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‘th;s on a par uxth.that Q£ thc US whlle'51mulLAncously Eggugwx

4'£ue11ng addlt;onay-growthf‘ Although oOVth achlcvcmcnts
in'hériCUltufe haVé‘not“Eeén’as'lmpre351ve‘a8”those in
ipdu%ﬁry' the average Soviet citizen is adequatcly fed and
‘clothed. By‘US standards thé_Iqt'df'thé Soviet¢édn$umer”"
is drab -- real per capita consumption is about one-third
‘that of the USiéé but by his own standards} and by the’
standards of all but a few nations of the world, his lot
is tolerable. |
While.problems bersist, the basic'strengths of the
Soviet economy have permitted the Soviet leadership to
resolve conflicts beéween fundamental %ond:run goals. without
recourse to drastic actions. Neither the agriculture fall-
backs of 1972 nor the declines of récent years in the rate
of technological growth in industry have forced the Soviets
to abandon such ideological scared cows as central planning
and control over the economy, the counter-productive system

of incentives or -the favoring of industrial development over
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:cﬂe dlgapPOLntment to the ieadcrshlp L Thc1r dlcsatlofactionﬂw1th
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ﬂ agrlcultural performance goes beyond the temporary setback

‘occasioned by a crop fallure. The recent rate of growth of

_industry of 5-6 percent is clearly below expectatlons and
long run goals '”he leadershlp has correctly ;curced a
major part of the growth problem to the USSR's overall -
technologlcal lnferlorlty Lo the 1ndu trlal<WeSt and Japan.

b. The Growing .Technological Gap: While the

leadership recognizes the 1mportance of the USSR's technologlcal

1nferlor1ty to the industrial West and Japan,and probably
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understands the root causes of the lag,

it is unwilling to
- J
directly confront the implied managerial and organizational ]

changes and all their consequences. Decrees reforming the

applied R&D sector and the recent reorganization of industry

-sugge°t leadership perception that the traditional

Qrganlzatlon is outmoded in these spheres. But, as in the

past,

the newly adopted measures are cosmetic in content.
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amanagers : Receﬁf:pxgpggt{v;ty-tfendff‘w“
1dea of a w1dcn1ng tachnologlcal gap

. C.. Rlalng Consumcr ELpectatlons.A Cansﬁmer Qelfaré
also 1mp1ngeo on product1v1ty growth and the technologlcal
gap.i Though well fcd and. well ~clothed by conparlson w1Lh past
generations, the prcsent Soviet generation is demandlng more
soonex. _This generatlon,'moreover,*seems%well aware -that
its living standard is inferior to even that of Eastern Europe
and certainly to that of the industrial West. This inferiority
is felt hot only in the amounts of consumer goods available,
but also in their quality.

d. The Agricultural Situation: Agrlculture is

the weakest and least productive sector of the Soviet economv
The system of giant collectlve and state farms has proved to
be the worst managed and least efficient organizational form

in the country. Nearly a third of the labor force is still

employed on the farm, and the cost of producing grain and neat

*,
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;The présentAlevel of Soviet defen
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' spend1ng whcn v1cmod as the co t of malntalnlng and expandlng-ﬁ“’

.the stoc] of mllltary assets absorbs 6 7 pcrcent of GNP.
nllltary machlnery proouctlon accounts for about 10 perccnt
_ of total 1ndustr1al output. Unlformed and c1ygllan employoes

of the Ministry of Defense'number about 5 million. Thus,

- the .defense "burden" is.present, but it is not serious. The =

Soviet lecadership would obviously like to have more of these
~ resources -- particularly, higher-quality labor -- devoted
to other uses, but it pfobably is aware that a moderate
shift to civilian uses would not be a panacea for improving

the econonmy's performance. Further growth of the economy

and projected increases in scientific and technical graduates,

moreover, will likely give the leadership more freedom of
manuever in the economy as a whole and thus enable it to meet

feasible defense needs without disrupting other plans.
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shaxe of Sov1et resources devoted to mllltary programs has
_,fallen steadlly - from 13 percent 1n 1950 to 6- 7 pcrcent )

in 1873. ,Because the economy has grown so rapldly,_mllltary

'_  progfaﬁé now.teQuire éﬁlY.?bOQtﬂéhe?ténth of;ihduStfiai_ ff"

-

outbut and one—third of the production of the machinery
Sector._ If defense $pendingwhad_been’held at early 1950
levels, the added growth of CNP would have been oply two-
to three-tenths of a percentage point per annum. |
Aithough the Soviet Union can afford to spend more on
its military programs, this does not mean that the occasional
comolaints of Soviet leaders about the burden of militafy
programs are meaningless. The Soviet leader; surely would
not welcome an escalation of defense expenditures which would
leave unchanged the relative strength of the two blocs. And
in some areas where the civilian economy is backward -- such
as computers and some kinds of electronics -- a relcase of
some of the talent heretofore pre—empted'by military research

and production would be of substantial help.
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x,economlc pcrformancc, partlcularly 1n Leer of the quallty

A :of productlon. Inoced the mosL dynamlc scctoru have depended

cru01ally on 1mports from the WQst -- for example, chemlcals

::and motor vehlcles. Stlll the 1mporLs w1ll not reqult in -a-

marked 1ncrcase in the rate of growth of GNP OVGL Lhe next

several years because the potential COntrlbutlon of western .

machinery to total investment is relatively small and limited

by the USSR's ability to securc a growing volume of long-term
credits. In addition, western technology is not alwvays easy

for the Soviet managerial and R&D systems to assimilate.*

- . .-

-
-~

The Soviet applied R&D system is immensely inefficient:
there is poor coordination and communication between basic
and applied research institutes, between institutes and
enterprises and between enterprises; the scientific
education curriculum is out of tune with the times: the
development stage of the R&D process is neglected in

terms of funds and other resources allocated: incentives

to innovate are inadequate at all levels; and administrative
paperwvork inside institutes detracts from “think" time.
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Moreover, alLuough the reliance of Lhe USSR on the test

and a fev spec1all7ed type° of equlpmont f01 truck productlon.i"

In these cases the USSR would pre;er to buy from the US but

-the demands are postponable.

'3. Sov1et Noed for Forelqn As 1%Lance

The USSR possesses extensive mineral dep051ts and
leber resources. Many of the rlchcst depOSltS, however, are
underdeveloped and are located iﬁ Siberia and in the Soviet
Far East where severe climate and poorly developed or nonexistent -

infra-structure prcsent unusually difficult problems of

exploitation. 3 ;
For some of these resourxces ~—~most'importantly
crude o0il and natural gas -- the need to develop new deposits

to meet currently planned production goals for the 1970s is

urgent. Moreover, if these deposits are to be developed on ' P

schedule, modern petroleum equipment and technology must be

e m—— e -

acquired from the West. In the case of'opher minerals--for
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~.4¢adqquatc support tov bro&dly ba ed and'econom;cal ekploratlon

"fnland mlnlng program ln the 19105 thhout ccrlously dlsruptlng

:other-nlgh—prlorlLy programs. lowever, 11m1tat10n5“ex1st*on
the amount of crcdlt the USSR can use, to ‘obtain such_;
- assistance. ‘The USSR owes’ the West- abouL $2 balllon - Debt
'sérvice.now takes up abput 20% of its export earnings frop
the West,(and continued use of'ﬁéstefn credit at the éurrent”
rate might éoon boost this percentage to a point beyond whiéh
the USSR would not be Willing to go.

As a result, the USSR is seeking help from the

industrial West on a very large scale. Although the total

. -*

dollar value of the foreign investment sought is not known,
the joint Soviet-Western projects now under consideration
would eventuélly entail as much as ¢19 to ¢35 billion of hard

currency financing over the next decade. (See Annex for a

brief description of the projects).
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This magnitude oif LfOreign investment WOula DE rouyniy eyuivalent

to 4 or 7 percent of the total dollar valuc of Soviet domestic
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S g SovEEL Need F8YiUs Grafn- s

" Brezhnev's commitment t6 expand meat production is. the

" most striking éxampié”ih‘hisipélié§ toAimpr6§évthé.idélof'thé

- Soviet consumer. -This program for;bettéring-the»national diet. -:

haé-cfeéted awd maﬁdnfdi'gféiﬁé'théf céﬁhdt.bé;méf from ddmééiic-
production even in a year of good weather. -In the face of a
modcfate downturn in ddmeétic graiﬁ producﬁion in 1972, the Soviets
‘bought 28¢million tons of foreign grain last year, primarily to
support their ambitious livestock program. Despite all signs of

a record high grain harvest this year fhe Soviets are estimated

- to have already bought 8 million tons of foreign grain.* Even with
normal weather in 1974 and 1975 the Sovié£§ will again need size-

able imports of grain. However, by encouraging Substankially

higher production in Canada, Argentina, Australia, etc. with the

help of long-term contracts, the USSR with an average crop could

probably avoid the purchase of US grain.

* The bulk of these purchases have been made i the US and the
Soviets claim that they will buy no more US grain this year in

order to ease the pressure on our grain markets. If cxrop prospccts
deteriorate and more imports are need, the Soviets can probably find
adequate supplies in Canada, hustralia and Argentina.
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C. Arms Programs vs. Economic Goals

A
“Genpral.
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o ever, that detente s céﬁtrlbutlon to °olv1ng economlc problcna-

L would be small in the aggregate. As 1nd1cated abovc, derCt

defen se spendlng is only 6 -7% of GNP and mllltary haldware_: : _ :

'productlon is- only 10 of total 1ndustr1al output.: IL canj'”f 'fv:' 1

be argucd however, that because the defense sector uses

PRACR SO IRPIY. L2

some types of resources traditionally in very short supply
transfer of these resources to civilian uses would provide

impetus to growth beyond that suggested by'the overall aggre-

PO PRTPIRVPRT IR ST NESER

gate measures of burden. In this csense, the resolution of

conflicts between arms programs and economic growth must be

U WPy

looked at on a more disaggregated basis

L.

2. High-quality Products and Materials

The defense establishment purchases three—quafters

Oor more of the output of the aircraft and shipbuilding ?
industries, two-thirds of electronics production, about

40% of numerically controlled machine tools, one-third of

the production of the instrument induétry and one-tenth of

truck production.

-10-
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Unquestlcpably the Sov1ct economy would beneflt from

.;;Lcould be hlfted,to c1v111an anestmont Lhe-utlthy

Sy - u- - - . IR T . - L L s
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of such 1nvestrent dcpends on ltS rate of reLurn ﬂ_'
(1.e;,'1ts effect on grokth). An accumuldtlon of
ev1dence 1ndlcutes that the return on Sov1et 1nvestnent

1n 1ts preqent paLtern and dlotrlbutlon hae gotten

-
z

very low. This means that, barring some drastic
‘lnstltutlonal reform, a large transfer of resources
embodied 1; the above types of products from defense
to investment is likely to increase the rate of
economic'growth by a disproportionately-small percent.
3. Manpower
The nationwide shortage of manpower:evident in the

late 1960s is easing somewhat. The militéry's demand for

3.8 million uniformed personnel and another 1 millian or so

~-11-




l{exacerbatc tbe problcm of prov1d1ng c1v111an 1ndus;ry w1th

. yr-young vorkcxs.- Tlnally, the mllltary Leaches klll?-(c g., “

‘”];congtructlon) “hlch‘arc us

blc'ln.c1v111qn

'“J;th~fﬁ; The‘bestfsc1entiflc‘and'cnglnocrlngitaloﬁt lsJalphdncd
:':fo by thc defense'acctor.. HCnce,-a reductlon of dcienoe

f_expcndltureo would make many hlghly °Llllcd perdons avallable

for the rest of the.ecdnomy. Again, the tight supply situation

in these ékills evidenced in the;lQSOs and the 1960s has
 ea§éd-c6nside£ab1y aﬁd.ﬁy'i§75fwiil.iik§iy haﬁé.gimihished
greatly due to a much>larger stock of persons wi;h degrees
in the relevant disciplines.

4. Technoloqical Progress

The impact of arms reduction on the rate of technical
progress in the USSR will‘likely be slight. ' The benefits from
transfering highly—qualified scientific and engineering man-
power and technical skills from defense to‘ﬁéh—defense uses

would be limited. Most impbrtantly the problems in Soviet
2 .

technology are in the management of its applied R&D system

and in the management of industrial enterprises where the

incentive systems at all levels are counterproductive.
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bccause of theSc and other rcasoﬁs

Thc chlcf galn fom tﬂchnolo31cul glowth of an arms. rcductlon

'“}ould comc f*om thﬂ lncr d dvallabxlltlcs of machlne Loolc

';and electrénlcs. “But Lhc Jmpact Gi‘lncreased vﬁpplles from

 cussed above.

5. Cbnsumcr Goods

o There would be negligible impact on thé availability
of consumer. goods as a result of rceduced military demands on
the civilian economy. Reduced military demands for food and
clbthing would, of course, be pértly éffset by the demands of
ex-service personnel as civiliané; Some increase in output
of consumer durables could be expected since the defense

industries have the technology which is readily adaptable to

ever, would be small.

~13-

Lheoe sectoxs m:nht be llmltcd by the managcment problcm dlo?.

their produétion. The quantities added to total supply, how-

'of Lhcan rc ources: wlthout a‘substantlal:lnstltutlonal-xcform:;,_}fw¢iw.g'
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ANNEX

This_anﬁcx provides a bricf summary of major US-USSR
“joint.ventires loussently under discussion. ; In the;thice main [
Caééé,?govigtipafﬁeﬁt fd£ bé éssi;£5ncé"in"dévélbping'So§iet.
résources wduld involve a special forh of barter pdyment in

vhich US firms would be repaid in the product of the venture.

A number of othex projects are bging discussed or negotiated

with potential Western suppliers, some of which may involve US
participation.

‘Development of Natural Gas Deposits in West Siberia

The USSR and a consortium of three US companieé -
Tenneco, Texas Eastern Transmission Corporation, and Brown
and Root -- recently signed a letter of iﬁtené to cooperate
in the development.of facilities that would permit shipmené
of 2 billion cubic feet of liquefied natural gas (LNG) per
day from the iarge Urengoy field in Western Siberia to the
US east coast. As now envisaged, this project would entail -
dollar investment of some $6.5 billion plus ruble costs
equivalent to about’sl billion that would”?e incurred for
construction in the USSR. Of the doiia£ investment, about
$3.7 billion would be in the USSR for éathering lines ih the
Urengoy field, a 1,500 mile large-diameter pipeline from. the field
to a new port on the Kola peninsula; and a gas liquecfaction
plant and related facilities at the port. A fleet of 20

a
.
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LNG tankers is expected to cost about $2.6 billion, and
terminal facilities in the US some $200 million to $300
million.

Develcpment of Natural Gas Deposits in East Siberia

Occicdental Petroleum Corporation and E1 Paso
Natural Gas Company have sighed a letter of intent to
purchase more than $10 billion worth of Soviet gas from
the Yakutsk basin in Eastern Siberia over a 25-year periog.
Delivery of 2 billion cubic feet per day.qf gas is to
begin in 1979. The Japanese are being invited to participate
in the venture and would take half the gas and the remainder
would go the the U.S. west coast. About $2 billion worth
of hard currency financing for a 2,000-mile pipeline and
a liquefied natural gas plant in the Vladivostok area
will be required. Additional costs -- possibly some
$2.5 billion -- would be ihcurred for the construction
of 20 LNG tankers. At thé present time, howéver, proved
-reserves of natural gas in the Yakutsk basip‘are inadequate
to provide deliveries on the scale being discussed. The
USSR currently is seéking_to borrow sbme $125 million
from Japan to-conduct exploration to prove the gas reserves.

Production of Mineral Fertilizers

Occidental Petroleum Corporation has signed a $7-8 billion

-15-
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exchange contract with the USSR -- the largest Soviet—American
trade deal in history. The agreement covers the sale by
Occidental of up to 1 million tons per year of superphosphoric
acid to the USSR for production of phosphate fertilizers in
réturn for Soviet amonia, urea, and potash. Under the terms
- of the 20-year contract;'Occidental also will build 8 ammonia
and 2 urea plants in the USSR costing roughly $400 million and
will be repaid with products é;om the plants. The exchange is
tentatively scheduled to begin in 1978, although recent reports
indicate the starting date may. be moved up to as early as 1975.
Other

Other projects being negotiated or discussed include the
Tyumen-Nakhodka pipe line which calls for abgut $1.3 billion in
Western investment (about $300 million for the US); Udokan copper
deposits -- about $1 billion (ﬁS participation unknown); Chulman
coal deposits. (about $600 million Western investment with little
or no US participation); Monte Edison fertilizer project (about
$300 million in Western investment with no ‘ . us
inVestment); various timber and wood chip projects (roughly $500
million with no US participation); oil dfilling off Sakhalin
Island (about $200 million initially and some $100 million in Us
participation); iron ore development costing about $1 billion
with no known US participation.

Total Western investment in the USSR estimated if all of these
projects go forward would be somewhefe_betweeq $10 and $15 billion —-

probably close to $12 billion. US participation would be half

OoX more.
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