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THE WHITE HOUSE
WASHINGTON

183

/(4 5’6"/

Febrqary,Z, 1981

De:;/gé,/CIZEEE: S
Thdnk you for sending the two assessments of the effects of

the grain embargo on the Soviet Union. Both were most concise
and informative. I know they took special efforts to complete,
and you may assure the authors they will be of significant
benefit during the Cabinet discussion on this subject next
Wednesday. '

We're looking forward to working closely with you and your
colleagues.

With best regards, =

Sincerely,

Richard V. Allen
Assistant to the President
for Natiomal Security Affairs

Mr. Bruce C. Clarke, Jr.

Deputy Director for National Foreign Assessment
Central Intelligence Agency

Washington, D.C. 20505

DECLASSIFIED [ Ze/otise7)
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The Direcror of Central Intellig ~
e Direcror of Central Intelligence
Washington, D.C. 20505
D . . . Vs
eputy Director for National Foreign Assessment ((9 4)

30 January 1981

MEMORANDUM FOR: The Assistant to the President
for National Security

Attached are two papers related to the impact
of the economic denial measures on the USSR follow-
ing its intervention in Afghanistan. The first
report reviews the status of the sanctions in
general and discusses their effects. The second
paper provides a more detailed assessment of the
impact of the US grain embargo on Soviet grain
imports and meat production and discusses the
probable effects of 1lifting the US grain sanctions.
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USSR- -Apmsmfiq{. TO. THE ‘US) GRAIN EMBARGO .

lntroductlon ' e . , .
l In January 1980 the US and 1ts malor allles adopted a
package of econom:c den1a1 measures against the USSR followxng ..

the Sovxet 1nterventlon in Afghanlstanj The denlal.measure that -

shocked the SOV1et Unlon the most and s1nce has been the most

.controversxal was the part1al embargo placed on graxn shlpnwnts
by the Us- and cooperatzng exporters. leferences contlnue to
ex:st in. the nmdla and among exporters pbout the effectxveness'of
- the US sanetlons denyxng the USSR 17 mi lxon tons of US graxn in
,the US-USSR Long Term Agreement (LTA) ¥§ ar endxng September 1980
(o o 1 .. . . : e |

_ In an effort to clarxfy the graxn mbargo s 1mpact this.
paper traees our pre embargo estlmate ‘0 Sovxet grazn 1mport
1ntentxons through the US post~embargo erzod and analyzes its
: 'effectiveness.f It covers the embargo ; impact ‘on (1) 1979/80
.gtatn imborts for July/June and October/September marketlng
years,. (2) the llvestock sector, and (3) port congestion. The

probable effeets of 11ft1ng the US graln sanctlons in early 1981

on Sovxet graxn lmports and meat productlon are also dxscussed

s

-9~
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xﬁ. The 1mpact of the Us: graln embarg _on the USSR was,

"Jsubstantlally lessened by Moscow S ablllty to f1nd alternatxve
:sources of gra:n.. Only the'Un1ted States actually eut back on

:'grain exports"Argentlna refused to €00 erate and - the other

exporters sold more.graln to the Sov1ets than prOJected when the'

""embargo was announced Consequently, the SOV1ets were able to

replace half of the 17 mllllon tons demed them by the US in the ‘l

' Long~TernxAgreement (LTA) year endxng 30 September 1980 ‘Leﬁ//

. - The embargo reduced Sov1et gra:n 1mports 1n the LTA year
1979/80 from an expected 36 m11110n to 28 mlllxon tons, wh1ch
exacerbated an already tlght feed s1tuat10n. It redueed graln
avexlable for feed by roughly 8 percent - assumxng no equxvalent

drawdown in stoeck -- or- an amount sufficient to produce 650,000

.::tons of pork (carcass welght), equal to. about 4 percent of meat

’productlon in- 1979 To soften the 1mpact of the sanct1ons,

TN

however, the Sov1ets by draw1ng down stocks were able to hold the. . - -

drops in grain fed to llVeStock to 2 percent and meat productlon
to 3 percent : The low stock level . has left Moscow more dependent
on. graln 1mports in 1980/81 fOIIOW1ng another dlsastrous graln

harvest in 1980 ‘We estlmate that to marnta;n a status quo 1n

1981 llvestock product:on would requxre the 1mportatzon of ‘over

401n11110n tons of graln durxng the 1980/81 LTA year. Such.a.

high level of import is not feasxble. LCY// | |
Whether or not.the US part1a1 embargo.ls contlnued the

Sov1ets should be able to obtazn enough’ graxn in world markets -

. -3~
No Obiection tn Neclassification in Part 2010/1 0/1.7 - NI R-748-20-121-9-9
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ineludxng 8 nulllon-US - to 1mport durlng the year endlng 30

":September 1981 up to thelr current handlxng capac:ty of 34 '

:nulllon tons-~6 m11110n tons more than in 1979/80 ' Support for

:,gthe embargo amoné'our Allxes has eroded to the poxnt where:
avarlablllty of non—US graln w111 be less of a problem for’ Mbscow -
than port eongestxon In addltlon, the Soviets should have no’
_dlfflculty purcha51ng 2 to 3 nullzon ‘tons - of soybeans and
products, 1ne1ud1ng some US orlgln from‘West European flrms.
Should the embargo be leted the Sov1ets would take addltlonal
quantltles of US corn and. soybeans, 1f offered, and probably
defer or cancel dellvery on s1m11ar quantxtles from other

. orlglns., Such a move would enable Moscow to use larger shlps'toA
earryngraln, thereby reducxng shlpp1ng.costs:and easxng

eongestlon at Sov1et ports. 5£H$ﬁﬁj:'

" Per caplta productlon of meat 1n CY 1981 w111 be down for.
the thlrd eonseeutlve year. " Meat productlon 1s forecast to be no -
larger, and poss1b1y smaller, than last’ year, when it dropped 3 .
percent.below:1979. -Pr;or to the embargo we had pro;ected no
-drop in 1980 meat productfon. The domlnant problem for Sov1et

meat productlon xn 1981 is a second successive bad harvest of

grein and other feeds. A contlnuatlon of the US partlal embargo

on grain would have little effect. ,«Sff)

o T -4 L ,
No Obiaction fo PDeclassification in Part 2010/10/12 : NLR-748-20-121-2-9
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‘-Sovxet Graln Import Needs, 1979/80

» “In’ the fall of 1979 Mbscow expect d to use large grain
lnmorts and drawdown of stocks to soft'n the lmpact of a poor

grarn harvest on-. the lrvestock sector. A dlS&StPOUS 179 mxll:on

ton grain crop and poor forage crops‘} plxed a very large deficlt“
.(ln the 50 to 690 mlllxon ton range) relatlve to requ1rements to |
malntaxn herds and flocks, and fu1f111 lxvestock produetlon goals
‘for 1980, Carryover stocks from the 19178 .erop were very roughly
estxmated ‘to be about 20 mllllon tons. ©
' By de-September trade sources wer reoorting:reletively

large Soviet. purchases of non-US graln Tnd Sov1et interest in'

‘ -bexng permztted to buy cons:derably morT than 8 m11110n tons of
'.US graln permltted under the - upcomxng long- term agreement (LTA)
year beglnnzng 1. October 1979 The .eon 1rmat10n of Sov1et
~intentions to launch a massxve graln 1m ort program surfaced at
"the October US-USSR graln consultatlons when USDA offlcxals ‘
offered them 25 mxlllon tons of wheat a d eorn in’ the‘year ending

~ September 1980. Intellzgence sources al i0s t nnnediately-

indicated. the SOV1ets would take all the Us graxn offered pius

about 11 mllllon of non-US graln, and 2.5 mlllxon tons of
soybeans and meal The total expected purchases of roughly 38
mxlllon tons . durlng the year endxng 30 September 1980 .was near'
the 11m1t of our estlmated Sov1et annual port capaclty for
handllng bulk agrxcultural commodxtxes.'LClNF+‘

Max1m1z1ng imports and drawing down stocks would have

softened, bdt not eliminated'the.adverse'impect of the production

.-5“ )
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:_ shortfall on lxvestock goals. Suppllei offgbéiﬁ.fgrffeed sji11
would have ‘been. below requlrements.:(u);f-' L

Us Sanctxons Imgosed 4 January 1980

The unxlateral suspensxon of US agrxcultural exports to the

USSR on 4 January was. targeted at the 1mportant and hxghly ’

vulnerable llvestock sector of the Sovxet economy ”It ' ‘

nnnedlately .denied the USSR 17 nullxon tons of graln, 1.2 mllllon.:

. tons "of soybeans and meal, and smaller uantltles of poultry

: scheduled for dellvery in the LTA year: ndlng 30: September -

) 1980. The ‘trade . sanctlons 1mposed ‘seve al restrietions on US_

: exporters, y “ L — . g _

o The réméinder of 8 miliibh foﬁ§.6f wheat énd.gofn not

- shlpped as of 4 January.had to- :ééye Us éopts by .1 April
1980, '_.:. ::'. :;'.LZL -§’t“ﬁ' F .

o Export’lfcénsés were'fequifed,t_:ship‘grainjto USSR,

o If'wés illéga1~t6.§glr Soviets . S grain not licensed
under the.8 mfilion ton'limit't Qoﬁgh-a third country

° Processed agr1cu1tura1 products}made 1n forelgn countrles
‘from US raw. products could not e.sold to the USSR, e.g.,’
soymeal made from US soybeans. T ‘ .

d. Non-US graln could not be sold by US traeders to the USSR
(This" restrxctlon was resclnded last June.) (U) .

To meke the US embargo effectlve, offlclals after'

1mpOS1ng the embargo met thh representatxves of other major
grain exporter natlons'on 12 January to 'btaxn their
cooperation. - None. of the exporters -- A gentina; Australia,

Canada, and tﬁe EC -- agreed to put.baék.grain sales'tq_the

No Obiection to Declassification in Part 2010/10/12 : NLR-748-20-121-2-9 -.
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: Suvxets but stated they would not repl ce dlrectly or. 1nd1rect1y S

.the 17 m:lllon tons of US graln denred_ In turn, the US agreed

“’:fnot to 1ncrease sales- to other exporte s’ tradxtlonal markets.

.Because commodltles other than graln were" not dlscussed

agreement was reaehed on sales of ollseeds, meal and lxvestock
.products Subsequent d1scuss10ns thh t:e exporter governments i“
-ﬁconcernlng thelr actlons to control graln eXports to the USSR.
”made it clear that Argentrna was not go'ng to cooperate.,
_Mbreover, the other exporters could not| be plnned down on
'speclflc export cexlxngs, but only "tra 1tlonal or hlstorlc
':levels." This turned out'to mean a lev 1 as large as-or larger
than in any other prevxous year.: “Y'

_ The exporters, 1nc1ud1ng Argent1na agreed to”participate in
'_nwnxtorlng grain trade to the USSR. Th y have regularly met w1th
us offxczals to exchange 1nformat10n on new sales, measures taken ‘
' to control exports to. the USSR and actual Shlpplng data.-.The EC
..has not cooperated in prov1d1ng transsh1pp1ng data through north'
“European ports, CItlng commerclal secrets as‘the reason.'(C)_

CIA and USDA estlmated that 1n the marketlng year endlng 30

September 1980, the SOV1ets could probably replace 12 15 mllllon
of the denied 17 mllllon tons wrthout exporter cooperat1on and 6~
9 nulllon.tons with cooperatlon., Con51derably less graln was
available in the marketingfyear ending 30 June 1980 beéause of’
the shorter t1me the Soviets had to arrange new charterlng and
shxpplng schedules to move large quantlt 1es of Argentlne corn and

soybeans avallable from the Apr11 harvest. LCNFY

-1

" * N Ohiactinn n Naclaccification in Dart 9010/10/19 - NI R.748.90.191.9.9



No Objectlon to Declassnﬂcatnon |n Part 2010/1 0/12. NLR 748-20- 121 2—9 g

ARt P N .
YV ' R J .
" 3 - o .-.' - .‘ - .: ..' : -.. ‘l'..'.'a' * - . ') . -
N R SR Lou . AN v LR
TP IR ~.:'Jj. sl A
. B L ) ? . s

._'Sanctlons Reduced Soviet Gram Ihportsd'1979/80

We: estlmate that Sovxet graln 1mports .on the 1 October 1979-7f

30 September 1980 year totaled nearly 28 mllllon tons, as shown

in Table 1 * ThlS amount fell 8 4 nulllon tons short of pre-
embargo expectatlons.; It 1ncluded 8 4 mllllon of US graln and
:19 anxlllon tons from other orlgxns. 'Wlthout the suspens1on we'
had expected the US to export about 26 m11110n tons and other
suppliers 10 mitlion tons “to the USSR. Thus, the. Sov1ets have o
‘been able to make up’ only about half of the 17 million tons of Us
graln embargoed near the hlgh end of the 6 9 m11110n ton range

we estimated last Jenuary..'.

~

Estlmated imports on the 1 July -30 June 1979/80 marketlng

vear (MY 1980) were larger at 3L mllllon tons but still 6 m11110n'

tons below pre embargo prOJect1ons. US exports at 15 million
"tons were nearly 7. mx]lxon tons larger, however,tthan durlng the

' Oetober/September ‘year (see Table 2) ‘hls reflects the large Us |

gra1n shlpments durxng July September 1 7.9, before the LTA year

began on 1 October 1979 and. the year in whleh the sanctions

‘applied. /gn/f/

+ The press -- both domest1c and forelg"-— has contributed. to
some confusion regarding the .effectiveness of the embargo becduse
import statistiecs differ between.the marketing and the LTA

years. The usual marketing year -fo¥ grain begins 1 July and the
years under the LTA begin 1 October. It|was under- the agreement
" year beginning 1 Oectober.1979 that we denied -the Soviets 17 "
million tons of US grain. Some published reports have incorrectly
~ chosen to use the July/June year statisties to show that US
exports greatly exceeded ‘the 8 million tons agreed.to under the
sanctions. . The marketing year ending 30'June is normally. used to
analyze aVaxlab111ty of - graln for livestock feeding.. .

-8~
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USSR Tbtal Graln Inoorts 1976/77 - 1980/81
o October/SeDtenber Years - .
'I.qf_ : (million tons) ._“_”

N 1e76/77 1977/78 - 1978779 .0 "1979/80 7 ‘- 1980/81 ", .
BT : L Estunated Pre-hmbargo- Forecast ~Known Pur- .
. . R o Forecast - . /.= 77 " chases or’
LT e e T . ' - - Agreements
_UExporters’ - T % LS AR e o T - L e . _To Date
U 6.1 - 14.8 3. 840 . 25, h
Canada 1.5 - 2.7 .9 - 4,30 24
Australia W9 W3 6. - - 4.40_ 3
K. L I el e
. Argentina-  ..23 3,2 ' 1.6 ... -6.00 3.
. E. Europe 43 . 228 - .73 L 1.800 .-,
" Thailand — e T2 a0
.8, Africa = -- B ARG 1 :
© Sweden Lm0 3D, 2.
" Turkey —— T e T e 10

8 0

2%
- 1.51’2
£7,0°
——8' ae
.4.
. _.‘4
1

) .
! &0 0O VOO

3]

I o
I DO,

BraZil R .06 o '16 . - ' .‘."-"{- e : _; g .-.:. -, |
cSpain e e el DT e e 2 e L0 10

- Total5 879 21,38 | 20.37 27.644 - 36.0, 341 '..r~5'9“5 e

. 1. Includes wheat flour. . e o
" 2. 1Includes 500,000 tons mixed feed, at. least 50 percent of
whiech is grain, | 7 .
3. Calculatcd by’ dlvxdlntr calendar vear statlstlcs bv 4 and -
adding appropriate quarters._ ' .
4. Includes estimated 500,000 tons of dlverted US graxn Co -
5. Excludés .5 million tons of rice. .

.9
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 USSR: Grain inports, 1978779 = 1980/81 L
. 1 Julv/30 June Years . .-
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l. As of 25 January 1981.
2. "Bxcludes .5 million tons of rlce.
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Clrcumventxon of Embargo- T

- We have no evrdence that - large amounts of US graxn were.
hleerted through thxrd countrles to the USSR. Based on
1nconmlete 1nformatxon we estlmate that 500 000 tons of US graln
could have gone that route -—d1V1ded betWeen Romanla and northern
European transshlppmg operatlons Srmrlar quantrtles ofUS : .,'25X1.

soybeans and. meal were probably transshxpped through northern '

EuroDe ports|

West European reports:elalmxng large amounts .of US grain_
were transsh1pped through Eastern Europe are exaggerated and
‘unsubstantrated.. Larger East European 1mports were needed to
'-support 11vestock productlon goals beeause of a shortfall in -
their 1979 harvests. W@ estlmate that less than a nulllon tons. :
‘out of East Europe s total 1mport of 17 m11110n tons --3 m11110n
more than 1978/79 -~ wére used to- replace eXports of domest1c
graln and transshlpments to the USSR GCYA | " .

Over 75 percent of the estlmated 8.6 m11110n tons of uUs
grain replaced came from Argentlna, Canada,.and Australxa (see o
Table 1) Shrpments to the USSR 1n 1979/80 were a record for all

of the major exporters except Canada. The other 25 percent was -
imported from a number of exporters, ineluding Sweden, Thatland,

Eastern Europe, and Franee Jfﬁ

11~
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' Embavgo Imposed Logistieal Consiraints|

The US sanctrons added to loglstlc
: 'quantxty of 1mported grain and ollseeds
We estlmate the throughput ca
reduced by several mllllon tons.. Thus,
had been avallable, 1t is doubtful ‘the
inmorted more than the estlmated 30 m;ll

soybeans) they were able to purchase dup i

.'Prxor to the embargo, CIA estlmate
handllng capaclty of its ma]or ports at
2- 4.m111;on tons

in minor ports and for

total of 38-40 mllllon ‘tons.*
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from a. larger number of suppllers who were unable to sustain the

same. scale of graln mOVements. " The, shli

ports substantlally 1ncreased the numbem

arriving in Soviet ports.. For example,
'roughly tw1ee ‘as- many SthS are needed t
of grain out of Argentlne ports.. Congeﬂ
ports during 1980, W1th berth throughput

turnaround txmes up. The ineréased use

This estlmate was also supported in O
' sources based on their knowledge of Kknow
schedules for grain-and oilseeds worked
1979/80. See Appendix for discussion-of
transport. capabiliities for handling grai
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'Tffacxlltles 1n Western Europe,_whxch re u1red the use oi large

: .numbers of coasters, also added to con_estlon in Baltlc ports. o

"Impact of Sanctlons on Sov:et LlVeStock Sector

-The . consequences of reducrng graln 1mports from 36 to 28
million tons because of the embargo have fallen most heavrly on
.the lxvestock sector ) Because port capaclty lxmlted 1mports,
even W1thout the embargo the poor 1979 rain and forage crops
would have forced the Sov1ets to makE ad]ustments.' Meat
' productlon 1n 1980 probably would have shown no inerease and a .

downward ad]ustment in growth of 11vest ck 1nventor1es also would -
have been needed to match the reduced £ ed base. HoweVer, the
embargo worsened the s:tuatlon by furth r llmltxng gra1n lmports.

The B.4 nnlllon tons of grazn den1 d the. SOV1ets by the

.embargo would have resulted roughly 1n n 8-percent reductlon in

grain- avaxlable for: feed a5sum1ng 1t was not replaced from

stocks. Expressed 1n another way, thls ‘was enough to.produce -
roughly 650,000 ‘tons of pork (carcass weight)'_eduivalent.to'
slightly more than 4 percent of meat out ut in 1979 Because of
-8 large stock drawdown, however, the tot 1 graln aVaxlable for
: feedlng only dropped an estlmated 2 percent in 1979/80 " The . .
short feedgraxn supplles actually 1mp1nged on the livestock .
"t-sector in. three ways -- a lower meat and milk output,. lower
.3'an1mal welghts,‘and slower growth 1n herd numbers., gef//
. Meat productlon in, 1980 came to 15 1 m11110n tons -~ 3

percent less.than_last year and.5 percent_below the sharply

SO © 13-
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. reduced plan of 15 7. mxlllon tons. Lx‘estock xnventorzes at

'yearend 1980 were roughly equal to those of a- year earlxer

‘~.;because of a determlned campalgn to sustaxn herds 1n the

3soc1alxzed sector. Poultry is the only category that probably
showed much 1ncrease 1n numbers and pro uct output over last
year.’ vaen off1c1a1 data fbM'egg produ tlon, the poultry sector-
_undoubtedly recexved prlor1ty 1n the d1 trlbutlon of eoncentrated
.feed supplxes because of its. relatlvely hlgh eff1c1ency in _._1

: conveft’ng feed 1nto products. }gﬁﬁ_;

._Outlook for 1980/81 Soviet Grain: Imports ‘ -

‘ The USSR W111 try to 1mport as mueh graln as pOSSIble durlng
-1980/81 to hold down’ losses in the llvestock sector fOllOWlng a.
second successxve poor graxn harvest - A 1980 graln harvest of
_189 nullxon tons w:ll leave the SOVletS far short. of - B
"requlrements * we also belleve SOVlet dependence.on 1mports is
nmch greater than a year ago because of smaiier.grein:stocks:and

a poor potato crop.' The estlmated stock drawdown of'roughly 12

* We estlmate a defzcxt of roughly 40 Mmillion. tons exxsts ifs
- (1) livestoek herds are not reduced,.(2) |no additions to-grain °
stocks are made, (3) livestock productlo is ‘maintaired at -
. -eurrent levels, ‘and (4) no decrease-occurs.in non-fuel uses of

grain. : o Sl : .

m14-
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mxllxon tons: 1n 1979/80 has- probably reduced operatlng stocks to e

a. dangerously low level by Sovret standards. Addlt:onal

drawdowns this year may be tempered by Moscow s lxkely concerns

- over the uncertathioutlook for the 1981 w1nter graxn crop and
:'western threats of new graxn embargo actxon over Poland ,QZT/»

hk expect Moscow to 1mport about 34 mlllxon tons of graxn 1n“'

the current LTA_year endlng September 1981 6 mzllxon tons above

1979/80 even 1f the US partxal embargo contlnues. Imports w111
:be llmxted more by port and 1nterna1 tr nsport constraxnts than
.Moscow's’ ablllty to buy graxn 1n world arkets, espectally if
Argentlna has -a good coarse graxn harve t th1s sprxng Althoughf

grain supplles are txght the wxlllngneas of the SOV1ets to pay

premlum prlces should attract all the non-UsS: grarn they can-

'handle. Moscow also should haVe no dlffxeulty purcha51ng some 2~
'3 million tons of soybeans and meal. " So far we estxmate the

Sov1ets have purchased or agreed to purchase some 29 mxllxon tons‘

of graln and 2 mllllon tons of, soybeans, soymeal,- and manioc.
oy | o .

The continued etfeotiveness ot the Fartxal us embargo on

'grain exports ts-being‘rapidly eroded by 1nereased sales frmn.

other exporting countrtes“and by the Soviet ab111ty to clrcumVent
some of the loglstxcal constralnts present durxng the last LTA

"year. Only Australla and the EC of the ajor exporters are )
.cooperatlng with the US to,hold exports' t last'year's,leielt but
* The USSR holds an unknown quantlty of strateglc stocks of
grain to supply their m111tary foreces and civilian consumers in
time of -war. This -is in-addition. to operating and buffer stocks
accumulated or drawn down in years of go d and bad harvest,
respectively. .

rA-15-
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.both planned to rev1ew thlS polxcy afte .26'Januarf;-.U§':t
-dzplomatlc representatlons that the emb rgo was 1mportant as. a
contlnu1ng sxgn of dlsapproval to the R 551ans have been undercut
.'nnby the sxgnlng of the Us- Chxna gra1n ag eement Both Canada and.
i Australla regard that agreement as a vielation of the US pledge
:not to increase graln.sales to thexr‘tr dltlonal markets durlng

the embargo.;géfff_

In the marketr;g;gear endlng 30 June 1981 (MY 1981), the 12-.

:nmnth period normally used ' to analyze £ ed avallablllty, Sovxet

,graln 1mports W111 be 11m1ted to about 1 mlllxon tons~plus 92~ -3 -

million tons’ of oxlseeds and bulk feeds or roughly the same as MY
" '1980. This reduced level’ of graxn import compared to the 34
'nﬁlllon tons pro;eeted for ‘the LTA year lending SOSeptember 1981
’;reflects the contlnued adverse 1mpaet of January 8. partlal-.

- embargo on both avallablllty of graxn frmn non-US sources and

congestion at Soviet ports in the July— ecember 1980 perrod ¥

.. Degspite the loglstlcal-constra;nts we ex ect Moscow' to contract: '

* During thxs period we estlmate that al total of only 17 million
tons of grain, soybeans and meal were unloaded at Soviet ports or
transported by rail from Europe. Without the embargo we. eXpected .
the USSR to import upwards of‘ZG'million tons in this. perlod "
Thus another 17 million tons will have te be imported 'in the

first half of.1981 to achleve our total estimate of -33-34 million
"tons for MY 1981. (C) ' _r '

We believe the Soviet ports W111 be hard pressed to handle
more than 17 million tons of .grain and oilseeds during January-
June 1981,  This period includes the usual severe winter months
“of January—March that normally reduces .the number of active
Baltie ports, slows offloading operations, and disrupts rail:
transport. For the first- tlme, the Soviets have charfered six
grain ships with ice cutters:in.an apparent-effort to maximize
imports this winter through Baltie ports, Reliable trade sources
also claim there must be no hitehes .in shlpping schedules from -
the ports of two major western suppliers, Argentina and Canada.

. ~16- )
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;”for dellvery 1n MY 1981 for more than 31 mxlllon tons of graln to

'ensure adequate Supplles should unforeseen shlpplng delays by
.selected exporters develop. The USSR has already purchased over
- 28 mllllon tons of‘graln plus 2 mllllon of soybeans ‘and bulk

feeds for de11Very by 30" June 1981 GG%foﬁa

fotrng the Embargo ~a‘ e _ _
Should the Unlted States llft the partxal embargo on. graln
thls month, ' the-: Sovrets could help ease port congestlon by
reschedullng larger bottoms "to move. 1t nd stretch out or- reduce
,dellverles of: Argentlne graln.l For the Same reason, 1f no longer
embargoed Us soybean meal would be 1mp rted dlreetly rather than
'transshrpped or processed through‘West uropean suppllers.‘ These
‘measures .would. have ‘1ittle- 1mpact ‘on toqal‘imports'in the first:
half of 1981, but by the thlrd quarter. of the year they might;
ease the port problem enough to ralse grain_import'potential'by

some 2° mllllon tons.. The ratlroad system haul ing grain away from

the ports, however, would have to be as51gned a h1gher prxorlty
to move the add1t10na1 grain’ to 1nter10r locatlons. .Problems of
rail car shortages at Odessa, the largest SOV1et port,: 1nd1cate
that such a prlorlty has yet to be assxghed to haullng graln.

| .Nbscow'would be interested in additjional quantitlesﬂof Us
corn rather than wheat}ﬁrwe would enpect‘Moscow to-immediately
purchase for nearby dellvery several million tons:of‘eorn, it -

made avallable, and cut back or. delay sthments of'Argentine.;

wheat and p0351b1y.sorghum. Shlftrng to US grain could
'substantially'reduce‘Moseow‘s.eosts by lowering shipping charges
BT S
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and largely ellmlnatlng current hlgh premlums belng paxd for non~

i

US grain, /

Impact of Continued Embargo dn“LiQéstock Sectoé;‘1981'-

Follow1ng a second success1ve poor graln crop -- estimated
at 189 m11110n tons - the Soviet feed graln problem w111 be
worse this marketlng year. The use of graln stocks will be
. limited by the large drawdown last year neces31tated to a large-
extent by the embargo. leen the level of.pFOJected,graln,
imports for 1980/81 as outlzned above, and no stock drawdown, we ..
estimate that grain avallable for feed use eould be down roughly
SJpercent from a-year ago.x If the Sov1ets allow lxvestock herds
to decllne, we belleve 1981 meat product1on would roughly . equal
the 1980 level of 15.1 million tons. Alte natively, should the
Soviets gtteﬁpt to maintdin herds op.the aosumpt%on of d return
to normal grain erop§ in'1§81; meat pfod etion could dfop.to 14.5
‘million tons, or ; éééééhtf' If the Us.yéscindéd*thé-partiai_
embargo on ér&in_another'looiooo”tons of meat might be produoed:

in 1981 from the net increase io imported grain. 465/”

* The Soviet.agency;responéible fop.purohasing foreign grain.
C-18-
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Meat shortages W111 be SePIOUS du 1ng 1981 W1th or w1thout ‘
“V:an embargo Moscow can be expected “to be actxve 1n 1nternatxona1
iuurkets for large meat 1mports to help flll the gap.< Wb estlmate

that Sovxetxneat 1mports reached at le: st 700, 000 tons 1n.'

eulendar year 1980 -~ a record -1 and could approach one nnlllon

" tons this. year.kﬁﬁﬁﬂﬁﬁg:

_19-
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Transport Constralnts on Sov1et Grain Imports.:ﬁ

In addrt:on to external gra1n market condltlons, the amount
of graln that can be zmported annually by~ the USSR 1s constralned'
by three. key transportatxon factors-" )

K the capaclty ofSovret ports to offload graxn-

o the llmlted abllxty of the 1nterna1 Sov1et transportatxon-l'

network -- prlmarxly the ra11roads ~-to haul the graxnz
from the ports to storage areas, and
o Soviet graln storage capaclty. (ﬁ)

'Sov1et Port Capaclty

R

We estimate that Sovret ports could handle as much as 36
.“mllllon metriec tons* of graln 1mports over 12 months w1thout.
‘ser ious problems. The. four’ maln Soviet ports - Odessa,'
Leningrad Itichevsk _and Novoross1ysk - have a combined. annual
.capacrty to. 1mport graxn in excess of 24 mllllon tons.' This rate
was -observed durxng 1973 1975 and recently when graln imports .
reached hlStOPlc peaks. . We also know of 14 other Sovret ports
that have been used to unload graxn and- these are faetored into

.our total estlmate {see Table A-1) 'LST//

. % To estimate grain handling capacity at selected Soviet ports,
the following .factors were considered:

‘0 Total number of berths used for graln lmports at 18 ports
(total of around 70).

o - Grain unloading’ rate (has ranged from 1, 500 to 8,000 tons
: per day.

o Ship turnaround time ‘and average dellverles (current
average turnaround of 20.3 ‘days and average load of 17.3 -
tons).

o Port workxng hours (assumes two 8- hour Shlfts)

| _ g0~ _
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The task of handlxng large quantltles of graxn up- to port

capaclty is dlfflcult The Sovlets have a barely adequate
lnventory of excess rallroad cars to move graxn 1mports 1n1and
and have had dlffxculty 1n deveIOplng effxcxent transportatxon
usehedules from the port to 1nterna1 storage areas. Moreover,~the
entlre Soviet rail system suffers from poor management (QZf)f
"The USSR,maJor graln ports are currently worklng the same
number of shlps as durlng the peak perxods of past llfts, -but are
operating .at reduced effxcxency The max:mum number of berths

’ currently used for graxn 1s near hlStOPlc hlghs, but the average

e

_load dellvered 1s down whlle turnaround time is up (see Table A~..'

- 2). There are several factors eontrxbutlng to this’ lneffxclent

performance -.f o _-" :1.2 L o '.)
" o The US embargo whlch has forced Mbseow to ‘increase grain
- imports from Argentlna. Such mports must move on smaller

ships due to draft restrlctlons at Argentine grain ports.

compared to US Gulf ports, .Thrs has'increased the number =

of ships that must now be hahdied at:Soviet.ports to . .
_deliver a‘given quantitv of_grafn and:ied,'}n-some.cases,
to longer-thrnaround times. _ .
0. Continued problems in the USSR with railear availability,
especieily those designed to carry grain. N
o Increased transshipment of graih on Soviet account in
Antuerp,,Haﬁburg,'and Rotterdam.for delivery by small

" ecoastal vessels to river and sea ports in the Soviet

Baltic area; whieh has inereased congestion there.

o |
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-~o Ong01ng Sov1et labor and management problems tn'

Dt ;1 ' B jfi ]1f;"hi.f?f 3 : f{u]n’“’l'.!-“J 'ﬂ:.f-ﬁ : ‘Lfft,.

coordxnatxng the graln 1mport program

Internal Transportatlon Constraints

The . Sov:et transportatlon system moves a large volume of
graln annually 1n con]unctxon thh the domestlo harvest and the

dlstrzbutlon of 1mported graln. The overwhelmlng share is.

.transported by rall -— the prlmary mode of transportatlon in the

disruptions, delays, and tempory embargo

Soviet Unlon,'some 93 percent of all graln tonnage was shlpped byf

~rail in 1975 while only 51x percent were transported on the

rivers. (U)\'
Untll the early to m1d 1970s, when nearly all economlc

activity was concentrated west of the Urals, rallroads were able

to handle the 1ncreased demand for frelght and passenger serv1ces

'-along with the growth of the Sov1et economy. In recent.years,
—_however, the continued growth ot the economy, the geographical

" shift in demand for longer;haul'freight services as Soviet

dependence on Siberian.resources:has increased, and the. relative
neglect of the railroads in the allocation of 1nvestment

resources have severely straxned the capac1ty and flexiblllty of

_the rail system.. Shocks to the rail system, such’ as surges in

demand for rail transport serv1ces in connection- w1th_1arger'

grazn 1mports and transit trafflc to Ira have'resutted in

S.M

While the Soviet rafl system serving the grain ports"has

sufficient capacity to handle more than he 36 million tons of

grain that the ports can handle, the act'al operation of the rail

system is stretched s0 txghtly that any dd1tlona1 Strain would

-22-
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.0 Rall car turnaround tlme 1s incr

'.inefchxent fleet utllxzatxon.,“f

lead’ to further deterzoratlon in perfor‘anee.‘ The‘eurrent'

asxng rapxdly,

'v‘astraxns 1n the system are reflected xn evera] ways..'

: o‘~Labor productlvxty on the razlro.ds is decllnlng

Lo, Train speeds are slow:ng :”.7“}:}{ﬂ

chelnovement of add1t10na1 graln. (U)

" so, The drawback to such ‘an undertaklng,

'dxsruptlons to the domestlc economy (U)

o The’ annual rate of 1ncrease ln tJafflc hauled is

'-stagnatlng ‘-"_. S L.ﬁf'i

Only by enhaneed raxl product1V1ty (decreased turnaround

thne, 1nereased average loads, shorter average length of haul),”

improved management (partlcularly more effxclent schedulxng and

allocation of ra11 cars and locomotlves),

leading to

and by not mOV1ng Tow-"

prlorlty items or as51gn1ng these to other transport modes ean

Mbscow must make a dec1s1on on eecon

to ocecur. lf the 1nterna1 graln supply

_;;the rail system relax -some of 1ts tautneLs and be able to accept

mic'prforities~forgthis

'xtuatxon becomes
' critleal enough we feel that the SOVletﬁ WIll dlvert ‘non-" -

.essentlal trade and alloeate the requlred transport assets to do

however, would be .

- ‘ g -23~
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'.USSRﬁl.qnloadﬁng Capéé{ty.at Grain Eofts.":

- Black ‘Sea .

Odessa
‘Novorossiysk
. Ilichevsk .
Nikolayev - .
Poti :

. Tuapse
Ba t umi
Kherson
Zhednov.

Baltiq

Leningrad
Klaipeda
Riga
‘Yentspils
Talliman

. Baltiysk
Kaliningrad
‘Pacific )

. Nakhodka

Vladivostpk'-‘

No Objection to Declassification in Part

Max imum
. Number )
" of Berths-
Used for
Grain

DO IO -2~y 00",

DWW,

W’
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' Table /A-l A

Avéfdge
-Daily ..

‘Rate."Peér .
" .Berth . .

L2500 -

2500-°
. 2500 -

1750. -
© 1750
" .1750.

1750

T 1750
L1750,

1750 -
. 1750 .
1750

. 3750 .
17507

1750
. 1750

-
-

C A e— L,

24 - ... . .

2010/10/12 : I\1LR

:':. _ Tota l
'.~;_Dai1y

' ?Unloadingfﬁ'jf "..Grain’ -
.- Unloading

Capacity

f‘Tons)

30,000 .
17,500 -
17,500 |

5,250
. 3,500
.. 5,250

1,750

- 8,250
o 3,500

- 20,000
©.8,750
. 7,000

."5,250
- 3,500
5,250
© 10,500

5,250
5,250

150,250 tons/day .

X 240 day year
36,060,000 tons/year

(.

-748-20-121-2-9 -
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Key Judgments

S%K : 25X1

USSR: Impact of
Economic Denial Measures (U)

Economic denial measures imposed on the USSR in January 1980 following
the Afghan invasion have had only a small impact on the Soviet economy. In
large part, this reflects a limited willingness by the major grain exporters
and key governments in Western Europe and Japan to support US calls for
meaningful sanctions. Because of actions taken by Moscow and falterin

4 25X1

‘Western support, the impact of the measures will continue to wane

Grain Sanctions

When sanctions were announced a year ago, Moscow was in the process of
trying to soften the effect of the poor 1979 harvest by importing as much

grain as its ports could handle, about 38 million tons. In spite of a massive

and costly effort to replace the embargoed US grain from other sources, the
USSR was only able to purchase 28 million tons in the year ending last
September. This year, despite the sanctions, Soviet grain imports will total

34 million tons. Meat production—expected to decline regardless of the
embargo—will suffer further, Meat output could drop to 14.5 million tons in
1981, or 7 percent below preembargo levels. 25X1

The embargo on other agriculture-related commodites has caused Moscow
fewer problems:
* The roughly 2 million tons of soybeans and soybean meal denied by the
United States in the 1980 Long-Term Agreement (LTA) year have been
fully replaced by Argentina and firms in Western Europe.
= Moscow purchased phosphate materials and products equal to about one-
half of the nutrient value of the 1 million tons in annual shipments of
superphosphoric acid that were canceled by the United Statesl 25X1

Industrial Sanctions

Western sanctions have not impaired Soviet industrial production appre-
ciably, in large part because France, West Germany, and Japan have not

fully supported restrictions on trade in technology and equipment. New
Western contracts to supply equipment have rebounded after falling sharply
during the first half of 1980] ] 25X1

Even so, Western and Japanese economic relations with the Soviets have not

returned to business as usual. Tokyo is withholding support for Soviet
projects outside of Siberia, the United Kingdom is maintaining its freeze on

iii Sxiet
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government-backed credits, and Italy has not yet signed a scheduled new

- credit agreement. The post-Afghanistan tightening of COCOM controls on
technology exports is basically intact. Support for restrictive measures,
however, is likely to erode further in the absence of new Soviet aggressive

moves. :

Vulnerable Industries

The interruption in US technology sales will retard urgently needed mod-

ernization of some industries:

= Soviet oil and gas exploration schedules, especially in promising offshore
and arctic areas, have been set back by recent delays in granting export

licenses for such items as drillships and rigs.

» The revocation of licenses for the Dresser drill bit plant will complicate

efforts to improve drilling efficiency.

.» Similar action already has delayed plans for important Soviet steel and

aluminum projects.

« US denial-of computer parts and assembly line equipment has further
retarded an already lagging Soviet effort to double production capacity for

diesel engines at the Kama truck plant.

The impact of these denials will be diminished severely to the extent
Western Europe and Japan continue to step in as US replacements,

iv
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Principal US-USSR Economic Denial Measures
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Technology

Limit the USSR to purchases of 8 million tons of US-origin grain
in each of the 1979/80 and 1980/81 US-USSR Long-Term
Agreement years (1 October—30 September accounting basis).

» A total cutoff of government-supported credits and guarantees

subsequently revised to a request for less concessionary terms on
new credits.

Agreement among al] the major grain exporters except
Argentina not to replace denied US grain.

Denial of all additional sales of oifseeds, meals, and meat after
4 January 1980.

Assurances that West European and Japanese firms would not be
allowed to substitute for projects US firms could not pursue
because of the suspension order on export ticenses,

Ban on the sale of processed agricultural products made in
foreign countrics from US raw products (for example, soybean
meal made from US beans).

Suspension of shipments of 1 million tons a year of US-origin
superphosphoric acid to the USSR.

A US Government review of all outstanding and pending export
license applications for sale of equipment and technology to the
USSR.

Tighter contols on equipment and technology sales to the USSR
within COCOM channels to include:

— De facto observance of a “no exceptions” policy by COCOM
member states for those items identified on COCOM lists,

— Consideration of a process know-how policy to include
COCOM review of any large ($100 million plus) transaction in
which Western technology contributes to the development of
Soviet industry in a military-relevant area, even if neither the
technology nor the equipment is currently on the list of COCOM-
embargoed items.

— Agreement on new review procedures for fiber optics, lasers,
and polycrystalline silicon essential in the manufacture of
integrated cireuits (ICs).

— Agreement on strengthening controls on computer and
related software sales.

Se&et
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USSR: Impact of
Economic Denial Measures (U)

Introduction
In January 1980, following the Soviet intervention in

Afghanistan, the United States and the major Allies

announced a sanctions program against the USSR. A
package of economic denial measures was adopted to
hinder Soviet agricultural production and to limit ac-
cess to Western technology (see chart)

So far, the Soviet Union has been affected most by the
. grain embargo. Because Moscow obtained substan-
tially less grain in the US-USSR Long-Term Agree-
ment (LTA) year than it needed,' the important live-
stock program—already in jeopardy because of the
poor 1979 crop—was dealt a major added setback. The
impact of the technology denial measures, however, is
less evident because any impact would be felt only over

a period of years. Soviet dependence on Western goods .

is small in most areas and Allied cooperation has been
weak, From the start, the key governments in Western
Europe and Japan opposed tough technology sanctions;
they all interpreted our requests for cooperation nar-
rowly. They worried about developing an adversary
relationship with the USSR, and they did not want to
reduce their own access to Soviet markets or Soviet
energy. In general, they doubted that Soviet actions in
Afghanistan were serious enough to jeopardize the
gains from detente ’

This paper is the latest in a series of assessments by the
Office of Bconomic Research of the impact of Western
economic sanctions on the Soviet economy. We will
first review the status of the sanctions and then discuss
their effects.

The Sanctions Effort

The Grain Embargo During the 1979/80 LTA Year.
The 1979 grain crop of 179 million tons left the Soviet
Union far short of the amount needed to sustain
planned growth in the livestock sector, maintain
carryover stocks, and meet requirements for food, feed,

! Unless otherwise indicated, reference to an agricultural marketi
year is limited to the LTA year (1 October-30 September ).

1
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carryover stacks, and meet regvirements for food, feed,

and industrial uses. To soften the effect of the poor

harvest, we estimate Moscow would have imported 38-

40 million tons of grain and soybeans in the 1979/80

LTA year ending on 30 September 1980—as much as

the Soviets could have handled logistically. Although 25X1
Moscow was counting on 25 million tons of US grain,
the imposition of sanctions reduced ajlowable Soviet
purchases to the LTA agreement minimum of 8 mil-
lion tons. (The USSR also received 400,000 tons of US
grain ordered in the preceding LTA year.) 25X1
The Soviets bought an estimated 28 million tons of

grain from all sources during the 1979/80 LTA year

(see table 1). Moscow obtained nearly 20 million tons

of grain from non-US sources for delivery by 30

September. Of this total, 9 million tons represents
replacement of the 17 million tons of denied US grain.
Argentina increased its sales to the USSR more than

any other country and in July signed an LTA of its own
through 1985 to provide the Soviet Unjon with 2

minimum 4.5 miilion tons annually of grain and soy-

beans (3 million tons of corn, 1.0 million tons of

sorghum, and one-half million tons of soybeans). In

addition to the major grain exporting countries, East-

. ern Burope supplied an estimated 1.8 million tons of 25X1

grain. The remaining 1.1 million tons were provided by
Sweden, Turkey, Thailand, and South Africa and
through some small-scale diversion. 25X1
We believe only a small amount of embargoed US

grain has been diverted to the USSR. Last spring, US 25X1
corn reportedly was being transshipped through the
Romanian port of Constanta and, in early September,
25,000 tons of US wheat allegedly had arrived in the
same port destined for the USSR. 25X1
Soybeans, Soybean Meal, and Meat. The Soviets have
encountered little difficulty in coping with the em-

bargo on other agricultural commodities. Moscow was
scheduled to receive 1.5 million tons of soybeans and

Se&ﬁt
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USSR: Total Estimated Grain ' . ' Million Tons
Imports & ' '
Exporters, T . “Total ‘I..TA Sales i . ) _—_- 1980/81 -
1976/17 1977/78 1978/79 1979/80 Forecast - Actual Sales
. . Estimated - or Agrecments

) - ) . - to Date
Total , 8.79 21.38 20.32 27.64% My 29.0 .
United States " 61 148 15.3 8.40 8.0 8.0
Canada 1.5 2.7 .19 4.30 ' 6.5 6.5
Australia . . 0.5 0.3 0.6 4.40 3.5 3.3
European Community . 0.2 160 2.1 1.5¢d
Argentina 023 3.2 1.6 6.00 10.0 7.0
Eastern Europe 04¢ 0.22¢ 0.7¢ 180 1.8 0.8
Thailand 0.02 010 04 0.4
South Africa . 0.10 .
Sweden ' ' 030 . 06 . 04,
Turkey - - 0.0 0.2 ot
New Zealand ] 004
Brazil 0.06 . 016 .
Spain 1.0 ) 1.0
a Data are for LTA years 1 0ctober—30 September and exclude rice
imports.

b Including an assumed but undocurnented 500,000 tons received
through diversion.

¢ Including wheat flour.

d Includmg 500,000 tons mixed feed, at least 65 percent of which {s
grain.

¢ Calculated from calendar year statistics.

Thisableis| ] . . 25X1

400,000 tons of soybean meal from the United States  Although Argentina seems to have supplied most of

in the 1979/80 LTA year but received only 700,000 the increment, Eastern Europe also may have stepped

tons of beans because of the sanctions. The denied up deliveries.| H : 25X1
beans and meal have been fully replaced; Argentina - :
sold 800,000 tons of soybeans to the USSR, and firms  Prospects for the 1980/ 81 LTA Year. The 1980 grain '
in Western Europe have supplied at least 1 million tons _ crop of 189.2 million tons has again left production far

of soybean meal—more than was denied short of requirements. The impact of a combined US 25X1
la large portion of the meal was embargo on grain exports beyond the 10 million tons 25X
processed in Western Europe from US-origin beans. would be considerably smaller than last year, reducing
Soviet grain imports by perhaps 4 million tons in 25X1

. comparison with import possibilities if the embargo
Despite the embargo on US meat sales, Soviet meat were lifted. Moscow has already lined up more grain
imports should reach a record 700,000 tons in calendar  for the 1980/81 LTA year than it imported in the
1980—100,000 tons above the calendar 1979 level. .

¢ :
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in the 1979/80 LTA year. Substantial additional
amounts will be available from Argentina and the
European Community, which has had a record harvest.
Smaller amounts could come from other countries,

including Romania, which could at the i

import grain from the United Statesfﬂl
Although there is little question that even with a
continued US embargo the USSR will be able to
purchase all the grain it can handie, continuation of the
embargo will reduce soviet port handling capacity.
Under optimum conditions the Soviets can handle
logistically 38-40 million tons of grain, soybean prod-
ucts, and other bulk feedstuffs per year. The US em-
bargo, however, has forced the use of a larger number
of small ships (particularly form Argentina), tying up
Soviet port facilities and creating additional conges-
tion—effectively reducing port capacity to 34-36 mil-
lion tons of grain, oilseeds, and other feedstuffs for the
12-months ending 30 September 198 1. Internal rail

congestion is also hampering the movement of grain
from the ports, especially at Odessa, the largest Soviet

grain port, where railcars not suited for grain shi
ments are being pressed into serviw.[iﬁ
Phosphate Fertilizers. According to a 20-year fertil-
izer exchange agreement concluded in the early 1970s,
Occidental was to sell the USSR 1 million tons of
superphosphoric acid annually (equivalent to 700,000
tons of P,0;), purchasing in retyrn ammonia, urea
fertilizer, and potash. The Soviets intended to use the

superphosphoric acid to produce “liquid complex”
fertilizers, with a fairly high (34 percent) phosphate

nutrient content, in seven plants ordered from French
firms in 1976.

Soviet officials have been only partly successful in
replacing US-origin acid after shipments were halted
in February, We estimate that the USSR has pur-
chased materials equivalent to about one-half of the
quantity originally expected from the United States.
Soviet orders of superphosphate and phosphoric acid
have totaled about 350,000 tons in natrient value in
1980. Most of the material was sold by firms in Mo-
racco, Tunisia, Finland, Belgium, and South Africa.

As for post-1980 supplies, the Saviet Union in October .

signed a five-year contract with two Belgian firms for

No Objection to Declassification in Part 2010/10/08 : NLR-748-20-121-3-8
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Setret

the delivery of 100,000 tons per year of super-

phosphoric acid to the USSR beginning in April 1981.
Each annual shipment—equal to 70,000 tons of nu-
trients—will represent 10 percent of the yearly amount

the Soviet Union was to receive from the United States
before the US embargo was imposed. 25X1

Technology and Equipment., In March 1980, following
a review of US export control policy, the United States
applied stricter controls on technology exports to the
Soviet Union—particularly computers, computer soft-
ware, and technology to praduce oil and gas equip-
ment. As a result, a number of license applications that
probably would have been approved under pre-
Afghanistan guidelines were denied, and some goods

whose export licenses were revoked remain unshipped.
l 25X1

Other NATO partners and Japan, which make up

COCOM,? were asked to adopt similar policies to

prevent the US measures from being undermined.

Specifically, the Allies were asked to:

o Agree to a general tightening of COCOM controls
on high-technology exports to the Soviet Union.

» Give assurances that their firms would not be al-
lowed to step in and fulfill contracts vacated by US
companies.

» Suspend concessionary government-backed credits
and guarantees.

25X1

25X1

Central to the call for tightened COCOM controls was

a request for a blanket “no-exceptions™ policy under

which the member countries were asked not to request
exceptions to sell COCOM embargoed items to the

USSR. A “process know-how” proposal also was 25X1
tabled for nearly all major plant sales to the USSR not

now subject to COCOM review, and COCOM mern-

bers were asked to consider tightened administrative

and processing procedures for the sales of computers

and related software, polycrystalline silicon needed for

the production of intergrated circuits (JCs), and fiber
optics and lasers.‘i] 25X1

2 The Coordinating Cormittee (COCOM) consisting of NATO
countries (except Iceland) plus Japan, approves ot disapproves sales

of equipment and high technology to the Communist countries (see
appendix A for a discussion of export controls under COCOM).| 25%1

Sec}it .
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The second proposal—not to replace US contracts—
was aimed at two large deals affected by US actions.
The US firm, Armco, in partnership with Nippon Steel
of Japan, had won a $350 million contract in Decem-
ber 1979 to participate in equipping the Novolipetsk
speciality steel plant but was unable to fulfill it because
of the denial of export licenses for Armco’s technology.
Similarly, Alcoa and a West German partner
Kloeckner were on the verge of concluding a contract
for a $400-500 million aluminum smelter at Sayansk
when sanctions were announced.[:

On the financing issue, the major Allied, countries
were asked not to provide official credits or guarantees
for exports to the USSR. The request was subsequently
modified to an appeal to limit the flow of new credits,
adopt Organization for Economic Cooperation and
Development (OECD) consensus export credit terms,
and shorten credit maturities.

Even though the countries jnitially supported the
measures, their support was reluctant, vague, and
contingent on the support of competitors. While nei-
ther the West Europeans nor the Japanese wanted to
defy the US openly on the sanctions issue, they clearly
were unwilling to sacrifice much Soviet business to
protest the Soviet move into Afghanistan, an attitude
strongly reinforced by domestic Eurapean and Japa-
pese commercial interests active in the Soviet market.
The Allies also noted that because the US Export-
Import Bank no longer extended credits for Soviet
projects, the United States request regarding credit

terms did not involve equivalent US restraint.

Despite their reservations, the countries generally
complied with the US demarches at first. Request for
stiffer COCOM controls were honored, with the “no-
exceptions™ request seemingly enjoying the most sup-
port. Those countries potentially able to substitute for
the United States in major USSR contracts instructed
their firms not to reenter the bidding for the
Novolipetsk and Sayansk projects, and new export
credits lines from Canada, Italy, the United Kingdom,
and France were held up. Japan and West Germany
indicated they had suspended or would delay Soviet
credit applications. l

§g\l\'et

Erosion of Allied Support. With the Allied coopera-
tion, the signing of new contracts with the USSR
slowed significantly. Through the first half of the year,
Soviet ordets for Western machinery and equipment
totaled less than $600 million, compared with $1.9
billion in the first half of 1979 (see table 2). The only
major deal (3100 million or more) to be concluded was
2 $118 million contract with France to build offshore

rig facilities at Baku and Astrakhan. The cooperation -

was particularly evident for Japan, Italy, and the
United Kingdom; the combined value of sales by the
three totaled just $67 million during January-June—
about one-tenth that in the comparable 1979 period.

But the commitments proved to be neither categorical
nor lasting. In May, French officials indicated an
intent to proceed with a new multiyear credit pact—a
decision which would allow French firms to conduct
trade on virtually the same terms that had been in
effect before Afghanistan. In late July, President
Giscard allowed the French firm Creusot-Loire to
reopen the bidding on the suspended Novolipetsk steel
plant contract. In September, a Creusot-Loire subsid-
iary won a $200 million chemical plant contract,
which, like Novolipetsk, almost certainty will be fi-
nanced with official credits, The other major Allies
began to follow the French lead. The West Germans in
early August approved roughly $300 million in credit
guarantees for the sale of large diameter pipe to the
USSR and signaled Kloeckner it could renew negotia-
tions for the Sayansk aluminum smelter. Tokyo also
announced it was moving ahead with Soviet credit
applications for Siberian development projects and
general trade. As a result, Soviet orders for machinery
and equipment soared in the second half of 1980 to
about $1.5 billion

Relations with the Soviets, however, have still not
reached a business-as-usual basis. In spite of its an-
nounced plans to proceed with support for some Si-
berian development projects, Tokyo is holding off on
other projects. The United Kingdom is maintaining its
freeze on government-backed credits to the USSR, and
Ttaly, although complaining about losing business to

No Objection to Declassification in Part 2010/10/08 : NLR-748-20-121-3-8
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USSR: Orders of Western Machinery and Equipment

Million US §
1977 R w19 1e80
Jan-Jun Jul-Dec Jan-Jun Jul-Dec Jan-Jun Jul-Dec Jan-Jun Jul-Dec
Total 1,925.8 1,850.4 1,378.1 1,425.4 1,894.0 744.3 547.9 1,452.9
By type of equipment: T
Oil and natural gas 136.7 171.1 402.0 430.2 104.9 84.9 139.7 .
Chemical and 1,078.5 549.5 404.3 297.8 4474 160.0 339 310.0
petrochemical
Metalworking and 198.4 442.5 103.5 244.5 672.0 94.7 73.3 692.1
metallurgical
Electronics 49.3 100.7 10.7 168.5 1939 146.7 20.2 i1
Other 462.9 586.6 457.6 284.4 475.8 258.0 280.8 449.7»
By country of origin:
West Germany 271.0 561.7 381.5 312.5 488,7 125.9 1403 633.1
France 226.8 183.3 110.2 480.3 341.3 364 169.8 506.9 »
Japan 498.8 2394 1834 161.4 173.0 158.4 3712 152.9
United Kingdom 421.8 193.5 33.8 158.4 190.6 23.2 19.8 100.9
Italy 212.0 296.9 107.0 62.7 253.0 252.0 9.6 8.1
United States 140.4 170.9 3474 212.7 190.4 81.8 119.3 5
Other 155.0 204.7 214.3 374 257.0 66,6 519 50.5
a Includes $200 million order for a methionine plant for production
of animal feed,
25X1

France and West Germany, still has not yet signed a
new credit pact. Perhaps most importantly, the tighter
COCOM guidelines still are basically intact. Norwe-
gian notification in late 1980 of intent to sell computer
equipment to the USSR under an administrative
procedure for processing lower performance computer
sales, however, could set a precedent for other coun- |
tries to back away on requests for tighter COCOM
controls. These pressures will mount further if France
chooses to proceed with the export of a telephone
switching equipment plant

Pressures for expanded trade relations with Moscow
also will intensify if the Soviets continue to offer Ju-
crative projects to Western firms and emphasize that
contracts will go to those countries that reject sanc-
tions. The Soviet message is especially pointed with
regard to the newly proposed West Siberian—-Western

Europe gas pipeline. Trumpeted as the biggest East-
West deal ever, the ronghly $15 billion natural gas
pipeline project will carry substantial quantities of
Soviet natural gas a distance of 4,400 kilometers from
Siberia to Western Europe. Although West Earopean
and Japanese firms are eager to win contracts that
could total $10 billion or more for compressors, pipe,
and related equipment, businessmen have been told
they will receive contracts only if official financing is

made available.] | 25X1

25X1
Impact of the Denial Measures on the USSR

The Grain Embargo. The consequences of reduced
grain imports have fallen most heavily on the livestock
sector, already suffering because of the poor 1979
grain and forage crops. In an average year, the live-
stock sector consumes roughly half of all grain; pro-

Se\c(?\t
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cessed foods account for about one-third, and the
remainder is used for seed, alcohol and other products,
and stock accumulation. When the crop is below aver-
age, stocks are drawn down and the leadership has to
import to make up the deficit insofar as possible

Stock drawndowns and large imports partially closed
the gap between the poor 1979 crop and requirements.
Because of the US embargo, however, the USSR was
denied roughly 10 million tons of grain during the
period 1 October 197930 September 1980. In the
absence of stock drawdowns, grain feed availability
would have been reduced by 8 percent. Expressed in
another way, this was enough grain to produce roughly
650,000 tons of pork (carcass weight), equivalent to
slightly more than 4 percent of meat output in 1979.
Because of a large stock drawdown, however, the total
grain availability for feeding only dropped an es-
timated 2 percentage points.

The impact of the denied grain on the livestock sector
has been manifested in lower meat output, reductions
in herd numbers, and lower liveweights of the animal
inventories. Farms were forced to stretch available
feed supplies by increasing slaughter rates in the early
months of 1980 and by reducing feed rations. By
midyear, slaughter rates had returned to more nearly
normal levels, but reduced feed rations continued to be
reflected in slowing growth in livestock inventories and
reduced slaughter weights.

We expect meat production in calendar 1980 to be
about 15 million tons-—3 percent less than 1979. In
addition, herd numbers by yearend 1980 may have
been roughly equal to those of the corresponding date
in 1979 because of a determined campaign to retain
herds in the socialized sector. Excessive slaughtering of
private herds, for which data are not yet available, may
have been sufficient, however, to offset any inventory
gains in the socialized sector, particularly for hogs.
Poultry is the only category expected to show much

The food situation has been described as the worst in
many years. The recent strikes at the motor vehicle
plants in Tol’yatti and Gor’kiy, for example, reportedly
were touched off by food shortages and stopped only
after authorities rushed in supplics from surrounding
areas. Reports of local rationing and of sales of meat to
selected groups through places of work have risen to a
level unprecedented since the harvest disaster of 1963.

L1

Following a second successive crop failure, the Soviets’
feed grain problem will be worse this year. We es-
timate that grain supplies for feed could be down
roughly 5 percent from a year ago, if the grain em-
bargo remains in effect, Depending on whether the
Soviets adjust herds downward or attempt to maintain
them on the assumption of a return to a more normal

_ grain crop next year, we believe meat production in

1981 could drop to 14.5 million tons. At best, meat
output would again roughly equal the 1980 production
level of 15 million tons. In any event, meat shortages
will be serious during the next 18 months. As notcd
earlier, the USSR will probably import more than
700,000 tons of meat in calendar 1980—a record for
Soviet meat imports. We expect Moscow to try to
import as much as 1 million tons- this year,

Denial of Phosphate Fertilizers. The suspension of
exports of US-origin acid has delayed the Soviet “lig-
uid complex” fertilizer program for at least a year
because the available material is of a lower grade than
US acid and is not immediately usable in the Soviet
program. Accordingly, we believe the “liquid com-
plex” fertilizer plants have been unable to operate at
more than a small fraction of their intended capacity.
The impact on the 1980 grain crop is difficult to assess.
If the fertilizer had been applied entirely to grain, it is
possible that the effect of using substitute materials
could have resulted in the loss of grain between

2 million and 2.5 million tons of grain.

increase in numbers and product output over 1980 | In the longer term, the Soviets probably can purchase

Record imports of meat in calendar 1980 will offset
some of the production shortfall. Nevertheless, per
capita meat consumption will begin to decline in early
1981. Soviet consumers have been complaining of se-
vere, continuing shortages of meat, butter, and milk.

 Seret
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sufficient quantities of phosphate intermediates and
finished products to overcome their deficit in phos-
phate fertilizers. The new Soviet contract with two
Belgian firms to supply 100,000 tons of super-
phosphoric acid in each of the next five years appar-
ently is part of the Soviet effort to find alternate
suppliers for embargoed US materials. In addition, the
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USSR signed a 30-ycar agreement with Morocco in
1978 under which the Soviets will assist in developing
phosphate deposits at Meskala in return for 10 million
tons of phosphate rock a year by 1990. Although
implemecntation of the agreement has been slow, Soviet
officials could decide to speed up the development of
the Moroccan project if the sanctions stay in cffect.
Finally, Soviet efforts to obtain replacement acid may
be made easier by the decision to allow Occidental
Petroleum to sell non-US origin materials to the
USSR, an arrangement similar to that allowed the
multinational grain companies,

Imports of Machinery and Equipment. Asidc from the
slowdown in new orders in the first haif of 1980 and
scattered reports of production disruptions ‘becausc of
lack of spare parts or denial of equipment scheduled to
be delivered under pre-Afghanistan contracts, we are
not aware that production in any Soviet industry has
suffered a noticeable setback to date from technology
and equipment sanctions. Indeed, since the thrust of
the embargo is toward limiting future exports, a tan-
gible impact would not be readily apparent until some
time in the future. Except for the United States, which
accounts for only a small share of Western exports of
manufactures to the USSR, the sanctions were re-
stricted to new business; shipments of Western
machinery and equipment ordered before sanctions
were imposed have continued unimpeded. Even the US
sanctions have been highly selective, with a number of
items still approved for export

For any individual industrial sector, it would take
considerable time for the denial of technology or
production equipment to work its way through the
production praocess—far longer than the 11 months the
embargo has been in place. We think that the sanctions
will have some impact on the future, especially in the
energy, metallurgical, and motor vehicle industries.

Energy Equipment and Technology. The impact on
Soviet oil production has been minimal to date because
most energy equipment sales have been exempted from
sanctions. Deliveries of high capacity submersible
pumps that are needed to support oil production, for
example, have continued to be supplied under pre-
embargo contracts. The contract signed with a US
firm for delivery of 300 pumps to the Soviet Union

No Objectiqn to Declassification in Part 2010/10/08 : NLR-748-20-121—3-§1/ ) 5
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through 1981 has not been canceled, and shipments .
have continued unimpcdcdl:] . 25X1

Because of production shortcomings, the USSR has
been turning increasingly to the West to help upgrade
its large petroleum cquipment industry. Western sanc-
tions probably have reduced future productiop neac.
pects because of disruptions to Soviet qxplora@_§X1
schedules. A holdup of ¢xport licenses, for example,
delayed the start of the scheduled summer 1980
Sakhalin exploration programJ T

%5X1

_|The delivery of drillships built

in Finland with US technology and components also is
behind schedule:l 25X1

The mid-1982 startup date of the Dresser drill plant
also could be delayed for some time now that export
licenses for training and assistance in setting up the
plant have been revoked. The project is especially
important because the drilling sector is a major bot-
tlencck in the Soviet oil industry, and Moscow has been
counting heavily on the plants to increase drilling
efficiency. The plant will produce 100,000 tungston-
carbide journal bearing drill bits a year—Dbits which
arc expected to last considerably longer (five to 20
timnes) than Soviet bits under comparable operating
conditions. The greater efficiency would help reduce
Sovict downtime for bit replacement, thereby boosting
productivity and reducing the need to expand the drill- 25X
ing park. All of this equipment and technology is
critical to Soviet efforts to shstain oil production in the

19803.::1 25X1

On the other hand, there is no evidence that Soviet gas
production has been affected thus far by the embargo.

Sales of large-diameter pipe in support of the USSR’s
ambitious pipeline construction program were inter-

rupted only for a few months and, in fact, set anew  25X%1
record of 2 million tons in 1980. Western governments

are not likely to restrict pipe sales in the future. Indeed,
Japanese and Italian firms earlier this year signed

general agreements with the USSR to provide pipe on

a multiyear basis.{—::] 25X1

Nor is the proposed new West Siberian gas project
calling for swaps of Soviet gas for Western pipes and
compressors likely to be affected by sanctions in light

Sﬁ\Ret
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of the apparent government decisions to proceed with
negotiations. In any event, any delays that do occur are
{ikely to be more the result of disagreement over prices
for the gas and credit terms than any difficulties in
purchasing equipment and technology

Metallurgical Equipment and Technology. The denial
of metallurgical technology in the two cases of the stec)
and aluminum industries could be troublesome to the
USSR in the event US technology remains embargoed.
Shortages of ferrous and nonferrous metals have
plagued Soviet planners for scveral years. Even though
French and West German firms are proceeding with
the Novolipetsk and Sayansk deals, lengthy delays will
be encountered if US technology—which the USSR is
still counting on—-is not obtained eventually. The deals
have already been stalled for eight months by the US
withdrawal. The purported startup date for
Novolipetsk has been delayed several years because of
the need to redesign original proposals incorporating
US technology now denied the USSR industry sources
now are targeting 1985 for initial operation. Since the
Novolipetsk plant would have reduced Soviet depen-
dence on Western specialty steels, the delay will ensure
continued Soviet purchases of these steels from the
West. Moscow spent a record $1.7 billion for steel
imports, excluding pipe, in 1979, and imports are ex-
pected to be higher this year.

Motor Vehicle Technology. The Soviet Union has been
importing high-volume, high-productivity machinery
from the West for producing, machining, and assem-
bling engines, drive-train components, and body parts
for a number of years as part of an ongoing effort to
modernize the motor vehicle industry. Toward that
end, the USSR in the early 1970s received US ap-
proval for the purchase of $500 million worth of
machinery and technology for the production of diesel
trucks at the Kama Truck Plant. Among the more
important US equipment sold to the USSR was a
complete foundry, including a sophisticated IBM com-
puter system for monitoring its production and a com-
plex Ingersoll-Rand diesel engine assembly line. At
capacity, Kama will produce 150,000 three-axle diesel
trucks and 250,000 engines annually. Trucks produced
at Kama have been integrated into Soviet military
transportation units as well as into Soviet units in the
Warsaw Pact countries. Most recently, Kama trucks
have been used in support of Soviet military operations

Se}w\t
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in Afghanistan, Because of this usage, the resupply of
spare parts for the plant’s US-supplied computer was

embargoed and a second US diesel engine assembly
ineforthe plant was denicd| |

The US actions have greatly complicated and delayed
Soviet plans for doubling output capacity for diesel
engines. Although negotiations are under way with
several Japanese and West Buropean firms to replace
the Ingersoll-Rand diesel engine assembly line, it will
probably be two years before a new line ¢an be put into
place, even if Moscow concludes a contract soon. In the
meantime, the lack of engine production capacity is
severely curtailing the output of new classes of trucks
and buses dependent on the use of the Kama engines,
most notably a2 new Ural truck intended primarily. for
military use. Since the trucks can be used for both
civilian and military purposes, both sectors will be
affected. Current production activity at the facility has
not been affected by sanctions.

Computers. The sanctions have had a major effect in
arresting the movement to further liberalize the
COCOM controls on computers. Before Afghanistan,
proposals were being discussed in COCOM to permit
the export of much higher performance models than in

Controls are now directed most heavily at monitoring
the export of large computer systems to the USSR.
The tightened COCOM controls on computers have
effectively stalled the sale of large computer systems to
the Soviet Union since January, While the number of
such large systems sold has never been great, imports
often have filled a critical Soviet need. For example,
several large US systers have provided the Soviets
with unique capabilities for geophysical exploration
related to oil and gas prospecting. Similarly, a US
computer at the Kama Truck Plant foundry was ex-
pected to play a significant role in increasing pro-
ductivity. In the absence of sanctions, the USSR prob-
ably would have purchased additional seismic
computers for petroleum exploration. We also.believe
existing systems already in place in the USSR would
have been upgraded.

The COCOM countries seem to be less willing to
restrain sales of medium- and small-size computers
(for the most part minicomputers), also controlled by
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COCOM under various administrative pracedures, In-
deed, sales of medium and small computer systems,
which traditionally account for the bulk of Western
sales, continue to be exportable to the USSR under the
post-Afghanistan sanctions and have increased this
year, Through October 1980, 90 computers were pur-
chased by the USSR compared with 67 for all of 1979
and an average of 86 units for the past three years.
While they are relatively low-performance equipment
in Western terms, these computers offer important
features unmatched by Soviet models. Soviet mini-
computers do not measure up to Western performance
and reliability standards and lack the versatile soft-
ware packages that come with Western models[:j

Electronic Components. The USSR is engaged in a
major, long-term effort to modernize its telecommuni-
cations system. Most of the equipment acquired from
the West is either not controlled by COCOM or cur-
rently available under procedures similar to those for
computers, The French, however, have indicated that
they may submit an exceptions request to COCOM
involving manufacturing technology for computer-
controlled telephone switching systems. The signifi-
cance of the French contract may go far beyond that of
an improved communications system. There is evi-
dence that the French also intend to supply a related
component manufacturing facility valued at over $40
million. A transaction of this magnitude is probably
related to integrated circuits (ICs). Such a facility
would allow the production of large numbers of ICs for
a variety of military applications

In addition to dependence on Western IC technology
and production equiprent, the USSR relies on the
West for silicon—the essential raw material for the IC
production process. With the imposition of tighter

COCOM controls has been cut off from the
supply of silicon,

_ plans for future development

Because of sketchy information, we are unable to
assess to what extent Moscow has been able to cir-
cumvent technology sanctions through illegal means—
either the clandestine acquisition of Western technol-
ogy or the diversion of overtly purchased items for

(1

S

unauthorized military use. The leadership traditionally

has devoted a high priority to, and resources for, such
efforts. These priorities have not lessened with the
imposttion of Western denial measures (see appendix

B for discussion on the diversion effort)j:pﬁ 25X1
Impact on Soviet Planning and Attitudes

The economic sanctions have heightened the debate
between advocates of expanding trade with the West
and those favoring greater autarky. Sanctions have
strengthened the hand of those favoring self-
sufficiency who have long argued that the USSR is
dissipating its patrimony by exporting vital raw ma-
terials for Western technology. 25X1
Within this context, the denial measures have in-

troduced an element of uncertainty at a time when

Soviet officials are putting the finishing touches on the
1981-85 plan and have forced the leadership to re-

examine the long-term future of USSR-Western trade.
Nevertheless, Moscow probably sees little alternative

to continued Western trade. More than ever, Moscow
probably is convinced that Western Europe and Japan

are anxious to secure export markets and future energy
supplies and do not intend to jeopardize long-term
cooperation with the USSR. In any event, the USSR’s
pursuit of new credit lines from Western governments

and its discussions with Western firms on new projects
indicate that the Soviet leadership is not seriously

: entertaining the notion of autarky, at least with respect

to its industrial sector. In all likelihood, they see the
sanctions as a temporary disruption requiring ad hoc 25X1
adjustments rather than a sufficient reason to redraft
25X1

The continuing interest of Soviet buyers in US grain,
oil and gas equipment, and other high technology also
argues that Moscow still views the United States as a
supplier of key imports. But even if Washingt025'x1
naled a willingness to improve trade relations, e
Soviets are likely to be cautious about reviving trade
with the United States. Even those Soviets who favor
US-USSR trade claim that they have now lowered
their expectations and that no series of US actions can
automatically restore the pre-Afghanistan situation.

25X1
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Agriculture is a different story. The denial of Western
grain has hurt the USSR and has reinforced its long-
held hope of seeking agricultural self-sufficiency. But
the Soviets are realistic enough to know that it will take
time to achieve self-sufficiency, given the yagaries of
weather and numerous inefficiencies in Soviet agricul-
ture, and have actively sought long-term agreements o ) )
with non-US suppliers to ensure future grain deliv- .

eries| | 25X1

%
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Appendix A

COCOM Controls: A Historical
Overview

The current program of export controls on trade with
the USSR and other Communist countries goes back
more than 30 years. After World War [, the consoli-
dation of Soviet power over Eastern Europe and the
perceived Soviet military threat to Western interest led
the United States and its allies to consider the use of
export controls to help maintain economic and tech-
nical superiority over the Bloc. Accordingly, in
November 1949, the United States and six of the West
European Allies formed the Consultative Group, an
informal working group at the ministerial level to
develop a multilateral approach for control of trade
with the USSR and Eastern Europe. A permanent
organization—the Coordinating Committee
(COCOM)—was established in January 1950 to de-
velop procedures for export controls and serve as the
forum of negotiation among the cooperating Western
countries, Membership in COCOM was eventually
extended to 15 countries comprising Japan and all the

NATO signatories except lceland.::]

COCOM as an organization has no formal treaty or
charter basis and is not a part of any other interna-
tional organization. It operates on the basis of a gentle-
men’s agreement using a rule of unanimity for all
decisions. Thus, maintaining COCOM effectiveness

requires countries to act in a spirit of compromise.[:l

Although the formal COCOM criteria state that items
are to be embargoed only if they are designed for,
principally used for, or critical in relation to imple-
ments of war, many of the items on the original
COCOM list were oriented toward impeding Soviet
industrial and technological development in general.
For the most part, the embargo lists encompassed
industrial equipment and raw materials that were
either in short supply in Comnmunist countries or were
technologically superior to similar products made in
those countries. Acquiescence by the COCOM mem-
bership was possible at least in part because several
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NATO members were engaged in an armed conflict in
Korea and because commercial pressures for trade
were still minimal.

The end to the Korean war, the reduction in East-West
tensions after 1953, and growing commercial relation-
ships with Communist countries led to severe Eu-
ropean pressure 1o relax export controls. Major re-
visions of the embargo lists in 1954 and 1958 greatly
reduced the number of items embargoed to
Communist countries. Periodic COCOM List Reviews
since then have normally followed a pattern of the
United States proposing new items for the embargo list
to protect emerging militarily significant technologies
and their products, while agreeing as a quid pro quo to
the reduction of controls on items of less significance.

Reduction of controls has been accomplished in three

/9

- 25X1

25X1

ways: (1) items have been removed from the embargo 25X 1

lists, (2) administrative procedures have been
developed that permit individual COCOM members to
authorize certain exports of items on the lists without
having to seek COCOM approval, and (3) a body of
case law has evolved providing nearly automatic
approval by COCOM for certain types of requests for
exceptions to the embargo.

This reduction of controls continued unimpeded
throughout the 1960s and 1970s. As in the 1950s, the
impetus came from the European members of
COCOM who sought the economic benefits from in-
creased trade with the East and who argued that much
of the embargo list was outdated and ineffective
because of the economic growth and technical ad-
vances in Communist countries. By the mid-1960s, the
pace of liberalization increased as the United States
also began to take morc of an interest in cultivating

/
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East-West trade—{irst with the USSR and Eastern
Europe and most recently, with China| |

As a result, COCOM controls by the late 1970s had
evolved from a broadly based embargo on industrial
equipment and materials to one focused on military
related cquipment and certain advanced technologics
and their products. Although new technologies have
been added to the Jist of controlled items, this is largely
nullified by administrative procedures for unilateral
approvals and the practice of pro forma approvals of
cxceptions requests in COCOM.

Secret
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Appendix B

Soviet Efforts To Circumvent
COCOM Controls

Moscow was probably able to circumvent some of the
sanctions through illegal measures, but there is little
hard evidence to enable us to estimate the extent to
which this has occurred. Diversions fall into two cat-
cgories. One is clandestine acquisition whereby the
importing country is able to disguise its own involve-
ment in the transaction, or the exporter misrepresents
the item being exported. The other is in-place diversion
whereby an overtly acquired item, approved for ¢xport,

No Objection to Declassification in Part 2010/10/08 : NLR-748-20-121-3-8
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An overall assessment of Soviet success in clandestine
acquisition is not possible. Our information is too
sketchy. In some areas we have developed a relatively
complete picture of the scope of these acquisitions. The
semiconductor industry is a case in point. Here, the
Soviets have made a systematic effort to acquire all of
the ingredients of a semiconductor industry. It has
enabled the USSR to rapidly build up their
semiconductor industry and to make major progress in

is transferred to a different end user or end usc.[: closing the gap with the West in semiconductor tech- 25X 1

The Soviet leadership has traditionally given high

* priority and devoted large resources to the acquisition
of Western technology by all means at its disposal.
These include legal importation through open trade
channels, scientific and technological exchanges,
illegal diversion through trade channels that evade
export controls, and classic clandestine acquisition
through secret agents, industrial espionage, and

communications intercepts‘(::l

Clandestine Acquisition

The Soviet clandestine effort places highest priority on

weapons design and military production technologies

that have military applications—that is, technologies

associated with the production of semiconductors,
computers, instrumentation, microprocessors essential

" to computer-controlied machine tools, and so forth.

While the effort is large, the yield from the effort
probably is less than satisfactory to the Soviet leader-
ship. In some weapons design areas, their clandestine
successes have been substantial. In the 1960s, for
example, Moscow was able to obtain a complete US
Sidewinder air-to-air missile as well as a complete set
of production drawings. In many other areas they have
been less successful. Because of the inherent
unreliability of clandestine purchases, large outlays
often yield small returns; more important, since
clandestine acquisitions are rarely accompanied by
documentation and engineering assistance, the task of

absorption of the foreign technology is rendered far
moare difﬁcult[j '
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nology. Diversions of advanced production machinery
have also permitted the USSR to field military hard-
ware with more advanced electronic systems than
otherwise would have been possible in the same time
frame 25X1
In-Place Diversion

The term usually refers to diversion of equipment or
technology from a stated civilian end use to a military

use. The distinction between civilian and military end 25% 4
use is somewhat artificial when talking about technol-

ogy. Military production is built on a pyramid of basic
civilian industrial capabilities. Thus, authorized civil-

ian technology, installed in civilian industries, often

yield important benefits for military pmduction.‘ 25X1

Aside from this, we believe occasional diversions of US
equipment and associated technology from authorized

to unauthorized end uses do occur in the Soviet system25X 1
Although we know of only a few such instances, our
end-use controls are an imperfect mechanism for limit-

ing such diversions. Soviet authorities have strong
motivations for treating diversion activities with ab-

solute secrecy, Consequently, our ability to detect
them is inherently severely rcstrictcd.[i:‘ 25X1

25X1
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