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CENTRAL TNTELLIGEICE AGENMCY

1 February 194¢

~

INTELLIGEICE MEMORAIDUM NO . 127
SURJECT: Significance of Western Iurcopean Exports to the Soviet Bloe

1. Gengral Statement.

‘ &c The problem of this paper is to estimate the political and
economiec consequences to the Soviet bloo which would arise from the
denial of imports of soleoted items from Western countries,

bo The Soviet Union and its Satellites have already met numerous
obotacles in their quest for Western mamfactures and raw meterials, -
It 1s asgumed thet by a limited embargo they would be completely denied
certain industrial requirenomts. It is further assumed that UG export
controls on items in the 1-A and 1-B lists will be continmued end that
the Scandinavian countries, the UK, Switzerland, Western Germeayr, and
the other countries of Vestern Europe wlll strictly adhere to the embargo.

go o attempt has been mads to assess the feaslbility of applylng
guch an enbargo.

do In this report the following are considered Soviet Satellitess
Finland, Poland, Czechoslovakia, Hungary, Rumanis, Bulgerls, Yugoslavis,
and Albanin., The Soviet Zone of Germany is also included in this cate-
gory. Austria is not included sinco it is subject to a pro-lWestern govern-
ment, and Soviet interference with this govermment so fer has not been
declaive. Economically the country operates as a unit, with Sovlet in-
fluence lirmited mainly to Soviect-controlled industrlial and petroleum
interesta., For all practicael purposes, Finland rmsh also be considered
a port of the Soviet bloc, even thouph the Soviet Union has thus far
not seen fit to meke it a full-fledged satcllite. The Kremlin can reduse
Finland to complete dependence whenever such a move is required by Soviet
policy. Yugoslevia, on the other hand, is becoming increasingly isolated
from the Soviet bloe becauge the Soviet Unlon carnot now afford to meet
Titotg terms of politicel and economic equality.
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2. Conelusions.

a. Egon mic C nsequences.

- If the USSR and its Satellites are unahle to procure certain
essential industrial requirements from Western Burope, economic develop=-
ment in the Soviet orbit would be serlously retarded and productlion in
many lines would decline. Important segmonts of the industrial economy
corld not meet their plan requirements in terms of physicel units pro=-
duced, Capltal poods production, which is the foundation for the ex=
pansion 6f industriel potential for war, would be seriously impeded.

Industrial retrogreasion would be especially evident in the Satel-
lite states sinee the Soviet Union hes priority on essentlsl mechinery,
equipment, spare parts and indugtrial raw meterials, A serious economic
decline in the Satellite stobtes would offer an excuse for loscow to tighten
its control further; however, despite such moves, the Satrllite contribue
tion to Soviet economic strength would be considerably less. OCzechosglo-
vekia, Finland, Hungary, Polond and the Soviet Zone of Germany would be
more scriously affected than the predoninantly agrlcultural countries
of Albania, Dulgaria, Rumenia, and Yugoslavia, The avowed Soviet policy
of accenting heavy industry and militery production at the expense of
consumers goods would become more evident., Additionsl emphasis would be
directed toward production eof machinery, equipment, industrial raw materiels .
and armament, while consumer lines of production would be further curtalled.
Agricultural production, however, would probebly be satiafactory.

. The doller volume of West Europesn exports to the Soviet bloc has
not been imprescive in either the prewar or the pestwar period. The types
of items, however, are such thet they are of critical importance to the
industrialization of the entire eastern area. Without these exports from
the West many basic components of the Soviet orbit economy would suffer.

Elegtrie Power.

The primary shortage in the electric power industry throughout the
Soviet bloc is in electrical equipment such as steam turbines, water wvheels,
large generators, boller sheets and tubes, and, in spare parts for replace-
nents in exlsting installations.

The expansion of electric power hag a leading priority in moat of
the countriles throughout the bloc. The expansion of many other industriles
is predicated on the achievement of plans for electric power.

Petroleun.
Ingufficient quantities of refinery and oil=well equipment with

‘which to meet the planne’ production of hlgh~grade refined products cai-
atitutes the major difficulty of the oil industries of the USSR and Satellltes.

~

w2¢-

Approved For Releas%%m-m617A000300280001-4 '



Aﬁproved'ﬁor ReleaseW?B-m 61 @00300280001 -4

_ Shortaeses of dril’ing equipment and pipe will hemper the expansion
of erude 0il production and the continued shortare of catelytic craclking
equipment will have a serious effect on the supply of high-octane gesoline.
Shortagres of petroleunm will have a disadvantageous effect not only on the
military aspecte of expencion (particularly the Soviet alr arm) but on many
industries as well.

n, Steel and F .

The Czechoslovak and Polish ironm and steecl industries are dependent
upon large imports of high-prade Swedish iron ore. Discontinuance of
delivery of Swedish ore would result not only in a decrease in production
_ in the immediate future but also in the following two or three years until
blast furnaces could be converted to process exclusively the lower grade
Soviet bloc iron ore.

A1l the industrial Satellites are basing plans for the modernization
and expansion of existing facilities upon the procurement of steel producing
equipment {rom the US and the UK, without which iron and steel production
goals will not be attained,

Non=Ie HMet .

The shortage of tin in the Soviet bloe necessltates larpe imports
from outalde sources. The airplane manufscturing and food packaging lne
dustries ere especlally dependent on this tin supply and any export re—
striections by the VWest would reduce production.

The copper supply of the Soviet bloe is sufficient if the Yugoslav
supply is ineludecd., Exclusion of Western and Yugoslav copper from the
Soviet bloe would have serious effect on mumerous branches of dndustry.

Although a lead enmbergo would have lmmediate disadvantageous effeots
in the Soviet bloe, intensification of efforts would be mede to increase
domestic production in the long run. Yugoslavia could ease the shortege
but aprarently is unwilling to do so at present.

Chemigalg.

The USSR and Satellites ore short of certain chemical equipnent,
such ag glags-lined reactors, specizl velves, recording and conirol ap~
paratus, many alloys for speclel uses, and vacuum and pressure pumps.
Without the importation of this equipment from the Vest, Soviet chemical
production in nany lines would become steadily less efficient until such
tine as the USSR hes the technical knowledge and installs the industrial
capecity to supply the Soviet needs.

-3~
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Rubber.

The requirenents of the Soviet bloc for nstural rubber must be net
by imports fron rubber producing areas. Reporied purchases and deliverles
for 1948 are sufficient for st least one rear without further imporis, and
by congervation, present stocks might last substantially longer. Synthetie
rubber nroduction in USTR and the Soviet Zone of Germany 1s large, suffi-
clent to supply all present requireents of synthetic rubber. Additionael
facilities are planned for oland, Czechoslovekia, Yugoslavis, and Dulgaria.
Production ney be delayed and decelerated by leck of equipment and. spare perts.

Irgnsporiation.

The Soviet orbit, with the e*cception cf Yugoslavia, will attain its
reilroad frelipht transportation plans regardless of en enbargo. The embargo
will, however, impalr attempts to expand capmeity. TFeilure to obtain rails,
track materisls, electrification equipment, rotor trucks and componpnts »
steel ship plates and marine equipment will prevent realization of plans
for railroad congtruction, double-tracking, railroad electrification s
highway cransport and ship building.

o Too 7y ' n _Instyrunents.

Bagically, the USSR 1s still a machine tool importer, even thongh
temporarily satiated by a glut of dignantled supplieb which have not been
edequately absorbed by the econony. The industry is backward in engineering
processes and machinery design and its produntion ls over-simplified in ranpo
of gize and types., Although Czechoslovakia produces quelity machine tools,
quentity of production is low.

Quality and quantity of production of precision instruments in the
Soviet bloc is low, although some i-provement may be expected in time due
to avellability of German technical personnel and production resources in
the Soviet Zone of Germany.

Antifriction Bearings.

. Expanglon of nany industries within the entire Soviet bloc would
be impossible if imports of antifriction bearings and producing equip=-
ment are embargoed. Sueh restrictions immedictely affect the whole fHd4
of industrial méchinery and would have far-reaching effects on the militery
and industrisl potentisl of the USSR and Satellites.

-4‘-
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b. Polltical Consegquenceg.
(1) Gonersl.

: (a) The political effcct of econonmic dislocation and dis- ,
tress in the Sctellite area would be strongest in industrialized countries:
i.e., Finland, Czechoslovakia, Poland,; and Hungery. It would be some-
what weaker in the sgricultural Ballken countrles. ‘

(b) Although political end soeial unrest might incresse as
a result of a further lowering of the living standard, the Soviei~baoked
local govermments would be able to prevent this umrest fron getiing out
of control, Purges would be initiated or contimed; however, neither
dissatisfaction with living conditions nor opposition to the Corrmnist
regimes would result in defections similar to that of Tito. Congequently,
major politiesl changes could not be expected,

(s) Soviet and Satellite propeganda would try to cvade
responsibility for the Kremlin®s insbility or unwillingness to extend
assistance, and would make the US the scapepoat for cconomic distress.

(2) Smecific.

\ (a) Finlsgd. As one of the most anti-Comrmnist elements
in Tastern Europe, the Finnish people would, at least temporarily,
recognize the motives for a Western cmbargo of essential itemg to the

Soviet orbit, If this sympathetio view ghould become too articmiste;
the Kremlin might bring about the overthrow of the present govexrmment
and inpose a Communist regl e upon Finland.

(b) Yugoslavia. This nation, which 1s no longer within
the Soviet orbit except for its ostensible support of the WSR in
foreign affairs, has been for some time subject to virtual economle
boycott of certain critical imports from the Soviet bloec. To cut off
TWestern trade with Yugoslavia would teml to worsen its predicamont to
the extont that the stability of the Tito regime might eventually be
endangered and that it might be supplanted by a governmment subservient
to lioscow.

(c) East Germany. Econonmic dislocation and duterioration
of prevailing conditions in East Germany would strengthen German
opposition to the USSR but would not impair Soviet control of this
region., On the other hand, continued economic distress would militate
ageinst the success of a German puppet regime upon which the Soviel
suthoritics could rely. |

-5 -
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(3) Conglusion.

It is estimated thet limiting trade with the non-Commniet
world would put an edditional burden upon the already strained Soviet
gysten of control. Economic distress in the Sntellite countries would
prevent the development of that stability in Eaghtern Burope vhich is
a vital objective of Soviet policy. Since consolidation of the Soviet
hloo is besed upon the integration of Sutellite politios, cecvory, and
nilitery strategy, the obstruction of any one of these aspeets would
affect the success of the others,

Consequently, it is believed thet ecconomle disloestion

in the Satellite area would conpiderably delay or impede Soviet
political end military plans for expansion,

aw 6 -
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3 0 d b Objectlvey.

2. Egononic Goalsg.

The primary economic goal of the USSR i1g the development of its
ceononie potentisl for war. UWithin its owmn borders the Soviet Union
has furthered this objective by concentrating on heavy industry and
military production and by the geographical concentration of industry in
strateglc areas. In the Satellite eountries, the same objectives are
evident and arc implemented through Sovict economic control and coordi-
pation of the various economies. Only Yugoslavia and Finland cannot
currently be considered as full members of this economlic orbit, slthough
Finland®s cconomy is strongly influenced by politlcel ties with Moscow,.

In the Satellite sphere, the long-range goal of the Kremlin is
complete economlc integration of the Soviet bloe. The most recent
step in this direction was the creation of the Council of Multusl Cconomic
Lssigtanee in Jamiary of this year. This simply formaliged mezsures
vhich had already been taken for coordinating thege economics and pro-
vided a more effective mechanism for closer coordination and eventual
economie integration,

(1) Economic Coordinmation. |

Since the conclusion of hostilities in Europe, the USSR has
actively pursued a plan of economic penetration end domination of the
Satellite countries and the occupled areas, This dominstion has been
achleved by various meana, such ag psace treaties, scoret protecols,
bilateral trade, mutusl assistance, economie colleboration pacts, and
general control of internal economic 1ife through political ties. Thus,
the Soviet Government directly, or through the puppet Communist regimes,
has broad control of the mejor sspects of economls planning, production,
end distribution. To date, many of thé agreements for coordinating
economle activity have not been sufficlently implemented to be of real
value, and no effective gystem for over~all direction has been established,
However, there is considerable evidence to indicate the extent of existe
ing control, ' : _

(a) The Kremlin has, in soveral instences, either dictated
the outline of the economic plans of certain countries, or has at least
required that such plans be submitted for approwval,

In Czechoslovekie the USSR has ordered a shift from
light industry, a leading source of forelgn exchange before the war, to

heavy industry, the products of which are direoted to the ‘oviet Union
or certain of the less industrislized Setellites. To aaslat in this

“7.‘
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program, in Ieocmber 1948, Moscow provided a 200 million dollar loan

in gold and hard currency to replenish Czechoslovakials depleted forelgn
exchange balence, The important stipuletion was that Czechoslovakia
procure sufficient mashinery and industrial rav materlsls to mect Soviet
demands for fabrieated and semi-fabricated producta.

In Rumania, Czechoslovekia, and Ingary, there is evidence
that the Sovlets have ordered military production for the strategie bene-
fit of the USSR, Expended munitions output, construction of military
airflelds, and the development of rail lincg for strategle purpeses are
outstanding exsmples of such production,

© Tito recently complaincd that the Kremlin hed planned
- to give Yugoslavia the gtatus of o Yeoloniel," for the purpose of
supplyling the orbit with certain industrial rav materinls., Tito ob-
Jected to this Moscow plan, snd his dissatisfaction was undoubtedly
one of the mein factora in the Cominform rift,

In addition to evidence b indirection that the Soviet
planners dominate the Satellite economies, there are statements end
actions of individual states which more directly confirm this position,
The belated withdrawal on Soviet insistence, of Poland, Gzechoslovakia,
and Finland from the first Marshall Plan discussions in Paris g and
Bulgaria's announcement of Kremlin approvael of their new oconomie plan,
are but a few of the mmerous admissions of Soviet authority.,

(b) In the formsr enemy countries of Rumenis end Hungery,
Soviet control 1s faciliteted through the management of the jointly.
ouned companics, involving the most bgsie industries such as oll, shipping,
aviation, banking, snd chemicals; and through reparations. It is estimated
that substantial portions of the trade in these countries is aéeounted
for by reparations deliveries and produsts of the Joint eompanies., In
Finland, the USSR alsc exercisea control through reparetion demands.

(¢) The USSR is intensely interested in the Joint industrial
devolopmenta within the area, as evidenced by the insistence on Polish~
Czechoslovakian cconomio cooperation in the oreation of a M"Second Ruhp
in the Silesia-Morawsks Ogtrawa Bagin, and in the joint use of the Oder
River and the port of Stettin. It is reported that Moscow has under—
taken to supply Poland with steel mill equipment and other heavy machinery
for the filesian Basin project, Similer rrojects are being worked cut
betueen other countries.,

mgﬂ
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(d) !Matusl economic assigtance pacts and the military
protocols often apperded therecto, are in existence among virtually all
of the orbit countries. These pacts provide for exchange of commodities
~and technical assisgtencs, division of productlon tasks, foreign exchenge
credits, standardization of products, integration of armgment industries,
and, in the event of war, pooling of military supplies, economic resources,
commnications, end transport, ,

- {(e) Soviet supervisory and technical persomnel are )
present in the more strategic industries in the various Satelllite countries,
Their presencc is reported in munitions and wer material Industries, such
as Skoda, in addition to Joint enterprises vhere they would be mcpectedn
In some Iinstences, they are military personnel,

(£) At this stage, the Moscow domination of collectivi-
zation of agriculture in the Satellites has been indirect and has manifested
1tself primerily through (a) the promotion of politieal leaders favoring
the program and demoting those opposed, (b) the use of the Cominform to
propagandize the program, such as the 28 June 1948 blest againgt Tito
charging him with favoring the individusl wealthy farmer class, and (¢)
the use of the Cormunist. (1.ec., Sovict) -controlled Satellite press to
publish articles glorifying the life on the collective ferms of the USSR,

(g) The Soviet Union hes for some time been malking a
vigorous and sustained effort to integrate inlend trafflic within the orbit
through egreements, joint owmership of transport companies, and direct
control over the tranasport facllities. The degree and type of Soviet
transport control veries in each country but is greater in Bulgaxia,
Czechoslovelds, Hungary, Poland, end Rumania, than in Yugoslevia and
Finland, Soviet Army officers are placed abt all levels of administration
and operatlons on the Hungarlien railroads. Control by the Soviets in
Bulgarda and Czechoglovakis 1s facllitated by existence of organizations
for the over-ell coordination of transport. In Poland and Rumania,
ninistries of communisation appear to be the instrumenta of Soviet con= :
trol, In addition, jJoint Soviet-Satellite companies have been establlshed
for inland waterway trensport in lhmgery, YTugoslavlia, and Rumania, through
which control can be exercised by the Soviets. Sinece the Tito rift, Soviet
control has been relaxed over all transport in Yugoslavia except inland
watgrwaya In the case of Finland, the Sovliets have only a trapsit agree-
nmenv, .
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(h) The USSR, to & large extent, controls distribution
as well as plamning and production., In internal trade, there are many
. Instances vhere industries in vhich the USSR ia primarily interested
ere given priority in the allocation of raw materials s equipment, and
labor. In bilateral trade between the Srtellite gtates, the USSR has
attempted to establish a higher dogree of gelf-gufficiency through a
shift gwey from prewar dependence on Western countries, The foroed
alteration of the trade pattern in general has not beon coonomle, in
the short run, and, despite this postuar percentage deeline in tradce with
the West, over fifty percent of total trade is still with countries
outside the Soviet orbit,

In addition to shifting the trade pattern between
Satellite countries, end between the Satellite states end the Vest,
the Soviets have employed forelgn trads to exploit this grea for
their own benefit, Not only hag the Kremlin used reperations end the
Joint companies to drain these economies, but they have also largely
dlotated the items to be exchenged and the terms of trade, Price fixing
on imports and exports has been a partlcularly useful ingtrument in
this respect, Control over gold movements and hard currency holdings
hag given further leverage to the Kremlin,

The USSR not only benefits fron production within
the Noviet domain, but also often gains from Satellite trads with
the leat; either through re-exports to the USSR or through Satcilite
procurement of raw materials which are fabrioated for export to the
Soviet Union, '

(1) The cxistence of dictatorial povernmental povers hag
cnabled the Soviet Union, since its inception, to meintain a strong
gtip on the economic 1life of the countryl DBased on periodic planning,
the principal featurs of the Soviet coonomic structure, various scononie
ministries are assigned spocific tasks and goalg b the State
Comission, This planning body, together with the Ministry of Finance
which controls the highly centralized banking system, currency, and
credit, wields tremendous power over Sovict economic production,

‘ The introduction of the Sovist pattern of economie
organization into the Satellite areas is clearly evidenced through
& gerles of measures adopted by the latter. These neagures have affecte
ed cvery aspeet of economic activity of the Satellites. The owmership
of industry, banks, insurance companics, and trading compenies, was
glven to the states through ‘the prrocess of nationalization, In addition,
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Eeonomie Ministries and Industrial Centers {or their equivalent)
have be-n getup in many stetes to supervise planned production
in the factories.

The eliminatlion of privately-owned banks and insurance
companies has placed the entire financisl resowrces of these countries
at full disposel of the govermmentel agencics. The povermuente tlms
exerolse full control over the eredit policles and ccordinste financial
neagures with production plamning, The control of tudgetary expenditures
and rovermes cnables these nations to divert funds for any purpose de-
sired, such aa development of the war potentlsl, without the Rnowledge
or acquiescence of the population. By eliminating private trading oot
panies, the govermmenta have acquired a monopoly in- forslgn trede, one
of the most important instruments for reguleting intermsl economiec life.
grignigg treding in preclous metals and foreign exchange is strictly

[#) o L)1 PN ’ '

It mat bo onphasized that meny of the aforementioned
meggures for ocoordination of the Soviet and Sntelllte economies have
been more spparent than real. No over-all effective sontrol hag yet
been egtablished. However, the framework and experdence for eventual
economic Integration is gradually being developed in the fields of
platgging, production, distribution, forcisgn trade, and ccoromic organi-
e o ' .
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(2) Economic Plans.
BSR

The Soviet fourth Five-Year Plan has as its primary objective
®the restoration and development of heavy industry and rellway trensport,
without which the rapid and effective recovery and development of the
entire national economy would be impossible,”

The iron and steel industry, to a large extent, sets the pace
for the development of all industry. 4ccording to plan, in 1950 the smelt-
ing of iron and steel and the production of rolled goods iz to exceed the
prewar level by 35 percent. Production of coal, petroleum and electric

power in 1950 is plammed to be 43 percent above the prewar figures. By
1950, t he machine-building industry is to have doubled its output as com-
pared with the prewar effortg The produntion of synthetic rubber is to be

. gdoubled.

Un the other hawnd, per capita production of textiles, footwear,
end hosiery in 1950 is planned et an average level of only 23 percent over
the extremely low prewar lewvel. In 1950, the per capita amnusl availability
of shoes and hosiery will be approximately 1.2 and 2,9 pair respectively,
if these plans are met.

The per caplita production of grain (predominant in ths Soviet -
diet) in 1950, if the production plan is met, will be about seven percant
below tha 1940 level.,

Including grain with vegeteble oils, sugar and fish, the average
per capita increase in production in 1950 as compared with 1940 is estimated
at onl,v six percent.

Despite the huge amounts of machinery, equipment, and raw
materials obtained as war booty, reparations or "imports® from Germany,
Austria, and Eastern European eountries, the USSR will require many imports.

Pereent Increase

1840 1950 over 1940,
Actual Elan :

(1n metric tons) ,
Iron 15,000,000 19,500,000 30
Steel 18,300,000 25,400,000 3%
Rolled letal 13,100,000 17,800,000 366
Coal 166,000,000 250,000,000 51%
Petroleun 31,000,000 35,400,000 e
Electric Power (Kmx)b'o bi1lion 82 billion 64%

- 12 -
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Satellites

Eeonomic plans for the development and gtrengthening of the
_various nations, controlled directly and indirectly by loscow, refleet
a high degree of uniformity in the broad objectlves,

In all countries the accent on the development of heavy
industry will be at the expense of the economic level of the aversge
congumer. '

\ , In those countries where collsctivization of agriculture is
to teke place, the Government's control over the agricultural economy will
be at the expense of the farmers! standard of well-being and freedom.

In the more industrially advanced coumtries, such as Czecho-
slovakia, Poland, and Hungary, the sccent will be on the production of
finished and semi-finished products, including mechinery, chemicels, trans-
portation equipment, and Tolled steel, In the irdustrially backward
comntries, such as Bulgaria, Rumanis, and Albania, the emphasis will be
on the extractive, metallurgical, and power industries.

' The role of foreign trade in Satellite plans is and will
continus to be, important to the attainment of these industrialization
goals; the composition of import requirements will strongly reflect the
emphasis on heavy industry. ' :

Bulgaria

The Bulgerian Five-Year Plan beceme sffective on 1 Janvary
1949. In this plen, greatest importance is attached to «panded capacity
and production in coel, electric power, comgtruction materials, metallurgical
goods, machinery, heavy chemicals and agrieultural machinery. Iight
industry is scheduled for relatively smeller gains, but is to be guf -
ficiently expanded to provide an exportable surplus. The over-all increase
in industrial volume for the five-year period is planned at 119 percent,
and heavy industry alone is to show a 320 percent rise, However; even

this impressive percentege advance will not give an industrial base to the
Bulgarian economy worthy of international note.

Under the plan, foreign trade is to supply a part of the
industrial requirements for machinery and materials. Although light
industry is séheduled for relatively small gains, it will be sufficlently
expanded to provide an exportable surplus to offset imports of heavy
industry. '

Czechoalovaldla

The bill for the Czechoslovek Five-Year Plan went into effect
1 January 1949, Primsry emphasis has been placed on the development of heavy
irdustry as opposed to light industry. The volume of Industrial output is

-13 =
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to increase by 57 percent, metal production by 93 percent, and the
heavymchinery industry output by 300 percent. Since Czechoslovakia
is already a highly industrislized country, the schievement of these
goals would add significuntly to Soviet economic potentisal.

Prior to the war, light industry vas & leading source of
foreign exchéenge. This mesns that some substitute for the prewar
exports of light industry must be found. The foreign trede plan is
organically 1inked with the economic plan, and the ability to import
{particularly from the West) will have considersble hearing on the
attainment of industrial objectives.

Hipland

Finland has no economnic plan similar to those of the USSR
or the Sautellite countries., Industrisl enterprise is btased on forest
_products, and leading industries are engaged in the production of lumber,
pulp, and paper,

As early & s 1945, the gross value of Finland‘'s total induse
trial production exceeded that of 1938 by 50 percent with the lumber and
wood=-products industry exceeding the 1938 level by 42 percent, in terms
of gross wvalue of products,

Finnlsh economy 1s strongly dependent upon foreign trade,
Current foreizn trade is being influenced by needs of shipbuilding,
mechunicel, electrical and wood-processing industries working for the
war repar&étion requirements, Only the surplus will be available for
export to other countries to obtuin furaignJexchange for the payments
of imports to Finland,

Jdechinery, trucks, and other aids to production accounted
for u large part of Finland's imports., It is conceivable, therefore,
that & total embargo on exports to Finlend might huve some effect on
industriel production, &t Finland's expense, however, rether than at
the expense of repurations to the USSR,

Soviot Zone - Germany

The Two-Yesr Plan of the Soviet Zone of Germany, adopted
30 June 1948, is almost completely unrealistic because it tukes little
account of prevailing conditions in the Soviet Zone, particularly the
acute shortage of rew meterisls. Virtually the only natumsl resources

of the arca are extensive deposits of lignite (brown coaul) and vast
reserves of potush,

. ..14..
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Overall production in 1950 is to increase 20 percent over
1948 to a level of 81 percent of that of 1936, 5teel production in
1950 is to be more than four times that of the low level of 200,000 -
tons in 1948, Lignite ocutput is to be raised to 123 million tons or
116 percent of 1947 output. However, there is little prospect of
significantly improving the economic status of the Soviet Zone unless
the USSR reverses its present dismantling end reparctions policies,
The labor force will be umple, tut machinery and equipment will be
inadequate,

Even though there may be increases in the production of
consumer goods, the population will hardly benefit, since reparation
puyments will probably absorb such inereases. In agriculture, the
Zone is reasonatly self-sufficient.

It is probable that & lurge proportion of inereuszes in
production of comnodities importsant to the USSR will result from an
inerease in productivity of labor btrought about through & system of
food incentives.

Hungery

1n 1946-47, Hungary prepared the Three-Year Flan for
recovery and development, Under its schedule, industry ies to exceed
the 1938 production level by 27 percent in 1949=50, The larzest ine
creases vwere to be registered in the production of mechinery (68 Ngre
cent over 1938), eleotric power (42 percent), chemiculs (40 percent)
and m:ning (38 percent). iiore specifically, annuel cocl output is to
reach 11,5 nillion metric tons, production of rolling stock &nd loco-
motives is to be 6,500 and 160 respectively; tractors ere to be turned
out: at the rute of 3,700 por enmum, end electric power cepacity is
scheduled to yiald two billion EuH annually. Steel output, by the
planning yeur 1948-49, should run about 800,000 metric tons annuslly,

As in the cases of Czechoslovakia and Polund, the success
of the plan hinges to & large degree on meeting the foreign trade gosls,
wachinery, industrial equipment, trensportation equipment, lumber, iron
ore, coke, sorup metals, non-ferrous metels, ferro~-alloys, cotton, and
wool are &ll marked for import.

Polapd

4lthough the output of consumer goods was sitressed in the
first years of the current Four-Ycar Plan (1946-1949), capital goods and
the extractive industries have been receiving increasingly greater stten-
tion in each succeeding year, This pattern of production, &ccenting
heavy industry, is similar to the economic trend in the other Satellite
countries,
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Largest increases over the prewar level of productiom are
essigned to coal, coke, electric power, locomotives, rollingstock,
- agricultural equipment, and chemicals, Steel and met&l warking machinery
are also merked for sizeble sdvances, In general, the per capits pro- .
duction of producers' goods should be 250 percent above the 1938 level,

As a partiel indication of actuael industrisl strength,
Folish industry by 1949 should be producing 8 billion HWH of clectric
power, 80 nillion metric tons of coul, 1.5 million metrie tons of rolled
steal, 300 locomotives, 14,800 freight cars, 6,550 pieces of metsl and
woodviorking maechinery, and 92,000 metric tons of sulphuric scid,

' Considereble dependence is placed on the forsign trode .
section of the plen which in the lust yeer, 1949, is to provide sub-
stantlel quantities of raw muterials end investment goods through imports,
Foreign capital is presumed to make up 15 to 20 percent of the investment
total, - ‘

Rumepia

Rumenia has prepared no long-rénge economic plen similar
to trose of the other Satellites. Immediate objectives have been announced
in a One~Year Plan for 1949, with primary emphesis assigned to the develop-
ment of heavy and extructive industries. Nore specifically, this includes
significant incretses in the production of crude oll, iron ore, cast iron,
processed metal products, agricultural machinery and implements, cosal,
lumber, cement, ceustic soda, sulphuric acid, lampblack, and cotton and
woolen textiles, Of these industries only petroleum has any resl- inter-
national significance, &nd Rumania'e industry in general is still in the
incipient stapge of development, .

The export~import program is an integral part of the plan
and the expansion of trade is essential to the attaeinment of the plan
objectives,

Iugoslavia

' a4t the inception of the Five~Xear Plan in 1947, speeches
by Tito, Hebrang (Chairmen of the Federsl Planning Commission), end
Kidric (iiinister of Industry), &ll emphasized in the s trongest terms
the contention that the foundetion of the Plan is increused production

for heavy industry, mining, electrificetion, and the rehabilitation
and new construstion of communicetion and transport facilities.

These objectives were restated by Tito in a speech on
26 Lovember 1948, in spite of his eduission of difficulties arising

- 16 =
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.from the changed relations with his former allies, He suid, "The main
target for the 1949 phase of the Plun will be capitul construction in
basic heavy industries and housing fqr thc repidly increasing industrisl
populetion.” He strongly asserted that "locul interests much not dis=-
locate the generel plan" and added "after we have erveted the basic con-
ditions of our jpdugtrislization.....then ve will throw ourselves into

production of griicles needed by our people."

Combined planned production of industry, wining, and
electric power in 1951 is to be almost five times the 1939 level, with
industrisl production &t 64 percent of total production in 1951 es compared
with 45 percent in 1939, Of total industrisl output the production of
capital goods in 1951 is to be 57 percent of the totsl while the production
of "consumption 1tems" is to be 43 percent, This is an exact reversal of
the situstion in 1939.

Strong efforts are being made to expand vitelly-needed foreign
trade, particularly in view of the fact thut the USSR has reduced the
volume of trade with Yugoslavia by seven-eighthm, Yugoslavia has recontly
executed & 120,000,000 short-tern trade agreement with Great Britein,
with provision for negotiation of & long~-term sagreement. Yugoslevia is
also trying to expand trade with Switzerland; Sweden, and the lLetherlands.
& slgnificant item, under Belgrade date line of 23 Junusry 1949, is the
reported shipment from Yugoslavia to the US of $3,676,000 viorth of none
ferrous metals since 1 Deceiber 1948, an amount almost equal to similar
total shipments in the yesr 1947.

-7 -
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L. Political Goels,

Orthodox Commmnist doctrine considers the cepltalist systen a
declining civilization, to be replaced by the Ymocialist" system, and
precludes the possihility of the enduring coexistence of the tuo,.
Implieit in this doctrine is the unchangeable goal of Soviet foreign
policy: eoventunl donination of the nptions of the world through uni-
veraal acceptance of the Corrmmist ideolopy as it is interpreted in .
liogeow, Whilc the means by which this pozl is to be attained will vary
from region to geglon, the Kremlinfs basic policy in Europe is believed
to be the completc congolidation of Toestern Turope, including East Gere
many, as a bridgehead vitel to Soviet security. This consolidstion can
be achieve: only by~ suppressing nationrlism in the area. The Cominform
vas organized to achieve this along with politicel confomity. The
orgaenization of an Economic Councill formnlizes econonic coordimmtion.
The possible future esta’lighment of a Defense Council —= following the
conclusion of a lorth Atlantic pect — may well coordinate the Satellite
arce militarily under Soviet Cormand,

Finland vhere the Kremlin has not yet estahlished politieal con—
trol is as yet fireec of the depree of integration r chieved in other
Satellltes, though the USSR may decide, at its leisure, vhen and how to
establish such control,

Yyroglavia, h:oving once been a leading satellite, resisted the
Kremlin's exploitation and withdrev from the orbit, with the result thot
initial measurcs for economic intepration and militery coordination were
interrvpted. Since there 1s no chance for an irmediate reoturn to the
Muscovite canp, Yugoslavie will remain, for the time belng, outside the
ares of Integration, even though it has not relinquished its theoretical
oprosition to Western "imperialism', : ’

East Germany is scheduled for eventual integration into the Soviet
orbit. The USSR must, therefors, attempt to break down Germsn nationalism
and to develop reliable Commumist elements for the assumption of eontrol.
Communist political control is essential for any effective cooperation
between East Germany, Poland, and Czechoslovakia, particularly in the
fleld of economic planning,

I% 1s believed that economic and militery assignments to implement
Soviet plans. are given anywhere within the security-zone on the basis of
specific needs. With nationalistic rivalries eliminated, Eastorn Europe
will be organized as a unit, and the resources of the area == politieal,
economic, and strategic == will be pooled and distributed under orders
from Moecow, '

18 =
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With the exception of the USSR and Czechoslovakia, no
country in the Soviet orbit appears to have facilities capable of producing
all its requirements of mechanical and electrical machinery for generating
electric power. To meet these requirements, there must be access to (a)
foreign markets, which, for the principal items of electrical equipment
are virtually limited to Western Europe, the Brltish Isles, the Scandinavian
countries, and the W3 (b) reparations and requisitions; and (¢) mutual
assistance within the orbit.

It appears that since the war, the USSR and Czechoslovakia
have not only restored but also somewhet augmented their electrical manu~
facturing industry and should, therefors, be in a position to render some
assistance to the Satellites. The amount of this assistance eannot now
be accurately measured, however, and it would be seriously affected by
restriction of imports from forelgn markets, which are now important sources
of electrical equipment,

.Finland, Polend, and Hungary have significant electrical
manufacturing industries, which, however, are not large enough to be of
material assistance to the other Satellites. The remaining countries of
the orbit are lergely dependent on outside sources for hsavy mechanical
and electrical machinery and equipment,

The oft repsated objective of greater mechanization and
electrification of manufacturing processes camnot be attained without
adequate supplies of electric power. TWhile old methods can still be - .
relied upon, production goals, based on greatly increased usge of electricity,
cannot be reached without it.

The cumulative effect of an early total embargo of exports of
electrical machinery and equipmont, such as steam turbines, water wheels,
large generators, and boller sheets and tubes, would almost surely be
feilure to reach industrial goals in all the orbit coumtries, with the
possible exception of the USSR itself, For example, assuming that the
USSR apd Czechoslovakia can take sare of themselves and render some assis-
tance to the Satellltes under present conditions, if needs now met from
asources outside the orbit were borme by the manufascturing facilities of
the USBR and Czechoslovakia, they could not meet the added requirements
avd still realize their own industrial expansion plans.

A total embargo, aside from its immedlate result~-failure to
reach the plamned industrial goals--would also have collateral effects
on transportation and agriculture in that 4t would slow up railroad and
rural electrification. Continued restrictions on electric power would
contribute to labor unrest and create conslderasble inconvenience, parti-
cularly in the larger urban centers. This could have a serlous effect on
morale, particularly when accompanied by continuous pressure to mest
planned deadlines.
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R has extensive manufacturing facilitles for heavy
mechenical and electrical machinery capable of produeing the largest
sized turbines, generators, transformers, boilers, and boiler tubes.
Although the Soviet Five-Year Plan envissges tremendous increases in
the installed capacity of electric stations (doubling the prewar plant
capacity by 1950), the progress to date has been brought close to the
goals by Soviet manufactm'ing ability plus reparations, requisitions,
and foreign purchases., The TESR is stlll buying from Vestern countries,
but electrical purchases from the U5 have fallen from $44 million in 1946
to $54 million in 1948, probably asaresult of U8 restrictions, The great
volume of new equipment required to meet the Plan for the Electrle Industry

probably precludes much "leeway® for foreign defaults or domestic deficlencies.

'

Albapia is entirely dependent on imports for additions to its
electrical facilities and could be of no assistance to other orbit countries.
However, curtallment of imports of such equipment would have little effect
on Albaniat's predominently sgricultural economy.

depends largely on 1mporta for additions to its
electric facilities. Present demand for electric power is far ahead of
supply, particularly in the Sofia area. Plamned hydro development, already
behind schedule (30 percent of the goal), would be seriously affected by
en embargo.

Czechoplovakig is probably the most nearly self-sufficient of
the Satellites, not only in the supply of electric power but also in its
abllity, in the event of an embargo, to continue additions and replacements
to its plant capacity. Czechoslovakia is now exporting such items as large
atean turbo-~gensrators, elsctrical measuring instruments, and switchboard
equipnment. In 1948, a 25,000 KW and a 45,000 KW steam turbo-generator were
shipped to Denmark by the Skoda Vorks, In July 1948, exporits of Czech
electrical apparatus reached the highest point since prewar, and if the rate
for the first seven months of 1948 could bs maintained for the rest of the
year, the 1948 exports should almost equal those for 1946 and 1947 eombined.
Czechoslovakia is, therefore, pre~eminent among the Satellites in the pro-
duction of electrical equipment.

In Finlond, demand for olectricity outstrips supply, and the
Finns are strenuously trying to add to their hydro plant resources. This
program would be seriously affected by an embargo because Finland is now
attempting to buy in all foreipgn markets, including US, to supplement its
own manufecture. Eleetric power restrictions are now in effect, and the
paper and pulp industries, backbone of the Finnish economy, are being retarded
by the shortage. Lack of power will probably result in failure to meet
requirements for heavy reparations to USSR ($300,000,000 in manufactured
goods by 1953),

In Hungary,although there is considerable manufacture of heavy
machinery in the Budapest area, it is not enough to meet the electric ex-
pansion planned for Hungary., Present imports of electricel machinery,
principally from Czechoslovalia and the USSR, would dry up in the event of a
total em'bargo.

- 20 -
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M is in a relatively good position in electric power
supply, but still doecs not have enough to meet the demand if the plan is
to be met, Most Polish electric power is generated in thermal plants in
vhich the boiler and steam aquipment is reported to be old and in poor
condition, requiring extensive replacements and additions, much of which
must come from outside souxrces. Boller tubes are a particularly critical
item since they require alloy steel as well as speecial care in manufacture.
The Polish Govermment now has cn order a 60,000 KW steam turbine from
Switzerland, as well as large boilers and high-tension switching equipment
from western Germany. An embargo on electrical generating equipment
would qulckly be reflected in a shortage of power and a redustion in coal
production, the latter the most lmportant item in the Polish economy. Iack
. of sufficient coal would not only have a serious effect industrially on-
Poland and the neighboring orbit countrics but would also reduce Poland’s

prime source of foreign exchange.

Rupania 1is almost entirely dependent on outside sources for
heavy machinery and electrical equipment. It has only a small manufacturing
capacity and ean therefore be of little help to the orbit ecoumtrics, The
Rumanian economy will be less seriously affected by an embargo thsn most
of the other Satellite economies since it is less dependent on electrie
power, However, fallure to develop the power industry will seriously
retard plamned industrial development,

2] o
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(2) Potrolem.

Insufficient refinery and oill-well equipment with which to
meet the planned exploration of new flelds and planned production of high-
grade refined produsts, constitutes the major difficulty of the Soviet
oil industry. Thies industry has never been self-sufflicient in oll equip-

ment and has had to rely heavily on foreign countriss, especlally the B,
Another adverse fastor is the Soviet limitation in operational efficiency
and maintenance caused by a shortage of skilled workers and proper repalr
facilities,

Although the WSSR is apparently fulfilling its crude-oll pro-
dustion goals, the shortage of high-grade refined products indicates that
up-to-date refining equipment continues to be the outstanding deficlency
in the Soviet petroleum industry. This deficiensy, which retarded the
prewar developmont of the petroleum industry, was aggravated during the war -
by destruetion of plants producing refinery equipment and by conversion of
oil-cyuipment plants to armament produetion. Recent 18 restrictionsz on the
export of petroleum equipment and produsts to the USSR have also been effec-
tive 1n bringing about this shortage.

Soviet refining capacity now exeeeds crude oil output by about

forty percent, but, becauss of the restricted cracking plant capacity and
limited plant flexibility, high-octane gasoline is in relatively short
supply and will continue to be for several yzars at least., Catalytic
crseking fasilitles are very limited, Domestic production of improved
crasking units 1s still in the experimental stage, introdused only after
the end of the war with the shipment of four Howdry units under lend~lcase,.
The orders for two plants were canselled at the end of the war, and the
general lack of teehnical askill in the Soviet petroleum industry will
obviate full utilization of the two completed units. This shorteoming is -
evidenced by Soviet overtures for teechmical assistonce from the US companies
that took part in installing the plants.

The lend-~lease refincrles represent only four percent of the
total erude-intalke plants in the USSR; yot because the Soviets had ne
catalytic cracking umits prior to their receipt, they take on s special
significance, Withholding shipments of this type of squipment from the BB
would not only have the effect of restricting Soviet produstion of light
fractions, particularly high-octane gasoline, but would also accentuate the
present shortage for several years. (Reported completion of the first
Soviet-made catalytic units indicates that the WSSR is attempting to pro-
dues equipment in imitation of the American Houdry umits.) -

Also in short supply are pipe;, drilling equipment, fabricated
stesl, and other material required for Soviet crude-oil production. Increases
in crude output achieved in 1943, however, suggest that there has been some
improvement in the supply of this equipment.
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Since the plammed expansion of the petroleum industry
depends on the availability of equipment, the USSR has placed heavy
emphasis on the rapid development of the Soviet oil fleld equipmeut
industry in order to lessen Sovist dependence on foreign sources of
supply. By 1950, Soviet oil-field equipment production is planned to
be 2,5 times the output in 1940, with a considerable increase in the
variety of items manufactured, An indication of Soviet requirements
may be found in the $10 million worth of equipment shipped to the USSR
from the US; about half was drilling equipment, and the remainjer cement-
ing and prospecting equipment. A shortage in fabricated steel and
measuring and eontrol instruments will further hinder the expansian of
oll equipment production,

~ The Soviets have improved their postwar supply of oil field
equipment by dlsmantling oil field facilities in the Satellites. The
difficulties now being encountered in the Rumanian oll industry ave
attributabls to the removals of large and diversified types of oll
equipment from Rumanian oil fields. In Austria it has been reported
that the Soviets in 1945 removed eighty percent of the oll-well drilling
and field maintenance equipmont. It is also estimated that the Soviets
dismantled in Germany synthetic fusl equipment totalling approximately
© 1 miliion tons in refined products eapzeity.

Recent Soviet trade arrangements with Czechoslovaiia and

Sweden indlcate that the Soviets are concentrating particularly on obtain-
ing pipe and tubingsfor their oll fields. Czechoslovakia 1s expected to
deliver 50,000 tons of oll-well tubing by 1952. Sweden 1s scheduled to
deliver 955 drills by the end of 1953, or an average of about 160 drills
per annum for a six~year psriod. A4 recent repori indicates thal the Czechs
have concluded another trade egreement to deliver more oil field equipment.
This Czech-Soviet negotiation, however, may have merely clarified the
amount that was to have been delivered under the previous arrangement.

While the Soviet Union is expected %o coniinue importing
badly needed oil field equipment, it will probably make a gesture of supply-
ing oil field equipment to: Poland, In view of the shortage of equipment
in the Soviet Union, it is doubtful if these shipments will indicate that
the Soviets can adequately assist the Satellites in overcoming the critical
shortage of their petroleum equipment.

TS shipments of approximetely $64 million worth of petroleum
equipment to the USSR during 1941-194/ was & decisive factor in keeping -
the Soviet petroleum industry in operation. U8 shipments from 1945-48 of
some $44 million worth of equipment aided the Soviet oil industry to a
point where the present production has reached the 1941 level, A conbinua-
tion of such oil equipment shipments to the USSR would ald the Soviets in
production and increase ths rate of expansion,
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A %estern embargo on oll-field and mfinery-equipmem
shirments would not drastically hemper present Sovint oil produsiioca,
Rather, this aetion on the part of the i‘Iest vould be iunstrunentsl in
niting Soviet oil £ield explarwticn and exploitatlon, wonld dslay ex-
ponsion of refinery facilities principaily for the production of Nigh=
cgtane gasollno, and wouwld glso delay any Soviet schemes of stoclnpi.ling
strategie qusrtities nof high-octane gasoline and lubricants

Satellite production of crude oil 1s sufficient to meetb
prosent requirements; however, there are definite shortages of spesial _
refining equipment for the preduction of high-octans gasoline and certain
other petroleun produvets. Aviation gasoline is so inadequate that 1t
has been necessary to curtall sharply a1l <ivil aviation in Cuzechoslovakia
and Tugoslavia. Motor gesolime is in ghort supply in Bulgaria, Crzechoslo-
vakia, Yugnslavia, and the Soviet Zonz= of Germany. Thers is a geunsral
shortage of lubricating oils throughout the entire Soviet bloec.

The suscess of the various ¥Plans® depsnds chiefly on the
ability of the Satellites to obtain nachinery and equipment. 4s s reault
of the premature exhaustion of reserves in Rumanis, the future of its
petrolewm industry hinges on its ability to obtain drilling and refining
equipment for the dewvelopment of new £ields. The same is trus in Hungary
and Cuechoslovakia, Because sufficient nashinery anmd equipment cannot
be obtained within the Soviet countries, thsy huve heon foreced to turn %o
the West, Rumenia, espscially, cannot hope to attain the goals set unless
it obtains rigs, motors, tool joints, drill collars, bits, drill pipe,
casing, and other speeialized equipmerit. The ®Mcst® synthetic gasoline
plant in Czechoslovakia is operating at only a fraction of copacity as a
result of its fallure to obtain equivment promised from the French Zone
of Germeny. Efforts to obtain the necessary machinery and squipment made
In the UK, the 5, Sweden, Switzerland, Italy, Fronco, Belgium, Brazil,
Bizone of Germany, and the French Zone of Germany have met with little
success, A numbor of trade agreements between East and West have included
oil equirment. Az far as can bo ascertasined, however, no significant
anounts of oll equipment have been recelved :!.n the Satellites from the ,
West aince eariy 1948. At that tine the US seut a shipment to Constanta,

Since the Tito-Cominfornm break 5 Tugoslavia has been forced
to turn to the West for erude petroloum and products. Its efforts have
been asuccessful to some extent. Purchases have reportedly been made in
Triests, Tangler, the Middle Esst, the TK, and Itely. The U8 is consider-

ing the shipment of lubricating oil and grease to Yugoslavia. An embargo
on such shipmeunts would bs very seriouvs for Yugoslaria, but would have
1little or no effect on the USSR, ' o
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{3) Ilron and Steel and Ferro-&llovs.

The Soviet orbit could use considerably mere iron and
steel but will be able tomnege with present output even though this pro-
duction is not meeting the ambitious economic plans of the bloc., High
quality iron ore is the principal deficiency of the Soviet bloc.

Both the Czechoslovakian end Polish iron and s teel indus-
tries are dependent upon large imports of Swedish irom ore for mixture with
orbit ores to improve the quality of the furnace feed. Instuallations and
equipment in these countriles are designed and constructed for processing
mixed ores of this kind and cannot be easilyedapted to handledlons the
lower grude and lower quelity ores available in the bloc,

Rolled end semi-finished steel products from Poland and
Czechoslovakia &re an important contribution to the Soviet wur potential,
Cessation of shipments of high-grede iron ore from Sweden to Czechoslovakia
and Foland would paralyze the steel industries of these two countries and
indirectly viould seriously affect steel production throughout the Satellites.
From two to three years would be needed before complete conversion of equip-
ment could be maede to utilize low-grade iron ore.

Satellite countries are basing their steel plant moderni-
zation end expansion plans on imports of installations &nd equipment from
the Weat, principally from the US and the UK. Inability to procure this
‘mechinery and equipment is retarding significantly the achievement of ob-
Jectives. Unsuccessful Soviet attempts to import such equipment from the
west are also contributing to the Soviet failures to meet planned gbals
for steel production. Totul embergo against the bloc would retard expan-
slon even further. This zetlon would force the USSR elther to help the
Setellites materially at its own expense or to accept & lesser contribution
of the vatellite countries to the overall production of the Esstern bloc,

USsR

USSR steel production in 1948 is estimated at 17,4 million
metric tons and will at most reach 20.0 million metric tons in 1949. This
compares to 1940 steel production of 18.3 million metric tons, It is mn~
likely that the 1950 goal of 25.4 million metric tons of steel will be met,

Liniting factors in Soviet steel production are: 1inade~
quacy of convenlently located quality coke, difficulties in the production
of metallurgicel equipment, inadequate techniecul knowledge and ability,
shorteuges of certein ferro-alloys, and inadequste transportation facilities
to handle requirements &and production of the iron and steel industry.

- 25 -

Approved For Releasc" &R ®)p78-01617A000300280001-4



Approved For Release : CIA-RDP78-0161@00300280001-4
o’/ SRGRHas

The total embergo on the shipment of metellurgicel
equipment from the vWest would impede the realization of ths Soviet steel
expansion goals,

goviet Zone of Germany

Although the steel production of the Soviet Zone of
Germeny is relatively small, it is & contribution to the total steel pro-
duction of the Soviet bloc. In addition, the Zone has slzeable quantities
of acrap, much of which is shipped direct to the USLR,

Albgnia

Albania hses no iron and steel industry. 4an insignificant
quantity of chrome and mangenese is mined.

Bulgarie
Bulgsria haes no iron and steel industry, but it does have

rich chromite deposits, scme mengenese ore and & small coking industry.
Expoarts are for the Soviet bloc,

Szechoslovaicia

- The Gzechoslovakian iron and steel 1ndustry, vhich pro- ~
duced an estimated 2,370,000 metric tons of raw steel in 1948, is of parti-
cular importance. to the bov:s.et bloc becsuse of its production of special
gteels and products plus the technical skills irvolved in processing, The
coke industry is well developed and provides & surplus for export. Iiron-
ore mined in the country 1s of & low graede and must be supplemented by
large high-grade ore imports from Sweden and & lower quality from the USSR.
In 1948, an estimeted 937,000 metric tons were produced in Czechoslovakia
which was augmented by imports of 1,026,000 metric tons from Sweden, 400,000
metric tons from *he USSRand 20,000 tons from France. Since Czechoslovakian
biast furneces are designed to blend high~grade Swedishi ors with the lower
grade, cessation of shipments of Swedish ore would paralyze the nation's
heavy industry until changes were nade in the furnaces to permit the use

of only lower grade ore,

Czechoslovekia is negotiating to import 1,300,000 tons of
Swedish ore in 1949, but Sweden has offered only about half of that amount.
Wwith the view of future independence from ore imports from the iiest, the
Czechoslovak Governnent is plamning the construction of blast furnaces in
Slovekia to utilize native, low=grade iron ore. Thus Slovskien and Soviet
tron ores would form the basis of the steel industry in Czechoslovekia,
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Scrap ie in short supply in Gzechoslovekla, and attempts
are being made to import serap from Bizonla and the Soviet Zone of Germany.

‘ In 1949, an estimeted 800,000 tons of rolled steel will
. be shipped to the US5R. Embsrgo on the purchese of installations and
equipment for the Cgech steel industry and on the shipment of high-grade
iron ore would have serious effect on the Czech steel industry. It would
Pffect,_indirectly, the Soviet heavy industry. - '

_ Zipland

Finland, which processed &n estimated 85,000 metric tons
of steel in 1948, imports coke, iron ore, pig iron, crude steel, scrup,
rolled steel and ferro-elloys in varying amounts from both western and
Soviet bloc countries, Restrictions by the Viest on such exports would
significantly reduce production. Such restrictions, however, would have
1ittle effect on the USoR except that the Soviet bloc would have to sup-
ply Finland's deficienciss, .

Ay

Hungary

' Expansion &nd modernization of the Hungerien iron end steel
industry, which produced an estinated 650,000 metric tons of raw steel in
1948,depends largely upon imports of machinery and equipment from the Vest.
Such expunsion could provide rollsd steel for the USSR and other Soviet bloc

countries,

Poland

Poland produced &bout 1,800,000 metric tons of raw steel
last year, but its emple reserves, of low-grade iron ore must be supplemented
with large quantities of Swedish ore and lesser amounts from Norway end
Frence. Scrap is in short supply tut could be made up within the Soviet
bloe. Discontinuance of highegrede iron ore exports from the Viest would
necessitate major changes in furnaces to permit the exclusive use of lower
grade ores. ' ' .

Bumania

Rumania's iron and steel industry is relatively small.
Production amounted to only 183,000 metric tons in 1947, and depends on
imports for metallurgical coke, iron ore, some pig iron, crude steel and
rolled products, IHowever, Rumanie ships large emounts of uangtnese to the
Soviet bloc countries,

Rumenia needs imported installations and equipment to
rehabilitate and expand its iron and steel industry. :

-27 -
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- Ingoslayla .

© In 1948, sbout 8C percent of Yugoslavia's iron ore pro-
duction of 613,000 metric tons was exparted to the USSR, Rew steel pro-
duction was estimeted at 235,000 metric tons in 1948, The country is
entirely dependent on outside sources for metallurgicel coke, and to meet
the 1949 coke target more than 500,000 metric tons will have to be imported.
Yugoslavia heas & large exportable surplus of antimory and also ships out
some manganese, but it is dependent entirely on foreign sources for other
ferro-alloys. :

Expansion of the iron and steel industry requires machinery
and equipment imports from the West, Immediate needs are & blooming mill
and coke plants,

-~ 28
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(4) lNep-Ferzous listels.
Tin.

It is estimated that Soviet tin production in 1949 will
ba wmder 2,000 tons while requirements will total at least 17,500 tons.
In the Satellite States there is practically no production, Inability
of the USSR to oblain tin under the allocations procedure of The Combined
"Tin Committee has consequently foresed the Soviets to obtain it by smuggling
from southeast Asia and Ohina

A total embargoe would be felt almost irmmedistely by
the entire Soviet bloe. At present, apparent tin comsumption in Czecho-
slovakls and Hungery 1s greater than the CTC allocation granted them. In
19/8 the situation was as follows:

Allogcation

o {Torg Tona? (InnggionsF

Czechoslovakisa 2100

Finland | 240 S 250
Hungary 720 162
Poland 1200 2125
Rumania o 180
Yugoslavia _ - 420 : 610

' The balance B made up from small imports from ERP countries
end the Soviet Zone of Austria and from the smuggling from southeast Asia
and China, The present search for new sources of supply and the increase
in purchases demonstrate the seriousnuss of the shortage within the orbit.

Copper.

While primary production and secondsry recovery of eopper
in the USSR mey equal 250,000 tons in 1949, requiremsnts will run from
300,000 to 350,000 tons., The lower figure may be nearer the mark because
alurinum has been svbstituted for copper in many instances,

Imports from the Soviet Zone of Germany, and repe::ations '
in copper from Finlend ease the need from other sources, If it could
elso be procured from Yugoslavia, there would be practically no shortage.
Thus far, copper has been obtained from Belgium, Norway, and Chile. Sig-
nificant quantities have been obtained through the Satellites. Finland
has been shipping copper to Russia, and, in turn, importing it from the
- Test to meet 1ts own industrial needs. Czechoslovakia exports copper to
the USSR in the form of manufactured articles,

The supply of copper within the Satellite countries is suf=-
ficient to meet their requirements, if Yugoslavia makes her resources
aveilable for, with the exception of Poland and Hungary, the Satellites are
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all partly self-sufficient in its production while Yugoslavia has g
-surplus for export. -

A total embarge would cause the Soviet orbit to restriet
the use of copper. If Yugoslavia were to withhold its supply frow the
Soviet bloc entirely, the shortage would be seriocus. In view of Yugo-
slavia's trade shift to the West, it is doubtful that the Sovist bloo
wlll receive sufficlent supplies from that source.

Load.

4s a result of low mine produstion and metallurglesl Jiffi~
culties, lead production in the USSR during the war fell off considerably.
Mine production now is probably higher. The metallurgical problems have
been largely overcoms, but the UBSR will still be unable to supply its
needs, - Poland and Germany will make up soms of the defieit, and Bulgaria
may also help, but unless imports are obtained from Yugoslavia, there

will still be a deficit. As in the case of copper, lead ment to tre
Satellites will help the USSR directly and indirectly.

The Satellites are fairly well supplied with lead. Yugo-
slavia end Poland have large supplies, with a surplus for export, Rumania
is self-sufficient and Czechoslovakia partly so, Bulgaria can supply a
quantity of leed ores for export, Hungary depends mostly upon imports,
some of which can be obtained from the Soviet Zome of Germany, These
supplies, plus available secomdary lead, should meet Satellits require-
ments, '

An embargo on lead would csause an scute short’age in the Sovie:
orbit wnless substantial quantities could be obtained from Yugoslavia,

At the present time it 1s unlikely that Yugoslavia would be willing to meke
up this deficit. :

- 30 -
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(5) Cuenlcals.

_ Prior to World War II, all of the countrics of Eastern
Europe were depondent upon Germany for most of the chemicals essendlal
to their economy, with the prineipal exception of a fow basie heavy
chemicals largely used for the manufacture of fortilisers or in their

linited heavy industries, It was the plan of the I, G. Farben to galn

complete control of essentisl intermediates, dyes, drugs, phamaceuticals 9
and many essentlal sclvents, A gubstantial part of the German chemical =
industry was located in what is now the Soviet Zone and in the present
western provinces of Poland, MNost of these plants were destroyed or
seriously dameged during the war. The remainming usable equipment was
claimed as reparations after the war by the USSR and the Satellites.
In addition, a part of the equipment in the chemical plents of the 1S
and British Zones was e¢laimed for veparations,

. - [ J
- The USSR realized the necessity for chemicals, both for the

civilian economy and for industrial mobilization to sustain a war, It
was also malized that the Satellite countries must have basic chemieal
produetion in order to supply the needs of agriculture aend in order to
utilize the chemical by-products from other industries, such as coke ovene ’
petroleum refineries, and gas plants. Hence, wder the reparations agree-
ment, removel of plants and squipment to the UWSR amd the Satellites
was effected for these expansion purposes., In expanding its own chemical
produetion, there is evidence that the Soviet Union plans restrictive
production of certain products in the Satellites in order to incraase
their depondense and to control the production of chemicals s &8 did X.G,
Farben before the war, Since much of the reparations equipment was
museble by the time it arrived at its destination, the Soviet Unicm,

according to reports, is supplying new and heavy squipment from its omn
proeduction, o

The Soviet Union has hed the assistance of German sclentiste
and engineers in designing, rehabilitating, and operating its chemical
plants. In view of this technical help it is safe to assume that the
USSR has a large volume of producticn of basic chemicals and that the
quality is improving, (Tomnage production of most products s however, is
from 1/5 to 1/3 of that of comparable products in the US,)

' Prior to the war, most Soviet chemical plants were of Germdn
design and used German equipment. Although some useful equiprent snd
spare parts were obtained umder reperation, in view of the destruction of
Germen plants manufacturing chemical equipment, it is doubtful that the
Soviets can obtain other parts or units and must, therefore, manufacturs
these required spare parts and nev wmits themselves,

This will be a tremendous undertaking., Glass-line equipment ,
special valves, recording and control apparatus, many speeial alloys for

speclal use, reactors, and vacuum and pressure pumps will be needed, A1l
of this equipment requires specialized knowledgs, techniqueo, and sk.illed

w 3] e
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labor to manufacture, and it is questionable whether the Soviets can
perform all of these furctions, None of this specialized equipment is
produced in any of the Satellite nations, with the possible excoption of
limited production in Czechoslovakia, Therefors, without the importation
of special equipment from the West, Soviet chemical production in many
lines will become steadily less efficient until such time as the USSR has
the industrial knowledge and the capacity for supplying the needs. A
striet priority on requiremsnts will have to be set UPe

In spite of the expansion of the Chemical Industry, 1t is
improbable that the Soviet Union makes all of even the most essential
chemical products, There 1s little likelihood that the USSR will be able
to noke up any chemical deficilencies from the Satellites for. many years
to come, '

Poland

Prior to the War, Poland produced limited tonnages of heavy
chemieala, primarily for tho fertilizer industry in the easiern provinces,
Poland was, therefore, dependent upon Gernany for most organle chemicels,
With the transfer of this territory, thoss plants not destroyed were lost
to the USSR, but in return, Poland obbained a large and eomplex chemical
potential ia the plants. located in the former East German territory, Although
reportedly 80 percent destroyed, many of these plants have besn rebuilt and
rehabllitated with roparation equipment. In consequence, sufficient heavy
chemicals such as sulphuric acid, alkali, and aleohol are now produced to ‘
meet the agricultural and heavy-industrial economy, In addition, plants for
recovery of basie coal~tar produets from coke ovens huve besen started. Benzol
and toluol in excess of netional requirements are being produced, and some
Benzol 1s being offered for export, even to the West., The British trade
agreements recently sigoed will supply a tonnage of wmaspeeifiod chemicals
sssential to the new Polish industrialized economy, Deecauss the Poles re~
ceived insufficlent emoumts of squipment from reparations o tho USSR is
supplying Poland with some necessary heavy equipment., It i1s believed that R
for some time to come, the USSR not only will receive little benefit from
the Polish Chemical Industry other than some ecoal-tar intermediates, but
will probably be forced to send equipment and certain findshed products into
Poland in order to keep up Folish economy, : '

Czechoglovalda.,

The Czachoslovokian ivdustries were dependent upon the German
Chemical Industry for thelr essentisl fins chemical requirements, A limited
tomoge of heavy chemicals nessssary to the fertilizer and soap indusiries
mwas produced, however, Since the war, there has been in Czechoslovalda a
definite realization that a Chemical Industry is essential to inmdustrial
recovery, and efforts are now being made to install capacity sufficient %o
satiafy these needs within the next %vwo years. Organie intermediates will be
obtained from Poland over and above this production., The Czechoslovakiang
plen to produce a substantial share of dyestuff requirements. Pharnaceutical
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product:.on is be:.ng axpanded, and at present the 'l.axgewo..,lme produsts
representing about 10 percent of the number of the essential pharnasceutical
products are being produced. The balance must be obtained from the West,
The country can help the USSR in only a limited marmer for many years.

From the mobilization starﬂpoint, produetion of e.;s-;ential nilitary
chemicals is negligible,

Rumanis

Production of chemicals in Rumanie is extremely small. The
total annual prndv.ctma of sulphuric acid necessary for fertilizer pio-
duction axd used in-almost all industries is less then one-half day's pro-
duetion in the Wy in fact, practically all chenmicals must be imported.
Companies jointly owned with the USSR have been combined to produce fertl-
llzere and a few basic chenmicals, but the USSR is controlling production
gnd supply of all other products, Additional carbon black prodmticn is
belng installed to satisfy Sovleb=bloc needs,

Bulgards

Bulgaria 18 not an industrlalized country, and like the rest
of the Balkan nations, was formerly dependent upon Germeny for chemicals,

- Sulphuric acld and atmospheric nitrogsn plants are being installed to

produece fertilizer chemicals,

In summary, although a conpletec embacgo of Idst JA and 1B will
impede the dewvelopment of Soviet blee industry end ag;ricu bure, it will
also enpbaaize the nscessity of accelsrating the installation of capasity
to produce the gsgentiial chemicals., For instance; to make up the serious
shortage of earbon black, the USSR, having the necessary raw materials, can,
glven time, produce sulficient qumltititss to meet internal requirements. In
the case of the chemicals essential for propellents and military explosives
in 1ist 1A, the USSR, having dye-plafitd and nitrating kmowledge, can meke
these materials if forced to do so.

w33 -
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(7) Izepsportation.

~ Railroads are by far the most important transport facility
in the Soviet bloc and accoumt for the movement of about 90 percent of all
inland freight traffic, 411 transportation facilities in the ISSR and
Satollites were severely damaged and disrupted during the wer but are now
moving frelght traffic at about the prewar rate.

In 1948 tho Soviet and Satellite railrosds carried a total
of appraximately 481 billion ton kilometers of freight, amounting to 98
percent of the annual ton kilemeters earried just prior to the outbresk
of the war, The USSR alone earried 417 billion of the above total amd
virtually equalled the prewar level, A significant faotor in postwar
traffic development has been tha greater average length of haul as som-
pared with prewar which requires more transportation per ton of freight
originated., Thercfore, while total transportation produced measured in
. ton Iilomsters is now nsar prewar levels im the entire area, the total tons

originated is lagging behind eomewhat. (See Appendix I)

Plans exist in nesrly every country, including the USSR, for
ambitious increases in freight trafiie accompanied by increases in %he
inventory of motive power and rolling stock, extension and double tracking
of rail lines, and in some cases rallroad electrification, The Soviet Union
is plamning for a total of 532 billion ton kilometers of freight traffic
in 1950, an increase of 27 percent as compared with 1948, The Satellites
plan inereases during the immediate future ranging from 12 percent im
Hungary to 250 percent in Yugoslavia., To ashieve thess increases in traffie
plans alsc exist for increased production of locomotives and ears, and for
an increased supply &£ rails, '

The current stock of locomotives compares favorable with that
helg before the war, In certain countries it is actually larger and is
composed of wnits with higher tractive effort. Freight cars, while somewhat
below the prewar total in the Satellites, are more plentiful in the USSR
today than they were in 1939, The average capacity of freight cars has
increased during the postwar period through the building of larger sars.

The USSR is receiving material assistence in building up its
supply of transportation equipment from the Satellite producers of this
- equipmentt Cgechoslovakia, Finland, Hungary, Polani, Rumania, and the
- Sovlet Zome of Germany. The Soviet Union has shipped small amounte of
transport equipment to Albania and Bulgarie only., These are intended
chiefly for military purposes. In addition, some German transportaiion
equipment has boen made available to the Satellites, There is & small ex~
change of transport equipment (largely components) between the Satellites
that produce this equipment, and these countries have also made certain
items available to Bulgaria and Yugoslavia after fulfilling Soviet and
domestie requirements. . N
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Curtsilment of US and Uestern I'nropean exports of railvosd

‘equipment will neither prevent achiovement ol railrvoad freight iransport plans

in the USSR mor in any of the Sate)lites exeapt Yugosiavia, Attalwment
of these plans, although of the graatest importance to cconomic and mili-~
tery strength, will not mean that transportation will no longer be & weak-
ness,

While there is sufficient production of stcam losorotives wmd
froight ears within the orbit 4> fulfill iuventory plavs for thess items
production of steel refls is DLrsufficlent for replacements, and aasistanée
from the West will be necessary for completlon of ambitisus plams for
rallroad eonstruetion nd Amble tracking, MNoreover; da’ieiencies in the
production of materials for wailrosd slestrilicetion will prevent the orbit
fron achieving itr plans in thid field, - :"faotio

Plens for railroad construction, double trackiiz ani electri-

fication are importent for increasing the traffic eapsclty f ths railrosd

systoms, but fallurc to complete these plans wlll not materislly affect the
econom’c and militery sirength of the orbit, ,

‘ Postuar emphesis %n the USHR and Sutellites hes een op the
development of railroaﬂ/"{;z.ﬂf?% Passerger tralfie iz at a Yove. eofie
paratle to prevar but pesserger service and accommodations hevs dete-sapated
as compered wiith prewar staadards. If no assistance is obtainnd from Gi.
Teat, freight traffic¢ will probably be muintained at the expens: of
passenges service and tho yuallty and ponsibly quantity of the Intier may
be affected, It must be romembered, howover, that passenger tra)fic can
ba eurtalled with little rffect on the economic and military potential.

Inland waterways, hlghway tronsport, and clvil aviation cur-
rently carry a small pai of inland traffic, The potentialitieas cf *=ese
feeilitics are limited, and even if developed to the fullest., =su increase
total freight movements very little. _

Inland wateivays will continue to carry their shate of the
traffic burden without asiistance from the West, but current plans for
highway transport probably cannot be achieved without imports. Aireraft
production is sufficient t« meet plans for eivil aviation.

. The merchant narine, which is lerger 7cday than in the prewar
period, is concentrated in the fleots of thc TdR, Finland, Yugoslavia, = .
and Foland, The Soviet and Polish fleets have been increased through
lend-lease and reparations, This has offset the Fimmish and Yugoslav losses.

Demands on the merchant fleet are being met, and umless pur-
chases and charterings of Western shipping are halted, plans for tomnages
can be achieved, Without TWostern aid, plams for shipbuilding will not be
achieved, because of shortages of skilled labor, finished steel, com=-
ponents, and technical assistance, (See Appendix IL.) :
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The Soviet orbit, with the exception of Yugoslavia, will
attaln its reilroad freight transportation plane despite & Western
embargo on railrosd equipment, Such an embargo would, however, prevent
realization of plana fer railroad construction, double~tracking, rail~-
road electrification, hlghway transport and shipbuilding. loteover,
further deterioration of railroad passenger service and sccommodations
nay be expected if exports are stopped, since achiovement of the railroad
freight traffic plans can be accomplished only at tho expense of passenger
service, :

While the reilroad freight traffic plans are most important
for economic ard militsry strength, achisvement of the planned gosls
doss not mean that traneportation generally will no longer bs a weakneas,

w 3% -
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 BLFFIC
{By Thousend Hetric Tons)

SUTIRY -4238. 248

Czechoslovakie 73,000 : 75,156
Finland 15,700 1,600
Germany 180,000 # 78,000
Hungery : 20,074 , 17,984
Poland 75,000 113,000
I;Ewnania. . ' 27,632 - 20,000
ugoslavia 19,032 ' ~32.480
Total .- . 416,438 353,670

USSR ‘ , V |
GR4KD TOTaL _990,%10 | 937,%70

(By ii11lion Ton-Kilameters)

Bulgeria 1,007 ' 1,955
Czechoslovakia 18,450 ' 13,690
Finddnd 2,711 . 24515
Germany 23,39 # 10,200
Hungery 2,534 2,898
Poland 23,368 25,000
Ithani: - 6,019 - 3,907
ugoslav 4,% 22900
Tot&l 81, 4’065
USSR 408,810
GRaKD TOTsL 490,490 ‘ 481,065

# Including erea east of Oder-Neisse line.
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SOUNIRY

Bulgeria
Gzechoslovekia
Finland
Germany
Hungary
Poland
Rumeni~
Yugoriavia
~ rotal
11381

GRAND TOTAL

Bulgaria
Gzechoslovakia
Finland
Gernmany
Hungary
Poland
Rumania
Yugoslavia

Total
USSR

4238

540
4,115
751
74415
1,87
5,166
3,615
22332
25,518
24,400
5C,218

10,646

- 97,000

24,588
100,000
40,035
155,932
56,294

52,320
556,815

GRaND TOTAL - 1,321,215

* Possihly éuspended.

J2gomotives

J TETRY
1948

5,410

6,000
1,570

2 ,645

2557
R

15,000
86,600
19’
70,000
35,000
145,000
Ty 9 200

20,506
501,906
270,000
1,371,906

- 30 o

2,207

o
16,650
1,300
16,000
3,250

47,400
80,000
127,400
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APPINDIX 11

SOVIET &ND SATLLLITE MERCHANT _zfgmg
{1000 Gross Tons and Over

9% ) .

SOUNIRY - Qs gI lQ, 81 ",
| ™~

Soviet Union 354 1,136,000 560 1,964,594 %
Finland | 232 531,000 168 416,754,
Yugoslavia 98 37,000 . 38 164,382
Poland i 114,000 42 159,967
Rumania 25 103,000 2 12,367
Bulgaria 8 23,000 1 4,191
Hungary 6 23,000 1 1,002
Albania - - 1 1,756
Czechosloveakia - - - P

TOTAL % . 754, 2,286,000 813 2,725,013

* Postwer totels sre tentative, Bulgeria, aceording to other estimates,
has 20,000 GT, Poland 164,000, end Finlend 392,000.

" Inqluding lend-Lease Vessels totalling 535,000 GT,
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(8) lig

: liachinery production and industrial installations carmot
be svaluated, even in part, in terms of quantity; these additional
Tactors must be considered: sechnological standards, size of umit or
installation, quality of component parts, processing for quantity (a
matter of engineering skill), and replacement of manpower (ration of man~-

power to machine power),

The application of these factors to any field of indusiry
demonstrateos that the adventage lies overwhelmingly with the West., To
some degres, the industrial development of Czechoslovakia and Humgary,
the strongest units in the Soviet industrial complex, furnishes a Low
items of aceeptable quality but insufficient quantity. The USSR produces
certain other items in some quantity, but totally lacking in quality.
The fleld of machinery and industrial installations includest: machine
- tools, mining, oil and construction equipment, agricultural machinery
(tractors), precision instruments (mechanieal and otherwise), optisal . -
and electrotechnical equipment, power lifing equipment (eranes, sts,)
ferrous and non-ferrous metals processing equipment (from classifiers to
blooming mills}, primary power equipment (Diesels, turbines, ete.),
shrasives, and all other capital equipment and its related industries
naking component parts. -

Machine Tools ~ The present Soviet inventory should be ade-
quats in quantity in a 1limited number of items. With the exception of
approximately 100,000 machine tools, fwrnished by ths TS under lemi-
lease, Soviet additions to inventory sinece 1940, in the order of 700,000
units, represent the dismantling of equipment in the border countries or
in controlled areas, resulting in deficits of required production squip-
ment in the Soviet Zone of Germany, Poland, Hungery, Austria, and Rumsnia,
Much of the valus of this additiomal equipment to the USSR must be dias-
counted bocause of damage in transit, loss and lack of required spare -
parts and awdiliary tooling supplies such as cutters and abrasive produsts,
breakage in dismantling and instailation, shortage of facilities for full
utllization of equipment, and the lask of engineering amd skilled lsbor.
To some extent the addition of looted amd lend-lease equipment represents
a potential reserve of constantly depreciating equipment,

. Soviet machine tool production is involved in a technological
struggle. At the end of the war, existing installations were obsolete,
over-simplified in range and type, and handieapped by poor workmanship
and poor quality of materials. ZThe industry has sought partially but
unsuccessfully to rectify these mistakes in the postwar period, with the .
result that production has fallen iplow even the goals of the third (prewar)
Five Year Plan. Consequently, the USSR is still basically a machine tool
importer. Requirements have been temporarily met from dismantled and
looted supplies which have not been fully absorbed by the economy.

um_n
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Range of types, size, and quality are far more significant
than the factor of guantity production in estimates of machine tool values.
Ondy Czechoslovakia, of all the Soviet orbit States, meets Weatern
Europssn technical standerds in a few limited (1light and medium) sizes
of machine tools, such as light turret lathes, one or two models of
multiple drilla, horizontal planers, and milling machines. Though quality
i1z adequate, production techniques are antiquated; hence there are limita-
tions to quantity production. Current produvction, mostly of medium to
small~-size machines, is about 10,000 units yearly. This ie roughly equal
-to the Swiss output and less than that of Italy. In view of the Moscow~
directed conversion of the Czechoslovakian machinery industry production
to heavier types and special items to meet Soviet deficiencies, it is
questlonable whether even this present standard can be maintalned, If
this conversion is to be suwocessful, it requires a major change in :
organization and additional equipment for which the Czechs are dependent
upon Western Europe and the 1B,

Preclsion Instruments - Soviet produstion of precision instru-
ments 1s limited to basic mechanical and measuring instruments such as
micrometers, calipers, and a few simple gauges, and rulers, Thess are of
poor quality, The USSR has not yet started the manufasture of Johannsen
blocks (a world-wide standard precision measwring device)., Various scales
and gauges, copies of I® and Western European products, have been ®invented®
by Russien scientists, but production has been nil.

However, German technical and production resourcea in the
Soviet Zone for the manufacture of a wide range of standard precision instru-
ments should be assumed to be at Soviet disposal if facilities are provided
in the SR, 4 start toward the production of precision optical instruments
has spparently been made with the partial removal of Zeiss facilities to
the USSR, thereby providing technlque, facilities and persommel for a
previously non-existent industry.,

ary produses some technisal precision equipment, primary
nedical instruments s but not in great quantity nor in a wide rangs. Cgecho-
slovakia has made some instruments for use within that country, but only on
"custom ba.sis." It remains an importer of precision ingtruments, N

While the Satellite countriea have made ambitious plans for
developing heavy industry, even partial realization is dependent on ~
- technical assistance and fabricated equipment from Western Europs and the
1S, Thus while there exists within the bloc the ability to create g;gggg
of industrial equipment which will satisfy the five governing factors, the
 capacity 1s so limited that only one product at a time can be made from the
thousends of types, sizes and charasters of industrial machines required,
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(9) Antdfriction Béarines.

A With the exception of the Soviet Union . :

and the Soviet Zone of Germanv. there are no sources of anti- _
friction (bell, roller, and needle) bearings within the Soviet orbit.
Expanded industrialization, within the Soviet Union or the Satellites ’
will be unsuccessful if the Soviet orbit is to depend on ite oun re- -
sources for this commodity. Even the Soviet orbit's utilization of :
existing industrisl equipment 1s complicated by the fact that standard:

(presupposing standard quality on the best world level) are
among the few vulnerable and non-durahle perts in all types of mschinery.
Therefore, & very large pert of bearing production goes oot into new
equipment, but into replacements and repeirs.

Since the USSR may be conmidered the scle source of
bearings within the orbit (total Soviet Zone, Germeny, production
goes to the Soviet), the indugtrinl effort within the orbit mst de-
perd on the adequacy of the Soviet antifriotion-bearing supplies, un-
less such bearings are imported from some other country.

Fresent estimntes of Soviet production wary from 30
million unita per year to 60 million. The bulk of evidence indlcates
that the former figure is the more reliable, (The latter estimete seems
to inolude repaired bearings for which approximately 50 percent of the
Soviet bearing manufacturing equipment ie used.) Parts used in repeired
bearings mist come from prime production.,. Soviet pepers have even re-
quested oltizens to twrn in steel balls. This production rate compares
vith a Western European capacity of over 200,000,000 units a year and
2 U5 capaoclty production rate of 400,000,000 2 year, or a total Weatern
World production rate of from 400 to 600 million units a yeer.

The absence of self-gufficiency in oriit bearing production -
becomes much more striking when one considers the fezotors of quality and
varlety of types. The largest Soviet faotory produces only 200 types of
bearings (other Soviet factories probably account for another 100 typese).
In contrast, 30,000 types exist in Western production, of which 5,000
are basio-standard bearings. In sddition to the limited range, the quality
of Soviet-produced bearings is edjudged to be the poorest of any of thoge
made in the prineipal production centers of the world,

The two essential features of produoing bearings of adequate
quelity are material (whieh involves highly techmical engineering, use of
electrie furnace alloy steel of high earbon, chromiwm, and nickel-molyb-
denum ocontent); and precision machinery which requires the Pinest type of
machine tools, cutting tools, grinding abrasives, and akill,
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In the produstion procegses alone, the Soviets employ
techniques which have been obsolete for 25 years. The poor quality
of Soviet bearings shows itself in the unsconcmic and unfeasible attempts
to repeir bearings, the constant complaint of users within the USSR, and
the rejestions of Soviet bearings by Satellite technioians a8 unussble
even in the smell quantitiles that have been supplied,

In recognition of the Soviet industry's own inadequacies
with respect to quality, Soviet factories formerly furnished sll. tractor
end farm oquipment with a complete duplicate set of bearings for repalr
and maintenance. During 1948, however, Soviet users of such equipment
have complained that this preoctice has ceased, Since production-users
(transportation, mining, ferm equipment, and mechine tools) have more
frequently blamed hreskdovms and work stoppege on bearing fellurecs than
on any other component part, it would seem that the failure to supply
duplicste sets may vorsen an already bad situntion. Likewlce, since the
quality of Soviet bearings is so poor, it 1s likely that more than 50
percent of the Soviet's anmuel production is required for normal repair -
and replacement of existing bearings. (US-produced standsrd bearings are
generally rated at 3,800-5,000 hours life at maximum capacity, Some
bearings used in precision ingtruments, however, have to be replaced
every two monthas).

~ The problem for the Soviet Union becomes immeasurably
greater as time passea, both because of the constant imorease of new
equipment inventory, and the replacement required in looted and
ed foreign-made equipment. There 1s some evidence that the Soviets have
even purchased new equipment from outside the orbit in order to procure
certaln speclel bearings, with the intent of elther disearding the equip-
ment or trylng to replace the Western bearings from Soviet production.

Boyond the feot that Soviet produetion cenmot replace
gtandard bearings in equipment memufectured outside the orbit, the
Soviet positlon In regserd to foreign-made equipment becomes even more
vulnerable in the fisld of machine tools, which require many speoial
bearings. From a factory study it seems spperent that most of the Soviet
machine tools are of forelgn mamfacture.  The US alone, under Lend-lease,
supplled 100,000 units to the USSR, Of the 700,000 mechine tools avail-
able in the Soviet Zone of Cermany, it 1s believed that the Soviets have
ecquired the greater part. Although this increment (quite apart from the
extensive import of machine tools before the war), may not be in total
use, and though some cannibllization would be economieslly permissible,
neither factor provides a atebilizing solution, nor will it deter more than
temporarlly the incresse of the Soviet inadequacy in bearing-production,
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Mearvhile, in the Satellite states, the problem has already
become acute. Under the best of circumstances the supply of bearings has
exigted on a hend-to-mouth besis, depending almost entirely on imports from
Western States, particularly Sweden. The existence of Germen stocks of bear~
ings (mainly war supplies accumilated by the Germens), were of temporary
‘help, European imports from the US remained abrormelly high until March
1948 restrictions. Svedish production sources were taxed to the limit
end even mow consist of heavy backlogs. After the March 1948 restrictions
on US exports were imposed, the shortage of bearings in the Satellite
countries became motably more severe.

Czechoslovekia, the most industrialized of the Satellite
nations, has been the chief sufferer. Smggling activities and haggling
over a handful of béarings have become standerd practice. In one instance,
a plane was sent direotly to Sweden to bring back to Czechoslovekia less
than e dozen bearings. Permanent machine breakdowns have been noted vwhich
resulted from the lack of bearings. Temporary work stoppages in factories
have been necessary. Although Czechoslovakia asetunlly produces a nheg-
ligible quantity of bearings, the process has never been succeasful, elther
in quentity or quality. The Czechoslovakian Govermment hps constantly
made and revised plans for the erection of a new bearing plent but at
pregent 1s making no headwey because of dependence on unobtainable US
mechine tools. '

Poland has held off an scute shortage by settling 1its
account with Swedish SKF, and importing bearings through Third-Party
countries. Because of progressive foilure of both of these sources, how-
ever, the Polish situation is becoming more acute. It is to be noted
that both Poland and Czechoslovekia, in spite of indipgencus need; have
been buying bearings for direct export to the USSR. No such sctusl in-
atances have been reported for the other Satellites but quantitiecs sought,
would indicate a similar condition. Poland is also reported plamming
the erection of a ball-besring plent. Hungary produces a negligible amount
of bearings and has made mogt stremous efforts to prooure them through-
out the world, .

There 1s no evidence of a pooling and yriority arrangement
for the distribution of thia commodity within the Soviet orbit. In all
ceses, the priority of demsnd hes been eatablished by the Soviets, and
re-distribution has been solely within the Soviets' power. Thus, for
ingtence, Rumania has offislally boasted of recelving a shipment of some
3,000 begrings from the Soviet Union. (If this ghipment is simlilar to
others made by the Soviets to the Satellites, in 211 probability the
bearing marufacturer was other then the Soviet Union). In turn, it has
become quite apperent that Czechoslovskia and Hungary have slso taken

Approved For ReleasSSTR518_01617A000300280001-4



L

Approved For ReleasW?&M 61 w00300280001 -4

their boaring-shortage problem to the USSR. Motual assistence in the
purchage of bearings outgide of the Soviet orbit secms possible and

bable. It was reported, in September 1948, that Bulgaris wms seekding
15‘3:12.80,0()(') worth of bearings from the US through Itely. Uhen this effort
appercntly failed, the same figure was used in geeking a trade agreement
with Ttely. Hungary, in September 1948, asked for $200,000 worth of
beerings from Switzerland, vhen a trade agreement was being sought. It
wes reported, in November 1948, that offlclals of the Soviet Zone of
Germany had been ordered to set aside $200,000 for the purchage of bear-
ings., In addition, all Satellites have gought fantastic qusntities of
bearings well ebove their normal prewar requirements which sccording to
State Depertment reporters included more than a single customer country's
potential needs. - : ' '

It has elready been noted that, as wer stocks diminished -

and abnormal imports from the US were shut off, the shortage of boearings
became more acute, and that direct smuggling end exploiting of 111104t
purcheges through Third-Party interests resulted. Such purchases have
been made both for US bearings and for other makes. The trade seems to
have ineluded such widcly separated points as Argentina, Tengier, and
Tceland. In any case, the quantities so handled have been insufficlent
to permit more than a very temporary solution. A1l reports indicate that
the small quantities of bearings have been allooated for use in equipment
of the greatest priority. Although bearings ere but onme of many factors,
industrial reports from all of the Smtellite countries have emphasized
the lack of bearings in explaining factory failures to meet production
plang end other work stoppege. .

The Sovliet Union has epperently made no recent direoct effort
to prooure bearings. The bulk of evlidence, however, would indicate that
Satellite endeavors have included the USSR as the potential user. In _
gertain specific instances, reports have shown the USSR to be the direct
benefactor of Satellite imports, notebly Polish. In Czechoslovakia, since ‘
mich of the equipment using bell-bearings was to be mamifactured for the
Soviet account, it 1s obvious that the USSR benefits indirectly. Soviet
efforts to procure Austrian bearings, both in equipment and es units, have
been notable, USIA, the official Soviet purchesing agent in Austris, has
paid premiums for smggled Austrian and Germun bearings, sg well as making
exchanges of certain equipment dependent upon procurement of bearings for
its own ecoount. In Rumania, the 3,000 or more bearings reported to have
been shipped by the Soviets were presumably to be used by the State rail-—~
ways, which presumebly would benefit the Soviet-menaged oil industry. (No
confirmation however, of the Soviets actually ehippirg bearings to Rumania
has been received.) _ ,
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Western Furopean countries have now reached the stage
of rehabilitation in industry which would seem to permit an export of
btearings to the Soviet orbit sufficlent to fill all practical needs
for a year, Of Western European exports of bearings, the Swedlsh supply
18 the most important, both in terms of quentity and quality. No in-
formetion ~zists which acourately shows Swedish exports of bearings to
the Soviet orblt countries. However, if this prime source would adhere
to an embargo along with Itely, France, Switzerland, Germeny, and the
United Kingdom, it 1s quite possible that Eastern European countries' plans
for further induatrialization not only could be cut ghort but that such
an embargo posaibly would seriously disrupt existing industrisl processes.
If meximm cfforts were made by Satellite and Soviet oountries, two
golutions might be possible in & period from three to five years henoe,

The first expectetion would be that new plants would be
created. A% present, however, all such plans (including those of Poland
and Czechoslovekia and the USSR) hinge on Western assiatence both for
technique and equipment, while even such plants as would be built in the
aforesaid period would be insufficient to belance quantity imports zlone,
rmich less quality,

The gecond solution 18 a re~designing and re-tullding of
equipment gubstituting plain besrings for all rolling antifriction sur-
faces, and consequent replacement of all existing machinery utilizing
roller bearings. Such an undertaking would be tremendously diffioult
and would not lessen any of the immedlate shortages. In additlion, even
if successful, such a step would put BEastern European industrisl processes
in an cxtremely inferior technological and productive position as compared
with the West. Such a step would be, in effect, replacing a power lathe
with a cold chisel, ,
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PRODUCTION TYPES QUALITY
BUROFE IN UNITS
. Sweden 25,000,000 Several thousand Superior,
Standard & Special Aircralft and
; ‘ Stenderd
« UK 55,000,000 _ ditto ditto
Germany prewar - 92,000,000 lilitery limita- lilitery 1i-
. present = unknown tions only mitations only
Austris 2,400,000 Standard primerily Equal prevar
Some special aircraft| German stane-
m—-——-——'
France 25,000,000 Several thousand World
llostly standard orld average
Switzerland 4,400,000 Primarily special
. bearings Superior
Italy 22,000,000 ilostly standard dajority chesp:
bearings quality, gen=
, erally fair
Total 133,800,000
excluding Germeny (92.000,000)
USA 400,000,000 All types Superior Alr-
- : eraft and
gtandard
TOTAL 533,000,000

B e g e T e ooy o e e ey S

30 - 60,000,000 Approx. 300 Very poor, No
aireraft or
instrument

Sov, Zone 1 - 3,500,000 Dependent on 90% of balls and rollers
Germany (2 of 3 plants) from Bi-Zone.
(dismantled) Present production entirely devoted
to repalr of bearings,
Cgechoslovekia Negligible Few small sizes - dependent on
_ Western Germany
» for component parts
Hungary Negligible
¢ Polend
Rumania J—
& ————
Yugoslavia ———
Finland ——
‘ T e 48 .-
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(10) Industriel Diszonds.

Since the production of industrial dismonds is elmost
nil in the USSR and in the Satellites, practically all requiremcnts,
totaling between 50,000 and 100,000 carats per yeer, must be obtained
outside the Soviet sphere. Current difficulties in the purchase of these

items abroad hove forced the USSR to procure a part of its requirements

through emuggling. In addition, the USSR has probebly acquired some
from the Satellites which, however, sre themselves dependent on outside

sources of supply.

4 total embargo would not be felt at once, sinee stocks
have been built up in the past, but within a year or so the fallure to
proocure this item would significantly impede Industrial producticn.
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