949,

Data on the various national income elements are almost wholly
lacking for the postwar years., However, approximations may be obtained by
assuming that national income in current rubles has grown in proportion to
the increase in the wage bill of the economy. Thus, using our estimates in
A A, and referring to the "comprehensive" wage bill of 161 bill, r. for
1940, we obtain net national income estimates as follows:

1947 — 485 bill, r.
1948 -~ 534 bill, r.
1949 -- 587 bill, r.

These estimates, of course, refer to the income produced within
3 3

the USSR, i.e., exclusive of the net inflow of goods and services from
abroad. These would add 1-2 per cent to the national income,

Annex C, - Depreciation

Depreciation allowances in the whole economy totaled 7,933 mill.
rubles in 1939, of which 53.1 per cent was earmarked for "capital mainte-
nance," and 46,9 per cent for replacement.g/ By 1940 they probably reached
10 bill, rubles, of which 5 bill, rubles were in industry.z/ As a rule de-
preciation allowances are computed as a definite percentage of the original
cost. of the equipment, Thus, they probably seriously understate the actual
replacement costs in view of the steady price increases before the war,

No postwar data on total depreciation are known. Because of war-
time destruction of equipment and of the postwar subsidization of producers!
goods prices, it is doubtful that total depreciation allowances have risen
anywhere as much as money national income, It appears that 15 bill. r. would
be a maximum figurs to assume in this regard, of which we may assume 8 bill.r.
to be earmarked for "capital maintenance," and 7 bill, r, for replacement.

1/ Baran, P, A,, op. cit.

2/ Buzyrev, V. S. (ed.), Finansirovaniye i Kreditovaniye Kapitalnykh
MOZhenE, 1941, p' 49-

2/ Kantor, L. M., Osnovnye Fondy Promyshlennosti i ikh Ispolzovaniye, 1947,
p. 37. o ) '
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Annex D, -~ Retail Sales

The value of retail sales in state and cooperative stores during
1947 was planned at 325 bill, rubles (Pravda, March 1, 1947). Considering
that turnover taxes in 1947 were undercollected by 15 bill, r., in part due
to the price reform two weeks before the end of the year, we may assume
actual retail sales in that year to have amounted to 310 bill. r., Of this,
70.4 bill, r., or 22,7 ver cent, was sold through consumer cooperatives
(Klimov, A, in Voprosy Ekonomiki, No. 6, 1948, p. 99), which checks with the
statement by the same author (p. 100) that cooperative sales account for 22
per cent of total sales in '"the postwar period.," But, consumer cooperatives
account for "about 9/10" of total retail sales by cooperaties (Lifits, M. I,
Sovetskaya Torgovlya, Moscow, 1948, p., 28). Thus total retail sales in co-
operative stores in 1947 may be placed at 77 bill. r., or 25 per cent of our
estimate of actual sales in both state and cooperative stores.

The &lleged "saving" to the population because or lower prices in
state stores after December 15, 1947, has been stated to be 57 bill, r. per
year, indicating an equivalent decrease in turnover tax receipts from state
trade on this account. Since state trade comprises ,75 (= 1 - ,25) of total
sales (as above), the "saving" on both state and cooperative sales can be
placed at 76 (= 57 + ,75) bill, r, during 1948, and an equivalent turnover
tax loss to' the budget may be assumed, Turnover tax receipts were planned
at 255 bill., r. in 1947, and at 280 bill, r. in 1948. Ve now compute the
planned retail sales (in state and cooperative stores) for 1948--

- B-g—g- x (280 4 76ﬂ - 76
= 378 bill. rubles

In 1948 turnover taxes were again undercollected (by 33 bill, r,),
and probably only partly so because of the two minor price reductions in the
course of the year, Thus, 350 bill, r. would seem to express the order of
magnitude of actual retail sales (state and cooperative) in 1948, of which
87 bill, r. (= 350 x .25) may be attributed to cooperative stores, The in-
crease over actual sales in 1947 is 40 bill, rubles.

This increase is only somewhat smaller than the increase (49 bill,
r.) in our estimates of national income for 1947 and 1948. (Annex A.) This
is, of course, as might be expected in a system where the chief means of
maintaining stability in the volume of currency in circulation is by adjust-
ing the value of retail sales (by manipulation of turnover tax rates) to the
currently~earned purchasing power,

The revamping of the turnover tax structure in 1949 makes it ex-
cessively risky to estimate the value of planned retail sales for 1949 by
comparing tax receipts and considering the alleged additional "savings"
arising out of the March 1 price reductions, However, we may arrive at

lanned value of retail sales in 1949 by adding to our estimate for planned
retail sales in 1948 (378 bill, r,) an amount bearing the same proportion
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to the increase in national income (53 bill, r.j as was the case in the pre-
ceding year, di,e., by 43 bill, r. Ef %g b'd 53). Thus, planned retail salgs
(state and cooperative stores only) in 1949-—421 bill. r. (=378 + 43).

Retail sales by cooperatives were planned to be 20 per cent greater
(in value?) in 1949 than in 1948 (Ptavda, March 21, 1949, p. 2). Upping our
estimate for 1948 (87) by 20 per cent we obtain 104 bill. r., leaving 317
bill, r, for state stores.

The annual "saving" to the populdtion as a result of the March 1,
1949, price reductions is claimed to be 48 bill r, Proportionately, the
"saving" for total (state gggicooperative) sales would be

48 x 5 = 64 bill, rubles.

The average price reduction as a result of the decree would thus be
64
421 + 64
calculation is based must be borne in mind, although such an over-all price
reduction does not appear to be inconsistent with the announced reductions
on specific commodities,

= 13 per cent, The propaganda nature of the statement on which this

The distribution of retail sales (in state and cooperative stores
only) between foodstuffs and non-food articles is possible on the basis of
the statement that total retail sales in the first quarter of 1949 were 22
per cent larger than in the first gquarter of 1948 (at comparable prices)
while the sale of foodstuffs and non-food articles increased by 15 and 38
per cent, respectively (N. Y. Times, April 24, 1949). The share of food-
stuffs in total sales then is '

b}

8~E—lll2§ = 69,6 per cent.

1.2
' o15
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|
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- Lastly, we have to account for the retail trade in the open
("kolkhoz") market, which we have ignored up to this point, It has been
stated that kolkhoz and cooperative trade together account, in value, for
half as much as state trade (Pravda, March 1, 1949), at least in 1948 and
1949. By applying this information, we can construct the following sum-
mary table of estimated retail trade in the USSR (1940 data from Lifits,
op. cit., p. 33):

1940 1947 1948 1949 1940 1949
Actual Actual Actual Plan Actual Plan

Billiions of rubles Per cent
State stores.....eieevsee..s 128.5 233 263 317 59.5 66.7
Cooperative stores.......... 46.6 77 87 104 21.5 22:0
Subtotal,..e..vueeinn.: 175.1 310 350 421 81,0 88,7
Open ("kolkhoz") market,..::. 41.2 ? 45 54 19;0 11.3

TOta'l.'..I'OQ....Q..O.. iiE.E 3——95- Z’ﬁ‘s- -100.0 100‘0
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Turnover tax collections are budgeted for 1949 at 262 bill, r., in-
dicating that the value of retail trade (state and cooperative) at producers!
prices would be 159 (= 421 — 262) bill, r. (This ignores the fact that turn-
over taxes are still collected on petroleum products, but the error is be-
lieved to be quite small,) )

Annex E. -~ loney Receipts and Outlay of the Pepulation
T————

The following attempt at constructing a "balance of money receipts
and outlay of the population" for 1949 may be made on the basis of our esti- -
mates and Soviet data, The crudeness of this "balance" must be borne in mind,

Bill, of
Receipts of the Population: _ rubles Source of data
National income earned 587 Annex B
Less: Consumption in kind 3 l/
Money national income earned 514
Add: Social insurance payments : 17 Budget speech
Social security, pensions, etc. 21 Budget speech
Public debt service 4 Rough estimate
Total money receipts 556
Outlay of the Population:
Retail commodity purchases 475 Annex D
Direct taxes : 37 Budget speech
Loans to state (incl, increment in
savings deposits) 23 Budget speech
Income taxes on non-state enterprises g/ ) 12 Rough estimate

Miscellaneous fees, etc, 2/
(Purchases of various services) (

?)
Total money outlay 547

(%, )

The excess of receipts over outlay (9 bill, r.) would represent the
increase in currency in circulation, were it not of very questionable relia-
bility since it reflects all of the errors and omissions in our '"balance.!

1/ Estimci:l to constitute the same fraction of national income as in 1940;
cf. Baran, op. cit., p. 229, and Annex B to this article,

2/ Only insofar as not included in the value of retail trade.





