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MEMORANDUM 6320 \ |
A0 )
NATIONAL SECURITY COUNCIL  eaaall®
-SECRET— \___ —
ACTION October 29, 1981

MEMORANDUM FOR RICHARD V. ALLEN
FROM: ALLEN J. LENZ

SUBJECT: CIA Assessment: The State of the Soviet Economy
and the Role of East-West Trade

Bill Casey has submitted to the President and other White House
officials a new CIA paper entitled "The State of the Soviet
Economy and the Role of East-West Trade" (Tab A). The paper
provides a useful overview of the subject and would, I believe,
make highly desirable reading for the President in preparation
for decisions on oft discussed o0il and gas controls and on the
broader issues set out in the "East-West Policy Study," so

many times deferred from NSC discussion.

I suggest you use this opportunity, however, to let the
President and other White House advisors know what you antici-
pate as "next steps" on the oil and gas issue.

You will recall that as a result of a Nance-Meese discussion,
it was decided not to hold further NSC discussion of this

topic until a new paper responding to the President's questions
was prepared. Meese indicated that the paper should be "NSC
prepared -- inside the White House." I am working on such a
paper.

Additionally, however, Secretary Haig, subsequent to the
October 16 meeting, directed that the original SIG be recon-
vened. His instructions were ill-defined, but essentially
were to come up with something to get the decision process
moving.

I have cooperated with the SIG group by giving them my views
of the information the President wants and they are working on
a new paper. However, in order to allow the paper to reflect
the results of a Rashish lead-team visit to Europe to present
our alternatives to the Siberian Pipeline (Norman will be
participating in this effort if you approve the travel) the
delivery date on the State SIG paper has been slipped to the
9th of November. Additionally, I do not think the paper will
adequately handle the key questions the President has posed.
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Accordingly, I intend to continue work on the NSC version. I
received yesterday (on schedule) two key inputs from CIA. I
will try to piece everything together over the weekend, "vet"
it internally Monday/Tuesday and get it to you for your review
mid next week, one week ahead of the time the State SIG paper
would be available. At that point you can decide whether you
wish to send the NSC paper to the President ahead of the SIG
paper, or wait to compare the two.

Your memo to the Presdient alludes to preparation of a paper
responding to his questions on the oil/gas issue, but does not
say who is doing it (CIA/NSC/SIG?). You may wish to clarify
that point.

RECOMMENDATION

That you sign the memo to the President at Tab I.

Approve Disapprove
Attachments
Tab I Memo to the President

A CIA Paper
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MEMORANDUM
THE WHITE HOUSE
WASHINGTON
~SECRET—
INFORMATION

MEMORANDUM FOR THE PRESIDENT
FROM: _ RICHARD V. ALLEN

SUBJECT: CIA Assessment: The State of the Soviet Economy
and the Role of East-West Trade

Bill Casey has forwarded the attached paper (Tab A) which provides
a comprehensive assessment of the current state of the Soviet
economy, its future prospects, and the contribution of East-West
trade to the solution of Soviet economic problems.

Bill's paper provides excellent background for decisions on both
East-West trade and on our broad policy toward the Soviet Union.
I recommend you read it at your earliest convenience.

Additionally, however, a paper more narrowly focussed on the oil
and gas controls issue is being prepared in response to the
questions you posed in the October 16 NSC meeting. This paper
may obviate further NSC discussion but, in any event, no addi-
tional meetings on oil/gas controls are planned until your
questions have been answered.

Attachment
Tab A CIA Paper
DECLASSIFIED
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. DECLASSIFIED IN PART The Director of Central Intelligence
NLRRFoL-114/7 #460‘0 Washinglon, . C. 20505
BY_Kni NARADATES [:4 13
_ 29 October 1981

MEMORANDUM FOR: the President
The Vice President
Secretary of State
Secretary of Defense
Counsellor to the President
Chief of Staff to the President FOIA(D) (3)
Deputy Chief of Staff to the President
Assistant to the President for
National Security Affairs

SUBJECT: The State of the Soviet Economy and the Role
of East-West Trade

The attached CIA paper identifies Soviet economic problems and assesses
how economic pressures can be put on the Soviets. The Soviets now face serious
problems in almost every sector of their economy and their need for Western
goods will grow in the 1980s. What will contribute most to their ability to

maintain their military buildup are:

(1) Western plant and equipment to help on their severe productivity
problem; .

(2) Western oil and gas equipment to find new resources;

(3) specialty steels and large diameter steel pipe, pipe laying machinery
and compressors which will help meet their energy problems and which, coupled
with the commitment of financing and gas markets from Western European nations,
will enable them to maintain their hard currency earnings; and

(4) food, especially grains and meat.

I have asked the Intelligence Community to develop, against the background
of this paper, a national estimate on the impact of a coordinated COCOM effort to:

(a) make it as difficult as possible for the Soviets to cont1nue to build
their military capability, and

(b) to pursue more aggressively the prevailing less sweeping policy of
depriving the Soviets of strategically valuable technology, thus forcing them to
NFAC/0SA Paper,

do their own research and development..
"The State of the Soviet

Economy and the Role of ‘ ' : ‘

East-West Trade"

‘Attachmént:
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Overview |
As the Soviet Union completes the f(rst'year of.tts-new .

'ftve -year plan, the economy has turned sour before the long

‘:antlcxpated labor -and energv problems have come into playv. Three’
‘bad ‘harvests have left agriculture in dlsarrav._ Meanwhxle,

. transportatlon and materlals bottlenecks and smaller productxvxty

r:ganns have reduced lndustrlal growth sharplv. Because prospects

for raxsxng product1v1ty are poor, GNP growth may well be llmlted

p'to percent on average by the mxd 19808-,* ' A_ _ |

| Slower/economxc growth wxll present Presxdent Brezhnev and

h1s colleagues w1th ‘some 1ncreas1ng1y tough and pollttcally “

pa:nful choxees regardlng resource allocatxon and economxc

"fhnanagement. Annual 1nc1ements to natxonal outout xn the early

; j1980s wxll be too small to permlt them.SImultaneously to meet

| finountxng 1nvestment requlrements, to maxntaxnﬂgrowth 1n defense
spendlng at rates of the past, and raJSe the standard of llvxng
'”vapprecxably. Snnmly stated, somethxng wrll have to gtve.”'

‘fGtven thexr problems, the Sovxet need for western goods and o

“credtts wrll 1nc s 'gféatly. 'Wester ;xmports would help

‘5_-p1anners deal wnth the basxc problems confronttng the Sovxet_7

. h economw durtng ‘the 19805--declxn1ng productzvxty and resource o

*str:ngencles. lnmorts of western plant anduequxpment, though MOW
L about*ﬁ percent-of'total domestlc 1nVe§thnt, nmke a‘¢“4“

'fdtsproportlonately large contrnbutxon sxnce thexr producttvxty As




subsrartlally higher rhan'Soviet-deéigned.equrpheﬁt. Large,food-
:1mports will be requxred 10 maintain consumer morale and .
encourage labor productlvxty durrng the 1980s. |

‘ Sovxet leaders, however, would be unllkely tc change thexr
fore;gn policy to ward off a'Western economlc embargo. They do r'
inot belxeve such a course 1s>econonucally ;ecessary, in part
: because they do not thxnk--based on the Afghanxstan experlence—-
1that a comprehens1ve embargo can be 1mplemtnted ’nmch 1688’.' "
'sustaaned for more than year or so.; Moreover, changlng Sov1et
-forexgn pollcy to prevent an embargo would be'wlewed as
’:appeasement and would undermlne 1he posxtxon of anyone whO‘MJght

o reconmend Jt._ S

fuweVer,,a ﬂenlal llnuted to :

It an embeego were 1nm1emwnxed;”

QDS-orngln equxpment,};echnology and f oﬁstu fs;would be:;:t;;*




econom:c sacrlftces and the greater dtscxpllne that would be
requxred at home. j.;. “le', ,,..f _3."__f.j'}‘ . ; P
The. Current State of the Sov1et Economv '

.As the So\net Umon completes the flrst year of xts new tlve

»__;ear plan, the economy has turned sour before the long

-l,a'y',. Af:er

4_ abor and energy problems have come mto'

-_ant.x,c 1pa-,t_ed_ ;

3 A: o averaglng 'cl'oge to 4 percent dunng most of the 19708, CIA




*'x_-.n-il €. iy _n.-j ;hx’-"s_':.'en.;v*x ~r:6n_mén-'x,f the -»'g'rai;n's inj-gg'r.a ¢yil't.g;;éi-i.;o.u'; put t hat
~ acerued between the mid-60s and md-70s--largely the result of
. good weather--wxll be nearlymlp0881ble 10 ach leve mthel%ﬂs

" unless there 1sa sharp reversal of current trends an the.

| deluvery. of machinery and fer




decline to 710 ;‘rmlfllion_:tbnls' :‘th-ls"-_yéa‘r','. -AO’nlby' gas ‘continues to do B .
Pt we:ilg; the (USSR s.ho'_uld‘,-'hav{e(‘l_-rl'._t;tlzg,"tr‘ogBLe '_-;1‘-_n> ,ré'a_c'hm‘g'f its 1981 |
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The machlnery sector--the foundatlon of the USSR's nulxtary
. and clVlllan 1nvestment progrmms--has performed better than any i
 sector of 1ndustry ln the past several years.f But even the

_growth of clvxlxan nmchxnery output--after 1ncreas1ng at about 6

-1/2 percent per year an 1976 79--fell off 10 a rate of less than

44_percent per year n 1980._




5, thls growth dropped to 7 1/2 percent per year 1n 1976 80
Meanwhlle, shortages of basxc matertals, such as steel and'

canent, have become much more sernous an recent years, creatxng'

bOttlenecks throughout the economy and dxsrnpttng and nnisome.

'vcnses,:halttng constructxon actxvnty and 1ndustr1a1xoperatxons.

iSovaet planners, m tryxng to prov:de for the r481ng 1nvestment'

iy ®

requtrements ot defense “dustry, agraculture,iand enengy seem to

ﬁha?e shortchanged some bnanches produc'ng.crltlcal 1ndustrxal
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require. Only-energy 1s slated for a :sharp .rise .in Investment
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. This year,

_ produ:c“t.'xofn Qo Dela v...er;ies" ‘totaled ' roﬁghly 10 m 1l1on: t,or_i_s-l In
1980--10 percent of Soviet production of rolled steel mn

that-year. ;

's.u-p'p.',_l:i;g';-,‘s» ‘have allowed stepped-up .x,_-hi(.g-s.ﬂ!)ent-'ia_n.d »

:

-»A.-~g'x‘.;,p:l~'9_'i-~}l=:ﬁ:tli-'6n‘ of cn sa-x;igl: :-ep;e_r;gy'»m’g‘s,bnjré.gs;j W R

“however, Moscow's trade position has taken a turn

n of record.
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Consumer Wel fare

The year 1981 marks the thxrd consecunve year of mereasmg

food shortages, mostly m the area of qualxty Ioods--—meat and
dalry products,., Ratlomng of these 1tems, mostly xn the form of

'.,1nforma1 purchase lxmnts, has become mcreasmgly frequent and

,mdespread smee last wmter. Factors other than ‘the per capna




- -consumer welfare fromithe leadership’s point of view 1s 11s

*fédquiy;gyyf

“We .expect per .caplta ‘consumption

. J

-.Q\Ez-m.‘v»l'h.‘;,“; Loy an KT Do R R S PR
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" any sign1 ficant steps to change the system 5f".'-p.1a'nmng i

‘management 1o cope with the economic slowdown. ' The planners®
main ‘-a‘.c:on'c.es:s.l-on 't'oﬂ:'t:he ;r-,e;sou-.i';cé "b-md' 5:;has"'fb.e_e';i'_“;o eut --linvefs;tx'ngn*t
_.growth during 1981-85 to the lowest Tate in the postwar period.

. ‘The leadership clearly recognizes that the economie’

81T uatron;s ’serrous; “Pl"BSldeht 'Bre zhnev'has <b”een sbundxng‘ *thls Cloa e

i

theine since the late 1970s Ne FeidershipTs Tising




W|11'be'snccessful_eventually; In addntlon, Sovxet leaders;e
belxeve that some of the1r problems are xransltory. 7They TP
apparently belleve, for example, that.

zo_fdemographlc trends will. lead to an upturn 1n the labor

,;Hsupply n ‘the. 19903, e,v _  _f 3" '*%:'1 

0 better wea}her and greateraef!xcnency wull restore growth

7rn farm outpux and help solve the food problem,_ﬁ%

ﬂo,fxncreased productlon of gas and conservatlon w1ll,nnre




;:bureaucrattc conflxcts, and would be fraught thh polxtlca‘l

ﬂleaders. -.,f“, K

Aaffect entrenched mstltunonal mterests and generate

‘,uncertamtxes. Fundamental changes m econonuc polxcy thus must
.awan a leadershlp that recogmzes the econom1c nsks of policv

mmoblllsm and that 18 more 'heform-mlnded than the present

Gutlook f,or the Bconol )




o Productive -capacity increased rapidly an all sectors of

. the economy.

o ‘Sustained growth in defense spending led to major = .

‘qualitative IMprovements 1n weapons systems as well as an -

impressive expansion of mlitary forces,

A multi-s1ded attack on priorities will no donger be

new ‘e

nment, ‘there will b




=econom1c-refotm.

lncreasxng Need for Western Support

Because of xts economlc dxfflcultxes, we thxnkltnat[;heﬁnSSR
'Wlll have an even greater need for Western goods 1n‘tMe 1980s. -
'Speclflcally, Western 1mports could help alleVJate.i‘ '

o The_ Productlv1ty ng ' 7;;¥7ﬁ=

xhongh now only

'Inmorts wf Mbstern plan: and equxpment,




o Pressure on Defense Spending

A continuation -of high growth rates for defense despite’
“the low ‘economic ‘growth ‘rates projected for the 1980s will

_ lead 1o an anevitable erosion of the civilian machine

" burlding sector. Imporzs of Western plant and equipment

‘bolster the civilian industriel base. .
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rily on Soviet ability to obtain hard currency credits and
“the.terms on which these credits are granted. ~Thus, Moscow will

orrowing If 1t is 10
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reultural products

‘have 1o rely on gold sales
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PAGE 81 MOSCOW 5887
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DISTRIBUTION: ISEC-81 /@81 Al

WHTS ASSIGNED DISTRIBUTION:

PSN: 014422
CSN: HCE262

THAN TWO YEARS AGO) WHICH WOULD SEEM TO RULE OUT THE
GLOOMIER PREDICTIONS OF THE 1981 SOVIET CROP WE HAVE
HEARD HERE. THIS WAS THE ONLY SILVER LINING TO AN
OTHERWISE VERY DARK CLOUD, HOWEVER. BREZHNEV NOTED
DEFENSIVELY THAT SOVIET FARMERS CAN AT BEST EXPECT
ADEQUATE WEATHER IN ONLY ONE OF EVERY TWO YEARS

SIT: PUBS SIT EOB DURING THE CURRENT FIVE-YEAR PLAN. NOR CAN EARLY

EOB: RELIEF BE EXPECTED FROM THE "FOOD PROGRAM" BREZHNEV

---------------------------------------------------------------------- HAD CALLED FOR AT LAST YEAR’S FALL PLENUM. AS WE
PREDICTED (REFTEL), BREZHNEV ADMITTED THAT THE
"DIFFICULT" TASK OF DRAWING UP A WORKABLE PROGRAM

OP IMMED HAS NOT YET BEEN COMPLETED; HE PROMISED THAT THE

UTS7112 "FOOD-PROGRAM" WOULD BE DISCUSSED AT A FUTURE PLENUM

DE RUEHMO #5897/81 3211622
0 1716167 NOV 81
FM AMEMBASSY MOSCOW

TO SECSTATE WASHDC IMMEDIATE 8183

INFO AMEMBASSY WARSAW 8683
USDOC WASHDC

AMEMBASSY BELGRADE 7086
AMEMBASSY BERLIN 3121
AMEMBASSY BUCHAREST 7441
AMEMBASSY BUDAPEST 6558
AMCONSUL LENINGRAD 43892
AMEMBASSY PRAGUE 7235
AMEMBASSY SOF IA 6578
USMISSION USNATO 8615

c ENTI AL SECTION 81 OF 83 MOSCOW 15897

USDOC FOR BEWT

E.0. 12065: GDS 11/17/87 (BUFFALO, JR., HARVEY A.) OR-M
TAGS: ECON, ETRD, PINT, UR

SUBJECT: A SOMBER BREZHNEV VIEW OF THE SOVIET ECONOMY
REF: MOSCOW 15738 (NOTAL)

1.-—<Uf'gunnARv: AS EXPECTED BREZHNEV HEWED CLOSELY
TO THE ECONOMIC PROGRAM ADOPTED AT THE XXVI CPSU
CONGRESS IN HIS MAJOR ECONOMIC ADDRESS TO VESTERDAY'S
CENTRAL COMMITTEE PLENUM. HE PUT EMPHASIS ON HIGHER
LABOR PRODUCTIVITY, CONSERVATION OF ENERGY AND OTHER
RESOURCES, REDUCTION OF MANUAL LABOR AND |MPROVED
AGRICULTURAL PERFORMANCE. BREZHNEV ALSO REPORTED
THAT THIRTY (38) BILLION RUBLES HAD BEEN DROPPED

FROM THE CAPITAL INVESTMENT PROGRAM OF THE ELEVENTH
“FIVE-YEAR PLAN, THUS REDUCING TO TEN (18) PERCENT

THE PLANNED GROWTH IN CAPITAL INVESTMENT. BREZHNEV
PORTED THAT THE FOOD PROGRAM RE HAD CALLED FOR
AT THE PLENUM A YEAR AGO WAS STILL NOT READY AND WOULD
BE DISCUSSED AT A FUTURE SPECIAL SESSION. BREZHNEV
SUGGESTED THAT A SPECIAL PLENUM OF THE CPSU
BE DEVOTED TO ECONOMIC MANAGEMENT, ANOTHER PROBLEM
AREA IN THE ECONOMY. WITH AT LEAST AS MANY REFERENCES
TO DIFFICULTIES AND COMPLICATIONS AS TO THE CUSTOMARY
“DYNAMIC" GROWTH ANTICIPATED OVER THE NEXT FIVE YEARS,
BREZHNEV'S SPEECH SEEMED ALMOST SOMBER IN TONE
END SUMMARY.

2. M@0 AGRICULTURE: BETRAYING SENSITIVITY TO
POSSIBLE POLITICAL FALLOUT FROM THE CURRENT STRING
OF BAD HARVESTS, BREZHNEV'S CHIEF ECONOMIC CONCERN
WAS AGRICULTURE, WHICH HE TERMED "THE CENTRAL
PROBLEM OF THE ENTIRE FIVE-YEAR PLAN, ECONOMICALLY
AND POLITICALLY." HE CITED PRODUCTION FIGURES FOR
THE KEY GRAIN GROWING REGIONS OF UKRAINE (LARGER
THAN THE 1979 CROP) AND KAZAKHSTAN (SLIGHTLY SMALLER

CON

3. "ﬂﬁ’/ ENERGY: BREZHNEV SINGLED OUT ENERGY FOR
PRIORITY ATTENTION IN HIS SPEECH. HE CALLED THE
NORTHERN GAS PIPELINE AND OTHER PROJECTED LINES

FROM WEST SIBERIAN GAS DEPOSITS TO DOMESTIC AND
EXPORT CONSUMERS THE "CENTRAL CONSTRUCTION PROJECTS
OF THE FIVE-YEAR PLAN." AS IN HIS 1388 ECONOMIC
SPEECH, BREZHNEV UNDERL INED THE ADEQUACY OF SOVIET
ENERGY RESOURCES, ASSURING THE CENTRAL COMMITTEE THAT
A RECENT REAPPRAISAL OF WEST SIBERIAN OIL, NATURAL
GAS AND GAS CONDENSATE DEPOSITS HAD CONFIRMED THAT
"MOTHER NATURE HAS BEEN GODD TO US." AT THE SAME
TIME, HE CALLED ON THE HEADS OF SOVIET ENERGY
MINISTRIES TO INSURE AVAILABILITY OF ENERGY SUPPLIES
FOR EXPORT "TO OUR BROTHER COUNTRIES AND ON THE
WORLD MARKET."

4. _Jﬁf//CAPITAL INVESTMENT:  ASIDE FROM ENERGY,
BREZHNEV PAID LITTLE ATTENTION TO INDUSTRIAL
SECTORS IN THIS YEAR’S ADDRESS. AS EXPECTED, HE

ANNOUNCED A MAJOR CUT IN CAPITAL INVESTMENT
SPENDING--PROJECTS COSTING THIRTY (38) BILLION
RUBLES HAVE BEEN DROPPED FROM THE FIVE-YEAR PLAN.
THIS INDICATES THAT A MAJOR REDUCTION IN CAPITAL
INVESTMENT PLANS HAS BEEN MADE OVER THE PAST FEW
MONTHS. BREZHNEV NOTED THAT CAPITAL INVESTMENT
WILL INCREASE BY TEN (1) PERCENT DURING THE

BT
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FIVE-YEAR PLAN; THE PLAN GUIDEL INES ADOPTED BY

THE XXVI CONGRESS IN MARCH HAD CALLED FOR A TWELVE-
TO-FIFTEEN (12-15) PERCENT GROWTH IN INVESTMENT
SPENDING.

5. 6JHT/’EONSUHER GOODS: BREZHNEV REITERATED PAST
PLEDGES TO ACCELERATE CONSUMER GOODS PRODUCTION.
NOTING CONTINUING "IRREGULARITIES" IN AVAILABILITY

OF MEAT, DAIRY PRODUCTS, TEXTILES "AND A SERIES OF
OTHER PRODUCTS," BREZHNEV DECLARED THAT THE “FIVE-
YEAR PLAN IS ORIENTED TO SOLVING THIS." HOWEVER

HE PROVIDED FEW DETAILS ON HOW THIS WAS TO BE DONE.

A REFERENCE IN HIS OCTOBER 1888 SPEECH TO A "CONSUMER
GOODS PROGRAM" WAS NOT REPEATED THIS TIME OUT,
ALTHOUGH GOSPLAN CHAIRMAN BAYBAKOV DID MENTION THIS
PLAN IN HIS SPEECH TO THE SUPREME SOVIET TODAY. NOR

DID BREZHNEV AGAIN CALL ON HEAVY AND DEFENSE INDUSTRIES

TO BOOST CONSUMER GOODS OUTPUT.

6. ,JUT”EREZHNEV ALSO STRESSED THE IMPORTANCE OF
IMPROVING SOVIET MANAGERIAL PRACTICES. BREZHNEV
NOTED THAT MEASURES ENVISIONED IN THE 1878 REFORM
DECREE HAD NOT TAKEN HOLD IN THE ECONOMY. HE
RENEWED HIS 1988 CALL FOR GREATER DECENTRAL IZATION
OF AUTHORITY TO PLANT MANAGERS, CITING RECENT
AGRICULTURAL MANAGEMENT CHANGES AS A MODEL TO BE
EMULATED IN INDUSTRY. TO STRESS THE NEED TO TAKE
ECONOMIC REFORM SERIOUSLY, BREZHNEV ANNOUNCED A
POL ITBURO DECISION TO DISCUSS THE ISSUE AT A FUTURE
CENTRAL COMMITTEE PLENUM

7. «{L)" FOREIGN TRADE AND CMEA SUMMIT: BREZHNEV
NOTED THE IMPORTANCE OF FOREIGN TRADE, ESPECIALLY
THE "DEEPENING OF COOPERATION WITH SOCIALIST

COUNTRIES," A TASK OF “PRIME ECONOMIC AND POLITICAL
IMPORTANCE. " THE PLAN GUIDELINES HAD ALSO CALLED
FOR DEEPENING OF ECONOMIC TIES WITH THE SOCIALIST
CAMP, BUT HAD NOT CALLED THIS POLITICALLY VITAL.
BREZHNEV HIMSELF WAS SILENT ON THIS POINT IN OCTOBER
1980. THIS NEW REFERENCE TO SOCIALIST COOPERATION
MAY PRESAGE AN EVENTUAL CMEA SUMMIT MEETING

ALTHOUGH OUR LOCAL CONTACTS DO NOT BELIEVE THE

DATE FOR SUCH A MEETING HAS YET BEEN SET

8. W OTHER PROBLEM AREAS: OTHER PROBLEM AREAS
IN THE SOVIET ECONOMY CITED BY BREZHNEV INCLUDED
THE TENDENCY TOWARD A LOWER RETURN ON CAPITAL,
SLOW INTRODUCTION OF SCIENTIFIC PROGRESS AND THE
PRESENT DEMOGRAPHIC SITUATION. WITH RESPECT TO

THE MANPOWER PROBLEM, BREZHNEV NOTED THE VARIOUS
EFFORTS UNDERWAY TO ATTRACT PENSIONERS, HOUSEWIVES
AND COUNTRY PEOPLE TO  THE WORKFORCE, BUT SAID THE
REAL PROBLEM LAY IN THE FACT THAT FORTY (48) PERCENT
OF THE ENTIRE LABOR FORCE OF THE COUNTRY IS STILL
ENGAGED IN MANUAL LABOR.

8. _{Ch-"COMMENT: BREZHNEV’S REMARKS ON THE ECONOMY
THIS YEAR WERE NOTEWORTHY FOR THEIR SOMBER TONE.

THE SOVIET LEADER BLAMED HIS ECONOMIC WOES ON ACTS
OF GOD (THE DROUGHT) AND MAN ("A WORSENING OF THE
INTERNATIONAL SITUATION," AS WELL AS INTERNAL
SOVIET MISMANAGEMENT). WHILE BREZHNEV’S REFERENCES
TO DEFENSE ISSUES WERE FEW, HE SUGGESTED THAT ONE
RESPONSE TO THE "WORSENING SITUATION" WILL BE HIGHER
MILITARY SPENDING. "DEFENSE NEEDS WILL CERTAINLY BE
PROVIDED FOR," BREZHNEV SAID. WE BELIEVE THE

SOVIET MILITARY MAY WELL BE ONE RECIPIENT OF THE

FUNDS RECHANNELED FROM CANCELLED INVESTMENT PROJECTS

18. (G FOR THE REST, THE SPEECH AMOUNTED TO A
MEASURED SUMMING UP OF THE MAIN ECONOMIC THEMES
UNDER DISCUSSION IN RECENT YEARS. CONSUMER WELFARE
REMAINS A STATED PRIORITY. IN THAT CONNECTION,
BREZHNEV’S REFERENCE TO THE NEED TO INCREASE
SUPPLIES OF MEAT, DAIRY PRODUCTS AND COTTON TEXTILE
GOODS "ALONG WITH OTHER ITEMS" SUGGESTS TO US THAT
THESE THREE BASIC COMMODITIES ENJOY THE SAME RANK
IN LETTERS OF PRIVATE CITIZENS TO THE PARTY

BT
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PRODUCTIVITY RISES MUST BE THE BASIS FOR GROWTH
CONSERVATION OF MATERIALS, ESPECIALLY ENERGY,

MUST TAKE HOLD. BOTH IN AGRICULTURE AND IN ECONOMIC
MANAGEMENT, THE REFERENCES TO THE NEED FOR GREATER
AUTONOMY OF STATE AND COLLECTIVE FARMS AND OF ENTER-
PRISE SUGGESTS THAT THE POLITBURO IS AT LEAST
LISTENING TO THE ADVOCATES OF HEIGHTENED LOCAL
INITIATIVE AND RESPONSIBILITY. WE CONCLUDE THAT
WHILE THE LEADERSHIP HAS NO TROUBLE AGREEING ON

SUCH GOALS AS GREATER PRODUCTIVITY AND MORE MEAT
THERE IS NOT MUCH EVIDENCE IN BREZHNEV’' S SPEECH

THAT THE PRACTICAL MEASURES TO IMPLEMENT SUCH GOALS
HAVE BEEN AGREED UPON. END COMMENT HARTMAN
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ACTION EUR-12 .
4. FOOD AND AGRICULTURE: BREZHNEV’S REFERENCES TO

INFO OCT-88 ADS-80  INR-18  SS-10 CIAE-00 EB-08 DODE-08 FOOD SHORTAGES AND A POOR 1981 HARVEST WERE IN OUR

NSC-BS NSAE-08 LAB-04 DOE-18  TRSE-88 PM-@9 PA-61 VIEW DESIGNED TO DISPLAY LEADERSHIP RECOGNITION
OMB-81 STR-8 SIL-01  SMS-01  SAL-01  AGRE-88 FRB-03 OF THE PROBLEMS FACING THE ORDINARY SOVIET CITIZEN
OES-B9  ICAE-00 SP-02 SPRS-82 /@83 W WHICH UNDOUBTEDLY FIND EXPRESSION IN THE LETTERS
------------------ 115065 26083117 /67 SENT TO THE CENTRAL COMMITTEE AND THE CENTRAL PRESS.
R 2516447 NOV 81 THE SOVIET AIM, STATED IN SO MANY WORDS AT THE
FM AMEMBASSY MOSCOW MEETINGS, IS TO LIBERATE SOVIET  AGRICULTURE FROM
TO SECSTATE WASHDC 9413 THE VAGARIES  OF WEATHER PATTERNS IN THIS PART OF
USDOC WASHDC THIS WORLD. TO THIS END, AGRICULTURAL INVESTMENT
INFO AMEMBASSY WARSAW WILL INCREASE FROM PREVIOUSLY FORECAST 178 TO 138
AMEMBASSY BELGRADE BILLION FOR THE FIVE-YEAR PLAN. HOWEVER, BREZHNEV
AMEMBASSY BERLIN AND OTHERS DID NOT BLAME ONLY THOSE WELL-KNOWN
AMEMBASSY BONN "OBJECTIVE" CONDITIONS BEYOND THEIR CONTROL FOR THE
AMEMBASSY BRUSSELS CURRENT SITUATION, BUT SPOKE OF SHORTCOMINGS IN
AMEMBASSY BUCHAREST AGRICULTURAL MANAGEMENT AND ORGANIZATION AS WELL.
AMEMBASSY BUDAPEST 5
AMEMBASSY LONDON THE SOLUTION IS TO BE FOUND IN FOOD PROGRAMS TO
AMEMBASSY PARIS BE DISCUSSED AT A SUBSEQUENT PLENUM, BUT FINAL
AMEMBASSY PRAGUE FORMULATION OF THIS PLAN STILL APPEARS FAR OFF IN
AMEMBASSY SOFIA THE FUTURE. VLADLEN MARTYNOV, DEPUTY DIRECTOR OF
USMISSION USNATO IMEMO AND ONE OF A LARGE GROUP OF ACADEMICS WORKING
AMEMBASSY VIENNA ON THE FOOD PROGRAM,- TOLD ECONOMIC COUNSELOR THAT HE
. EXPECTED THE VARIOUS ACADEMY OF SCIENCES ECONOMISTS,
=0~ N-F—t—B—E—N~Fdf=~ SECTION 01 OF 04 MOSCOW 16263 WITH HELP FROM THE STATE COMMITTEE ON SCIENCE AND
TECHNOLOGY, TO PUT TOGETHER A DRAFT IN THE NEXT FIVE
USDOC FOR EEWT TO SIX MONTHS FOR SUBMISSION TO THE CENTRAL COMMITTEE
SECRETARIAT. HE REPORTED THAT A SET OF BAREBONES
E.0. 12065: GDS 11/25/87 (LIMMERMANN, WARREN) OR-M IDEAS HAD BEEN FORWARDED SEVERAL MONTHS AGO WHERE
TAGS: UR, EEWT, ECON THEY GAVE RISE TO INTENSE DISCUSSION BETWEEN DIFFER-
ENT FACTIONS. THE EXERCISE NOW UNDERWAY SEEMS TO
SUBJECT: SOVIET VIEW OF ECONOMY AT CPSU INVOLVE FORCING SUFFICIENT AGREEMENT TO PERMIT THE
. PLENUM AND SUPREME SOVIET SESSION. SOVIET ECONOMIC FRATERNITY TO SUBMIT A COHERENT

REFS: A) MOSCOW 15897
= B) MOSCOW 15956
= C) MOSCOW 16003
% D) MOSCOW 16200

1. CONFIDENTIAL - ENTIRE TEXT

2. SUMMARY: IN ATTEMPTING TO SEPARATE THE SUBSTANCE

FROM THE ATMOSPHERICS IN LAST WEEK’S OUTPOURING OF =
SPEECHES ON THE SOVIET ECONOMY, WE CONCLUDE THAT THE |

SOVIETS HAVE IDENTIFIED CLEARLY ENOUGH THE PROBLEMS

FACING THEIR ECONOMY, BUT HAVE NOT YET BEEN ABLE TO

DECIDE UPON A COHERENT STRATEGY TO MEET THEM.

END SUMMARY.

3. WE HAVE TAKEN ANOTHER LOOK AT THE MANY SPEECHES

MADE AT LAST WEEK’S CPSU PLENUM AND SUPREME SOVIET -
SESSION DEVOTED TO THE SOVIET ECONOMY AND THE

TARGETS FOR BOTH 1982 AND THE ELEVENTH FIVE-YEAR

PLAN (1981-1985) (SEE REFS. A AND B). IN ADDITION,

WE HAVE COMPARED NOTES WITH OTHER WESTERN OBSERVERS

AND SEVERAL KNOWLEDGEABLE SOVIETS. WHILE THERE IS

WIDESPREAD AGREEMENT THAT NOTHING UNEXPECTED

EMERGED FROM THE SESSIONS, OUR CONTACTS UNIVERSALLY

ARRIVED AT THE SAME CONCLUSION THAT THIS FALL'S —
MEETINGS DISPLAYED AN UNUSUALLY PESSIMISTIC TONE.

FRENCH AMBASSADOR FROMENT-MEURICE CLAIMED TO DISCERN

A MAJOR CHANGE IN MOOD BETWEEN 1980 AND 1981 (REF. C),

WHILE OUR LIST OF PESSIMISTIC SOVIETS GREW TO

INCLUDE YURIY ZHUKOV OF "PRAVDA" WHO TOLD HARRISON

SAL ISBURY (ACCORDING TO SALISBURY) THAT THE U.S.S.R.

HAD TO DO SOMETHING ABOUT ITS PROBLEMS - NOTING THAT

FOOD AND CONSUMER GOODS PROBLEMS COULD NOT FOREVER - =08 AG
BE PAPERED OVER BY INCREASED IMPORTS. SV

NLRR b~ uqz R
BY w00 DATE MDA
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DRAFT. ITS FATE WOULD THEN PRESUMABLY DEPEND ON THE
WILL INGNESS OF THE CPSU POLITBURO TO FORCE AGREEMENT
ON ITS CONTENTS, THUS PAVING THE WAY FOR RUBBER-STAMP
APPROVAL AT THE SPECIAL CPSU PLENUM. OUR GUESS IS
THAT AT LEAST A GOOD PART OF 1982 AT A MINIMUM WILL

BE REQUIRED BEFORE THE CPSU WILL BE ABLE TO RATIFY
WHATEVER AGREEMENT 1S REACHED ON THE MANY FAR-REACHING
AND OFTEN CONTRADICTORY PROPOSALS NOW BEING MADE ON
AGRICULTURE AND FOOD.

S. LIGHT INDUSTRY: “GROUP B" AND LIGHT INDUSTRY

ARE OF COURSE THE EUPHEMISMS EMPLOYED TO DESCRIBE

THE CONSTANT SHORTAGE OF QUALITY CONSUMER GOODS IN
THE U.S.S.R. WITH THE CONCOMMITANT EFFECT OF AN
EVER-INCREASING RUBLE OVERHANG IN BANKS AND
MATTRESSES. THE SHARE OF IMPORTS OF SOVIET DOMESTIC
SALES OF THESE GOODS HAS NOW REACHED 15 PERCENT,

AND THAT 15 PERCENT CONSTITUTES MUCH OF WHAT IS SOUGHT
AFTER AS OPPOSED TO WHAT SOVIET CITIZENS BUY OUT OF
NECESSITY. THE FACT THAT THE AUTHORITIES ARE CRACK-
ING DOWN ON THE WIDESPREAD PILFERAGE AND HOLDING

BACK FOR PREFERRED CLIENTS OF DESIRED GOODS ITSELF
SUGGESTS THAT THE ALTERNATIVE OF MATCHING SUPPLY

AND DEMAND SEEMS FAR OUT OF REACH. THE PRICE RISES
OF LAST SEPTEMBER AND THOSE RUMORED FOR JANUARY 1,
1982 SIMILARLY SUGGEST THAT THE LEADERSHIP LOOKS TO
ADMINISTRATIVE MEASURES (1.E., PRICE HIKES TO
DEPRESS DEMAND) RATHER THAN AFFIRMATIVE ACTION TO
INCREASE SUPPLY AS THE ONLY VIABLE SHORT-RUN SOLUTION
TO THE DEMAND-SUPPLY SQUEEZE. WHAT DOES NOT SEEM
FEASIBLE IS MASSIVE RE-EQUIPPING OF LIGHT
INDUSTRIAL FACILITIES TO PERMIT QUANTITY AND QUALITY
OF SOVIET-MADE HOUSEHOLD GOODS TO RISE TO MEET THAT OF
EASTERN EUROPE, NOT TO MENTION THE WEST. HERE AGAIN
A SPECIAL PLENUM IS TO BE CALLED AT SOME TIME TO
DISCUSS THE PROBLEMS.

6. INVESTMENTS: OBSERVERS HERE AGREE THAT THE CUT OF
38 BILLION RUBLES IN CAPITAL INVESTMENT FUNDS DURING
THE ELEVENTH FIVE-YEAR PLAN ANNOUNCED BY BREZHNEV
AMOUNTS TO RECOGNITION OF A SHORTAGE OF FUNDS. IN
EXPLAINING THESE CUTS, MARTYNOV TOLD ECONOMIC

INCOMING
TELEGRAM
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CONSTRUCTION IN THE U.S.S.R LEFT OVER FROM PREVIOUS
FIVE-YEAR PLANS ROUGHLY EQUALS THAT PLANNED FOR THE
NEXT FIVE-YEAR PLAN, SO THAT IT WAS LOGICAL TO CUT
DOWN ON NEW PROJECTS. WHILE WE BELIEVE, AND A FEW
SOVIETS HAVE SAID AS MUCH, THAT SOVIET MILITARY
SPENDING WILL BE RISING ABOVE PREVIOUSLY PLANNED
LEVELS, WE HAVE NO WAY OF KNOWING HOW MUCH OF THE
MONEY THUS FREED WILL MAKE 1TS WAY INTO THAT SECTOR.

7. INFLATION: WE NOTED WITH SOME CURIOSITY THAT
SOVIET BUDGET FIGURES ROSE 4.7 PERCENT BETWEEN 1388
AND 1881, BUT WILL RISE 7.7 PERCENT BETWEEN 1881

AND 1982. MOREOVER, THE FINAL RESULTS FOR 1981 SHOW
A SURPLUS OF 8 BILLION RUBLES BETWEEN INCOME AND
EXPENDITURE. ASKED ABOUT THE MASSIVE INCREASES IN
BUDGET GROWTH, MARTYNOV REFERRED TO THE SEPTEMBER
PRICE INCREASES AS THE CAUSE: HIGHER PRICES ON
A NUMBER OF KEY GOODS WILL PRODUCE THAT MUCH
ADDITIONAL REVENUE VIA THE TURNOVER TAX; IN A WORD
(OURS, NOT HIS), INFLATION. BY CONTRAST, MARTYNOV
FELT THAT THE CHANGE IN WHOLESALE PRICES TO BE
INTRODUCED ON JANUARY 1, 1982, WOULD NOT AFFECT THE
SOVIET ECONOMY EXCEPT INASMUCH AS THEY PROVED A SPUR
TO CONSERVATION; ALL THAT IS INVOLVED, IN HIS WORDS,
IS A CHANGE IN BOOKKEEPING.

8. ENERGY: [INCREASED INVESTMENT IN ENERGY AND THE
HEAVY EMPHASIS PLACED ON CONSERVATION LEAVE NO DOUBT
OF THE OVERRIDING IMPORTANCE OF THIS SECTOR TO THE
U.S.S.R. ECONOMY, WE NOTE THAT THE TARGET FOR THE

COUNSELOR THAT THE AMOUNT OF UNCOMPLETED CAPITAL '&GN-F—'—B—E—W

% }\9
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SAVING OF ENERGY WAS RAISED FROM 160,008,088 T0

200, 800, 000 MILLION TONS OF OIL. DURING MUCH THE
SAME TIMEFRAME, WE RECEIVED VARIOUS REPORTS OF SOVIET
CUTBACKS OF OIL EXPORTS TC EAST EUROPE. WITH RESPECT
T0 WEST EUROPE WE UNDERSTAND FROM FRENCH CONTACTS
THAT CRUDE OIL SHIPMENTS THERE ARE WAY DOWN; THE SAME
IS TRUE FOR WEST GERMANY. THE NETHERLANDS, HOWEVER,
HAS APPARENTLY INCREASED ITS IMPORTS OF OIL AND OIL
PRODUCTS FROM THE U.S.S.R. IF SOVIET OIL PRODUCTION
IS IN FACT RISING SLIGHTLY, BUT EXPORTS TO BOTH EAST
AND WEST EUROPE ARE DROPPING, WE FACE THE QUESTION

OF WHETHER DOMESTIC CONSUMPTION IS NOT RISING FASTER
THAN THE SOVIET PLANNERS EXPECTED OR, CONVERSELY,
WHETHER STOCKPILING IS TAKING PLACE. AT ANY RATE,

WE CANNOT DISCERN IN THE MANY PRESS ARTICLES PRAISING
THIS OR THAT FACTORY FOR CONSERVATION ANY SIGNS

THAT THE OVERALL PROGRAM TO SAVE ENERGY 1S TAKING
EFFECT.

9. LABOR PRODUCTIVITY: WITH 98 PERCENT OF THE RISE
IN SOVIET PRODUCTION DURING THE NEXT FIVE YEARS TO
COME FROM PRODUCTIVITY INCREASES, WE HAVE BEEN ON

THE LOOKOUT FOR EVIDENCE OF ANY COMBINATION OF NEW
EQUIPMENT AND INCENTIVES DESIGNED TO RAISE PRODUCTIVITY
ONLY IN THE CASE OF COLLECTIVE FARMERS, WHOSE INCOMES
ARE CONTINUING TO RISE MORE RAPIDLY THAN THE SOVIET
AVERAGE CAN WE ESTABLISH THAT REAL STEPS HAVE BEEN
TAKEN. WE SHARE THE VIEW OF A SENIOR

UKRAINIAN OFFICIAL ENCOUNTERED DURING CONGRESSMAN
SIMON’S SUMMER VISIT TO KIEV: “VERY EASY TO SAY,
PROBABLY IMPOSSIBLE TO DO."

10. INDUSTRIAL SECTORS: WE HAVE EXTENSIVELY REPORTED
ON THE LIKELIHOOD OR OTHERWISE OF PLAN FIGURES

BEING MET IN DIFFERENT BRANCHES OF THE SOVIET ECONOMY
OUT NATO COLLEAGUES SHARE OUR ESTIMATE THAT THE

SOVIET ECONOMY 1S LIKELY TO BE PLAGUED WITH UNEVEN
GROWTH OVER THE NEXT FIVE YEARS. THE APPEARANCE OF

A TIGHTENED HARD-CURRENCY SITUATION AFTER SEVERAL
YEARS OF RELATIVE COMFORT SUGGESTS THAT THE MACHINERY
REQUIRED FOR EXAMPLE TO GET OPEN-PIT COAL MINING MOVING
IN SIBERIA IN PROPER FASHION MAY BE DIFFICULT TO

COME BY. STEEL SHORTAGES ARE LIKELY TO CONTINUE

INCUMING 51
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AND HAMPER KEY SECTORS, FOR EXAMPLE TRANSPORTATION.
IMPORTS CANNOT PLUG ALL THE GAPS.

11. MANAGEMENT: THE PLENUM AND SUPREME SOVIET
SESSION AGAIN MANAGED TO COME DOWN SQUARELY I[N THE
CENTER ON THE AGE-OLD QUESTION OF WHETHER OR NOT
T0 GIVE GREATER AUTHORITY TO PLANT MANAGERS AND

'LOCAL OFFICIALS. BREZHNEV MADE TWO REFERENCES IN

WIS SPEECH TO THE DESIRABILITY OF GIVING LOCAL
PLANT MANAGERS AND COLLECTIVE FARMS MORE CONTROL

OF THEIR OWN RESOURCES. THEN, HE COMPLAINED TRAT
THE ESSENTIALLY CENTRALIST 1873 REFORMS (WHICH,
HOWEVER, GIVES A LITTLE MORE LEEWAY TO PLANT
MANAGERS) WERE NOT BEING CARRIED OUT QUICKLY ENOUGH.
APPARENTLY, WE ARE TO SEE MORE PLAN INDICATORS
THRUST ON ENTERPRISES AT THE SAME TIME AS THEY ARE
TO SHOW MORE INITIATIVE. AGAIN, A FUTURE PLENUM

IS TO DISCUSS THE ENTIRE PROBLEM. "PRAVDA" WAS
QUICK TO SUPPORT THE LOCAL INITIATIVE IDEA IN A
SEPTEMBER 22 PIECE DESCRIBING HOW A CELLULOSE
FACTORY HAD CONSISTENTLY FAILED TO MEET ITS TONNAGE
PRODUCTION GOALS, BUT WITHOUT COMPLAINTS FROM ANY-
WHERE; THE FACTORY HAD TAKEN UPON ITSELF TO IMPROVE
THE QUALITY OF 1TS PRODUCT WHILE REDUCING ITS WEIGHT
TO EVERYONE’S SATISFACTION. IN ALL PROBABILITY

WE WILL SOON BE READING A COUNTER-THRUST CALLING
UPON ENTERPRISES TO FULFILL MORE CLOSELY THE PLAN
INDICATORS.

12. THE FOREIGN SECTOR: WE HAVE ALREADY NOTED THAT
THE SOVIETS ARE APPARENTLY RECONSIDERING THE
WORKINGS OF CMEA WITH A VIEW TO GREATER EFFICIENCY
SOME OBSERVERS WERE SOMEWHAT SURPRISED TO SEE

CONFHBENHAL
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BREZHNEV' S REFERENCE TO COMPENSATION DEALSY WE
SURMISE THAT THIS SENTENCE WAS WRITTEN INTO HIS
SPEECH AS A REFLECTION OF ANTICIPATED HARD CURRENCY
PROBLEMS. IT COMES AT A TIME WHEN WESTERN BUSINESS-
MEN ARE INCREASINGLY OPPOSED TO SUCH DEALS.

13, CONCLUSION? WE CANNOT FIND IN THE REFERENCES
TO THREE SPECIAL MEETINGS ON ECONOMIC SUBJECTS AND
IN THE LACK OF SPECIFIC MEASURES ANY EVIDENCE THAT
THE U. S. S. R LEADERSHIP HAS YET AGREED ON MUCH MORE
THAN DEFINING THE NATURE OF THE PROBLEMS IT

FACES. AN EXCEPTION IS THE NOVEMBER 23 DECREE
(REF. D) LIMITING EMPLOYMENT ROLLS TO THOSE OF
1880@; HERE AT LEAST A CLEAR STEP HAS BEEN TAKEN

THE EMPHASIS ON WORKER PRODUCTIVITY, EFFICIENCY AND
CONSERVATION HAS NOT YET BEEN TRANSLATED INTO
SPECIFICS. THE FEAR THAT WHAT MAY WELL TURN OUT

TO BE DECLINING LIVING STANDARDS MIGHT SOMEDAY

TEST EVEN THE PATIENCE OF STOIC SOVIET CONSUMERS

IS NEVER VERY FAR FROM THE SURFACE IN THE CURRENT
SPEECH-MAKING BUT THE MIX OF ANTICORRUPTION
MEASURES AND APPEALS TO PATRIOTISM ON THE ONE HAND,
AND VAGUE REFERENCES TO MATERIAL INCENTIVES ON THE
OTHER LEAVES US FEELING THAT NO CLEAR STRATEGY

HAS YET EMERGED. OUR GUESS IS THAT SUCH DECISIONS
COULD CONCEIVABLY BE FORTHCOMING IN A YEAR OF SO.
THUS, WE EXPECT 1882, THE SECOND YEAR OF THIS FIVE-
YEAR PLAN, TO BE A PERIOD OF GESTATION AS IDEAS

ARE BANDIED BACK AND FORTH WITHIN THE MAMMOTH
SOVIET BUREAUCRACY. IT SEEMS LIKELY, THEREFORE
THAT NEXT YEAR'S PARTY PLENUM WILL BE FORCED TO
DEAL WITH THE SAME ISSUES. END CONCLUSION. HARTMAN
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2. SUMMARY: T

) MOSCOW 16197 (NOTAL), (E) MOSCOW
) MOSCOW 15258

EXT)

HE PARTY PLENUM AND THE SESSION OF

THE USSR SUPREME SOVIET HAVE NOW COMPLETED THEIR

WORK AND RATIFI
1982 PLAN AND B
THE REGIME WAS

CONTINUE TO EMP
GOODS INDUSTRIE

ED THE 11TH FIVE-YEAR PLAN AND THE
UDGET. THE MAJOR QUESTION CONFRONTING
WHETHER, IN ALLOCATING RESOURCES, TO
HASIZE PRIORITY GROWTH FOR CONSUMER

S. THE ANSWER WAS EQUIVOCAL: IT

IS OUR INTENTION TO GIVE PRIORITY TO CONSUMER

GOODS BUT WE DO
NOW. THIS POS!

NOT HAVE THE RESOURCES TO DO IT
TION APPEARS TO BE A COMPROMISE

BETWEEN SUCH PAST CHAMPIONS OF THE CONSUMER AS

BREZHNEV, CHERNENKO, AND GORBACHEV AND SPOKESMEN

FOR HEAVY AND D

EFENSE INDUSTRY SUCH AS KIRILENKO

AND USTINOV. G

IVEN ITS UNWILLINGNESS TO GIVE

IMMEDIATE PRIORITY TO CONSUMER GOODS, THE REGIME IS

NTHS AH ENTION
T0 "POLITICAL MEANS" OF CONTAINING CONSUMER
FRUSTRATION. END SUMMARY

—

3. DESPITE THE
AND BAYBAKOV SP
CONSUMER GOODS

EMBODIED ONLY |
FOR 1882 CONTIN
CAPITAL GOODS |
STATISTICS INDI
OF 1981 THE GRO
LAGGED BEHIND T
(REF A). PRIOR
THUS AWAIT IMPL
YEAR OF THE F1V
REGIME EMBARRAS
DISPUTES -- OVE
OF THE PROMISE

FAILURE OF THE

AND SUPREME SOV
BREZHNEV PLEDGE

4. THIS BACKTR
APPEARS TO BE A

COMMITMENT CONTAINED IN THE BREZHNEV
EECHES TO GIVE PRIORITY GROWTH TO
INDUSTRIES, THIS CONCEPT HAS BEEN
N THE NEW FIVE-YEAR PLAN. THE PLAN
UES TO FAVOR GROWTH RATES FOR
NDUSTRIES, AND PUBLISHED ECONOMIC
CATE THAT FOR THE FIRST NINE MONTHS
WTH RATE FOR CONSUMER GOODS PRODUCTION
HAT OF TOTAL INDUSTRIAL PRODUCTION
ITY GROWTH RATES FOR CONSUMER GOODS
EMENTATION IN THE 1983 PLAN, THE THIRD
E-YEAR PLAN. THAT THERE MAY BE SOME
SMENT -~ AND PERHAPS LEADERSHIP
R POSTPONEMENT OF THE FULFILLMENT
TO THE CONSUMER IS INDICATED BY THE
PRAVDA LEAD EDITORIAL ON THE PLENUM
IET (NOVEMBER 21) TO MENTION THE

ACKING ON PREFERENCE FOR THE CONSUMER
T LEAST A PARTIAL SETBACK FOR THOSE

POL ITBURO MEMBERS SUCH AS BREZHNEV AND CHERNENKO
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WHO HAVE SINCE THE OCTOBER 1988 PLENUM CONSISTENTLY
CHAMPIONED A "TURN TOWARD THE CONSUMER." AS
PREVIOUSLY REPORTED (REF B), EMBASSY HEARD IN THE
WEEKS BEFORE THE PLENUM OF MANEUVERING WITHIN THE
POL ITBURO APPARENTLY INVOLVING QUESTIONS OF RESOURCE
ALLOCATION. CHERNENKO AND BREZHNEV REPORTEDLY WERE
PEDDLING THE LINE -~ AIMED AGAINST KIRILENKO --
THAT A GIEREK-L IKE STRATEGY OF PRIORITY ATTENTION
TO CAPITAL INVESTMENT WOULD END IN A POLISH-LIKE
FIASCO. IF THESE REPORTS ARE ACCURATE, IF KIRILENKO
IN FACT WAS ARGUING AGAINST "RASH" COMMITMENTS

TO THE CONSUMER, HE SUCCEEDED IN HOLDING THE

LINE FOR HEAVY INDUSTRY FOR AT LEAST THE COMING
YEAR. THIS MAY BE EXPLAINED AT LEAST [N PART,

BY DEFENSE INCREASES. (JUDGING FROM BREZHNEV’S
REMARK THAT CURRENT ECONOMIC WOES ARE IN PART A
RESULT OF “THE WORSENING OF THE INTERNATIONAL
SITUATION" AND THAT "DEFENSE NEEDS WILL CERTAINLY

BE PROVIDED FOR," IT WOULD APPEAR THAT THE DEFENSE
SECTOR FAIRED WELL IN THE COMPETITION FOR RESOURCES.)

5. AN EMBASSY SOURCE WITH CONTACTS IN LOWER
PARTY CIRCLES TOLD EMBOFF THAT HE BELIEVES
THAT THE IDEA TO HOLD A FUTURE PLENUM ON
IMPROVING SOVIET MANAGERIAL PRACTICES AND
IMPLMENTATION OF THE 1979 PARTY-STATE ECONOMIC
REFORM DECREES WAS ALSO INSPIRED BY KIRILENKO.
ACCORDING TO THIS SQURCE, BOTH KIRILENKO AND
USTINOY ARE WIDELY VIEWED BY MEMBERS OF THE
PARTY AND INDUSTRIAL INTELLIGENTSIA AS FERVENT
SUPPORTS OF CERTAIN MILDLY DECENTRALIZING
FEATURES OF THE 1979 MEASURES, AND, IN GENERAL,
AS PRAGMATISTS WHO FAVOR GIVING GREATER
AUTHORITY TO PLANT MANAGERS AND PROVIDING
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GREATER REWARDS FOR COMPETENT AND PRODUCTIVE
WORKERS, EVEN IF AT THE EXPENSE OF UNSKILLED

AND UNPRODUCTIVE WORKERS. BESIDES PRESUMABLY
INCREASING PRODUCTIVITY, SUCH A STRATEGY BASED
ON INCREASING PAY DIFFERENTIALS APPEALS, ACCORD-
ING TO SOURCE, TO THE “ELITISH" OF THE PARTY

AND INDUSTRIAL INTELLIGENTSIA.

6. SOURCE BELIEVE THAT THIS "WAGER ON THE STRONG"
HAS ENCOUNTERED RESISTANCE FROM PARTY CIRCLES
WORRIED ABOUT THE SOCIAL REPERCUSSIONS OF SUCH A
STRATEGY - GREATER SOCIAL STRATIFICATION AND
WORKER UNEMPLOYMENT RESULTING FROM FIRING INGOM-
PETENT AND UNPRODUCTIVE WORKERS. AS ALREADY
REPORTED, OUR CONTACT BEL.ZVES THAT CHERNENKO
HAD THE KIRILENKO "SCHOOL" IN MIND WHEN HE
REMARKED IN HIS SEPTEMBER KOMMUNIST ARTICLE

THAT IT IS NECESSARY TO DEFEND THE WORKERS FROM
"ADMINISTRATORS-PRAGHATISTS IN WHOSE EYES A

MAN IS ONLY A MEANS FOR FULFILLING THE PLAN."
THE WIDELY FELT NEED FOR GREATER ECONOMIC
EFFICIENCY AND DISCIPLINE, HOWEVER, HAS, SAID
THE SOURCE, APPARENTLY PLAYED INTO THE “TECHNO-
CRATS’" HANDS AND COULD LEAD TO FURTHER VERY
MODEST STEPS TOWARD LIMITED MEASURES OF
DECENTRAL IZATION

7. THE ONE BIG PLUS FOR BREZHNEV (AND PRESUMABLY
GORBACHEV) WAS THE PLENUM’S COMMITMENT TO HOLD

A PLENUM ON THE "FOOD PROGRAM" WHICH WAS FIRST
ANNOUNCED BY THE GENERAL SECRETARY AT THE
OCTOBER 1980 PLENUM. EVEN HERE, HOWEVER, THE
BLESSING IS MIXED. AGRICULTURAL INVESTHMENT

HAS BEEN INCREASED, BUT THE ACTUAL SHAPE OF

THE “FOOD PROGRAM" 1S UNCLEAR. AS WE HAVE
PREVIOUSLY REPORTED (REF C) THE FOOD PROGRAM

HAS BEEN SUBJECT TO REPEATED DELAYS AND DISPUTES
WITHIN THE BUREAUCRACY. NO PRECISE DATE HAS
BEEN ANNOUNCED FOR THE PLENUM DEALING WITH THIS
MATTER AND, AS OF THIS WRITING, NO ONE KNOWS
WHEN “THE PERSONAL INITIATIVE OF LEONID

IL” ICH," AS THE FOOD PROGRAM HAS BEEN TERMED,
WILL SEE THE LIGHT OF DAY.

8. THESE KIND OF COMPROMISES ON ALLOCATION OF
RESOURCES AND ECONOMIC STRATEGY HAVE, OF COURSE,
BEEN THE HALLMARK OF THE BREZHNEV YEARS. THEY

ARE NOW OCCURRING, HOWEVER, IN A DETERIORATING
ECONOMIC ENVIRONMENT IN WHICH EVEN HARD-LINE
CONSERVATIVE COMMENTATORS SUCH AS YURI ZHUKOV

ARE PRIVATELY VOICING FRUSTRATION OVER THE ECONOMIC
INPASSE (REF D). THE LEADERSHIP'S ABILITY TO
MAINTAIN AT LEAST A FACADE OF UNANIMITY AND CON-
SENSUS HAS COME AT THE EXPENSE OF A GROWING
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IMPRESSION OF IMMOBILITY AND STALEMATE

9. GIVEN THE DEARTH OF NEW ECONOMIC INITIATIVES
THE LEADERSHIP APPEARS TO BE MOVING TO CONTAIN
CONSUMER FRUSTRATION THROUGH ESSENTIALLY
"POLITICAL MEANS." IN RECENT WEEKS THE REGIME’S
PROPAGANDA EFFORTS HAVE INCREASINGLY FOCUSED ON

THE FIGHT AGAINST CORRUPTION AND PRIVILEGE,

PARTICULARLY AMONG OFFICIALS. AZERBAYDZHAN
PARTY CHIEF ALIYEV, FOR INSTANCE, IN A RECENT
FULL-LENGTH INTERVIEW IN LITERATURNAYA GAZETA -
HAS GIVEN A STERN WARNING TO PARTY AND STATE
CADRES AGAINST GRAFT AND CORRUPTION, IMPLYING
THAT ADDITIONAL LEGAL MEASURES MAY BE NEEDED TO
“DISCIPLINE" VAYWARD CADRES (REF E). THE SOVIET
PRESS HAS REPORTED ADDITIONS TO THE RSFSR
CRIMINAL CODE DEALING WITH EXTORTION AND BRIBERY
(REF F), AND WE HAVE RECEIVED A NUMBER OF REPORTS
THAT LEGAL ORGANS IN MOSCOW HAVE BEGUN TO
INSTITUTE A CRACKDOWN ON BLACKMARKETEERING AND
FRAUD (REF E).

10. THE HIGH VISIBILITY OF THIS CAMPAIGN
INDICATES THAT IT IS DESIGNED IN LARGE MEASURE
TO "PERSONAL IZE" POPULAR FRUSTRATION AND ANGER,
TO DEFLECT CRITICISM FROM THE VERY TOP OF THE
POLITICAL LEADERSHIP, AND TO GIVE THE APPEAR-
ANCE THAT THE LEADERSHIP 1S SYMPATHETIC TO THE
PEOPLE’S WOES. IT MAY HAVE THE ADDITIONAL
POLITICAL ADVANTAGE OF BEING A COURSE OF
ACTION ON WHICH ALL POINTS OF VIEW REPRESENTED
IN THE POLITBURO CAN AGREE.

HARTMAN

Al
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