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MEMORANDUM
NATIONAL SECURITY COUNCIL

SE L o LA
NFORMATION July 9, 1982
MEMORANDUM FOR WILLIAM P. CLARK

THROUGH: NORMAN A. BAILEY ')?5

FROM: WILLIAM F. MARTIN W Em

SUBJECT: Soviet Bloc Economic and Financial Situation

Update #30 (U)

Soviet Union

The Wall Street Journal has reported that an important Soviet
economics magazine says the Soviet Union is bedeviled by
shortages of fuel, raw materials, equipment, consumer goods,
food and labor (Tab A). (U)

PART

A USSR commercial official has predicted that in light of
general trade conditions and East-West relations, 1982 is and
will continue to be a very difficult year for the Soviet Union

(Tab B). (S)
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The Soviets are reported to have called a meeting this week
in Moscow with key European companies to discuss the impact
of the extended US embargo. (The Soviets would still prefer
to avoid delays by using the US designed turbines on order.
They are probably hoping that West European countries will
disregard or circumvent the restrictions (Tab C). (C)

Ew

The Soviets want Nuovo Pignone to provide parts for the Soviet
designed GTN-25 gas turbine (Tab D). (D)

Alsthom Atlantique is reportedly not capable -- without
significantly expanding its work force -~ of replacing the

GE rotors. Alsthom officials have been reluctant to increase
the firm's labor force because of potentially massive layoff
problems when the project is finished (Tab E). (C)

Beigium may import Soviet gas if an alternative agreement
for additional gas from the Netherlands cannot be worked out.
(The US Ambassador to . the Netherlands is appealing to the

Dutch to consider more favorable terms with the Belgians. )[PRESIDENTIAL LIBRARY
REVIEW OF NSC EQUITY IS

(Tab F) . (C) REQUIRED

The Soviet's efforts to increase production of a major oil
field have been set back. The Soviet's need US steam generators,
but have been unable to order them because of hard currency

shortages (Tab G).
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The Soviets are attempting to obtain $10 million worth of
credit from two West European banks for the purchase of
grain (Tab H). (C)

The Soviets have recently paid cash to a US company for
grain. Their willingness to pay cash, despite the purchase
originally being contingent upon credit, reflects a very
strong Soviet need for grain (Tab I). (C)

Eastern Europe

The Deputy President of Poland's Bank Handlowy, stated on
July 1, that if the Western banks would grant Poland a six
month delay in its interest payments (meaning that payments
due last January would now be due in July), the Polish Govern-
ment would try immediately to start making interest payments
on its foreign debt as those payments fall due (Tab J). (S)

Western bank representatives held inconclusive talks on
July 7 with Polish officials on rescheduling Warsaw's 1982
commercial debt (Tab K). (U)

[ ]attributes Poland's declining trend 25X1
in foreign trade to socio-political tensions in Poland and to
a sharp reduction in short-term credits (Tab L). (8) '

Poland is desperate to increase coal exports (Tab M). (C)

France and Germany will probably extend additional credits
to Hungary to avert a rescheduling in 1982. This support
could help Hungary out of its immediate hard currency bind,
but Budapest's financial position will remain precarious
at least for the remainder of the year (Tab N). (C)

Hungary is reported to be seeking a private loan of $100
million. The Deputy Chairman of the Council of Ministers, in
requesting the loan, observed that "as a result of the effect
of international political and economic happenings our monetary
relations have reached such a low level that they threaten

the maintenance of our system of economic relatlons with the

outside world (Tab 0). (8)

I } the 25X
political leadership is considering cuts in domestic con-

sumption and defense expenditures to make foodstuffs available

for export, but these measures may not be adequate to avert

rescheduling this year (Tab P). [ ] 25X
L ~ Hungary needs $300 million to avoid rescheduling 5
during the third quarter (Tab Q). (C) X
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The Romanian Government is firing bank officials who are not
in agreement with the government's austerlty program, especially
those that have been strong advocates for increasing government

expenditures to help strengthen the domestic economy (Tab R). (C)

On July 2, the Romanian Foreign Trade Bank proposed to Western
creditors a repayment schedule on its 1982 foreign debt
principal and subsequent maturities. Officials of a major

US bank .are not interested in the proposal (Tab S). (C)

L - |the dinar
will probably be devalued in the autumn (Tab U). (S)

US bankers are cons1der1ng a $200 million loan to Yugoslavia
(Tab V). (8)

A Japanese petrochemical firm is having difficulty receiving
timely payments for plants sold to Eastern European countries
(Tab W). (8)

Other

The North Korean Foreign Trade Bank has informed some Japanese
firms that a $1 million ‘payment due on June 1 would be
delayed (Tab X). (8) ‘

In an effort to reach a solution to the problem of non-payment
of Libya of $130 million due Spanish exporters for over a
year, the Bank of Spain has frozen oil payments to Libya for
oil imported in the second and third quarters (Tab Y¥). (LOU)

Vletnam s recent efforts to reschedule debts vividly illustrates
Hanoi's difficult financial situation and lack of foreign
exchange (Tab Z). (C)

cc: Tom Reed, Don Gregg, Norm Bailey, Dick Pipes, Paula
Dobriansky, Henry Nau (w/o attachments)
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-+ THE.WALL STREET JOURNAL, Wednesday, July 7, 1982

Soviet Economws Magazme Attacks Sucred Cows
Of Commur’i Plannmg and Producuon Methods
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3 NOVOSIBIRSK, U.S.8.R:—The Soviet Un-
ion, says the .magazine, is bedeviled by
shortages of fuel, raw maten'ads equipment,
dmsumer M cenain foodstuffs and la-
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mmwmmmm:.mmag# says, “has_ set_the standard for labor and

: azme says,.are wearymg. *‘The major.part.
of the population” 'is preoccup:ed"“wnh
the constant- search Ior goods “in- short
supply.” - - o dure it ink
Thlslsnot.asyoumlgm expect.auomer
Western commentary on. the ailing -Saviet
economy: These comments come instead
front two: Soviet' economists: writing' in: the
February issue of Eko,’ -the Soviet Union'’s
only magazine for en and’ one of
the most outspoken puhueauonsinacounn-y
not - noted tor openly dmcussing its. pro!r

mﬁe magazme whose name 1s a shon'
ened form 6f the Russian word: for-*‘econom-
_ (ies’” is published by the Soviet' Institute ‘of
Economics and Organization of Industrial
Productior, one of a large- complex of re-
search centers on the outskirts of Novosi-
birsk, Siberia's largest.city. With-a circula-
tion of only 100,000, Eko isn’t in'the class.of
a Business Week or a Fortune. But-every
month it goes out to the most influential fac-
tory managers, economists and government.

" planners And ‘what- it says in. public are the
only ta

Inflation Troubles ' % al
“Take inflation, zprobiemﬁn? {

to government assurances, has beerr eradi-

cated by a centrally” phnne¢economy The |:

two economists: who wrote about” the' short-
ages, V.D. Belkin and V.I. Zorkaltsev, in

_ the same issue of Eko indicated that the So-

viet Union suffers from many of the same
inflationary troubles. that. plague. capitalist
economies.. The problem,. Uuey,wrote .is that
the labor shortage means that employexs
must pay higher wages to attract'and keep
‘workers.-As a result, * betweeﬂmand.lm
- wages.rose by 16%; but of con-
. sumer goods grew by ohly 14%:\™

. Eko, of course, doesn’t go out to the ordi:
nary Russian, who probably wouldn’t have

the patience to wade through its overlong |

and often-turgid prose. But to Sovie{ manag-
ers it is ‘the only major forum for a con-
ﬁnuing critique of the Soviet ecnnormc dls«

g "It's very umdeological very ou!spoken 2

and very trendy,” says Soviet-economy spe-

_cialist, Philip Hanson of England‘s Umver
sity of Birmingham. -

- The trendiness, in Soviet terms at least
comes from Eko’s attempts. to portray West-
ern industrial efficieney and:- work-styles for
Soviet managers. The magazine has serial-
ized Arthur Hailey’s book ‘‘Wheels” and
Dale Carnegie’s. “‘How: to Win' Friends and

__Influence People,”” and every month it car-

: ne; excerpts from US. buslness pubhca-
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The reason fo: this emphasxs on things
' American, says. Boris-Orlov, depity editor,
is that U.S. mdustry *‘has made a strong im-
pact’”” thiat the Soviets would like to emulate.
“He cites. the U.S. auto mdlBtnr. ‘which, he

management techniques.” The Soviet Union
thus holds up the U.S. standard as the goal
to surpass even in an area where the’ U.S.
considers the Japanese standard the one to |
beat.
As is s0 often the case in Soviet ‘Society, ’
there is a good deal' of difference between -
the'ideal and the, reality. In-issue after- is-
sue, Eko articles berate unrealistic planning
and;. complain: ‘about backward technology
and-the lack of incentives. And they detail:
the- chronic _shortages that- keep  factory
managers in‘a perpetual state of-frustration.
.Ekos isn’t. alone. in eriticizing managers.
--and workers for foot-dragging, laziness and
just plain stupidity. Pravda regularly sends
its reporters to investigate such things as
corruption: and: bureaucratic bungling. And:
last year, in-a stinging piece of enterprise,:
‘the weekly magazine Literaturnaya Gazeta
sent a correspondem.;o the city of Krasno-
‘dar’ with instructions_to buy - toothbrush,
soap, razor blades, shaving cream, under-
clothes; soeks- and writing paper. After a-
- |.day of scouring- the stores; the reporter
couldn't findt any of these items. He resorted
to buying’ them: from. black marketeers in
.1he local tmfe or on: the smet corn’er

But the: Reader’s Dlgest-stzed Eko is un-
Tusua.l i that it dares to criticize the eco-
nomic system itself; particularly thecentral
‘planning of all economic life by Moscow.

. 'In‘the January issue, for example, Eko
- presented what Mr. Hanson calls a “‘devas-

" industry, which has long been coddled by So-

. tween factory managers and government of-
ficials, ‘held in: Ivanovai’ a major- textile-

“

tem is to blame:,
Take the seemingly’ simple busmes of
servicing a customer’s machine tools. L.N.

that on a visit to the U.S. he found that ma-
chine-tool’ firms “‘routinely~ carried out re--
pairs, modernization of old equipment and.

“companies, ‘he said; “unfortunately have no’

tating critique’’ of the Soviet machine-tool |

viet planners but which has-fallen o bad | - |
tiines, partly-because: managers often prefer |-~ -5 " - oo
- | to. buy Western or: East European products. |« ;. oo

| Part of the magazine’s coverage of the sub- |
"ject: ineluded a round-table discussion be- |

Snovsky, a government ‘planner for the-in- |’
dustry, related - with seeming amazement’

‘selling’ of secondhand: equipment.” Soviet .

typical issue are written by its staff of 17
journalists, most of them economists. It also
carries many articles by -outside contribu-
tors, such as factory managers and econo-
mists. Story ideas regularly come from
readers, either in letters or from readers’
panels - that have  been organized in a
half-dozen_ cities to advise the magazine.

1 These.outside contributors provideé some
of the toughest criticism in Eko. Last year,
for @xample,” M.N. Petrov, a Leningrad
‘chemical engineer; demolished. the govern-
menit’s system of quality grading of Soviet-
made goods, which is supposed to provide
an: official  guarantee- that they are of the
same quality ‘as the best foreign-made
ms' “!i."v'}- ;
For a start, he wrote, the grading is-done
by a panel that includes the manufacturers
of the products. And. the Soviet products are

| always compared with established Western

goods, never with the latest technology just
coming onto the market. .

would choose an- equivalent- product from
the West that would make his. product look
bad? . ;-

Another comnbutor. .V’Iall Kaznacheyev.
a leading Soviet medical researcher, wrote
in the March issue of Eko about the heaith
.problems that are. arising from the rapid in-
dustrial "development of Siberia. Despite a
high concentration of doctors and hospitals
‘in- some- areas, he wrote, “the rate of dis-
ease i§ also, alas, quite high and the mortal-
ity figures.are growing.’”’ When he visited an-
‘Omsk tire plant,-he was quickly given pro-

" Fduction. and quality figures, ‘“‘but when we
asked about.the health condition of warkers,.

no_one»l’mew anything about the subject.”
* Wrote Mr, Kaznacheyev: “‘Central plan:
ning should be for people;, not just for indus-

What Soviet. manufacturer, he asked,
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manufactuting: ‘city. The main- conclusion {- e
was that this area of Soviet industry lags far |
behind the West: and that the plannmg sys- | -

i
i

initerest in such acﬁvities. even tlwugh mey
_are necessary.” .




. WASHINGTON, D.C.

+ A-Renaissance of

‘Graciousness.

A luxury hotel in the great...
European tradition.;Elégant, quiet,
wuuﬁed-—mimﬁm. :

e

THE MAD!SON
. Washington's Correct Address .~
15th & M Sereets, N.W, Washingeos, D.C. 20005
Phone (Toll-free) -800.424-8577 - . -
or see your travel agent - ~
Marshall B. Coyne; Proprictor. '

Salilley ® S40 Pauls * Secal * Sydmey © Tapei  ©

Tokye * Tonme > Toronto * Vigkevees © Wayne'
Wosld

.. Webb Drive / Farmington Hills, Michigan 48018

(313) 553-1000 / TELEX: 235226 [ERWESS FVHL

,m's Ormm
11970 at a time when the Soviet economy was

\ wm 3122721844

. Mcapndra_

HOWARD & COMPANY
Corporate Finance Speciall

CALL: Joel S. Lawson Partner
1528 Wainut St., HAK‘.,“&A 19102 « (215) 7352815

‘our Own Staffed Profit Canter Office.In;

Caron City, Nevasa 89701 —i

8 o nm.xmmmc.

3 MANAGEMENT PROFESSIONALS
"n-.e.a.a,l' leads the way to Profitability"*

WINDERMERE, FLOROA ;sAreTe

Why, asked Leningrad economist G.A.
Kulagin, couldn’t Soviet machine-tool mak-
ers simply have two or three specialists sta-
tioned abroad to service Soviet machinery in
the export market? ‘“‘They would travel
around and service their equipment and
would - improve- the reputzmon of our ma-
chinery,” he said.

The answer to that came-from V.P. Ka-
baidze, the general director.of an Ivanova
machine-tool concern. “We have to choose
what to sacrifice; our plan or our prestige,”
he said. “Service hardly covers- traveling
expenses.”” His- best workers, he said,
“‘would have to’ betxken away to do the. ser-
victng e

Then, retorted Mr. Kulagin, lhmgsshouid

be planned so that “‘servicing sheuldn't be

less profitable than production. I know for
myself that' some foreign firms make half
their profits out of servicing.” ..

That sort of criticism would normally in
flame a Soviet bureaucrat, and Mr. Orlov,
the deputy editor, admits that “we get an-

+ gry.letters from management.” But, he says

with a shrug, “‘our readers must be made to
understand that life is a complicated thing
of negatives and positives.”

But the fact is that Eko can get away
with such broadsides because its editor and
founder is Abel Aganbegyan, a member of
the Soviet Academy of Sciences, a distin-
gmshed economist and a man described by
{s “the. m-house mhllshment

e

cri

fwndedmemaganneln

booming and. it was feit that businessmen
needed 2 forum similar to the business press
in the West. But as the economy has slid fur-
ther ~industrial output rose by only

2.1% in the first quarter of this year, far be--

low the year's growth target—Eko has be-
come a sounding board- for the mounting
troubles of industrial managers.

Even Mr. Aganbegyan, a large man who,

despite his excellent English, insists on be- |’

ing interviewed through "a Russian inter-
preter, believes that something has to be
done to improve incentives for managers in
industry. His suggestion is to end the rigid
system of state-planned-salaries and instead

;| to allow pay to rise with production. **Those:
_with the highest efficiency would be able to

eamuplomaonwpoltheirbasic wage,’
he says.

1t is. the state’s obsession with the central
planninig of everything from salaries to, pro-
duction. quotas that regularly absorbs large

"amounts of space in Eko. In many wzys ‘we

dom’t know how to make a good plan,”
Ambegyan wrote- in one recent isue.
“;Three years ago a round-table discussion
npped apart the inefficiencies in the steel
industry. Since then, subjects such as labor
discipline and food supplies have been tack-
led. Mr, Orlov says that a number of experts

maﬂeldmsimplylnvltedmsltdnwnand A

talk, and the recorded conversation is edited
and printed: “We only shorten it, but we

That is obvious, Judgmg by the forthright

“comments of one round-table discussion last

year that was supposed to analyze, and pre-
sumably to praise, the government's
vaunted planning and management reforms.
But the' discussion” turned into one long
groan from the-industrial ' managers taking
part, and one manager said that the reforms
succeeded only in bringing even more regu-
lations to stifle’ production.

Eko doesn’t rely solely on panel discus-
sions. Many of its 10 or more articles in a
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USSR - WESTERN EUROPE: Efforts To Counter US Embargo

The Soviets reportedly have called a meeting on Tuesday and
Wednesday in Moscow with representatives of Mannesmann AG and
Creusot-Loire, the general contractors for 22 of the 41 compressor
stationg for the Siberian export pipeline. <63

The purpose of the session is to discuss the impact
of the extended US embargo. An executive of the French
firm Alsthom-Atlantique, which manufactures rotors under
US license for pipeline turbines to drive the compressors,
reportedly believes that the Soviets intend at that meet-
ing to decide on alternatives to pipeline equipment made
or designed in the US. «©)

25X

Comment: Moscow probably is calculating that pres-
sure now may produce results because West European
governments, angered by the US move, may prove willing
to disregard or circumvent the restrictions. Although
the“Soviets are continuing to explore the possibility
of using alternative equipment, they would prefer to
avoid delays in completing the pipeline by using the US-
designed turbines currently on order. #AS NF)
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BELGIUM-USSR: Possible Gas Purchase

Belgiwm may tmport Soviet gas tf an alternative agreement
for additional gas from the Netherlands cannot be worked out. (C NF)

The Belgians and Soviets already have reached agree-
ment on terms of a gas contract, which has not yet been
signed. It calls for Belgium to buy 500 million cubic
meters of Soviet gas annually from 1986 to 1991 and 2.5
billion cubic meters annually from 1991 forward. (C NF)

Brussels would prefer to buy Dutch gas, but the
Dutch reportedly are offering unattractive terms. Dutch
Prime Minister van Agt has directed his top economic aide
to review the negotiations because van Agt believes it
would be politically preferable for Belgium to obtain
gas from the Dutch. Additional Belgian-Dutch negotlatlons
will be held this week. (C NF)

Comment: Although The Hague may be willing to
—————— . 3 =@
compromise on some issues, the interim government prob-
ably will delay a final decision for several more weeks.
The Netherlands could use the revenues from extra sales

él to help cover the increasing costs of social programs.

5 (C NF) |

a The Belgians hope that the US, because of concern
" B about the Soviet pipeline, will urge the Dutch to make

a better offer. If the Dutch cannot improve their offer
and Moscow agrees to increase purchases of Belgian goods,
Brussels is likely to buy Soviet gas. Belgium would then
depend on the Soviets for almost one-fifth of its gas
supplies, and Moscow would earn about $500 million per
year in the 1990s. (C)
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