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No Objection to Declassification in Part 2010/10/11 : NLR-748-20-3-2-0 

LUPJt- I UtN 11 Al 

USSR: Economic Performance at Midyear 

Official statistics 11eieased 'last week foz, the firs t haZf of 
the year indicate induat11iai growth continues to be sZower in 1988 
than in 1981, with absolute deatines in production recorded in 
severaZ key sectors. · (CJ 

Industria.l production, according to official statis
tics, rose by only 2.7 percent from the corresponding 
period in 1981. This is less than the officially reported 
3.4-p~rcent increase in 1981 and even farther below the 
4.7-percent target for 1982. When adjusted to remove 
inflationary elements in the Soviet calculations, the 
rise in industrial production this year is running below 
2 percent. (C.) 

Output of several important .producer goods, including 
steel., paper, cement, and a number of machinery categories, 
has fallen below levels of 1981. Declines also were re
ported for several manufactured consumer goods and for 
meat output. Energy fared better, with output of gas , 
oil, coal, and electric power higher than last year. (C) 

Comment: The slowdown in industrial production was 
in large measure a reflection of a continuing decrease 
in the growth of labor productivity. With the quest for 
efficiency foundering, and another poor harvest in pros
pect, the outlook for halting the. slowdown in industr y 
over the balance of 1982 is bleak. (C) -CIA, NSA-

7 26 July 1982 

-·--·-----·····-· _-·-... ------- - ·- ··-·-···-·-- ·-- . ..r-:nN~Jni.:~rrtAl-.... . -·,.•· -· ............. , ... ............. ... .. . 
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USSR: The Grain Problem (v) 

.✓ 
Sec'ret ~ 

rfvOFORN-NOCONTRACT- ~ 
PROPIN-ORCON 

The USSR will harvest its fourth consecutive poor grain cro_P. in 1982, 
perpetuating the heavy outlays-forWes-rerngram and-livesto~k products that 

~-- have-hei-pe~!:JQ::.o.ffset:S~vief"haniest.failures. The contributionof imports to the 
· supply of farm products has more than doubled since 1978-rising from 5 
percent to over -12 percent last year. These imports have included over 100 mil
lion tons of grain and about 2.5 million tons of meat and have cost about $26 
billion in hard currency expenditures alone. 

Although such imports have kept the per capita availability of meat from 
falling, the burden on Soviet hard currency resources is clearly rising. Soft 
world prices for oil and gold are limiting hard currency revenues while import 
bills are increasing. To hold down its financial outlays, Moscow has been 

"-seeking short-term financing for grain purchases and, more recently,_ralling_ 
over existing credit whenever possible. rn addition, the Soviets have slackened 

--_grain purchasing activity since mid-April, perhaps opting to bide their time 
and let the market soften in the face of projected near-record grain crops in the 
West. Moscow also may wish to avoid displaying a heavy demand for 
Western-particularly US-grain at a time when the industrialized West is 
trying to find a common ground on East-West trade and credit policy. As a re
sult, grain deliveries to the USSR have fallen from a high of 4.9 million tons in 
May to below 3 million tons per month in June and July. 

Moscow will have to reenter the grain market soon, however, if it expects to 
import as much or more than last year and avoid serious damage to livestock 
herds. With domestic crop prospects worsening by the day, Moscow will be un
der great pressure to start buying more Western grain. We believe the 
Soviets-having turned in an improved trade performance in first-quarter 
I 982-have the hard currency assets to resume grain purchases immediately. 

The longer the Soviets delay additional purchases of Western grain the greater 
the risk of overloading transport facilities during late summer and early fall 
when domestic crops must be moved to storage and oil sent to ports for export. 
In addition, Brezhnev's political commitment to improve the Soviet diet will 
increase the pressure to renew purchasing. In his speech at the unveiling of the 
much-touted food program last May, the Soviet leader pledged an improved 
food supply in 1982. With another poor grain harvest this year, however, per 
capita meat supplies will fall slightly even with record imports of grain and 
meat. 

t 
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As a result, the credibility and momentum of the food program is now in 
jeopardy. By committing itself so heavily to this new program in what is surely 
the last phase of Brezhnev's tenure, the leadershfp has all but guaranteed that 
the fate of the food program will be an issue in the succession struggle. In addi
tion to the embarrassment and political risk associated with a significant fall in 
quality food supply during the first year of the program's implementation, the 
regime must worry about repercussions in other sectors of the ·economy. It is 
well aware that shortages of food and other desired consumer goods contribute 
to worker malaise, an outcome particularly unwelcome at a time when 
economic growth depends on a rebound in labor productivity. 
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j 

EASTERN EUROPE: ' Declining Debt to Western Banks 

Newly released data from the Bank for International 
Settlements show Eastern Europe's liabilities to Western 
banks fell by $4.2 billion in the first quarter of 1982. 
To repay the banks, the East Europeans, including the 
Yugoslavs, .drew down their foreign exchange reserves by 
$.2 billion, sold gold, and slashed imports from the West 
by nearly 20 percent, as compared with the first quarter 
of 1981. East Germany lost $1.2 billion in credits and 
$600 mill~on. in rese7ves, and Hungary's ;ial;>ili ties ,,fell 
by $900 million and its assets by $400 million. -~ 

· ·Comment: The decision of Western bankers to reduce 
their exposure probably forced East European countries to 
pay off at least 50 percent of liabilities maturing between 
January and March. These cutbacks . in credit have already · 
brought Hungary to the brink of insolvency. Although 
East Germany still has substantial hard currency assets,. 
continuing problems in refinancing maturing credits could 
jeopardize Ea~~ Berlin's financial position in the next 
few months. ~) 
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25X1 
SPECIAL ANALYSIS 

USSR: Weighing Pipeline Options 

Moscow is aZauning it is ·prepa.:red to complete the export pipe
line without Western turbines, but the Soviets continue to urge Wes t 
European contractors to suppZy turbines with rotor sets designed or 
manufactured by General Electric. At the same ·time, they stiZl can 
deaZ '!Jith a firm with no VS ties or produce their own. turbines, 
possibly with West European assistance. (-B-NFJ£-PR-~6cr-• _ 

The Soviets reportedly told West European contractors 
in Moscow on 6 July that they expect them to honor exist
ing agreements to deliver 25-megawatt turbines equipped 
with GE rotors or face a penalty for nonfulfillment. 
The suppliers were given until early August to determine 
whether they can begin to meet the existing contracts 
using the 20 to 25 GE-produced rotors delivered to Western 
Europe before the US imposed sanctions in December 1981. 
In its propaganda, the USSR is stressing its determination 
to meet deadlines for deliveries of nat~al gas--with 
Soviet-built turbines if necessary. ~) 

West European Turbines 

If there is no relaxation of the US embargo, Moscow 
probably would prefer to acquire the GE-designed rotors 
manufactured by the French Alsthom-Atlantique firm for 
the other 100 25-megawatt turbines planned for use on 
the pipeline. The additional costs of financing the 
expansion of the firm's production facilities would not 
deter the Soviets. They will be likely to do all they 
can to persuade West European contractors to ship 
complete turbines with F~ench-built rotors in violation 
of US restrictions.~ 

The Soviets could still try to get the turbines from 
a Western manufacturer that does not rely on us technology. 
Such a firm probably would not have the capacity to produce 
all the turbines required, but it might subcontract with 
other firms n~ under contract to supply GE-designed 
turbines. .{£') 

--continued 
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No Objection to Declassification in Part 2010/10/11 : NLR-748-20-3-8-4 

T~~&et 
R~ UMBRA 

WESTERN EUROPE - USSR: Pipeline Developments 

'1'he French Government's announaement yesterday ordering French 
companies to futfiZZ aU existing contraats with the USSR is the 
first direot attempt by the West Europeans to airaumvent VS pipeline 
sanctions. (µF"r 

Comment: The French move- 25X1 
! fto fulfill its contrLa_c~t- o~f~ N~o- v_e_rn~b-e-r--=1~9~8~1-=-~t ~o 
supply 40 Eets of turbine rotors manufactured under li
cense L---~----,------,---.-----;;;---may encourage other West 
European governments to defy the sanctions. The West 
Europeans may have, in fact, coordinated their efforts 
to some degree already. (.§_N-P7 

The decision by France marks a major breakthrough 
for the USSR in its efforts to circumvent the us sanc-

25X1 

tions. Delivery of the 40 I !rotors, which probably 
were intended originally as spares for the 120 rotors to 
be builtk ] could enable the three West European 
turbineuilders to meet their initial delivery obliga
tions to the Soviets. (S 

If the West Europeans now decide to build and ship 
_the turbines, Moscow would have half of the 120 25-mega
watt turbines planned for the pipeline. Install i ng just 
these turbines would allow operation of the pipeline at 
around 90 percent of capacity. Deliveries then could 
total about 28 billion cubic meters annually; current 
contracts total only 22 billion cubic meters annually. 25X1 
~F) . 

To acquire the remaining 60 or so turbines planned 
for the pipeline, the Soviets could contract to purchase 
the needed rotors / \the only company holding 
a license to produce the l !rotors. They also 
could produce turbines of their own design, possibly 
with manufacturing assisfance from West European firms. 

__LS.--NP-r -CIA~- NS-A:.. 

5 

25X1 
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3. EASTERN 'ttTROPE: CRED!TOR CAUTION ADOS ro FINANCIAL PR~SSUUS 

- ---. Weste-rn . ;:;~nk:5_ have greatly curtail&d- lttnding. to E~~t&rn (futfJ,'(J 
Europe and _~av~ ~~~uceo their overall expoeure in the region. 

- - some are now-_reiuctant to lend even ~ith official aua.ra.ntees. 
aungary anc3 _ Yug_o!Siavia face severe payments- probletis in --coming 
months and CO\l:ld, joJn: Pocland and ~ia: in· &&eking debt :eli'!-f.,. 

. - - · - - -: - - !:' - := ...: - .::. ... = - ~ 

* 
The intract~bJlity of Poland's debt problems and heightened 

. ___ -East-:West. . t~n?~9ns.:· a.re the prin.cipa.l re:u.on.a. for the ca.u.tion 
· ~-- ~ ~xhit;>it~d _·Sy~~n~ b·anka. The region's poor economic pro pects-

- -·-· growth ha$ _ slQ°"1~9 _ mark:edly---add to the nervousness of lenders. 
~~an~~~~ :b1~; !~~; F~achedul ing hardened pankers. • attitudes. 

-- - _-Polana _:has-yet_ to pay any of the $9.2 billion that it OWt!S 

tocommercial : ana·official creditors this year. Consequ~ntly, 
its request for ·new short~term trad~ credits has become ·a key 
element in the rescheduling talks it began w.ith · the banks last 

.week. In additionJ Romania wants to rescho-dule roughly half 
_ · cabout · $2.S~bill.'i.c:>p) of its 1982 hard cu:-rency oblig!!tions. 

- ·· - Paris _Club . tal~s-~'i"th official creditors are nearing agreement, 
·but negotia.tion~_wlth the banks may last until this fall. Both 
Poland and Rornanla: are now trading largaly on a cash or barter 
·basis ._a~~-:b!y~;}fw credit lines av~ilable. _ 

• . . _. :~-ij(lng~t-y··h·a"§ t:,_een cut off from Euroloans, its tr&ditional 
· --~, - ·source ~pf .. !inaticir,9., since May 1981. Efforts to arrang~ $200-

-~: = · ~- - ~ -__ 309 .~illlofl~!ri:1h~fi1um-term credits and an additional short-term 
_ . ·· ·· = - _-- --192il'.'t ~ tlg:oµgh ~ tl'.l~-J3ank for International Sett-1-ements have dragged 
- - ·· on~ · ~Budap~st · ¢:?,.?1ims it has drastically drawn down res~rves to 

meet its hara curreney obligations through mid-year. · 
-· -· - - ·-~ ~ --z -::--

.;_.. -
Having failed to secure sufficient finaneing to meet its 

. needs t~is ye?rJ ¥ygoslavia faces similar problems, A bid for 
more · t~ar:i :$299"mi"J_J1on in medium-term credits from Western banks 

_ ~ · l'las rangui?hed~. s}.hpe last October. Because of disappointing 
· · -- ~ · - -exP9rts_during ' th~first half of the y~ar, = ~lgr~de faces a 
- ~- --~ -- _·- repeat-of~tfie~-PaYF.l~.Pt~ squeeze which occurred in Ma:-ch unless it 
: : -- _ _ . _ ·can .::.obt~ip_~-w .loans-. The GDR is in a similar bind r an extended 
·.:.=-= : . _:_ ~ - credit_drci~gb.t:w:Ould seriously impair its payments situation. 
_:.,_~--- - ..:. le - -- --- ---· _;,_...,,_ ... _:;;j,,__ 

•· 

A prolonged stall in Poland's rescheduling talks will 
increase the risk that some banks may declare form.a.l default. 
The abrupt cutoff of lending to Eastern Eu.rep~ that probably 
would ensue could force additional reschedulings or, worse yet, 
further default declarations. This would aaverely strain the 
international financial system. However, -oentral ~nkB almost 
certainly would provide a safety net to prevent a chain reaction 
of bank failures in the West. 

r , iFIED 
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USSR: Status of Grain Crop 

Top ~~ret 
RUFF \ -BRA 

The grain crop in the USSR this year probabZy wiZZ amount to 
only about 165 million tons, and it could be considerably lower. _,,J,e'f 

Drought and hot, dry winds in mid-June in the main 
spring wheat belt substantially reduced potential yields 
of both winter and spring grains. A more intensive 
drought in the first two weeks of July hit when grain 
kernels were forming. ~ / 

Comment: Another bout of hot, dry weather in the 
spring grain areas or a prolonged harvest in the Euro
pean USSR--which could subject late-sown spring grain to 
early, killing frosts--could result in a crop far smaller 
than theynofficially reported 158-million-ton harvest in 
1981. )C) 

Moscow's long-range plans to become less dependent 
on grain imports from the West have been thwarted again. 
Regardless of the actual harvest, the USSR this year may 
import as much as 50 million tons of grain--somewhat above 
the record level in 1981 of 46 million tons. With bumper 
harvests and record grain stocks in key exporting countries, 
the Soviet~yill have little difficulty lining up these 
imports. -te) 

The USSR is likely to obtain some grain from the us. 
If Moscow decides to avoid the US market, however, nearly 
the entire amount probably could be obtained from other 
major exporters--especially Canada, Argentina, Australia, 
and the EC countries--if it is willing to pay a ~r~iurn 
to obtain grain scheduled for other countries. J,e') 

A fourth consecutive poor grain crop and the resulting 
lackluster overall ~gricultural performance jeopardize 
President Brezhnev's promise last May of an improved food 
supply in 1982. Even with heavy grain imports, a 165-
million-ton crop would leave the USSR far short of the 
quantities of grain required to meet domestic needs . .{..Q1 

The crucial shortage of livestock feed could be 
eased by a reduction of grain directed to food and indus
trial uses. Nonetheless, some distress slaughter, primar
ily ot hogs, would be necessary to alleviate the shortage. 
Even with this additional meat available, meat production 
this year would fcy.1 below the level in 1981 of 15.2 
million tons. .£.e1 - CIA, DIA, NSA-
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ANGOLA-USSR: Financial Relations Strained 

Angola has asked the USSR for a meeting to discuss 
debt rescheduling and ways to put into effect contracts 
that the Soviets are holding up for lack of payments. 
An Angolan note to the Soviet Foreign Trade Minister 
asserts the situation is urgent because some of the con
tracts are for military goods. Angolan exports, including 
oil from Cabinda, reportedly no longer cover both the 
cost of military purchases and the needs of the deterio
rating civilian economy. There have been five Soviet 
arms deliveries to Angola so far this year. (SM NF REL 
UK CAN WN) 

Comment: Moscow may agree to debt rescheduling, 
but it probably will not make other financial concessions. 
The Soviets will not be too rigid on payments because to 
do so might encourage the Angolan Government to push the 
South-West Africa People's Organization into accepting 
a settlement on Namibia. Such a move might reduce 
Angola's need for military aid. (S M) -CIA, DIA, NSA-
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