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1. UME 0

The present note attempts driefly to evaluate the

“importance of recent sales of cereals to Communiet countries, both
for these countries and for the free world. In addition some

-~ tentative conelusions are drawn. -
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2. The record harvest ef 1958, which proved to be an excep-
M tionally good yeer ‘in most of the Communiat countries, gave rise
~:to many expectationas that were to be disappointed during the
gfollowing three yeara. The firast among the Communist countries
—~which had to admit the failure of its economic policy to solve its
= agricultural problems was Communist China. The results diring
1959, 1960 and 1961 drought the Chinese to the verge of famine and,
=] 8ince the USSR wes apparently not in & position to fulfil China's
OUneeds, forced this country to turn to the free world marketas for

¥ large-acale imperts of grain to escape a major disaster.

. In early May 1961, Communist China signed a long-term

= agreement with Canada under which i1t was to import between June

=1 1961 and December 1963 some 6 million tuns of cereals (1 million

A tons of barley and the rest in wheat and wheat flour). Coming in
addition to smaller, earlier orders, the total value of Canadian

, deliveries for the three calendar yeara 1961/63, amounted to about

o~ B426.6 million, to be paid 25% in cash and the rest in 270 days(1).

. T7) At the time, the Cpnadian authorities brought the conclusion
of their long-tarm agreement with Communist China to the notice
of the Committee of Economic Advisers (meeting of 15th June,
1963). The Canadian Government, while gxtending its guarantece
to a maximum of #50 million for credits necessary to the Cana-
dian Wheat Board to conclude such large purchases on & ghort-
term basis, justified its decision on the basis of the "'sub-
stantial benefits" of these deals for the Canadian economy in
general, (See AC/127-R/66, Item II(d) and the statement of
the Canadian Minister of Agriculture to the House of Commons
on the long-term agreement for grain deliverics to Communist

China added to the letter of the Canadirn Delegation.)
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At the same time large-scale orders of wheat and wheat flour were
placed with Australia amounting to over 6 million tona during the
three years mentioned, and less important ones, mainly of flour,
with France (1.3 million tons), with the Federal Republic of
Germany (0.5 million tons) and the Argentine. In total, Communist
China imported about 5.6 million tons of cereals in 1961, 5 million’
in 1962(41) and will probably import over 4.5 million tons in 1963
while further purchases are expected in 1964,

L. The cost of these purchases has been estimated at about
#335 million for 1961 and almost as much for 1962, In order to
pay for these deliveries, Communist China undertook to sell golad
and silver from her reserves anl rcduced her imports of other goods
from the free world, In addition, the Communist Chinecse leadcrs
drastically reversed the order of economic priorities, putting the
emphasis on agriculture and light industry instead of heavy indus-
try, and moderated their overambitious targets of extremely rapid,
if unbalanced, economic growth.

5. The collepse of the Chinesec "Great Leap Forward" policy
did not directly affect the grain aiguation of the Soviet Union,
although the USSR had imported from Communist China about 600,000
tons of rice in 1959 and another L4OO3;000 tons in 1960. Chinese
rice exports to the USSR were practically stopped during 1961. In
1962, they again reached about 150,000 tons, but China had
obviously not recovered from her agricultural failure to the extcnt
that she could have been of any assistance to the USSR in solving
the Russian food problems, even if political factore could
possibly have been diaregarded.

6. In the Soviet Union production of bread grains has in
recent years failed to keep pace with the growth of the population
and consequently stocks have been depleted. An unusually bad
harvest in 1963 has therefore obliged the Soviets to import large
quantities of wheat from the West. Although the total volume of
these imports cannot yet be stated with certainty, they appcar
likely to exceed 13 million tons and to cost the Soviet Union about
$#1,000 million in hard currency. The Buropean satellitcs also
will probably de odbliged to purchase mere Western grain this ycar
than in the past. )

7o These large-scale purchases by Communist countries of
cercals come at a time when Canada has announced an all-time record
harvest, and the United States has also enjoyed an excellent crop.
In Vestern Europe, crops have suffered, at least in quality, from
the wet summer(2). As a result, Western Europe will probably
increase its imports of wheat from North America.

ce A - evised)

2) A study on the economic evolution of Western Europe in 1963,
Just completed by the United Nations Economic Commiasion for
Europe, foresees a slight increase of total production of feod,
but a decline in the whcat crop in Western Burope of about 15%,
as compared to 1962.
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8. These prosnects, together with the large-scale Communist
wheat decals, have rcflected on free world market prices of wheat,
whizh inercascd by about 15% since the announcements of the Sovict
decnls,. The volumc of the deliveries from Australia and America
to thc Sovict Union has also rcsulted in a sharp incrcasc of the
world freight charges for all bulky cargoes and cven for oil
tankcrs.  World .frcight ratzs for wheat (North American Atlantic
coast/Russian ports) in October 1962 wcre quoted at about £6 a
ton, while at the beginning of November 1963 world chartcr ratcs
B12.5 to $13 a ton. The laid-up shipping has bBeen reduccd to n
minimum, the bulk of which now consists of ships built during the
war and most of the rest of vesscls more than 23 years old.

Icntativc concluggong

9. It is. obvious that the rcccent wheat deanls will have
immcasurably more far-recaching repcrcussions upon thce cconomy of
the Sovict Union and possibly thosc of the Europcan satcllitcs
than upon the economy of any exporting Western nations.

10. Among the latter, Canada 1s thc main and only onc wherc
thc importance of thosc dcals will have any sizcablc significance
from a purcly economic point of vicw,

11. Given the urgcency and the size of thc nced in the
Communist countrics for thcsc foodstuff, the argumcnt has becn
advenced that the opporiunity should have becn token to attach
political conditions to these sales., Evcn 1f the validity of
this argument were to be acccpted and the advisability of such
mcasurcs agrcced, it is clear that political conditions could have
only becn attached to thc sales if this subjcet had been discusscd
within the Alliance and agreement reached upon it beforce negotin-
tions with the Sovicts had commenccde :

i2. Apart from thec benefit that the agricultural scctor in
thc various Western countries will derive from the risc in wheot
priccs, the gap between the subsidised priecs in intcrnal markets
and thc world priccs may possibly be rcduccd. Among thc favour-
ablc rcpoercusaions of the Sovict wheat purchascs for the iicst, the
maritimce countrics will certainly count the improvcd shipping
aituntion. But again, this must bc sct againat the probobility
that many importing countrics will sece thcir shipping bill for
various bulky cargoes, including coal and mincrcol orcs, as well as
oil, incrcascd.

13. The wheat salcs deponstrate clecarly the cfficicncy of
Western farming methods. At the snme timc they cmphasis: the
fact that Soviet agriculturc has suffercd a major sct-back, the
cffcet of which will be felt dircetly or indircctly throughout
the Sovict ceonomy. Although imports of wheat will suffice to
kecp Sovict consumption of bread grain ncar 1ts normal lchl{ a
shortage of fodder grain must incvitably damage thc prospects fur
livestock farming.

1. NATO_CONFIDENTIL
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14. Therc are ulrcady signs that, in order to nvoid a
rcpctition of this ycar's failurc, thc Sovict leadership hns
occeptcd the nced for a thorough recppraisal of agricultural
policy and 1s prcparcd to pay the price which such a rcappraisal
will cntail, namely a redistribution of rcesources in favour of
agriculturc and those scctors of industry upon which it dcpends.

15. The wheat shipments from the West will grecatly incrcasc
the Sovict import bill. The authorities will probably scck to
maintain esscntial imports of machinery, equipment and certain
industrial r=vy matcrials at their previously-planncd lovels, At
thc samc timec, the scopc for rcductions in non-cssential imports
is limitcd; necither will it be easy for the Sovicts to inercasc
thcir hard currency carnings by cexpanding their exports to the Vest.
As a result, the strain on their balance of payments will provce
BCVCIC. They have already becn forced to scll large quantitics
of gold in London and Zurich and will undoubtedly have to scll still
morc in thc coming months. To mitigatc thc pressure on their
gold rcserves, they may be cxpectcecd to scck credit faecilitics
wherever possible in their dealings with VWestern countrics,.

16. The situation in the Europcan satellites is morc Aiffi-
cult to aascss. No ccrtain information on grain production in
these countries this ycar is yct available, nor is it known how much
groin ticy will be able to import from the Sovict Union. Thus,
no forccast can yct be made of their grain import rcquircmcnts
from the West, although these arc likely to bc appreciadbly greater
than usual. Should this prove to be the easc, thcir dbalancc of
paymcnts difficulties would be aggravated, but it does not scem
likely that the internal repercussions on their cconomics would
be very scrious. .

17. PFinally, the fact that the "Socialist Camp" has had to
import such largc quantitics of wheat from thc West will do little
to cnhancc the prcstige of Communism, particularly in the under-
developed countries, where the cfficicncy of an cconomic systcem is
likcly to be judgcd, at lcast in part, by its succces or failurc
in cxpanding food production.
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I1, JNPQRILNCE Q% WHE.T PURGHASES BY COLMUNIST COQUNTRIES FOR THE
(1) gcongda

18, The 1963 wheat erop in Ccnada has dbecn estimnted nt the
rcecord figure of sbout 19 million tons (1), while thc cvrilcblo
stocks, which had rccched their peak in 1957 (~lmost 20 nillion tons)
stood by wid-Scptember at cbout 13,3 miilion tons, ,nnucl
doncstic consunption absorbs some 3 to 4 million tons,

19, iccording to the OECD statistices, Cancda exportcd in 1962
some 8 million tons of wheat and sbout 600,000 toms of flour,
cotern Kurope accounted for sbout 4 million tons of this totsl,
the rest of the frec world for 2,4 million tons znd thc Communist
countrics for 2,2 nillion tons (Communist Chino 1,8 million,
Polond 378,000 tons and Albonia 47,000 tons),

20, From what is known so faor during the 1963/64 troding
ycar Concda will probebly export to the Communist countrics cbout
9 nillion tons of whect and wheat flour, of which 6.5 million tons
to thc Soviet Union, about 1 million tons to thce Europceen sctellites
and possibly up to 1,4 million tcns to Communist Chinz, for o totcl
value of between $650 and 680 million, roughly uquivolunt to totcl
Canaodian receipts from whcat uxports in 1662, This represcnts 10%
of total Crnadian exports during 1962 and ebout 1,5% of Cencdion
GNP cnd illustrates the foct that Cannda i8 econonmicolly by feor
the most interested free world country in Sino=Soviet wheat dccls,

21, In addition, the large Western BEuropean demcnd hos been
rcinforced by the low quality of its domestic groins, viiieh
suf'fered more thon the quantity from the wet summer at horvesting,
in entering into the agreement with the USSR, the Cancdian
authoritics hove strcssed that every care had been tcken by the
canndian Wheat Board to c¢nsurc the country’s cbility to dcliver the
quantities committed, as well zs to nonour supply obligctions to
its maojor markets in the United Kingdom, Western Europe, Jcpan,
.sin and elsewhére under the Internctional Wheat Agrecment, But
the repercussions of the large-sczle whent deals with the USSR
on thc price of whect and the inereczsed deuond of Western Lurope
will benefit the Canodian overall situation,

22, For a number of ycors, Cancda hos relied on hcavy
inflow of capitnl from the United Stotcs to cover its chronlic
deficit on the bzlance of internrticnol poyments, The rceent
mcagurces taken by the United Stotes cdministration had tended to
reduce this inflow, Under the whcat cgreement with tho USSR,
down-payment of 25% on delivery with the bclance paycblo in
cqual instalments over 6, 12 and 18 months had been provided,
The USSR appears, howcver, to be reluctant to noke uac of the
crcdit terms extended by the Cconadion Government, 48 0 result
it is cstimatcd that if deliverics continuce on schedulc, Sovict
payments may well provide some $170 million to the Conadlan
bnlance of prynents before the cnd of the yecr,

(1) iccording to thc Ministcr of Trade nnd Commercc on 1l6th
Scptember 1963, but these foreersts were mode before
widcsprecd draught afflicted the onticrio harveot,
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(2) A&M

23. The whcat harvest in . Australie during the crop scason
Dccember 1962/November 1963 has been cstimatcd at about 7.5 million
tons. In sddition, at the cnd of 1962, thc whcat stock amountcd
to 0.3 million tons. Domestic consumption, which absorbecd 2.1
million tons in 1961, may be cstimated between 2 tnd 2.5 million
tons in 1962. In 1962, thc total valuc of ‘ustralian wheat cxports
rmountcd to #283 million, of which some 30% or #86.6 million ermc
from thc sales to Communist China of 1,440,000 tons of whcat.

24. Thc USSR has placed orders of 1.6 million tons of wheat
for dclivery during 1963/64, at an approximate value of £100 million.
If sales to Communist China amount to another £75 million during
thc samc period, it would mecan that Austreclian salces of wheot to
the Communist countrics would rcprescnt about 7% of total Australian
cxports (all commoditics) and not far from h-1lf thc total wheot
surplus nvailablc for cxport. . e

(3) Argentimg

25. Thc wheat crop for thc scason December 1962-November 1963.
has bcen estimnted at 4.5 million tons.  In addition, the carry-
over of thc previous ycar's surplus amounted to 0.5 million tons.
Domestic consumption absorbed during 1962 3.7 million tons, ,
Argentina's total wheat cxports during 1962 rcprescntced somc 14%
of total coxports whilc maize exports accounted for another 10%.
Decpending on the size of the crops Argentina sometimecs cxports
morc maizc than wheat. During 1961, Argentina dclivered 45,000
tons of whcat to Communist China and probably 2 similar amount in
1962, Last year, the cstimated amount of rcccipts from salcs to
Communist China amountcd to #2.9 million out of o total of #173.2
million carncd by Argentina in forcign currcncy from wheat salcs.
- ,

26. It has becn reported that the USSR is ncgotiating the
purchasc of 500,000 tons of whcat. The valuc of this deal hos not
been revealed and the qualitics involved arc not known but on the
basia of thc prcvalling prices it would sccm that thc valuc of this
dcal might bc of the order of #30 to #35 million., If this wcre
the casc, it would rcpresont some 17 to 20% of total rcccipts from
whcat sanlcs by /rgentina in 1962, but not morc than 3% of total

Argcntinian exports and a ncgligidble frroection of less than 3 of
1% of hcr GNP. ‘

NATC CONFIDENTILL =5
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(4) United 3tat

27. Thc actual size of the 1963 wheat harveat in the United
States has been estimated at about 30.33 million tons or 1,1
million tons more than last year's crope & new record of zbout
100 million tons of maize is forecast, representing an increuse
of 9.1 million tons over last year's crop. The atored surplusen
rcachcd their peak at the end of 1961, when 38.4 million tons of
wiieat and 51 million tons of maize were reportedly carried over.
Domeatic consumption in 1962-63 (16.3 million tons of wheat and
91 million tona of maize) however, accounts practically for the
cntirc maize and for over half of the wheat crop.

28. according to OECD statistics, cduring the calendar ycar
1962, . the United States exported 16 million tona of wheati &nd
wheat flour and 11 million tons of maize (in addition io 2 million
tons of barlcy and 1 million tons of rice). Totsl vslue of all
grein exports (#1.97 billion) approximated 9.. of total United
States exports (Z2l.4 billion), 70i: of maize exports wnd 18, of
wheat cexports went to OLCD Durope and zlmost all tiic rent to other
frec vorld countries (mainly to Indie, Lgypt, Brazil and Japan).
Grain exports to Comnunist countries did not exceed #35 million and
went exclusively to Poland, who imported under FL L8O 433,000 tons
of wheat and wheat flour, 20,000 tons of rice &nd 41,000 tons of
meize. e , ‘

o o

29. .t the time of writing, the final outcoame of the
negotiations with the USSR and with soaae Iuropean saiellite
countries (Hungary, Bulgerie and Czeccihoslovakia) is not knoun.

It had, however, been announced that thc volume involved would
prabably be 4 million tons of wheat and possibly maize, to be nold

to the US3R for a total value of approximately $250 million, and

that lungary, Bulgaeria snd Czechoslovekia were trying to obtcin 1
million tonn of grain, representing about g60 million. ..lthouga

the importance of these negotiations for the United Ztete~ econony

is in no way cauparable to thet which it represents for any of the
previously-considered countries, they have drawn most of the attention.

30. 4part from their political and psychological significance
tie marginal effects upon the United States balance of payments
huve been stressed by President Kennedy. The imporiance i the
present stage of sn additional incoic of £300 million, mainly in
gold, strengthening the positiion of the doller, ias been underlined,
as well as the fcct that by mid-1964 United States wheat ~tocks are
now exuected to be reduced to between 19 and 20 million tons.

Farn prices in the United “tater will be strengthened, <nc the
additional income that the deal would provide to faraers, transjort
and port workers and grain {raders was &lso .entioned by rresident
Kennedy in the justification of this decision to permit thene
exports(l).

A A B A GG PG Gy ave S . & € - . > 4 owm ® S S W -
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(1) President Kennedy's letter of 10th October, 1563, io tue
Prenident of the Cenate and to thc Cpesker of the ..ouse of
Representatives.
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31. If the Soviet Union decides to accept the proposed deal,
the United States grain would be for delivery and use in the Soviet
Union and the Eastern European eountries only. It will be carried
by american ships, supplemented by vessels of other countries as
required, and the wheat will be sold at the world price under normal
commercial conditions. It has been stressed that, if the deal were
concluded, this new development was in no way to be considered as a
departure from the earlier United States policy concerning trade in
non-strategic goods with the Eastern bloc.

32. The condition concerning the transport by United States
ships gave risc¢ to negotiation difficulties. At the time when the
discussions were going on, the United States freight rates for
shipping from the North American Atlantic coast to Ruesian ports were
quoted to be generally at about #26 per ton, while the comparable
world rates, although more than double those of a year ago, were
said to be #12.5 to 813 per ton. The European maritime countries
have reportedly protested against the United States transport
reservation clause. ZLccording to most recent information, it would
seem, in view of the urgency of the deliveries, that only 25/ of total
tonnage could be shipped by United States carriers and that the
American freight rates might be lowered to reduce this differencc with
world rates to sbout #5 per ton.

(5) WW

33. Francec appears to be the main ¥Yestern European exporting
country maintaining grain deliveries to the Communist countries in
recent years. In 1962, ocut of a total of 1,891,000 tons of wheat
exports, France exported to China 361,000 tons, to Poland 162,000
tons, to Albania 56,000 tons and to Hungary 51,000 tons,
representing a total value of about §38 million. In addition,
France exported berley to Communist China (134,000 tons) and to
Bulgaria (30,000 tons) for a total value of #7.5 million.

34. The 1962 wheat crop harvested in France had, however, bcen
a record one, owing to very favourable yields, and an incrcase in
area. The 1962 wheat harvest amounted to 13.77 million tons,
leaving about 3 million tons available for export, It would secm,
however, that production of whecat in 1963 will present a dccline of
as much as 4.8 million tons, reducing the total wheat crop to 8.98
million tons, which would not leave surpluses to bc exported over
and above the traditionzl French wheat exports to the other
Europcan countries (mainly West Germany) There arc cven doubts
€8 to whether France will be sble to cxport during this year the
fraction of the 1 million tons of wheat it agrced in 1562 to sell
to Communist China over the three yeara 1962 to 1964. As regards
the USSR, the only agreement so far announced provides for the
delivery of 80 thousand tons of flour.
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35. During 1962, the Federal Republic of Germ-ny reportedly
exported about 187,000 tons of wheet flour to Communist China,
worth over $12,2 million and about 83,000 tons of flour to Hungary
and Bulgaria for a totalwalue of approximately £5 million., The
1963 wheat harvest in the Federal Repuvlic is expected to exceed
by some 200,000 tons the 1962 erop, thus reaching L4.79 million
tons, which will leave the Federal Republic a net importer of wheét,
The USSR is said to be negotisting with the PFederal Republic for
the delivery of 250 to 300,000 tons of flour to be exported to the
Soviet Union during this year. An estimate of anticipsted exports
to Coumunist China is not available but it will slmost certainly
be less than last year,

(6) Western European importing countries

36, Wheat prices which slready stood above the minimum fixed
in the International Wheat Agreement have risen by 15% since
September, largely as a result of the expected large-scale Soviet
purchases, According to the International Wheat Agreement, the
exporting countries have undertaken to supply 211 the commercial
requirements of importing countries, 8o long as prices are within
the range fixed by the Agreement, This obligation does not seem
to apply to exporting countries wanting to import, as is the case
)f the USSR, who is party to the Agreement. Canadian and Uaited
States authorities have declsred that they disposed of ample
supplies to fulfil their commitments towsrds the importing
countries, even efter sales to the Soviet bloc.

(7) Impact on freight rates

37. Even if grein imports by Communist China, smounting to
sbout 4.5 million tons ennuelly, are not taken into account for
evaeluating the repercussions of Soviet wheet purchrses on world
transport, the size of the intended deliveries to the 8Soviet Union
(13 millinn tons, of which 4 million to be bought in the United
States), represents seme 20% eof all sea-born grains transported
over the world (over 60 million tons during the trade season
1961/62), LO% of grain shipped to VWestern Europe and 30% more than
total grain imports to the United Kingdom, treditionally by far the
largest grain impsrter of Western EBurope., The massive and urgent
requirementa for grain by Communist countries have alreedy suggested
that sulitable tramp transport might be in short supply, since they
come in addition to large grain imports anticipsted by +Western

European countries, Japan and India from North and South America
and from Australia,

%28, Since early 1957, freight markete went through a prolonged
depresslion but after the announcement of the first Soviet wheat deals,
freight rates for treamp vessels, dry cargo and tankers have risen
slharply to the highest point reached over the last six years, and
well over twice the rate reached at the ssme period last year. The
unemployed tonns laid-up has consequently been reduced to a minimum,
leaving only 2% ?gonsiating gelmiat entirely of ships at least 20 years
old) of the world dry cargo fleet unutilised.

39. The demand for grain transport 1s expected to lmst well
beyond next Spring and dry carg> es well s oil tanker tramps can
hope for profitable operation over the next six months., The increase

in freight charges will not be confined to grain, but will sffect most
other categories nf cargo.

-9- NATO CONFIDENTTAT,
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I1I. IMPORTZNCE AND POSSIBLE CONSECUENCES OF THE GRAIN PURCHLSLS

FOR THE SOVIET COUNTRIES

A.  PRODUCTION AND UTILISATION OF GRAIN IN THE SQVIET UNION

Production(l)

LO. The Seviet Union 1s traditionally one of the world's
major growers and exportera of grain. -Grain production during the
last years of tearist rule averaged about 80 million tons annually,
Throughout the next three decades, as a result of civil war, forced
collectivisetion and the Second Viorld War, production fluctuated
wildly but during the last five.yeare of Stalin's life, still
averaged only 81 million tons & year. Meanwhile, the population
had risen from 160 million in 1913 to nearly 190 million in 1953.

L41. Largely as a consequence of Khrushchev's Virgin Lands
campaign. >f 1954~58, during which some 4O million hectares of
marginal land in Siberia and Kazakhstan were ploughed up and sown
to grain, production rose rapidly from 2.5 million tons in 15653,
to 141.2 million tons in 1958. Under the current Seven-Year Plan
(1959-65), it is proposed to raise production to 164-180 million tons
by 1965, but progress since 1958 has.been unimpressive, although a
new record harvest of 148.2 million tons was claimed for 1962.
Exceptionally unfavoursble weather conditions throughout the whole
country appear to have csused a sharp fall in the 1963 crop.
Although no official figures have yet been issued, it is thought
that claimed production for this year may be between 115 and 125
million tons.

u2. Thé composition of the grain harvest has also changed

significantly over the years. Output of bread grains rose from 49
million tons (57% of totsl grain production) in 1913, to 56 million

1) Throughout this paper, unless explicitly stated ctherwise,

(1) officggl statistgcggare used. .These are not always reliable.
Thus Soviet figures for gross grain production are genefally
thought to exaggerate the real harvest by 10 t. 15k. \/ere
this not the case, it would be difficult to see why the
Soviets should be experiencing such difficulties at the piesent
time. The record harvest of 1962 (148.2 million tons) sh»ould
have provided them with ample stocks. However, since it is in
the interest of local officials to report the highest possible
production, figures are based on dbunker weight and cre known to
contain insufficient allowance for moisture and other
extraneous matter. Figures for state purchases may als’ be
exaggerated, though perhaps to a lesser degree. F}guris for
exports and imports are believed to be reliable. Similar R
considerations may be sssumed to agply to production, exporis
and importe in the European satellites.

-11= NATQ CONFIPENTIAL
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tons (68% of total production) in 1953, whilst output of fodder
grains fell from 37 million tons (43% of total production) to 26
million tons (32% of total production) over the same period.

Since then output of fodder grain has more than doubled, reaching
60 million tons (40% of total production) in 1962, but output of
bread grains, after rising rapidly to 92 million tons (65, of total
production; in 1958, declined tc 87 million tons (59 of total
production) in 1962, probably as a result of Khrushchev's pre-
occupation with livestock farming and the need to boost fodder

output. Production of bread grains in 1963 may be as little as
70 to 75 million tons.

JARLE. 1

roduct G in Sov )
mi. on tons

| 1913 | 1955 |1958| 1959 1960 | 1961 | 1962

| Bread Grains® | 49.3 | 56.0 |92.5]| 86.2]| 80.9 83.4,] 88.0
| Fodder Grains EA 36.7 | 26.5 | LB.T7} 39.7}! 53.5] 5L4.6} 60.2
i

i TOTAL | 86.0 ' 82.5 M41.2!125.9 134.4  138.0 ) 148.2)
® (4ncluding rice)
Ut gatio Su

(a) Domestic Qonsumption -

4L3. No statistics are available for consunption of bread
grains in the Soviet Union but certain conclusions can be drawn from
the published figures relating to state purchases. From these it
appears that since 1958 the producing farms have rctained for their
own use (i.e. for seed, feed, payments in kind to members, etc.) a
roughly constant amount of about 85 million tons a year, of which
around 45 million tons a year have been bread grains. During this
perliod, the rural population has declined by about half a million,
from 108.8 million in January 1959, to 108.2 million in January
1963. Per capita consumption of bread grsins in rural areas would

. thus seem to have rcmained morec or less unchanged.

L. State purchases of grain, which cover supplics to urban
ereas and certain deficit rural areas, edditions (if any) to
stocks, and exports have fluctuated considerably from year to year.
Purchases of bread grains, after rising to 47.6 million tons 1in
1958, have fallen off and have never since then exceeded 42 million

:ona. This year they seem unlikely to be more than 35 million
ong. - - '

(see Table II at Annex)
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45. However, during these years the urban population has risen
rapidly from 100 million in January 1959, to about 115 million in
January 1963. Presumably, therefore, consumption of bread grains
in the towns can only have been maintained by running down stocks.
These were probably high after the good 1958 crop, but must have
fallen dangerously low since then.

L46. During the past 12 months, two additional factors may
have combined to increase demand for bread grains still further.
In the first place, following the disastrous potato harvest of 1962,
there has been a serious shortage of potatoes, and this has been
fclt moat acutely in the towns where potatoes have had to be rceplaced
to some extent in the citigzens' diet by bread. Secondly, the rise
in the price of meat decreed in June 1962, has made it profitable
for private owners of livestock to fatten their animals on bread,
the price of which remains relatively low and which is often more
readily obtainable than more orthodox varieties of fodder. To
Judge by the numerous indignant articles which it has provoked in
the Soviet press, this practice is becoming surprisingly widespread,
mainly, though not exclusively, in rural areas.

L47. Thus, the overall picture thet emerges is that whilst in
rural areas both supply of and demand for bread grains have remained
more or less constant since 1958, in urban areas a decline in
supplies has been accompanied by a stcady rise in demand, which has

probably accelerated during the past ycar. A8 a result stocks must
have been depleted. .

(b) Exports apd Jmporte

4US. 1In tsarist times, Russia used to export some 8 to 10
million tons of grain (mainly wheat) a year. Under the Soviet
régime‘ grain exports fell sharply and during the last years of
Stalin'se life averaged sbout 1 million tons a year. During the
1950's, as domestic production increased, exports rose and reachcd
6.1 million tons (net) in 1959. Since then the growth of exporta
has been much less rapid, although they reached 7.4 million tons
(net) in 1962, some decline in bread grain exports being more than
outweighed by a rise in exports of fodder grains, although the
former's weight in the total has remained predominant. The Sovict
Union also exports small quantities of flour and meal.

L49. During 1959-62, wsome two-thirds of total Soviet grain
exports went to the European satellites, the main buycrs being the
Soviet Occupied Zone of Germany, Czechoslovekia and Foland. about
5% went to other Communist countries (i.e. Cuba, China and North
Korea). Viestern Buropean countrics accounted for about a quarticr
and the devcloping countries of Asia, .frics and Latin fmerica for
about 5w, although among these, only Brazil hae regulcrly purchascd
significant quantitier of Soviet grain. -

(¢ wole III at Annex)
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50. The fact that the Soviets have seen fit to maintain
their exports at this level can probably be explained by their
predilection for long-term trade sgreements, by which they
have committed themselves in advance to supply given quantities

of grain. When domestic supplies have proved insufficient to
meet these commitments, the deficit has had to be covered by
imports, although in the past these have generally been small,
The only form of grajin tc be imported regularly by the Soviet
Union on a significant scale is rice, imports of which, mainly
from Communist China, averaged nearly 400,000 tons annually
during 1 959-62. ' '

5. As a result of this year’s bad harvest, the Soviet
Union has been obliged to order large quantities of grain in
Western markets, Orders have already been placed in Cgnada
and Australia for over 8 million tons of wheat for delivery
in 1963/64 and it seems likely that about Y4 million tons of
grain (mainly wheat, but possibly including some maize) will
be imported from the United States. Negotiations are in
progress for the delivery of half a million tons of wheat
from the Argentine and for a gquarter of a million tons of
wheat flour from the Federal Republic of Germany, whilst &
small quantity of wheat flour has already been ordered from
France., In addition, 400,000 tons of wheat are to be impor-
ted from Roumania, apparently in repaymcnt of & loan extended
to that country some years ago. Thus, total Soviet imports of
grain in 1963/64 will probably exceed 13 million tons, and it
seems likely that their total cost in hard currency, exclusive
of transport charges ‘?1gla§funt to some § 900 million.

ee Table 1V

a
. 52. Whilst the greater pafg %¥p< se imports will no

doubt be used to maintain domestic consumption and replenish
stocks, it seems probable that a substantial proportion
(perhaps about a quarter) will be re-exported to the European
satellites and Cuba (according to some reports as much as
L50 thousand tons of the Canadian order will be shipped
directly to Havana) and to certain other nations such as
Brazil, to whom the Soviet Union has commitments. However,
the Soviets are reported to have requested the cancellation
of sales of about 100,000 tons of wheat to Britain, Holland
and Finland. It is likely to be a condition of sale that no
part of the United States order be re-exported.

Likely Repercussions of the 1963 Harvest Fejlure
~ (a) Repercussiops on Internal Ecopomic Policy.

53. This year’s agriculture failure must inevitably be
immensely damaging to the prestige of the Soviet rulers and,
in perticular, to that of Khrushchev, who has made agriculture
his special responsibility during the past ten years and whose
lavish promises to raise food consumption -promises which have
received wide publicity both at home and abroad- provide a
rather embarrassing contrast to the reality of his achievements.

:1ATO CONFIDENTIAL -14-
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Khirushchev himself has admitted to the Soviet public that it
will be necessary to import wheat from the test and has mentio-
ned the quantities involved.

54. The fact that the Soviet rulers have choscn to import
wheat on a large scale shows clearly that, in contrast to the
situation during Stalin’s time, they are unwilling, and
perhaps unable, to enforce a drastic cut in food consumption,
Nevertheless, these imports will not insulate the consumerp
entirely from the 111 effects of this year’s poor ecrcp, since
a reduced supply of fodder grains is likely to put a further
brake on the development of livestock farming and, consequon-
tly, of meat production (1).

55. The Soviet rulers cannot afford a repctition of
this year’s agricultural disaster, Altithough on this occasion
full allowance should be made for the part played by thc weather,
it must be remembered thet since 1958 the rate of incrcasc of
agricultural production has consistently failed to matcn that
of the population. The ‘underlying causes of agricul tural
stagnation are to be found in inadequate investment and the
absence of effective incentives for the peasants, A radical
solution to the problem will thus require a large-scale re-
dircction of resources towards agriculture and consumer goods
output, Investment in the production of agricultural machi-
nery and -even more important- of mineral fertilisers (con-
eumption of which per hectare of arable land is less than onc
third of that in the United States) will have to be increased
stbstantially., But if such investment is to yield any signi-
ficant return, if waste of scere supplies and ncglect of
costly equipment are to be avoided, the attitude of the
peasants towards their work wiill have to be completely truns-—
formed. This will entail a significant increase in peasant
incomes, which in turn will necessitate a proportional risc
in the output of consumer goods in order to sbsorb the nddi-
tional purchasing power thus created,

56, Such measures would amount to a completc reversal of
traditional Soviet economic priorities and it is doubtful
whether the present leadership could bring themselves to
swallow such strong mcdicine, Ncvertheless, some redistri-
bution of resowces towards agriculture seems inevitable.
There are, in fact, slready signs that such a redistribution
is being prepared -for instance, the decision, recently
announced by Khrushchev, to withdraw from the moon race,
which appears to have been dictated by the need to shiflt
resources from the space programme to other scctors. Withi:.
the agricultural sector, Khrushchev secms to have rcalisca,
somewhat belatedly, that no further significant returms cante

' /expected from

(1) It is unlikely that meat supslies will actuaslly diminich.
In fact, the immediate result will probably be an incr:f s
in meat production during the winter off 1963/6L, s.nce a 1.1-
ger than average number of animals will have to be slaughte - d.
This in turn, however, will reduce the future rate of growth.

-15- IWATO CONT IDENTINL
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continued expansion of the sown area, gnd therefore to envisage
=a switch to more intensive methods of cultivation. He has publicly
— atated that any future incresse in production will have to come
O'from higher yields per hectare and with this end in view producticn
Eof mineral fertiliser is to be rapidly incressed during the next
ea two yegrs. Although grain ylelds rose by L5% between 1953 end
— 1958, they fell by 3% over the next four years end still remein
A~well below United States end Canedisn levels.

IABLE V
OMP. TIVE SOVIET C 1 G N YIELD
quntels per hectrre

USSR___ United States | Caneda

(average 1958-62) averege 1958-60)

Wheat 10,8 16,6 12.8
Rye 9.7 1.4 10.4
Maize 17.1 32.7 37.7

57. Exploitation of the Virgin lends will no doubt continue,
although perhaps on e reduced scale, In certein areas of

Kazekhstan dnd Western Siberia, soil and wind erosion have alreedy
sapped from the lend most of what little fertility it ever possessed.
It mey be that some of the most exhausted sreas will not be left
fallow until production of fertiliser cen be expanded sufficiently
to Justify . - r continued exploitation,

58, There is no reason to suppose that the decision to import
grain thls year represents any permenent shift in Soviet foreign
trade policy, or that the future prospects for exports of foodstuffs
-4 to the Soviet Union have been significantly enhanced. The Soviet
 leadership has always Becught to maintain self-sufficiency in food
“iproduction, This year's grein imports sre cleerly regearded as an
o emergency measure, In similar circumstances they might be repested,
Obut’ it is likely that the Soviet suthorities will now redouble their
Eefforta to ensure that such circumstences do not, in fect, recur,

OSURE / DECLASSIFIE - MISE EN LECTURE

= 59. The harvest fsilure,will, however, h-ve serious repercussias
Eon Soviet foreign trede, Grein imports from the West in 1963-64
,are likely to cost the Soviets some F900 million in hard currency,
Qemd in sddition they may be obliged to pry up to $100 million in

trrnsport eharges to Western ship owners. Furthermore, they will
=be deprive’ of most, if not sll, of the 100 million of h-rrd
Ecurrency, ~hich they hsve been ersrning erch yesr through grrin
wexports to Western Burcpe, Their net loss of hard currency earningc
Tﬂwill probobly, therefcre, be sbout #1,100 million, equivalent to
q17% of total Soviet impcrts in 1962, 57% of their imports from sll

non-Cermunist countries and 84% of their imports from the OECD
mecountries.

=
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60, Although the Soviets have obtalned limited credit
facilities from the Canadian cutherities, it nppears that the
greater part of their total purchascsa will be mode for gash(1).
As a result, their cepacity to import mochinery and equipment
from the West mcy be seriously impsired, In 1962, Soviet
imports of machinery and equipment from the OECD countries
tuotalled $606 million or 46% of tutal Soviet imports from these
countries, A reduction of mechinery imports could have
serious consequences for the development of certain branches of
Soviet industry. Unfortunately for the Soviets, one of the
branches that might be most: seriously affected is the chemicnl
industry, considered by the leadership as a priority sector,
partly, of course, because of its importance (as 2 producer of
fertilisers and pesticides) to ngriculture., E=zrlier this yesr,
the Seven-Year Plan (1959-65) wes ¢ompletely recsst in order to
accelerate the growth of the chemical industry, but the lntter's
development remains dependent to a considerable extent on supplies
of certain types of advanced equipment from the West.

61, In order to avoid a reduction of mcchinery imports,
the Soviets &re likely to: = -

(1) seek generous credit terms in trans-ctions with
77 Western couwntries; ..
(ii). curtail;;aé far os possible. their imports of low
' priority goods, This m-y entril some reduction in
. their trade with the developing countries;
(111) endeavour to incresse their'exports to the West,
. perticulerly »f those oommodities such as oil,
of which they hove a surplus, or production of
which could be essily expanded;
(iv) increase their gold scles in Western markets,
In fact, they have dlresdy begun to do this (2).

ble IV. . _
223 Sz: gg%?E%'dggn SALES, PRODUCTION AND RESERVES - AC/127-D/137
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B.  PRODUCTION AND UTILISATION OF GRAIN IN THE EUROPEAN
SATELTITES AND THE SOVIET OCCUPIED 20NE OF GERPANY

Production

62.  Froduction of grain in this aresa before tne
Second World War averaged about 43 million tons annuslly, with
bread grains accounting for slightly more than half the total.
In the 2arly post-war years, output, particularly of fodder
grains, fell sharply but by the late 1950's had regained its
pre-war level. During 1 » the harvest averaged about
45 million tons annually but preliminsry reports indicate that
in 1963 it will be well below ave. age. ‘

-

TABLE V1

PRODUCTION OF GRAIN IN THE EUROPEAN BATELLITES
(million tons,

1934/8 !12&9[22 ‘1225[22 1960 11961 |1962
Bread Grains 23.2 | 22,0 23.6 24,2 24.8| -~
Fodder Grains 19.5 14.8 20.1 23.0| 20.7 -
'l‘otn.‘* 42,7 36.8 | 43,7 47,21 45.5 ‘Rg”"t
Utilisation

' 63, Before the war, these territories used to
export about 4 million tons (nets of grain annually. &Since
the war, however, imports have consistently exceeded exports
and during the years 1959-1962, net imports averaged 5.4
million tons a year,

64, The transformation of this region from a
substantial net exporter of grain into a large net importer
is somewhat surprising in view of the fact that the popu-
lation has increased by only about 4 million (i.e. by
approximately 4%) since 1937. Although it is probable
that official statistics exaggerate the real size of the
grain harvest, at least in some of the satellites, and
that losses through waste are greater than in pre-war
years, it is clear that per capita consumption in these
ter{igories is now considerably higher than in the pre-war
perioaqa,

(See Table VII at Annex)
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Main Sources of Impori:

65. The European satellites' principal source:
of grain imports is the Soviet Union. Until 1960,
virtually all grain imports from the Poviet Union consisted
of bread grains, but since them imports of Soviet fodder
grains have grown rapidly and reached 1.2 million tons in
1962, BSatellite grain imports from the West, of which
Polish imports of wheat from the United States and Canada
are by far the largest component, averaged 1.5 million tons
(0.8 million tons net) annually during 1959-62. Imports
of rice, mainly from Communist China, averaged about
320,000 tons (240,000 tons net) a year during 1957-60.
No figures for more recent years are available.

66. Given the likelihcod of a poor harvest in
most of the satellite countries this year, and allowing for
the possibility that the Soviet Union, despite its own
large imports, may have difficulty in maintaining exports
to the satellites at their previous level, the latter will
probably have to buy appreciably more grain in the West in
1963-64 than they have usually done in the past. Hungary,
Czechoslovakia and Bulgaria are reportéd to be contemplating
large purchases of grain in the United States. Neverthe-
ldss, contracts actually signed by the satcllites for grain
deliveries from Western suppliers in 1963-64 do not so far
appear to be unusually large. (See Table VIII at Annex)

Consequences for the Satellite Economies

67. It seems unlikeli that the fall in grain
production in the European satellites will prove comparable
with that experienced by the Soviet Union. The consequences
for the former will, therefore, be much less serious than

for the latter. A large part of their deficit will probably

be covered as usual by imports from the Soviet Union. Although
in recent years the satellites have regularly shown a

deficit in their balance of trade with the non-communist

world, and in perticular with the industrialised Western
countries, and although abnormally heavy grain purchases

in the West would tend to swell their import bill still
furthe=, it seems reasonable to suppose that such purchases
could, if necessary, be offset by a reduction in other,

lower priority, categories of imports, without any very
serious repercussions on the satellite economies.

OTAN/NATO,
Paris, XVic.
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ANNIX
TABLE VII
Satellite rts and Imports of Grain {(excludi rice
thousand tonas
1959 1960 1961 1962 ’
Bread | Foddexr Bread |Fodder Bread |Fodder Bread |{Fodder
Grains|Grains| 1% | Grains|{crains| 1°%% | crains|crains| °**1 | Grains{Grains | T0%81
I. EXPORTS J
(a) to USSR - - - - 100.5| 100.5{ 162.0 }-8‘ 165.8 5.0 - 5 !
(b) to Western Burope 117.8{ 129.91 24,7.7] 169.6| 399.0] 568.6| 159.5 832.5} 992.1] 136.8! 801.5| 938.%
TOTAL EXPORTS | 117.8| 129.9| 7.7, 169.6[ 499.5 €69.1] 321.5f e36.1,157.9] w1.8| sor.s| su3.3
II. IMPCRTS | | |
(a) from USSR 4,696.5| 128.5'4,825,0(1,676.2| 208.1(4,884.3|3,148.5| 592.6|4,041.1]3,640.5]1,260,5(4,501.0
(t) from “estern Burope

and North Anerica | 485.6) 540.2'1,025.8{1,358.4 486.5|1,844.911,370.7| 203.2{1,573.9i1,332.4 288,2 1,620.6

(¢) others ! unlknown but thouglht tlo be innignificant
TOTAL IMPCRTS ; 5,182.1 668,7]5,850.8]6,034,.6] 694.6{6,729,2]4,819.2] 795.8|5,615. o IN 972.9{; 548,716,521.4
NET IMPORTS (£ 5,064,3 538.8*5,603.1 5,865.0/ 195.1/6,060.1|4,497.7| -40. 614 L57. 1‘u 831, 1‘ 747.215,578.3

' ) , . i

1
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ANNEX
TABLE VIII
atellite Grain orts from the West 1963/6.
Importi Exporting State of Type of Quantity Value :
mporting . illion Conditions
Country Country egotiations Grain (000 tons) (mUS £)
Bulgaria Canada Contract Vheat 100=150 approx. 10% cash at date of
Concluded 745-11,2 Shipment, Remaining 90%
after 24, 30 and 36 months.
Hungary United States | Contract Maize 65 Loy Unknown
Concluded
n " Wheat 100 approx, "
75
Czechoslovakia | Canada Contract Wheat 176 Bpprox. Unlmown.
Concluded .5 Por impediate delivery,
" " » 120 approx, For delivery in Summer
10 1964, prosumably &t then
prevailing market price,
10% cash at date of
Shipment, Remaining 90%
| after 24, 30 and 36 months,
L
§ Poland Canada Contract Wheat ] 400 29.3 10% cash at date of
Concluded i Shipment., Remaining 90%
: | after 24, 30 and 36 months. |
ZDprox M ‘1
TOTAL | 961-1011 | ~z,2-706.9 | |
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