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MEMORANDUM FOR THE PRESIDENT
FROM: RICHARD V. ALLEN
SUBJECT: CIA Assessment: The State of the Soviet Economy

and the Role of East-West Trade

Bill Casey has forwarded the attached paper (Tab A) which pxovides
a comprehensive assessment of the current state of the Soviet
economy, its future prospects, and the contribution of East-West
trade to the solution of Soviet economic problems.

Bill's paper provides excellent background for decisions on both
East-West trade and on our broad policy toward the Soviet Union.
I recommend you read it at your earliest convenience.

Additionally, however, a paper more narrowly focussed on the oil
and gas controls issue is being prepared in response to the
questions you posed in the October 16 NSC meeting. This paper
may obviate further NSC discussion but, in any event, no addi-

tional meetings on oil/gas controls are planned until your
questions have been answered.

Attachment

Tab A CIA Paper
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The Director of Central Intelligence
Washingjon, 0.C. 20505

/70777
29 October 1981

MEMORANDUM FOR:‘JQhe President

The Vice President

Secretary of State

Secretary of Defense

Counsellor to the President

Chief of Staff to the President :

Deputy Chief of Staff to the President

Assistant to the President for
National Security Affairs

SUBJECT: The State of the Soviet Economy and the Role |
of East-West Trade

The attached CIA paper -identifies Soviet economic problems and assesses
how economic pressures can be put on the Soviets. The Soviets now face serious
prablems in almost every sector of their economy and their need for Western
goods will grow in the 1980s. What will contribute most to their ability to
maintain their military buildup are:

(1) Western plant and equipment to help on their severe productivity
problem;

(2) Western oil and gas equipment to find new resources;

, (3) specialty steels and large diameter steel pipe, pipe Taying machinery

and compressors which will: help meet their energy problems and which, coupied
with the commitment of. financing and gas markets from Western European nations,
will enable them to maintain their hard currency earnings; and

" (4) food, especially grains and meat.

1 have asked the Inte]]1gence Community to develop, against the background
of this paper, a nat1ona1 estimate on the impact of a coordinated COCOM effort to:

. (a) ‘make it as d1ff1cu1t as possible for the Soviets to continue to build
their m111tary capab111ty, and

(b) to pursue more aggre551ve1y the prevailing less -sweeping policy of
depriving the Soviets of strategically valuable technology, thus forcing them to
do their own research and development.

Attachment:

LLATCIEIED M PARTY
B 6}73!7’ ﬁAﬁ;{sz;ﬂpﬁ 4
. Z / am J, Casey
et 211 38]1>
NFAC/0SA Papef,

"The.State of the Soviet
Economy and the Role of
East~- west Trade"
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Overview

As the Soviet Union Eompletes the first year of 1ts new
five-year plan, the economy has turned sour.beforé the lbng
anticipated labor and energy problems have'come into play. Three’
‘bad harvésts have left agriculture 1n'aisarray. Meanwhiie,
transportation and materials bottlenécks‘ahd‘smaller productivity
. gains have reduced‘industrlal growth sharply. Becéuse prospects’
for raising productivity are poor, GNP growth may well be limited
‘to 1-2 pegcentfén average by the mi1d-1980s, '

‘. Slower  economie growth will present Pré51dent Brezhnev and

' 'his.colleagues with some 1ncreasingly tough gnd politically
'palnful choxceé regarding fesourcg allocation and economie
-m;nagcment. Annuél inerements to national output 1n the early
1980§ will be too small to permit them simultaneously to meet
'-mouhtlng lnvestment'requlréments, to malintain gro&th in defense
spending at rates of the past, and }axse-;he standard of living
prrecxably.' Simply stated, something will ‘have to glve.

vaen‘thelg pfoblems, the Soviet need for Western goods and
credits will 1ncrease'greatly.. Western imports would help
planners deal with the basic problems confréntlng the Soviet
economf during the 19§05—~dec1161ng ppoddctivity‘and resource
stringencies. Imports bf Western plant and equipment, though now
only aboug‘S percent of total domestie aneétment, make a

disproportionately large contribution since their producrivity is

25X1
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substantially higher fhan Soviet~designed equ;phent. Large food
unports will be‘req;ired to maintain consumer morale and
encourage labor productivx;y during the 1980s.
Sovxet31éaders, however, would be unlikely to change therr

foreign policy to ward off a Western‘economlc embargo. They do
A nof’belxéve such a course 1s economlcally-éecessary, in part
'beéause ;hey do not think--based on the Afghanxstan experience--
that a pomprehensxve embargo can be i1mplemtnted, much less
sustained for more than year or so. Moreover, changing Soviet
forelén.policy io prevent an embargo wouid be viewed as
appeasement and wouldfqndermxne the position of anyone who mnghf
recommend 1t. ) .

" If an embargo were implemented; however, & denial limited to
Uéfprigxn equipmeﬁt, ;eéhnology and foodstuffs woqld be |
' dfsruptlve'bnly 1in the short term; ofher Western and some East
Europeén produé;s would be adequate substitutes. Only if the
~ USSR were denied access to most Western equipment and technology

for an extended peélod would the Soviet -economy suffer

substanttal damage. Politiecally, the response reaction to a full -

~ scale ‘embargo 1s highly unpredictable."The Soviet leédershlp,
‘forfexample, pught'respond by taking an even more aggressive
stance i1nternationally. They probably would see llttie positive
nnceﬁt;velln restraining their behavior abroad and might believe

tha; foreign adventurism could be used to rally support for the

25X1
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economic sacrifices and the greater discipline that would be

requlred at home.

The Current State of the SOVlet Economy

-As the Sov1et Union. completes the flrst year of 1ts new five
year pyan, the economy ‘has turned sour before“the long
anticipated labor .and energy problems have come 1nto play. After
.everag;ng close*tq,4'peecent during most of the 19705, CIA

measures of the average annual rsate of GNP growth fell to just 1
ﬁereent during 1979-80. Only a weak rebound 1is eipected this
year. o .

Agricul ture’

Agricul ture has Seen‘Moseow's bxggesf headache. The Soviets
have néw‘suffered'theff third straight harvest fariare.  We™ - -
estimate that the grain erop will ‘be about 170 million tons, 19
~.m1llion tons iess than last year's poor crop. Because meat
prodﬁctlon_aﬁd the output of most other crops are expected to
exceed last year's erressed level, hOWever,.total farm'output
should'lncrease'slﬁghfly.compared wxfh'last yeer. Nevertheless,
'oqtput will. still fall short of the 1976 level.

Whlle the odds are that the weather will be better next

-year, a return in the comlng decade to the unusually favorable

weather patterns that exxsted from the mid-60s to the md-70s
seems unllkely. Rather, the somewhat harsher conditions that

prevailed for 20 years prior 1to the md~60s are likely to be the

25%1
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'rule. In this enyxrdmnéqt; the gains 1n agfxeultural outéut that
. acérqed between the m1d~60§ and.mxd-705——largely thé result of
good ﬁéather--W111 be nearly i1mpossible to achieve 1n the 1980s
uﬁless there 15 a shaip reversal of current trends in the
. delivery of machinery and fertilizer to agriculture.

: Industry | . |

thle agrlculture ‘has grabbed most of the headlines,
xndustry also has been doing poorlv. More than halfway through
1981, growth in almost every maJor sector is running behlnd the
pace of a year ago. Civilian’ xndustrlal output grew by less than
.2 1/2 pércent in first-half 1981 compared with first-half 1980.
In thenpostwar pgrlod,:only the 1979 first-half showing was
:worse. | . - -

Lagging output of 1ndustr1a1 materxals ts a major reason for
) the eeonomy's malalse. An abrupt slowdown in the growth of the
steel and constrﬁctlbn materials sectors (Table 1) has had a
decided effect on new f1Xed 1investment, while shortages of
nonferrous materlals, lumber, and paper have become inereasingly
éyrdent. - ' L .

Growth of Soviet energy production also has slowed. After
averéglng almost 5 perecent during most of the 1970s, primary
‘energy production should fall ;6 less than 3 percent this year.
Oxlooufput has been almost stagnant for ihe past year, while coal

outpﬁt~-which peaked at 724 million tons i1n 1978--will probably

s
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decline to 710 million tons thls.year. Qniy gas contlnueé to do
well; the USSR should have little trouble 1n reaching its 1981

" production goal of 16.2 trillion cubie feet. Meanwhile, spot

' fuel.shortages have begome more frequent, réflecting a tighter

:supply situation as well as distribution problems. Although the

Soviets are stepplng up thelr efforts to inerease the efflclency'

of energy qse_xn the economy, campaigns of this kind in the past

'haVeufa}len far short of their targets.

25X1
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USSR: Average Annual Percentage Rates of Growth
- of Industrial Production

" 1961-65 1965-70 1971-75 1976-80

Total Industry - . . 6.6 6.3 5.9 3.4
Industrial Materials - 6.8 5.8 5.4 . 2.6
* Perrous metals . 7.2 0 5 4.0 1.1
Nonferrous - . . -
metals . . 7.6 . 7.4 5.9 . 2.6
Chemicals = T 1200 8.9 8.6 3.9
Construetion . C o : -
materials . . 5.4 5.7 5.4 1.8
. Wood, pulp, ‘ | TR - . |
and paper - 2.6 2.9 2.6 -0
Fuels . 6.3 5.0 .- 5.0 3.3
_Eleetric power  © 11.5 7.9 7.0 4.5
_Machinery - o4 68 7.9 5.4
 cwvihan . 8.9 8.2 9.0 5.8
Military » | 4.1 3.6 4.5 3.4
‘ .Cor'l'sun_er Nondurables 4.8 6.4 3.4 1.6
Light industry . 2.8 7.2 2.7 0.7
Processed foods 6.8 5.9 3.9 0.7

6 T 25X1
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The machinery sector-—the-foﬁndatloﬁ of the USSR's military’
_aqd civxlian xnvestmenf programs--has performed better than any
sector Of‘IHGUé;Py xnvthe past several yéars; But even the
growth of c1v111an.machlnery-output;-after incereasing at about 6
.1/2 pefcent pér yeariln'1976—79--fell off{ to a rate of less than
4 peréent‘per'yean in 1980. |
| Undérlying the'économy's poor showing 1s. the econtinuing
§lowdown 1n the growth ofllabor produetivity. Produectivity in .
1ndustry,'for'éxample, during the:flrst sii months grew at an
annual rate of less than 1 1/2 percent—4a1mést one-~third less
. than 1n 1979-80 and far below the 4 1/2 bercent average targeted

for the 1981-85 plan. .

Output and. Productivity 1n Soviet Industry
. (average annual percentage change)

- 1951-60 1961-70 | 1971-75 1976~80

_Manhours worked = 2.6 3.0 © 1.5 1.6
"Labor productivity 6.4' 3.3 ~'4.4 1.8

The'rlsxng cost of exploiting raw matéflals explains part of
- the slower growth of i1ndustrial productxvity.' The quality of
'nﬁneral deposits ﬁés declined 1n many 1nstances, and minerals,
‘energy, and timber must be obtained from remote areas,‘nOtaBIy
Western Siberia. Deelining ratés of growth of 1nvestment 1n the
economy generally have'aISO affeeted 1ndustry. Whereas fixed

capital 1n 1ndustry 1ncreased by 11-12 perceﬁt per yvear 1n 1951~

q ' . N : ~ 25X1 -
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65, this growth dropped to 7 i/Z.percent per year in 1976-80.

Mganwhlle, shortages of basie materxdis, such-hs‘steel énd
" cement, have become much more serious in recent years, creating
‘bottlénecks throughout the economy and disrupting and, 1n some
ecases, haltxﬂg’constructlon activity and 1ndustrial operations.
~'Sov1ét planners, in trying to provide for the rising investment
requlrements'of defense industry, agriculture, and energy seem to
~ have shortchanged some branches producing  critical 1ndustrial
matérlals. ﬁconomlc plaps were méde cénsxstent on paper only by
decreelnglunréallstlcally‘large efficiency gains in these lower-
prtorzty sectors. A

Capxtal Formatlon

. Sov1et planners-—llke their counterparis 1n other Whrsaw
Pact countrles-—have apparently singled out fixed capltal
 1nvestment to bear the ‘brunt of dealing with tightening economic
.constralnts. FlXed lnvestment 1n 1981-85 is slated to grow at an
 average annual rate of only 2 4 percent. ~Indeed there have been
recent 1nd1catxons that already modest 1nvestment plans are
 undergo1ng further cuts. Historically, invesiment has lncreased
" more rapidly--7 percent per year in 1966-75 and 3 1/2 percent
Aannuall& in 1976-80, '
| The 1nvestﬁent slowdown will affect most parts of the
economy. In particular, bottleneck seétors needing more

investment like steel, transportation, and civilian machine

}_ * NEWUT
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'bdildlng are not llkeiy to recelve nearly as much as they
requ:re.' Only energy 1s slated for a sharp rise 1n 1nvestment
funding while defense procurement apparently will continue to’

: 1ncre&se at past rateé;' S

e SIOWer.growth 1n‘1n§estment~-or even falling 1nvestment--
'wnll.not-have a sharp 1mp§et on economic growth 'in the near
term. . EQan with little growth 1n 1nve§tmeni; the cﬁpxtal stock
will continue 16 inerease fairly rapidly for s time. But by the
' m1d-1980s the 1nvestment decisions taken now are bound to reduce
the growth of fixed caplfal in the'economy con51derab1y.

Foreign Trade

'Unt;l recently, the USSR glso has been‘abie to.use fgreign
trade to‘offset_some'domeétlc shortfalls.  "Capitalizing on ris:ng
energy.énd gold.prxces.as well as rxsxné arms sales Soviet hard
éurrencf earnings heacﬁéa'a record $30]Bililon last year. As a
' result, Moscow was able to greatly increase 1ts purchases from
.the West.' o - : ' .

.o.»Ngt:food imports ¢limbed from roughly $5.5 billion in 1978

| ,~§o an estimated $12.5 billion tﬁls year. Agricul;urél.
'purchases now account for almost half of Soviet hard
eurrency Jmport%. Without thais supporf the Soviet diet
would,haVe deterxofated seriously.

¢ imported steel--mainly specialty steels and large dirameter

sieel.plpe~~has likewise offset shortfalls in domestic

e — s
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production. Deliveries totaled roughly 10 million tons 1n
1980--10 percent of Soviet produc;ron_qf ré;led steel In
'that-year.. |

o Purchéses pf'egulpment and tubular g;eel.pxpe from foreign
8suppliers have allowed stepped-up investment and
'egploitation of ceritical energy resources.

This yeér,'howeQer, Moscow's trade bos;tlon'has taken a turn
for the worse; The coﬁbinatlon of record high agrlcﬁltural
_imports and a softehiﬁg Western mérket for o1l cbuld double the
trade deficlt to $5 bi1llion and leave Moscow with little if any )
surplus 1n 1ts current account balance. Nor are the hard
currency prospects bright in the immediate years ahead. O1l
'.exé6ris"eafdiﬁgs will be squeezed by staénant or félling
pfoductlon, r;élng domestic consumption, and--possibly-~-weak
'prices. The Siberian gas pipeline-~the'on1y potential large .
gafner 6f foreign exchange--will not be fully Opératxonal until
1986 or 1987 at fhe'ear11est. |

Some‘potentlai‘maﬁ exist for inereasing arms sales (iast
'.yéab Moscow added $14 billion 1n new mllitary econtracts to 1ts
order books),‘but the export outlook for other Soviet products is
~ much gloomlef. Sales of c{vxllan machinery and equipment for
hérd currency have plateaued and may in fact fall, while exports
of wood, metals, and non-fuel minerals are expected to grow

‘T1ttle 1f at.all.

10
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Consumer Welfare

The year 1981 mgrks.the third consecutive year of 1ncreasing

“food shortages, mostly 1n the area of quality foods--meat and

dairy produéts. Rationing of these 1tems, mostly in the form of

“informal purchase limits, has become increasingly frequent and

- widespread sinee last winter. Factors other than the per capita

.avéllabillty of food supplies, however, have forced the

government to act: namely, largefscale‘diver31ons from the
retail‘foéd nefwork, the mgintenaﬁpe of fixéd prices in state
retail outlets, and growing demand generated by wage increases.
Whatever the cause of the shortages,'the consumer's mood 1s
generally one of pessimism and resigned acceptance. Although
some work stoppages héve occurred thxs'yean, Soviet workers are

still a long Way from venting their dissatisfaction as the Polish

"workers have. To diminish the potential for labor unrest, the

leaderéhip has allowed the proliferation of special food

‘.dlstrxbutlon systems. Once reserved largely for the Soviet

elite, these systems have become common at the factory level.
The encouragement of special food distribution, coupled with the
traditional stoiecism of the populace, has been enough to maintain

labor beace. In effect, the leadership has shifted the worst

.burden’ of the food shortage to social groups like the eiderly who

[

are least likely to protest.

The most‘serlous consequence of the slowing growth 1in

11
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consumer welfare from the 1eadersh1p'§ p01nf of view 1s 11s
impaet on labor ppoduetxvnty. We expect per capilta Eonsumptldn
to staénéte during the mid-to-late 19805; For a population that
- has énjoyed subsfantlal improvement 1in 11v1ng standards during
'the 1960s and 19703, any- interruption 1n these gains 18 likely to
reduee worker mmtlvatlon and hence produetlvxty. The leadership
is countxng upon labor productxv:ty gains t0'obta1n 90 percent- of
the growth in 1ndustrial output and the entire growth in
agr:cultural output 1n the current F1Ve-Year Plan. Moscow thus
faces a dilemma. It is relying upon & strategy of promoting
-efflcxehcy'and'pioducp:viiy througﬁout the economy rather than
more 1nvgs;meﬁt:t6-restore past rates of céonomic growth and
boost conéumei wélfar;. But unléss‘the leédershxp provides
sufflcient 1ncreas§s 1n quality foods'aﬁd goods now to a labor
:fdrce iess willlng.to.éefer material satlsféctlons‘to the‘futuré,
" we do not-tﬁlﬁk.thls s;fategy will work. -

Leaaérshlg Response

So far the leadershxp s response to growxng economxc
dxfflcultles has been cautious and conservative. 'We have seen
- for example, no sign of an effort to curb military outlays to
. boost the c1v111an economy. Physical indicators of future levels
Vof defense spendlng~-such as proqrams in tralnxng and lnvestment
lln defense production and R&D facxl:txes——poxnt 10 contlnued real

grthH'of about 4 percent per year. Nor has the Politburo taken

12
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any signifieant steps io change the systém'bf plannxng and

.management to eope with the economie slowdown. The planners' "
main conce351on to the resource bind has been to cut investment
growth durlng 1981 85 to the lowest rate i1n the postwar period.

- The leadership elearly recognizes that the economi ¢
gituation 18 serious; Presndent‘Bfezhngv-has béen sounding tﬁis
theme since the late 1970s. Evidence of the leadership's rising
eﬁncgrn ié réf{ected in their attempt to mmpress the elite with
the serious nature of fhe eeonomy{s problems. In August i979 a

~ high-level official of'Gosblan was_seni to address senior foreign
minisiry offnexais on "Problems of Economic Development." He
eandldlj descpibed the large drop 1in lgbor productivity and ihe
shortage of capital and.ménpOWer. fhe'gloomy nature of the
jdxscu581on was unexpected and reportedly upset the audlence;
From December 1979 to February 1980 a series of meetings was
held, this time .for a group of 300 leading academicians of the
. Soviet Aeademy of Sclences. Senlor government officlals revealed
that the eeonomy was sufferxng "very serious problems" and 1n an
unprecedented move asked for suggestions and advice.

| anétheless,‘tﬁe leadership's reluctance to adopt new
policles on resource alloéation or economic organtzation also
_partly reflects a less phss1mxsf1c view of the economic situation
than our own. They tend to believe that present policies

designed to mmprove planning and stimulate technological progress

13
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will be suceessful eventuallj. In addltlon; Soviet leaders
believe that some of their problems are transitory. They
abparently believe, for‘example, that:
0 demographlé trends will lead to an upturn in the labor
supply ;n the 1990s; :
0 better weaéher and greater efficiency will restore growth
in farm output and help solve- the food problem; |
o increased produetion of gas and conservation will moré
‘then offSet‘any stagnatlon'in oil production 1n the years
ahead; and | . |
0 new téchnologlcal fixes and breakthroughs will improve
économlc performance and productivity.
More geﬁerally, they'ténd to make thelr.ecénomxc assessments 1n
“comparatlve terms and mey take some solace 1n the fact that the
_ “kéfern economias are.élso experiencing serious difficulties and
chailenges.
bérhaps the:most 1m§ort&nt reason for the 1ﬁertfa 1ﬁ
domestic economic éolxcy, however, 1s tﬂe.in&billty or
unw1llingness_of the presenf ageing leadership to undertake
decisive actions and fundamental reforms. The ruling group,
knowing that 1ts remaining tenure 1s limited, seems iﬁcapable of
making the hafd policy choleces 1nvoiVed in shifting resource
aliocatlons, modi1fying administrative arrangements, and changing

organizational structures. Such decisions would necessarily
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affect entrenched i1nstitutional 1nterests and generate
,:bureauératlc conflicts,_aﬁd would be fraught with politicai
Aﬁnéertalntles. Fundahgntal changes 1n economic poliey thus must

awalt.a 1eadership that recognizes the.eeqnqmlc risks of policy

immobilism and that 1s more reform-minded than the present

leaders.,

Outlook fpr the Economy

The economic problems now facing the Soviets are for the
most part familiar. | |

o Agrieculture continues to suffer frqh chronie

oyganlzatlonal.1neffxclencles and remains vulnerablé to
wide swings in performance Becausé of elimatic conditions.
"0 . Investment has had éifflculty 1n keeping up w1{h an
Aehormous, agetng.capxtal stock; heﬁce, capital stock
:growph must necessarily slow. |
o Grow?h 1n'product1v1ty has lost much of 1ts steam as
' exhortatlons have lost thezr effectlveness and material
1neent1ves have been dulled by shortages of .consumer goods
'and a buildup of excess savings,

While the problems are familiar, their intensity has
increased--leaving the Politburo with less and less room for
maneuver. In the 19605 and early 1970s, the Soviet leadership
éould satlsfy.a‘nUmbe;~of economic priorities élmultaneously.

o Average living standards rose dramatlecally.
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o Productive capacity increased rapidly in all séctors of
.the egonomy. - |

o Sustained growth in defense spending led to major

qualitgt:ve improvemepts In weapons systemsAas well as aﬁ

. impressive expansion of military forces. .'

A multi-sided attack on.prloritleé-wxll no longer be

: pdss1b1e-1n the 1980s. 1In this new env1ronmenf, there will be

some "lﬁsers,"Agreatly complicating decisionmaking.

o GNP groﬁth may average less than 2 percent per year over
the current dec#de. '

o If defense spendxng continues to rise at about 4 percent
per yéar, the defense share in i1nherements to GNP could
rise from.about'1/4 now to 1/2 1n the m:d-1980s, and to
2/3 by 1990. | |

o Slower growth‘lﬁ industry and4stéady growth 1n defense
meahs much slower growth 1ﬁ invastmént.and inereasing

:ténsions‘émong regional interests.
0 Cohsumép~oriented programs probably will lose out and
.'those responsible for publie order will have to worry more
about the population's mood.
Whereas the present léadershlp 1s_n6t disposéd to undertake
new polrey 1n1tiatives, economic circumstances 1n the m;d*to~1ate
19805 will férce the Soviet leadership then i1n power to decide

anew on development priorities and--perhaps-~-on the need for

16
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Inereasing Need for Western Support

’Bécause of 1ts economie diffieculties, we think that the USSR

“w1ll have an even greater need for Western goods in the 1980s.

Spécxf:éalfy,,Western mmports could ﬁelp alleviate:

o The Productivity Lag

o

Imports of Western plant and equipment, though now only

about 5§ percent of total domestie investment, make &

- disproportionately large contribution as they are

generally more productive than their Soviet-desighed
counterparts. Moreover, imports are concentrated 1n those

sectors most crucial to technological progress--e.g.,

" chemicals and machine building..

Fuel Shortages

Impor ted Western o011 and gas equiphent can help 1o locate

and explore new oil and gas resources and to matntarn
production in older oi1lfields.

Industrial Bottleneecks

Steel shortages, for exémple, are hindering production of

civilian méchlnery. Continued imports of steel would help

counter the effecis of 1nadequate Soviet 1nvestment i1n new

steel capacity.

o C
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o Pressure on Defense Spending

A continuation of.hlgh growth rétés for defense despite’
the low economic growth rates projééted for the 1980s will
lead to an 1nev1fab1e erosion of the civilian machine
buildxng sector. 'Imports'of Westefn plant and equipment

" could ‘bolster the eivilian i1ndustrial base.

o Consumef‘Welfafe

Food imports, especially grain and meat, could be cruecial
to maintaining consumer morale and encouraging labor
productivity during the 1980s.

Imports of Equipment and Technologg' '

If the USSR were denied. access to Weéstern equipment and
.iechnology, the Soviets would be foreced to go it alone, entailing
"major losses 1n'produ¢t quality and ‘labor productivity. Soviet
lleaders would most fear a decisive interruption .1n commerce

chaﬁse the USSR's scarce stock of resources could not be
vstretéhed 10 accommodate a sudden'demand for import
sﬁbstltutes. " They would especially want to avoid a curtailment.

" of frade in the next several years because ‘they believe that
Sévxet economic probiems will be toughest 1in the short and
medium-term. While a denial llmited to US-origin equipment and
techﬁoloéy would be dfsruptxve 1n the short term, other Western
and some East Eﬁropean equipment and technology prGV1de adequaie.

substitutes. A narrow group of 1tems specific to o1l and. gas

25%1
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exploration and production, such as submersible pumps, represents
a notable exception, but even here 1ndustiry experts say that
foreign replacements could be found within a few years.

Imports of Agricultural Products

Western 1mports are important 10 Soviet planners 1in
suﬁpofxlng the growth iIn 11v1ng standards necessary to raise
,wbrker morale and prodﬁct1v1ty. Even with normal harvests,
Moscow will need to buy 20—30 million tons of'graln annually for
at least,the'next several years to support announced livestock
: expangion programs. If all Western supbllers were 10 suspend
grain sales to the USSR, Moscow would be forced to take one or
more'of the following steps:

o reduce livestock herds to alleviate some of the pressure
on feed supplies;
0 expand rationing and other conservatlon measures;
- 0 halt meat and grain exéorts 1o eclient states;

o draw down strateglc grain reserves..

A partial grain embargo wpuld have a much more limited
'efféct. Moscow could buy most of tﬁe grain 1t needs from other
suppliers, &s 1t‘d1d affer the post-Afghanistan embargo, although
tﬁe USSR would haveito pay premium prices for the grain and cope
with additronal port congestion.

- The Role of Western Credits

But any inerease 1n purchases of Western goods will depend

19 -
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primarily on Soviet ability 10 obtain hard curreney credlfs and
"the;terms on which these eredits are granted. Thus, Moscow will
- have to rely’on gold éales and on Western borrowing 1f 1t 1s to
dvo;d_cuttlng.lmports of agricultural products or capltal
goods."GIVen 1ts low debt-service ratio, Moscow should have
littlg d1fflcu1ty faxslng additional funds as long as credits are
tied to imports and- the political climate does not deteriorate
.greafiy. The USSR, however, will want longfterm credits at
Interest rates lower ;hahfthose now preva1iing 1in the West.
Otherwise, the beneflts'of borrowing woufd be greatly diminished
-bf-a rapid bulld'up of fépayment obligations. Even under
faéofable circumstances the Soviet hard currency position will be
extremely tlght, and Moscow's willingness to supply hard currency

goods and assistance to its East European allies will be sorely

téStEd- .

‘Implications of the Economic Slowdown for Western Leverage
"~ In annary{:we judge that the threat would not cause Soviet
leaders to 81gn1f1éant1y change their foreign of domestic
policies. They‘belleve that:'
| o any response to such a threat would amount to appeasement
and would undermlné their position both 1nternailona11y
-and domeétxcally;
o their economie problems, while serious, are not cause for

panic, and should begin to ease during the 1990s; and

20
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0 the damage causéd by an embargo would not lead 1o domestic
turmoil. The Soviet populatron,,in_thexr'v1ew, has had to
‘.eﬁdure much worse hardships and 1 f necessary could do so
ggaln.
Whatever the Soviet perceptions, a widespread, sustainéq
,embargo'would'éause substantial disruptlén and dislocation.
Several major de?elopmeht projects would:be seriously delayed,

" and Moscow would have to abandon 1ts goals for consumption of

- livestock produets. A partial embargo would nrot hurt the Soviet

Union nearly as much, although measures as limited as
'adﬁlnlstrat1§e.de1ays 1n approving equipment and technology
exports would force plan adjustments. Politically, the Soviet
-leadership might respond by taking an even more aggressive stance
inxernationally; Théy:probably would see little positive
Incentive in restraining therr behavior aﬁroad and might believe

that foreign adventurism could be used to rally support for

economic saerifices at home,
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