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PROSPECSS AND TMELICATIONS FOR SUVIES
200 THADE WOTE TFE TRDUSTRIAL WEST

i+ Gentlemen, yesterdsy ve looked at Rast-West trsde as 1t hss
develsped up te the preseat time. Thls morning we want to
project the prcheble path of this trade some ten years ahead.
First, let's consider prospects for Soviet trade with the
industrigl West.

L. 1% seems reaeon&ﬁle to assume that Soviet trade with the
industrisl West over the next ten years will most likely
grow &% a rate of from 5 to 10 percent o year. 1t is un-
likely that this trade will grov more siowly than the
total FP, which is projected atw 4 to 6 percent. 1t is
ales unlikely for e number of reasons that the ennual
ratz of increase achieved from 1958 through 1963 (15 per-
cent) will be sustained over the next five or ten years.
1. First, the forced pace of this trade was msde possible

by resorting to geld sales in excess of gurrent pro-
durtion. Clearly thers ie & limit o how fsy reserves
o2 be drawn on, apd we believe that they are now c¢lose
to this 1limit for normal commercisl transactions.

aond factor ir this rapid growih use the avaii-
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c<tended in 1959 and which reached a level of about
$300 million & year between 1961 and 1963. #y 196k,
huwever, repayments Juet. about offset the new credits
wide available, so thet this stimulus tc increase=d
trade has virtually run ite course.

3. Furthermore, the period 1958-63 started with a year
of recession and ended with a year of general
prosperity in the Western worlg. incressingly buoyant
Vestern markets brought higher prices for the growing
volume of Soviet exports, thus facilitating the USSR's
drive to incresse its export earnings.

4. Ar additiomal consideration, which is aifficult to
arsess, 1s the apperent reluctance of the new Soviet
leaders to incur more foreign debt than they Jjudge the
Soviet economy can handle. In contrast to the more
etullient attitude of the Khrushchev regime, the
present leaders seem to be returning to the tradition-
&l1ly conserwvative attitude toward trade financing.

ine prospects for Soviet exports of particular commodities

2r¢ mixed. Hased on past experience and current Soviet plans,

iv appears that the traditionsl "Tearist package" of exports,

Will Da the major growth categories over ths pext five or
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Scvieth exports of petroleum products to the industrial
West woudd De con the order of $550 <o $750 million
annualily by 1975. Pipelines now in advanced stage of
production roiut to Soviet intentions to expand such
exports. XIn 1964 Soviet o0il exports to the West reached.
an estimated value of $400 million, and are expected to
increase & percent to 8 percent annually.

Currently the Russians are engaged in expanding their
production, marketing and port facilities for wood and
wood products, which together accounted for more than
17 percent of Soviet sales to the West in 1963. Wood
products of bigh unit value are growing in importance.
The USSR is also increassing its coal and coke-handling
facilitiee in the Baltic, and is cutting its prices of
these procducts in order to gain =a larger share of
Vestern Europe'’s market. These exports currently amount
to 8 percent-of the USSR's Western export trade.

Other growtk exports aprear to include furs; whick now
accouvt for aboiut 5 percent of sales to the West bui
for which the USSR has recently begun to hold three
aucticns a year; and metals, {currently accounting for

nearly 12 percent of exports to the ¥est!, in wkich the
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I'as & considerable carmbility. Finaily, it is
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& ‘third betvesn now and 1970, woen it 1is likaly to reach

some $300 nillior. Froducticn can rerbaps be incressad

by an additionsl $50 millior. between 1970 snd 19275.

i

Cther prodacts seem less susceptible to expansion.
Manufactured consumer goods, currently 1 percent ($12
millicn} of the Russian's sales to the West, suffer fram
Poor styling ang inadequate finishing; even a doubling
of such exports would not te of significance. Gther
"miscellanecus” exports, chiefly chemicals and vegetable
fikers, might well increase, but not enough to give them
moeh smore veight than their current 10 Percent of Soviet
exports to the West. OFf machinery exports, currently
leas than §20 million (of which the captive Finnish
narket takes by far the bulk}, the best prospacts appeer
to lie with the general burpose Soviet machine tools.
kEven here, there 1is a limited future in a market fhat
prefers special PuIposs tools.

< Jdn sun, e proje2ted $-10 percepnt growth rate for Soviet trade

with the industriasl ¥est essumes that the growth of. thig
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111 be cignificantly moderated over the next ten
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Years, pernaps orldy half es rapié¢ as the 15 percent rate
avbleved in the 1958-63 period. The totzl volume of Soviet,

Imporis from the Wess is not likely to be affected by &
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1oosening of Western -- i.e., US -- trade controls, since
the fundamental restriction on the size of imports is the
limited Soviet ability to pay -- that is, its limited
capacity o export to the West. At the mopent we see no
gilgus that eny major effort will be made in the USSR to
develop pew export indusiries during this period and, es
zlready ncted, prospects ere dim for any sbarp increases in
treditional exports.

The spread of 5 to 10 peircent annual growth would show the
folloving relationship to world trade and the Soviet gross

rational product by 1975,

Soviet Iuports World Soviet
from the Yest Trade GRF .
2.0 - $4.0 $300 - $350 $450 - $500
biilion billion billion
the UGA

+f there is no change in US trade policy toward the Soviet
rloc, the US share of Bloc trade with the ¥Hest should remain
ebout the same ae it is now -- that is, around k-5 percent.
indeed, it migbt decliue slightly. While the level of the
¥loc's total purchases froﬁ the industrial West is deter-
wined primarily by its ability to pey for them, the particular
rortion of its total purchases directed toward the US is

ceternined by in

Y1)

neede for specific US technology. ur

vrimary sdvantege over Western Eurcpe lies in our ability
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to provide mechinery embodying more sophisticated technology;
this advantage should assure the US of its present small
share of the Eloc’s Wesiern trade, even in the face of a
softening West European trade policy toward the Bloc (e.g.,
larger quotas for Bloc products).

If tbe US removed” all restrictions, except those on direct
military support goods, our exports to the USSR might then
grow to a level of some 15 percent of toial Soviet-industrial
¥Western trade; that 1s, to some $300 million to $400 million
by 1970 and $375 to $600 million by 1975. ‘“his is about the
ghare which the US now has of the machinery imports of
“estern Europe snd Japan together. The US share of the
European Satellites' Western trade would probably be morxe
like 10 percent, or about equal to US share of the imports
of EFIA less the UK. This would mean US exports to Eastern
Europe of perbaps $300 million in 1970 and more than $:00
million im 1975, compared to $117 million in 1963, of which
scze 848 milliion represented FL 48O shijmerts to fbland-

taatern Hurope
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surrenily the Zsst Furopean countries are in the process of
overbanling their economies. Qne of their goals is tc in-
orzzze thelr Iaports of more modern tecknology and equipment

in the Wost wpd 4o enbarce their competitive position on

worio markets.  The importance of iuternstional trade to




their total econcmic 1if:, mentioned ir. yYesterday's briefing,

m&iies it virtwelly mendetory for them o incorporate that

trade in any schemes for econcuic reform. ‘the crucial
cuestion is to what extent they will be able to increase

the acceplability of their goods in Western markets; but

intimately associated with this question is the problem of

sXtempting to reduce their dependence on Soviet markets and
cn Soviet raw materials, which account for probably 70 per-
cent of their totsl raw material imports.

1. Curreatly the Czechs, Hungarians, and others are at-
Tempting to modernize the design, to improcve the quality,
and jn general, to increase the "marketability” of their
p:oducts is the West.

2. 'the Satellites, led by Fumania, have at the same time
been successful in blocking Khrushchev's 1962-63 scheme
to invest the Moscow-directed Fast European Council for
Hutuel Ecoromic Assistance with Supra-nationa) authority
over the economies o? Ezstern Ewrope. $his show of
independence towerd Moscow and towvard CEMA suggests that
any plans for a closear linking of Soviet Bloc economies
in the future will be on & selective, naticnal interest
rnsis.
inGeed. the movniing econumis pressures on Rastern Buicpe,

zixd the orogressive diminution of Soviet control evident




sincs at lrast 1962, hive ied these nstions in recent

esi Tor sciluticops

to tnelr eroncmic problems. Eeonomic reforms in the

nexy ten yvars mey well sze & more resiopal calculaticn
of economic advantage in new indusirial investment and
the intreduaction of new Western technologies. These
reforms might ever lesd %o some dismantling of high-cost
Industries. Although the desire for additionzl trade
with the West 1s gereral iun Eastern Europe, the re-
orientation of pationsl economies is & slow and uncertain
TYOCEES.

Cver the past 6-8 years, Eastern Eurove's trade with the
industrizl West bas grown at roughly the same rate as
Fast Buropesn industrial production; while total Satellite
trade has grown at s somewhst faster rate. If the
Satellites continue the trend toward directing their
trade in closer accord with their own naticnal interest,
the ¥zstorn share ol this Srade may galn gt the expense
cf the Zumunist Bloe’s share; and the Western skare
might then grow slightly faster than lndusitrial. produc-

tion. Irasmuch as Fapb Eoropean industrial cutput is

hed w0 grow by S-7 poreant over the next ten years,

fatelizie imports Zrom ihs Wesi mighi bz expected to

grzd ab ceast 7 parcent & yenr, or o a lavel of arv
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i Andastidies ation, then the shave of the West would

Temalin about thw seme. Although we Feelthat 5 shift to the
¥est on the rert of scme courtries, such as Fumania, cen bhe
enticipated, svostentisl shifts in the Western snd 3loc
sheres of Bastern Europs's trade over the mext 5-10 years
will be very diffisult in view of the unfsavorable econamic

structure with @hich Fastern Burope‘s leaders hawve tc conterd.

Femerks or Cuba and China
thile beyond th: terms of xeference for this briefing, a few

words on trade with Cuba and Communiet China may be useful.

A« A removal of US restrictions on trade with the Soviet Bloc
would have po measursble impect on the Western trade of Cuba
end Ckina. The trade of the US with both countries is
virtwally non-existent, becsuse of the speciel Joverumental
prosceripiion on such tracde. Westarn countries sympatbetic
with 28 viewe bave meinteinsd restrictions ip the face of
altercd trade with the Scviel Bloo. Drly those who have

been uypwilling % trads to Chins end Cubs have




“uba's trade with the industrisl Vest smounted to only
some 20 percent of the total in 196k, and probably will
decline sgain in 1965 {due to the decline in sugar
pricesj. +The low Western snaxe of this trade is
-argely s product of Cuban initistive and foreign
#Xcbange assets rather thsn a punitive action by
Western countries other than tke UsA.

Communist China's trade with the industrial West grew
by about 30 percent & year in 1962 and 1964, as the
Chinese shifted an ever larger sbare of their trade
“rom the Soviet bloe to the West. Trade with Japen
fcubled from 1963 to 1964 (to $300 rillion) and trade
with Western Burope grew to $400 million. Since China
las been forced to turn increasingly to the Free World
For grain to feed 1tg people, the share of machinery

in its total imports from the West has been quite small.
Unless China is able to overcome its agricultural
ddfticulties, or to effectively limit the growth of its
population, it seems iikely that increamged imports from

thie West will continue to be largely foodstuffs.
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i, Gentlemen, with tne baclground of Mr. Trezise s re‘frlew‘ ‘cfj"‘&id“’ﬂ:)

rolicy let me emphasize two points at the outset: (a) US and
Weetern policies are not the principal reason for the relatively
low level of the postwar trade of the USSR and Eastern Europe
with the industrial West; and (b) fhe impact of Ezst-West ¢rade’
on the aggregate economic activity and on the military capzbili-
ties'of these Communiet countries hes been relatively small.

With these generalizations let's examine the principel determi-

nants of Fast-West trade, and the impact of this trade on the .«

Cad.
SR

eccnomies of the USSR and Fastern Europe.# ¥
A. The principal deterrent to the growth of Bloc trade with
the West has been the failure of the Communist nations to
';develop sufficient exports for Free World m&rkets This
1s a subject of some 1mportance on which more will be said
in the discussion of trade expansibn tomorrow.
© B. A cecond deterrent in this commerce has been the Soviet
policy in Eastern Europe which Auring the postwar years

\

sought to establish a basically self-sufficient, Moscow-

# For convenience, the terme "West" and “"industrial West" are useq
interchanbeably in this presentetion %o include the countries of non-
oqmuniot Europo North America, Australia, and Japen. Similarly,
"Fastern Evrope" and “European Satellites" include Caonhoslovakia
Eurgary, the GLR, FPolend, Rumanis, andg Iulgaria, while the “Soviet
Floe™ incliudes these countries pl'Q the Soviet Union. ‘
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oriented Bloc insulated against Western economic influence.

1. Under Stalin‘s programs priority was given to the
development of those industries in Eastern Europe
vhich would meet the urgent needs of the Soviet
market. At the same time, the expansion of Satellite
indﬁstry‘became more dependent on large imports of
Soviet industriel raw materials.

2. A second feature of the Stalinist program was &
generally "balanced” investment pattern applicable
tp all East Buropean countries, with little regard
to differences in theif resources. This poliéy pre-
vailed into the early 1950's. The result was an

ebnormal degree of parallelism and high-cost production

among East European industries, and a further growth in .

their depeﬁdénee on the-Soviet harket.

3. largely as a result of these policles, the trade of the f

Soviet Bloc pations with the rest of the Communist vorld '

grew rapidly so that, by 1953 -- the year of Stalin's
death -- 1t accounted for 80 percent of Eastern Europe's
trade and nearly 85 hercent of the USSR's.

b, Witﬁin the past ten years, however, political leaders
within the USSR and Eastern Furope have begun to acknow-

ledge the excessive cost incurred in the implementation
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of Stalin’s economic policy. ZIncreasingly they heve
sought to expand trade with the Yesi as one means of
alleviating persistent econcmic difficultiss at home.
£s a consequence, since the lete 1950°s both the USSR
and the Satellite arsa have scored impressive gains

in their trade with the Wesi, althouvgh this trade bas
not growﬁ nearly as much &s they had hoped. The.
largest single obstacle -- ome which all the Communist
countries face in common -- is their limited expoxt
capability in the West. In brief, tkey have been
hoist by the petard of their earlier trade and develop-
ment policies, which neglected the possibilities for
successfully competing in Western markets.

In recent years Soviet Bloc governments -- especially
those of Eastern Europe -- have been_searching for
ways to overcome this legacy. The measures adopted sc
far, however, have not seriously affected the basic
flow of goods between the USSR asnd the East European
Communist countries. Soviet-Sztellite interdependence
still remains fundamentally intsct, alithough there are
signs of change. Soviet efforts in 1962 to secure
greater daminance over the economies of Eastern Europe

were rebuffed, and a few hesitant steps have been talken

in some Satellite countries to limit the central plamrers?®




betueen & nunber of the Comrurnist counitries.
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oviet Uuion, imports alstorically have been small

in relsztion to totel econcmic activity. %he growth of

Soviet trade with the industrial West, in perticular, has

been inhibited by the long-standing Stalinist policy of

attempting to insulete the Soviet economy from Western
influence. ?hile it is true thgt the highly defensive,
and generally auvarkic trade policies of the Stalin period
were ovértakén bj Khrushchsv‘s more aggresslve commercial
policy toward the West, these same factors continue to
restrict the expension of this trade.

1. Cenerally spesking, most i{ndustrial countries conduct
the bulk of thelr trade with other industrial nations
(the ehare of Western industris) nations in the US
trade, for exsuple, is more than 60 percent); hoﬁever;
the USSR, the wdrld‘svseéond largest industrisl power,
conducts less than 20 yercent of its trade with the

industrial Yest.

n

Eszsentlally the Soviet leaders continue, =s in Stelin's
time, to look upon trade with the West es & way to
scquire the specific types oi’adyagced techpology that
would be wost helpful in meeting curvent plamning goals.

ihis policy injecis an elemept of instability In Soviet

i




orders, wiich mey run heavily to ships one year; s& i
1963, and to chemical equipnent the pext. Similarly,
here is some discontinuity Iin Soviet exports, whieh
are cbnsidered to have no role except as a means of
paying for imports. For example, the USSR emerged as
a large tin exporter in 1958-59, its sales amounting
to over 32,000 tons during this tro-year period; by .
1962, however, Soviet offerings were nil, ang during
the past two years the USSR vas an importer of some
3,000 tons a yeer. 1In short, the Western practice of
seexing permanent, stable, and exyending trade rela-
tionships generally has not béen adopted by Soviet
traede pimsnners.

Despite the limited context of its trade policy, the

. USSR has increased its trade with'the industrial West

an average of 15 percént a year fram 1958 through 1963.
Certainly the ultimete futility‘of continuing to expand
trade through anpual exports of gold in amounts exceed-
ing geld oroduction is cleafly rezognlzed by the Soviet
leadership.

It is conceivable +hat the current Soviet experimeﬁts
in grantiag greater ausonomy 1o the plant mAnAgers mey

suggest the need for some significant changes in the
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conduct of foreign trade. Thus far the signels are
very faint indeed.

For the Eastern European countries trade with the West

assumes more importance than it does for the USSR. Like

the Soviet Union, these countries conduct some 70 percent
of their trade with other Communist countries, and only
about 20 percent of their trade is carried on with the
industrial West. Unlike Soviet trade, however, Satellite
imports -- like those of other small industrial countries --
are generally of much greater importance in total econamic
activity, amounting to perhaps 20 percent of GNP in the
cagse of several of these countries.

1. The 1mportanée of Hestern trade varies a great deal
among the Satelllte countries. Less than 15 percent
of Bulgaria's trade is dlrected tovard the industrial
West, vhilevthié aiéa éééounts for aﬁogt s quartérLof
the trade of Poland, Rumania and Hungary.

2. By far the largest share -- more tban 85 percent -- of
Fastern Eurcpe's trade with the industrisl West is ac-
counted for by Western Europe. The share of the United
States is less than U4 percént.

3. The deelre of Satellite leaders to expand their Vestern
trade more rapidly has, for the reasons already out-

lin=d, been thwarted by e shortage of sultable exports.

CORNE ’ Iy
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Therefore, although the rsmoval of U5 trade controls
might well Incerease ths UR share of Satellite trade
with the Vest, the payments problem would still rgmain,
and total Satellite imports from the West would not
pecesearily rise. In othzr words, remova; of éontrols

would xslse the US ehare of this traQe at the expense

of Western Burope.

-

As indicated earlier, some of the Satellite leaders

have recently decided on 2 nwsber of msasures which

may ultimately result in a greater export capacity %o

the West. These include the reform of forelign trade
mapagement acd steps to loosen somewhat the trade

bonds to ooz another end to the USSR. At the moment

it is too early €o Judge where these and éiﬁilar
meaéures vill lesd.
The impact of Western, indeed of all international, trade
on the economies of the Soviet Rloc is smallvin the aggregate
end difficult to quantify in any event. Soviet imports are
some T percent of industrial production and ebout 2.5 percent
of (TP, and imvorts from the West represent less then one
rercent of either industrisl producticn or of GRP. Fast
Furopeen trade ig of greater relative imgcrtance; imporis
are almost 30 parcent of industrial production and some

10 percent of GRP, while imports from the West amount to
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Letuveen 5 and 6 percent of industrial production, and sbout

2 percent of WE. e dmportence of thls trads to specific

industrial sectors end to Soviet Hioe technology is, of

cowrse, grester, and is perhaps & more spprepriste measure

of the impact of this %rade.

1.

Houever, even the significance of equipment imports

from the West should not be overstated: the USSR,

for example, produces perhaps as much as $50 billion
of machinery e year; from the Fast Buropean countries
it acquires almost another $2 billion; and from the
industrial West it buys somevwhat more then & half
biliion. |

Nevertheless, imports sometimes have an important
bearing on the grmeth and technologiceal development
of rerticuler sectors of the Soviet economy.. Over the
last three years, for example, the USSR imported a;lmost
Lo percent' of the a.nnual‘ incremen‘c to chemical equip-
ment inventory. Almoet one-fourth of this annual
increment ceme from the West. An even larger share
of equipment for the synthetic fibex: industry was |
imported. The net effect of these tmports, moreovef,
wé.s greater then the ratlos indieate, because imports
Txcm the Yest consisted almost whaolly of more

aorhisticeted end advanced equiyment and technology

e V]




than thet rroduced by the Soviets.

The Soviet maritime fleet is another entity highly
deperndent upon imports. OF total gdditions tc the
fleet in recent years, about T5 percent were imports,
of which less"chan one-half came from Western yards.

Lorge vessels were the principel Westeran contribution.

- The USSR and Esstern Europe still deperd to e consider-

able extent on non-Camnunist sources for the supply of
certain industrial xav materials. RNet imports (imports
minus exports) account for about 4O percent of the
annual Soviet supply of rubber. Of a eupply of some
800,000 tons, about 100,000 is exported (or re-exported)
to &aﬁem Europe. In its recent current and long-range
Pla.hs the USSR envieaged a sharp reduction in its |
dependence on rubber imports, but these plans have
turned out to be highly unrealistic. Copper remains
scarce, but Soviet net imports are now less than 5 |
percent of the estimated totsl supply. The Russians,
neverthele‘ss, continve to export (or re-export) more
than 70,000 t;ons to Ezsterp Europe annuelly.

The USSR purchases lesg than 2 percent of its total
imperts of petroleun equimsnt from the West.

Rmenis provides e substantial share of Soviet im-

ports of this equipmert. Imports of refinery




equipment, almost &ll of whick come from the Buropean
Satellites, are equal %o some 15 perceaot of domestic
output. Here again imports from the West have s
greater worth than their value suggests; because they
represent in large pert more sophisticated technology
&nd equipment.

Esstern Europeen imports of metal working tools and

- machinery constitute sbout 20 percent of total

domestic output. Most of the trade is conducted
emong Comminist countries, of which the northern
Satellites are net exporters. Imports from the West
are some 14 percent of total imports. The industrial
Westb supplies about 2 percent of the total avwailable
machinery supply in East Cermany end Czechoslovakia,
and as much as 8 percent of the supply in Rumania.
Imports frcm tﬁe West, however, consist almost vholly
of new.equipnent and advanced technology; l.e., new
steel rolling and finishing equipment, new petroleun
refiningrand chemical process equipment.

The substantial quantities of rolied steel preducte
imported by the Satellites are equel to alwost 20
percent ol total coasumption of these products in
EBastern Barope. The industrisl West bas supplied

% decreasing share of this totel supply (sbout T




vercent vrasentliy) although Westers exports continue

to increace gppreciably each year.

The acquisition of Western equimpmeant and technology

thus is importamt in the modernization of particular

sectors of the Bloc economies. It enables the USSR
snd the RFast Européan countries to develop new
cepacity and to stexrt up new production much earlier --
in come cases years earlier -- than otberwige would

‘have been possible. Even though this support has

grovn in recent yeare, it has been entirely inedequate

te prevent ths recent decline in Soviet Bloc economic
growth.

Ju brief summary, we can make the followlng generaliza-

tions about the level and impect of Wes_tem trade with

£he European Commimist countries:

&. By most measures this trade is small and its size
has been restricted primerily by the limited
capebilities of the Camunist countries to expors
to the industrial West and by a yattern of trade
which bhas besn artificially structured to promote
trade with the Fest end to restrict trade with the
Hast.

b. In recent years economic &iffizuitiess in both

Yastern Burope and the USSR, and pressures within




Fastern Jurcre for grester indepzndence fram

Mosecow,; have Incressed the desires Por trade with
the West. Since the lzte 1090°s, this trade bas
chown eignificant gains; however, theee gains have
been supported by exports of gold and by new

credits from the ¥est -- i.e., by measures that

hold 1ittle promise for the futuxe. The pace of
futu:e trade ekp&nsion will hinge lergely on
Communist effbrts to substantielly build up those
export I1ndustries with prospects of sgles in hard
currency &reas.

For the USSR the economic impact of this trade in
agpregative terms has been relatively small. It

has not had an important effect on either econcmic
or industrisl growth. Undoubtedly, certain sectors -
of the‘ecoﬂnmy, such s the synthetic fiber industry,
have made technrological gains more quickly and heve
achieved production levels sooner than would have
been possible without Hestern imports.

For Eastern Europe thie trade assunes somewhat more

. importance in the aggregate and hes sdded signifi-

cently to industrial capsciity in seversl of these

countries.
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II. Tnere have been very few cases in which the Russianc have obtained
Western products contributing directly to Soviet military cepabil-
ities. The purchasé of the British FHene engice in 1947 is & case
in poipt. In general, however, trade with the industrial West has
contributed to the Soviet defense progrem largely by easing the
demarnd for research and development resources in the non-military
sectors of the economy.

A. When the Soviets obtain technology and modern industrial
equipment from the West at a cost less than the cost of
producing the item domestically there is of course a saving
in béth time and money. This essentially represents a
saving in scientific and engineering resources which the
Soviets could then assign to other priority purposes. This
is true whether the import is modern industrisl egquipment
or agricultural- comnodities.

In ieéent'years-the Soviet leaders have had 1ncrea§ing
probleus with the allocation of resources. Rising expendi-
tures for space and edvanced Weapons programs heve deprived
the non-military sectore of the economy of investment funds
and most of %he best scientisis, engineers, technicians,
equipment end materials. .This hag been & principal, if not
the principel, cauvse of the declining rates of Soviet in-
dustrial growth -- a decline whichn probtably has been moderated

slightly vy iwmporis of modern Western equipment and technology.




The question here is the extent to which these imports
faciliteted the diversion of hlgh quality rescurces to
military programs. TFo put it differently, wbat would have
been the impact on Soviet militery progrems 1f there had
been no imports of Western equipneni and technology? We
Judge the impact would bave been small. Insofer as there
were increased shortages of resources due to the absence
of this trade it is likely that militsry programs would
have been the last to suffer; whereas the civilian sector
would have been aésigned even fewer resources and would
have ghown & scmeéhat g8lover pace of growth and moderniza-
tion.
it is significans that during the period 1950-57 when
Western nations achieved a substantial degree of haxmony
in trade coutrol policy the USSR wae &ble, .asaisted by v
effective military end industriel espiomsge, to build a
military establiskment second only to thaet of the US; and
Quring the period 1958-63 when rigic controls remained on
nilitery items and on ftems judged cof importance to ad- . .
vanced weapons systems the Soviete made trémendous strides
1n a wariety of missile and space programs. We assume ir
discassing the prospective impact of Western trage on the
USSKE and Ematern Europe that the export of Western weaapcus

end related control systaums, including the specialized




AL

machinery for “heir manufacture, is not permitted. ‘._:’:here—

fere, the principel gquestion is the impact of the denial

of non-military items on Soviet defense capabilities.
C. JIn the field of advanced weapons:

1. +the USSR began testing and production for inventory
of both ruclear and then thermonuclear weapons during
the period of broadest application of trade restric-
tions. Although trade controls had little effect on
this program, successful Soviet espionage activities
enabled the USSR to acquire extensive knowledge of
Vlestern nucleer technology that was particularly
valueble during the initial stages of Soviet nucleer
develomment.

a. Fad the Russisns had sccess through trade to non-
military technology in chemicals and chemical _
equirmment, they might have been able to reduce
the cost of producing fissionable materials and
in & few casec tc advance the date when these
msterisnls becgme availsble. Such access, however,
would not have altered total weapons production

by more then a small fraction.

A

The USSE wadertock development, production and deploy-
ment of toth MRBM-IREY and ICBM missiles in close time

paesieg witi, or in advance of, similar programs in the %S.
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A. Access to certain non-military US electronic equip-
ment, metallurgical products, and their technology
probally would have bed little impect on the
military effectivenese of these missiles, or on
the rates of their production or deployment.

Increased access to Western industrisl technology would have

Provided for greater effectiveness in certain aircraft

Programs. In general, such access would have had a minor

impact upon conventional ground weapons systems.

1. Vestern electronie equipment and metallurgy would have
reduced the weight and improved the ki1l factors and
other performance characteristics of Soviet military
sircraft. It would have had scme effect on numbers
because of an improved ability to perform their basic
mission, and on the period of service-life before
cverbaul or replacement was required (aircraft gas
turbines, for exammpie).

In arny event, based on our long experience in providing

intelligence support to the US trade controls program, we

believe that the rotential military gein to be had from
verticular Western exports can be Judged only on a case-
ny~-case basie; and that Judgment is possibly only for

ltems closely related to nilitery epplications. in sone
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instances othar COCQM countries¥ have shipped non-military
items which, ir our Judgment, héve proviged assistance to
Eloe nilitary Frogrems; but such instances have been
relatively few in number. end in the aggregpte they have
rot significantly affected the Soviet's overall militery
capability.

F. The important voint here is that over the past decade the
USSR has demonstrated its capability to develop and produce
advanced weapons and space systems. Freer industrial trade
wlth the West might have reduced the costs and perhaps im-
proved the effectiveness of some of these syetems, but the
fact remains that the USSR pow has an established, effective
base for the development and production of such systems --
& base relatively independent of the type of Western technology

which could have been acquired through trade with the West.

— ~— - o

#T0CTH, or the Coordinsting Comsittee, is en informal voluctary
organizstion embracing 2ll Western industrial countries and Japan,
eriabiished in 1949 to prevent the shipment of strategic goods to
Communist countries.




