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Note by the Chairman 

Attaehed is Part III of the appreeiat10n of the 
eeonomie position of the N~ and Warsaw Paet eountries for 
the period through 1985, ~:h1ch serves as the basis for the 
Warsaw Pact countries assessments S"!IT!!!!arised in Part 1. It 
bas been prepared by the Economie D1rectorate in aeeordanee 
with the agreed procedures for NATO defenee plarning rev1ew, 
and 1s submitted to the Economie Committee !:Jr re71ew(1). 

(Signed) J-N. GIEAULT 

!-lATO, 
1110 Brussels. 
( 1) See DPC/D(71 )10 da'teë! 19th :·Iay, 1971. For ihis p~ose the 

Economie Committee is considere~ to be c~QPosed of ~e s~e 
part1cipating countr1es as those represented in the Defence 
Planning Committee. 
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THE l"ARSAI'1 PACT 

Economie situation and outlook for the 1980s 

. In 1980 the Soviet t1Jûon's GNP, or total estillated 
output of goods and services, 18 •• t1mated to bave exceeded 
t1.3 trillion - around bal! that of the United States economy, 
bath 1n absolute t~rms and on a per capita basis. For the six 
East European nations of the Varsav Pact(1), total GNP amounted 
to around ~O billion, or one-fifth that of the D.Iropean 
COllllllUDity,and less ~ bal! the CollllllUll1ty's per cap1ta GNP. 
COllectively, the Warsav Pact nations nov annually produce 
tvo-fifths the volume of goods and services of the NATO member 
countr1es, and in per capita terms, balf as much. 'lhe pr4lcipal 
reasons for the WarsaW Pact's lover production levels can be 

found iD a smaller amount of total capital stock(2) and generally 
lover labour and capital productivity. 

2. The Varsav Pact economies have reached this poiDt of 
development as a result of a period of relatively rapid economic 
grovth atter the Second World Var. The USSR iD particular, which 
had a GHF equivalent to approxilllately one-third that of the t1Jûted 
States iD the mid-1950s, vas able to promo te grovth by heavy 
capital investment(3) and by draving off large amounts of 
agricultural labour from the farms to the factories. As a con­
sequence, vhereas tvo-thirds of the population of the USSR vas 
rural iD 1940, nearly the same proportion vas urban by 1m. In 
Eastern Europe, the strongest annual gains iD output have s1mllarly 
been registered iD those countries wb1ch heretofore vere pr1marily 
agrarian and lacked a significant industrial base. 

3. Since the 1960s, hovever, the annual increments to the 
Gross National Product in the liarsaw Pact countries have tended 

0) 

, 
stock of the USSR in 

sources ta be 1.6 billion rubles 
rate of exchange), of which 1.1 
represented iDdustrial capacity. 

vas reported by Soviet 
4 billion at the official 

rubles (_1.7 billion) 

Ranging from 20 to 30% of GNP annually, as compared ta 
15-16~ for the United States 

around 
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have dried up, and as the costs of rav materials and new 
productive faeillties have elimbed. Consequently, siDee the 
m.d-1970a the atrategy adopted to prollOte eeollOlII1e growth 
iJ1 lIOat of the Varsaw Pact eountries bas eraphasized the IIOre 
eHlcieDt use ot existiDg resources. 

4. IIoDetheless. the Varsaw Pact eountries bave not 
reapoDded vell to this polley of so-called wiJ1tensive· growtb. 
Equipalct and lllaterials continue to be used carelessly and 
wastetully, partially because of art1fieially low pricing 
Q'1Jtaa 8Dd p181111era' fBilure to fiDd effective iDcenUves or 
diaiJ1eentlves to moUvate vorkers and maDagers to improve the 
lIIethods aDd quali ty of production. Becauae of the centrally 
plamled na~e of the eeonolllies, managers uaually speD4 IIIOre 
of thelr time tryiDg to alter or offset otten unreasonable 
production demands, rather thaD take the risks assoclated vlth 
attemptiDg to produce improved or better quality output. 

5. For these reasons, barring radical changes iD labour 
or maiiagement praetices, or the successfu! videspread adoption 
of tecbDologleal 1m1ovation, the long-term outlook for the 
Varsaw Pact econolllies is one of declining g;ro.th. Vith coneen­
trated investlllent, substantial iJ1creases iJ1 output III1ght be 

ach1eved iD certain priori ty iDduatrial sec tors , but at the 
expenae ot retard1ng development iD others. averall, the trends 

of past çovth suggest annual iDereases iD total ecollOlllic output 
averag1ng no IIIOre than 2-3% iD the 1980s and eventual stagnation 
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of output levels by the mid-1990s, at which time the Warsaw Pact 
economies may be producing a total amount of goods and services 
roughly equivalent to that produced by the NATO countries in the 
1970s(1). 
(1 ) The concept of growth of total national output, al though 

widely used as a measure of economic dynamism, is subject 
to Many difficulties, especially when applied to the 
centrally controlled and directed economies of the Varsaw 
Pact and compared wi th those of the West. In the first 
place, since the Warsaw Pact countries use different 
accountiIIg methods than those practiced in the West, and 
generally artificial, state-controlled pricing systems, 
their statistics can mlslead as to what the total stated 
value of output actually indicates wi th regard to pro­
ductive capacity, let alone how it may be compared to the 
output and economic capacity of the West. 

If Eastern output values are translated into terms 
of Western currencles, the problem is further compounded 
by the fact that Eastern currency exchange rates, also 
state-controlled, are set at different levels for various 
purposes, and so lt is difficult to de termine appropriate 
rates of exchange; since the currencies are not legally 
exchanged on world money markets, there is no market­
determined rate for them (other than that on the bl8.ck 
market) . To overcome these problems, Eastern output in 
physical terms la sometimes evaluated di rectly in terms 
of comparable Western market priees for corresponding 
goods and services, and totalled using the Western 
concept of GNP; but this method, too, is subject to 
accumulated statistlcal discrepancy and error, and so 
must be regarded with caution. 

Again, comparisons of growth generally fail to take 
account of basic divergences in the nature of the Eastern 
and Western economic systems. Western economies are 
becoming increasingly service-oriented: currently, more than 
55% of lhe US workIorce ls in service-related occupations -
banking, stock markets, insurance, educati on, and government, 
while the Eastern economies remain primarily industrial. 
Consequently, rates of economic grm1th, even if based on 
common money terms, do not reflect the fundamentally 
different factors of which this ~~h ls composed. 
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The industrial nerformance 

6. For a11 the countrles of the v[arsaw Pact, since thelr 
econoaies are still primarily industrial, the principal component 
of ecoDOllic ôUtput in the coming decade will continue to be 
1!Iduatrial production. Al"thouih qricultural output and rapIdly 
expending service sectors will also play an important part, 
industrial performance ,till nonetheless provide the greatest 
impetus to econolllic growth. 

7. Grovth in Soviet industrial output, like tbat of the 
Soviet ecoDOay as a 't.1hole, slowed perceptibly in the late 1970s 
from that of earl1er periods. Particular difficulty has been 
ezperlenced in recent years in such areas as output of higb­
quallty steela, coal. and building construction, although virtually 
aIl industrial sectors bave lagged beh1nd originally set five-
year plan goals. Principal barri ers to more rapid Soviet 
industrial development have been manpower constraints, investment 
limitations, ·labour and management practices •. and slowness in 
adopt1Jig ,new technologies. A1l these con8traints will probably 
contiDue to hinder industrial growth throughout the Warsaw Pact 
in the 19808 , and are discussed in greater detail belo",. 

8. In Eastern Europe, growth in industrial output bas 
generallJ slowed througbout the 1970s. Growth bas slowed least in 
in those countries - Romania and Bulgaria - where it bas been pOSSible 
to draw off the largest nl.llllbers of the rural workforee to work 
in the factories. The possibili ties of USing this source of 

labom; bowever, have no~1 become cuch more limited. On the other 
band, per capita industrial output recains highest in those 
countries - East Germany and Czechoslovakia - with a historical 
industrial base; çOl·rth in these countries is also declining, 
however, partially because ai an aging indus trial plant, and 

partially as a result oi increasing costs of imported :-av materials 
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and capital equipment(l). Poland presents a special case: 
Still considerably agrarian. it bas DOt yet been able to feel 
the effects of extensive capital inveat1llent projects p1mmed 
in the 1970s, partly beeause ot the pressw-es ot resultiilg toreign 
debt, and partly because a rise in popular expeetations bas 
foreeà the curtailment or many projects oriented towarda the 

expansion ot capital gooda production. 

9. In al1 the liarsaw Pact econoll1es. in addition to 
the previously lIIent10ned 10ng-term constraints. growth in 
induatrlal output iD the 1960s may be hindered by year-to-year 
fluctuations in the performance of certain Vital eC01'lOmic 
sectors: energy and rav cateria1s production. agriculture. 
transport. and 1nd1rectly~ by consumer gooda suppliera. 
Having a bearing on all ot these sectors. as vell as the ecoDOlI1ea 
as a lIbole. will be balance ot payments considerations. ~e 

tollowing paragraphs brietly ezamine aDticlpated develop8eDts 
in each ot these aress. 

(1) Nonetheless. the potential ~or producing 1I111tary equipment 
appears to rPl;la1n greatest in these countries. Czec:hoslovakia. 
tor instance. is one ot the sixth largest arma exporters in the 
world. rlter the US. the USSR. France. the United lUngdom. 
and the Federal Republic ot Ge=y; the annu,' value ot 
Czechoslovakia's arms exports amounts to about 1/20 that 
of the USSR and 1/50 that ot the United States. 
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The enerS! situation in the Warsaw Pact 

10. O;l the ~;hole, the USSR possesses a variety of 

patential energy sources ~hlch should be adequate ta Ille et its 
energy needs throughout the coming decade, providiDg It ls 
able and vl11ing to make su!flcient investment in increasingly 
castly energy resource development, and can import or develop 
required tecbnology to overcame adverse climatic and geographical 
caDd1tiou. ~ether it can continue largely to malte up 

Eastern Europe's energy de!1cit through oil end gas exparts 
15 IIIOre problematic. In 1980, the ussa vas estimated to have 
provided about ~ or Eastern Europe·' s total energy 
1IIport requirelllents, excllld1ng electrlclty, which accauntecl 
tar about ane-third o! all energy consumed in the six cOUDtr1es. 
In the event that the Eastern European nat10ns have ta turn 
elsnhere for an increasiDg part of their energy 1IIIport neecb, 
they will probably face greater prablems with regard ta their 
already generally severe hard-currency debt and trade detic1ts. 

11. Oil presently provides for over 40" of the 
QSSR's total primary energy production. At 600 million tonnes 
a year, Soviet oil output is the world' s largest; approx:illlately 
450 1II1111an tonnes is used tor Soviet domestic consumption, 
wh1le 80 million to=es ls exported to Eastern Europe, and the 
rema1ning production is exported elsewbere providing over haIt 
of aIl SoViet hard-currency earnings ($ 6 billion in oil 
receipts in 1979). 

12. SoViet planners predict that throughout the 1980s 
oil will continue to occupy its prominent place as an energy 
source, falliDg to perhaps 37% or total energy output 

by 1990. This projection rests on the assumption that the USSR 
CaD rapidly supplant decl1n1ng oil reserves in the Western part 
ot the country and at the giant SaQotlor Field with production 
from new wells in Siberia, l'1hose oil reserves are large but 
unclearly known, and can in any case be developed only at great 
cost, after considerable lead tice, and possibly only vith 
the assistance of Uestern technology(l). 
(1) fi the assumpt~on aoes IlOt 601a true, SOVl.et oil produchon 'light 

tall ta around 500 CIillion tonnes annually in the 1980'5, in 
which case the USSR cdght become a net oil ~arter, after 
dtlivery commitments to Eastern Europe vere met; in this case. 
i might ~ort around 15 lII1llion tonnes ot 011 a year at a cost 
of around '-5 billion annually in 1985 prices. 
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13. Natural ps, lIIhose production 1. rapldly eJpalldfng, 
and of wh1ch the USSR possesse. the lGr14'·s largest resenes, 
wUl grac!uall.y be usec1 to tulr1ll the Country'lI grov1Dg eneI'KY 
neec1s; ~II a level of same 20" 111 1975, It is plannec1 
tbat Il8.tural gas will proVi4e around one-fourth of all primary 
energy supplies betveen 1980 aDI1 1985, and up to neerly 
30 ~ ~ th. lID4 of the ceutut",. SOYiet uatural pa 
will also probably be elIportec1 111 1I1Cre8I11ng qumtltlell to 
bath Eastern and Western &n-ope. Il Soviet ps elIportll to the 
West continue expand1ng at their preseDt rates of 'V'01~ an4 
value, they may provide the ussa vith • 6-10 billionanmmlly 
by 1985( 1), as compared to • 2 b1llion 111 1979. 

14. Coal will probably continue to provide 8ligbtly over 
one-f1fth(2) of total SoViet primary energy production 
throupout the 1980 s and 1990 8 , bat may u_ 1ncreall1ng 
importance lifter the turn of the centur)'. Bepnnf"g 111 the 
1980 s, DUc1ear energy production vill elIpaDl1 at an 1Dcreas1ng1y 
rapi4 rate, start1ng ~I!I aroun4 1" of total primary 
enerc production 111 1980, and grov1ng ta around 10" 
by the year 2000. Hydroelectric power generatlon is al80 

schec1ulec1 ta !pov slgn1f1cantly, elIpand1ng to '" of 
total prilllary energy production by 1985. 

15. All 111 all, SoViet energy resources are vast and 
d1veraifiec1 enough that the USSR can probably .eet pracUcally 
&Dy energy contingeney for itself and partially, at least for its 
Warsaw Pact Allies 111 the 1980s. It migh't bave ta de lia, hovever, 
at great illvestment cost, and pOlldbly vith clIDSlderable 
reliance on 1mportec1 Western technology and mater1al for oU 
and gas extraction and transport. Increuingly, the USSR vill 
look ta the countries of Eastern Europe ta proVide equipment and 
manpower for energy 1I1vestment projects. 111 returft for future 

guaranteed deliveries of energy. 

(1) In 1985 priees. 
(2) As eompared ta over 25SS 111 1975. 
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Ralf Materials Availability 

16. 111e Soviet l1n1on is one of the world's leading 

»roducers ot metals and non-metallic œinerals; in addition, 
It holds plentitul raserves of a large range of these I18terials. 
ID recent yBars, however, groving domestic 1Ddustrial requiTe­
ents have outpaced development of nev sources of supply. and 
scille ot the most readily accessible reserves are becollling 
",rb.1!sted~ As a consequence. the ussa faces the prospect in 
the 198O's ot haVing to import larger quantities of scille Vital 

lDdustrial rav materials at considerable cost, or of haVing to 
devote substantial additional investment to dOllleatic rav materials 
extraction. often in remote areas where developlllent and transpor.: 

coats are extremely high. 

17. To a certain extent, the ussa vill probably opt tor 
1Dcreased importation of necessary rav materials, either frolll 
other conpmmi st countries, or under long-term arrangements 
Vith developing countries, frequently in re~ for Soviet 
assistance in developing these countries' mineral exploitation 

facl11tles. 111e ussa is already dependent on imports for 
at least a fourth of its cODSumption of tin, baryta. aln.iNJII 

(in the t01'lll ot bauzite). cobalt, molybdeIWIII. tungsten, and 

fiuorspar; for all except the !1rst tlIO, import dependence 

rose sign1!icantly during the 1970s. 

18. ID the 1980 s although reliance on imports lllight 
decrease tor cobalt. molybdenum, and tungsten, it Vill probably 
increase or remain high for alulll1num and fluorspar. In addition, 
throughout ~ the de cade the ussa will import from Morocco US ~ billion 
worth of phosphates needed in fertilizer manufacture and will 

import gro~ quantities d zinc and lead, because of 
insufticient priority having been given to the development of 
Siberian deposits of these latter two minerals. The purchase 
of these cOlIICoclities should not preve to be a particular 
burden on the Soviet balance of payments, however, since they 
can be offset by sales of other raw materials such as natural 
gas, timber, gold, and to some extent, titanium, platinum, and 

perhaps cbrollli te. 
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19. Eastern Europe will cODt1Due to r-,in lar,ely 
depeDdeDt on 1JIports of moat of it. tndgstrial raw _terials 
need., elther froll other co_m,at countrie., such as the USSR, 
"'ollloli., and CUba, or from other world lllU'ket.. In the l.tter 
case, it will probably try to provide for the bulk of its needs 
umer lons-teJ'll barter or development project &gre_enta with 
the develop1ng world, in order to avoid outlay. of .caree 
coavertible currency. 
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20. Subject to varying annual output largely because of 
h1gbly unstable \'1eather conditions, Soviet agriculture 
perfcirmànce has nonetheless 1I:lproved over the past t'Uteen 
years, in response to high levels ot' investlIIent and other 
bud,etary support (1) • The rate of growth of output throughout 
the 1970s, however, has been about balf the 3.~ e.nnual increase 
in the period 1966-70, which vas achieved through extensive 
lIIechan1l18tlon, land improvement, and increased fertiliser 
application, as well as considerable expansion of arable land. 
Lon«-term reasons t'or the slo~ldown in the 1970s, which should 
continue to act as a brake on Soviet agricultural performance 
in the collling decade, 1nclude management problems and unproducti~e 
use of capital(2), limits to arable land expansion possibilities, 
and a shr1nk1ng agricultural labour t'oree. 

(1) fotal capital investment in al! agrlcultural activities 
IlIIOUnted to 2o-23:~ ot' all investlllents in the Soviet econolllY 
in 1961-70, 261~ in 1971-75, and 2~ in 1976-79; SoViet 
agricultural subsidies, on the other band, currently cOlIIe 
ta SOlIIe 20 billion rubles a year. 

(2) Det'iciencies in capital productivity in SoViet agricuture 
are related at least in part to the organisation of the 
farma. There are 18,000 state t'arma, averaging 40,000 acres 
each and employing approximately 12 cillion workers, or one 
worker per 60 acres; the vast size of these farms, though 
permitting econocies of scale - t'or example, through the use 
os buge machines - cakes management difficult and causes large 
setbacks in worker productiVity where machinery breaks down 
or is absent. The other principal type ot' agricultural 
organisations, the collective t'arms, number 29,000, average 
13,000 acres, and ecploy around 14 III1llion, or one worker for 
slightly under 30 acres; although the smaller size of these 
t'arms probably maltes for more efficient management, workers 
tend to give more attention cO what they produce for private 
sale there - since it fetches a higher priee - than to that 
produced for sale ta the state. 
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21 . !lare immediately. Soviet açicultural. perfor'UZlCe 
1ll the 1970s ,.. plague4 by a mmber of diaappo1Dt1D« barveats 
resultiq troll bad weather(l). Besides the weather, 1IIl30r 
d1f!iculties centered 1ll transport md stora«e ahortcoaill«s, 
and 1ack of aD adequately traiDe4 labour foree to nm ad repa1r 
a groviDg park of agricultural mach1nery. Agricultural tnmaport 
ddiciencies atell mainly trolll iDadequate fana roada aII4 in­

auUic1ent raU_y facilities for hell] 1ng UId loadiq «raiD. 
On the other band, graiD atorage fac1l1ties of BOille 300 lIl1llion 
tonnes' capacity, although probably adequat. on the wole to 
.. eet present Soviet needs, are poorly place4; aD additional 
capacity of 100 lIl1llion tonnes vould be desirable for lIIarl_ 
etticieney and less loss, particularly near Soviet ports. 
AgaiD, lack of traiDed lIIechanics to service agricultural 
machinery makes it cheaper for the USSR to produce a nev tractor 
tban to repa1r a broken-dcnm one, and reaults iD an excessive 
park of canabal1sed agricultural machinery. 

22. In recent years, an'lIIal prbduction bas been given 
iDcreasiq attention iD the USSR iD respoZ18e to grow1.ng cODSUlller 
dellland for lIIeat(2). Ta achieve higber levels of meat production 
iD the 1970., the USSR reoriented its agricultural sector 
toward iDcrease4 production of feedgraiDs. It also SIIporte4 
considerable quantities of feedgraiDs anmlally(3) becauae of 

relatively lov costs on world graiD and shipping markets, and 

because of the unreliability of Soviet graiD harYeats. 

(1) the veather WBS espec~âiiy UDiavorable In 1975 and 
1979, but also adversely affected the harYest iD 1972, 

1974, 1977 and 1980. 
(2) An1l11al products still supply only 25-30% of calorie intake 

iD the Soviet Union, as opposed to 40% in the United States. 
In othertenllS, per capita lIIeat coZ18W11ption iD the USSR 
remaiDs at around 58 k1logralllllles annually, as opposed to 
the norm sougbt by Soviet planners of 82 kilagrammes per 
capita - about the current level of lIIeat conSUlZlption in 

Western Europe. 
(3) Op to 25 III11lion tonnes in some years, or around 10% of 

the average annual harvest in 1976-80. 
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rO avoid over-dependence on grain imports in the decade abead, 
in ~ch rap1dly rising grain priees are expected as a result 
of stroDc increeses in vorld daand, the Soviet goVenlllent 

bas 1nd1cated that it will continue to invest heaVily in the 
acr1cultural sector, which remains under-capitalized by Western 
staadarda(l), and expand fertiliser production and use(2). 

ID additioD, it will give priorlty to the developlMJ1t of the 
Don-black earth fanl1Dg regiona and will give more 

.. ter1al Clcouragements to private agricultural actiVity, 1dI.1ch 

supplies IIOre than 25"; of the ussa's total farm output, including 
more than 3~~ of its livestock products. 

2~. ID Eàstern Europe, agricu1türal output bas been 1mproved 
iD the past fi!teen years by the increased use of fertilisers 
lUId lIIBch1nery, and the reorganisation of plots 1nto larger 
producing units. Nonetheless, East Germany, Czechoalovak1a, 
and Poland still lack sel!-su!ficiency iD meeting domestlc 
sra1D needa, and Romania and Bulgaria lose a conaiderable 
POrtiOD of their exportable agricultural output because of 
organ1sational and transportation shortcoaings. Hungary alone 
iD Eastern ~pe has buil.t up its agricultural sector to the 
~o1Dt lIbere it produces signi!1cant export earnings. 

24. To improve agricultural performance in the future, 
the countries of Eastern Europe will probably not attempt 
&DY widespread land reorganisation, as optimal farm size has 
probably been attaiDed in aU of the countries except Poland, 
lIbere private fermers, cultivating 80% of the agricultural 
llUld, resist governcent attecpts to form larger state units 
froll the private plots. Rather, the East European cOUDtr1es 
will try to raise agricul tural producti vi ty through 

1mproved fertiliSer use and better t'arm machinery. 'l.'hey will 

alsotry to improve farm labour and management practices 
through the use of monetary incentives, even at the cost of 

(1) In the US, for instance, fixed capital per worker is 
hlgher in agriculture than in industr-f; this Is not the 
case in the USSR. 

(2) Around 55;; of Soviet land is considered poor in 5011 nutrients; 
25 kg/ha of fert1l1zer is currently used annually, as 

opposed to an ideal of 120-150 kg/na. In addition, the ussa 
has no capaclty for the production of superphosphate fertillzers, 
necessary for maT~ crop-grOWing ef!iciency. 
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adding to the government's already heavy ~ood priee subsidy--­
burdens in all of the cOUDuiea except Homgary. OIIly br 
providing farmers nth. wbat. the,. cOl1a1der adeqWlte compensation 
..,111 the East European aoVerIIIIentS be able to ensure-de11very 

collllldtments and help prevent the black marketeering that 
inevitably occura wen food 5UPPly talla lIhort ot demand. 
In Polaud, Czechoslovak·ia, ·and to soma atent East -Germany •. · 
emphas1s will continue to be put OD prollOt1D8 gra1n:productioD. 
in order to pro vide greater supplias of _at tor the population 
and to cut down on ever more costly imports !rom world grain 

markets~ 
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1'r!r1!p°rt 
25. ~rt 4etlcleac:la •• _a to retard the growth 

of the Varsav Pact ecODOIIIies pl'1Dclpally through delivery 

dela,.., 1III1cb ruult. in foreed leU_.s at faetory destinations, 

ço11q. of par1.allabl. gooda, IIDC! theft "uriJIg transit; throuah 
10 .... due to the ,_rally pool' etate of repair of transport 

ftblcl •• ; IIDC! iD the 1JSSR iD partlcular throuah ditficulties 

iD eo-ol'lUllat1OD aIId rivalr1 •• "'11« the varlous agencies 
.... '"'at.l'iq the 9Ut ayst ..... 

26. ID the ussa, dellvery "elays often arise on the 
railva,.., 1III1cb still carry over hal.! of all freight in terms 

of tOllllll-k1lowtl'eos, as eoçared. to 80% iD 1960 and 65% in 
1970. Although the ovenll!elm'"1 empIlasls on rail transport 
lia. bec decl'n'"g, total volUllle of loods transported by raU 
cODtiDa •• to P'OV, vith the result thet rail capacities have 
bec:_ choke4 UId the average tilDe required for a rail journey 

l~ year1y. The railvays' situation ha.s been aggravated 
by the fact thet, sinee 1955, the Soviet Govemment has devotee! 
lID 1Dcreaa1Dgly smaller sbare of total transport investcent 

to the ra1lroada in faveur of the IIIOre rapid development of 
othel' 11_ of transport, so tlIat llUeh of the fixed and roUing 
stock !las falle into disrepair and has not been rennovated 
w1th lIOderD techDology for IIIOl'e effleient service. The poor 
etate of repair of llUeh rolliJIg stock also eontributes to lasses 

t:!IroaIh erac:ka and open doors. 

27. Awn of thase problellLS, the Soviet leadership has 
basun puttiJIg IIIOre emphasis on railvay inveBtment" "Ilhereas 
inveBtment iD ra1ll/ay equipaent grev at an average rate of only 

550 .!!I!lI.Uy !raID 1960 through 1977, in 1978 it increased by 
ovel' 10%, and in 1979 by 2cr,~ . Pla!!!!ed 1ncreases b railway 
inveBtmeut in the 1981-85 period will be ea:1strained, hO\~e..,er, 

by the leadership's concurrent desire to devclop ail and gas 
pipelines, whieh throughout the 19705 were laid at the rapid 
rate of nearly 10,000 ~ a year(1). 

(1) .Ln addition, eonstra1nts will be telt by the tact that invest­
llleut iD transport continues to be given less el:Iphasis than that 
in iDdustry. From 3l!~ in 1960, transport investment as a 
pereentage ot total investllleuts in 1ndustry had declined 
to 2~ in 1978. 
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28. The Soviet road system, which has also seen rapid 
expansion in recent years(l), and whieh bas be~~ ta relieve 
the railways of some of their short-baul burden, nonetheless 
also suifers its deficiencies. First, because of the clioatic 
conditions in IliUch of the USSR, roads are extremely expensive 
te build(2). Secondly, sinee connecting roads are the responsi­
bility of the farms or fectories they serve, their construction 
and ~aintenanc e tends to be neglected in favour of meeting 
planned output Ievels. As a result, they ara either lacking, 
especially 00 the farms, or generally in disrepair; consequently 
they cause mueh damage and loss as trucks bump over them, or 
as tractors become stuck in IliUd wbere roads should bave been. 

29 . Total losses arising !rom deflcleneles in all types 
of transport facilities have been estioated by Soviet sourcès 
to cost the USSR some four billlon rubles ($6.2 bll1lon) in 
agrlcultural output annually, or around 3% of aIl agrlcultural 
turnover, and &.5 billion rubles (~10.1 billion) in lost 
industrial output. It is difflcult to· foresee that these 
problems can be quickly remedied in the 19805, in view of the 
large capital investment SUQS required, and the need to correct 
widespread administrative and management shortcomings, wb1ch 
have their roots in the nature of the economlc system ltse~. 

30. In Eastern Europe, transport i5 also often hlndered 
by outmoded equlpment and inadequate roads. Agricultural 
spoilage due to transport shortcomings ls particularly a: problem 
in Bulgaria, Romania, ane! Hungary to a certain extent. Although 
all of the East Europe~ countrles as a whole invest heavily in 
transport development (17-38% of the amount invested in industrI 
in 1977), they, like the USSR, are hindered fram makin.g rapld 
lmprovements by conflicting investment prlorltles and by inefflclent 
management and labour practices. The outlook for the 1980s 
promises no rapid progre5s in overcoming these problema. 

Cl) 

(2) 

Some 25,000 ~ of hard-surfaced road have been added to the 
road system annually sinee 1960, of which an average of 
15,000 km bave been paved. 
It has been est~ated, for exemple, that it costs 600 thousand 
to one ml1lion rubles to build a slngle kilometer of road in 
some parts of Siberia. 
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Consumer Gaoda SUpplies 

31. The aupply and quality of consumer goods ls of crucial 
importance to Soviet and East European economic growth in that 
lt bas a direct bearing on ~rker attitudes and also largely 
determines the effectiveness of monetary incentives to 
atillulate worker productiVity: bollUSes for above-plan and 
qua11t)o lIOrk _ l1ttle il they cannat be spent on desired 

CODSUller 8Ooda. 

32. SoViet- statistics show continuing growth in the 
volume of consumer goods produced: !rom a value of 50 billion 
ruble. in 1960. consumer 800ds output grew to 100 billion rubles 
in 1970 and 160 b1ll1on rubles in 1980 - more than a two-fo1d 
increase for a population which grew by ooly 5~. during the 

past twenty years. In the same time period, the value of so-cal1ed 
"industrial ft goods which also inc1udes consumer goods (1). expanded 
more tham three ttme. ta nearly 460 billion rub1es. Nonethe1ess, the 
production of consumer goods still receives seccndary emphasis in the 
SoViet ecoDOlIIY, and the principal problem of Soviet consumer goods 
production seems ta be not so lIUch one of the quanti ty of goods 
produced as their quality. 

33. In the SoViet Union, the Government' s policy is to 
produce ever-1arger quantities of basic consumer goods at often 
subsidised priees. in order to demonstrate to the population 
at large the constant gro~rth of the Soviet economy and its 
flmdaMutal priee stabil1ty. The quality and reliabili1:y 
of the merchandise is given ooly secondary consideration, 
part1y becauSe producing enterprises are rewarded primari1y 
tor manutacturlng in quantity, and partly because increasing 
the qua1ity of output even marginally tends to push costs up 

rapidly(2). As a result, Soviet consucer goods production 
continues to ive rise to man dissatisfied customers -
1 Beavy industry i8 c1aimed to produce over one-half of a11 non­

food consumer. j;toods in the USSR. 
(2) To Increase the precision of a Soviet ~Iatch ':q fi·Je s econds, 

for exazole, it has been claimed by a ?~owledgeable Soviet 
o:!ficial" that the production cost rises by 30 ro 1,0;'; . 

(3) OUt of over ~IO Illll.ion television sets ma.."lufac"turec in 1980, 
tor instance. almost every th1rd set had to ce brought in 
tor repairs during the ~laITanty period, often with long waits 
for replacement parts. 
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34. Recognising this problem, Soviet planners h<iy: :;.", 
proposed that growth in investment in the production .ot non-. 
durable consumer goods slightly exceed that for capital .gQods 
in the 1981-85 ppriod; in addition, the Soviet gove~e~~~ha~ 
instituted, beginning in January 1981, a more stringent ,., 
system of control over so-called -quali1;y· consumer ,gqodsCi). 

• . - ~ J 

It is doubtful, however, wh ether these measures wiil .perceptibly . ~ u _. __ , 
improve the consumer goods situation i~ the USSR: cQn~~~r .. 

". - . , -
goods industries still receive only one-seventh of the ~ount 
of investment in capital goods industries, and past experience 
has demonstrated the skill of consumer goods producers in 
evading government attempts at rigorous quality control. 

35 . In the end, the Soviet consumer will probably have 
to undergo the continuing unpleasantness of considerable 
defective merchandise, and will continue to pay ~~o to three 
times the state-established priee on kolkhoz markets in order 
to obtain quality food produce. Whether consUlller discontent arising 
from such condi tions ~rill lead to eve~ts silllilar to those which 
occurred in Poland in 1980, however, is difficult to preèict. 
Al"hough disturbances as a result of meat shortages were repo~ed 
by Western vi si tors to some large Soviet plants in 1980, 
labour is not nearly 50 well-organised for mass action in the 
USSR as lt ls in Poland. In -Short, although the 
production of consumer goods .rill probably be a continuing 
headache to Soviet planners througbout the 19805, it .rill most 
likely be a manageable one ~thout too severe a drain on 
productive resources. 3ecause the output of consumer goods 
industries still amount a perceptibly smaller share of total 
output than that from heavy industry, even marginal expansion 
of consumer goods production can produce more visible results 
than s i milar investment in heaV"/ industry. 

(1) Soviet surveys have found that 10-25% of even those goods 
g~ven the state seal of quality are defective. 
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36. ID Eastern Europe. cODSUIIIer goocis have many of the 
... fault ••• tlIoae produced in the Soviet 11nion. although in 

mat of the East aJropean couzrtrie. they are in more abundant 

1UPP11~ CODsuaer demaDd appears to have tound most ef:fective 

apre •• ion in Poland. RDmauia. and mDlgary; in the former t-"o 
eouatri ••• 1t bas most toreefUlly been expressed through strikes, 

~. iD BuaIar7. it bas been given more latitude for operation 
tIIroacb th. fl'eer fUI1ctioDillg of prices. wbich in turn tends 
tG -courac. or discourage certain tJPes ot consumer goods 
production. 
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Balance of Fayments Considerations 

37. Al.though the volUl:le of all Soviet uports amowrts . 
to only somewhat over 5;; Of est1mated GNP, and tbat of exp.orts 
to the ,lest only l-2~" i"ore1gn trade is important to the ussa 
as a means of maY~ up d~estic supp1y shortfal1s and quickly 
obtaining the benefits of modern .techco1ogy. For Eastern 
Europe, foreign trade 1$ a ~ more aizeab1e component of 
national output: exports accowrt, on the average, for around 
1550 of estimated GNP. Foreign trade for Eastern Europe, besides 
serving as a means i"or gain;ng advanced techno1ogy and maY~g 
up for production gaps and shortfalls, 15 also vital for assuring 
supplies of indus trial energy and raw materials, in which all 
of the countries are lac];ing to varioua degrees. · Henee, the 
continuing economic growth and well-being of the Warsaw Pact 
countries will depend to a cansiderable extent on how successfully 
they can generate enough exports of goods and services to pay 
tor necessary and desired imports; this will in turn' denend to 
a large extent on how well they can ' ~ring their foreign 
payments into balance, particulerly their hard-currency payments. 

38. ~~e mainta;njng its traditional position of over~ll 
export surplus in every yeer except 1972 and 1975-76, Soviet 
foreign trade in the 19705 developed convertible currency 
imbalances of around ~6 billion in the mid-1970s large1y due 
t o substantial ~orts of capital equipment fro~ the 
Industrialised rJest(l). These imports, along with repaYliients 
of ?rincipal and interest to cover the cost of the machinery 
pur~hased, also caused sizeable convertible currency payments 
imbalances. Toward the end of the decade, however, with a 
decline in purchases of ,Testern equipment and steep inereases 
in the priees of exported Soviet 011 and gold, the convertible 
currency trade de:f1cit rapidly diJIIinished, falling .. to around 
$2 billion in 1979 froD a level of nearly 14 bi1lion in the 
previous years, and the country's convertible eurreney payments 
situation also showed signs of being brought into balance. 

( 1 ) I~ the period 1981-76, the USSR and Eas~ern 
Euro~e imported sooe $40 billion in capital equi pment 
from the ,-lest. 
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39. ID the 198Os. it is anticipated that the USSR's 
convertible currency trade position v1ll continue to improve. 
IIard-cul"!'ClCY 1IIports v1ll probably grov only modestly and 
could even atacnate. tlb1le exports can be expected to exp and 
appreciably thaDks to anticipated higher priees tor mineraI 
.l'uela lIIId other rav material..s. lIhich vill probably more than 
otta.t poasibly dac11n1ng volumes ot deliveries ot these 

_ter1als. !ben too. Soviet trade vith less developed countries. 
1III1c1l has a bard-cul"!'ClCY componerrt. and gave rise to a Soviet 
trade IIUl'Plus vith the area ot arouDd '5 billion in 1979. can 
lie apected ta continue its developlllent in the Soviet Union' s 
trftlur. FiDally. Soviet arms sales throughout the 'ooIOrld. 
1II11c1l lIIIIOUDtecl to ~ b1ll1on in 1979. or one-titth ot hard­
CWle1lCy elIports. should remetn strong. 

40. Eastern Europe developed convert1ble currency trade 
deticita ot over ~ b1ll1on. or about halt the value ot all 
lIarc1-currency exports in the m1d- and late-l970s as 1t tolloved 
th. Soviet exupl. ot importing large quant1tles ot capital 
eqW.paeDt tro. the West to Bid 1Ddustrial modernisation and 
developllent. Trade vi th the USSR also developed annual 
~-2 b1ll10D 1abalances. largely because ot incnases in the 
prie. ot oU iIIIportecl trolll the USSR. As a result ot trade vith 

the ".st. the acc:wmlatecl net convertible currency debt ot 
EasterD Europe in 1979 stood at aroWld '50 bill1on. or nearly 
tllree tilles the level ot the area's annual hard-currency 
exports. and tive t1llles the USSR's net convertible currency 

debt. 

41. Because of the substant1al volUllle ot manwactured 
aports to convertible currency areas needed to generate tunds 
to repay this debt. together with rising consumer expectat10ns 
8Dd 1Ddustr1al raw materiala needs. lIhich do not allo.., imports 
to be aharply curta1led. the trade and payments ouelook tor the 
countries of Eastern Europe in the 1980s 1a net sanguine. 
Horeover. the USSR. wh1ch supplies the bulk ot Eastern Europe's 
energy needs. may 1nSist increasingly OD payment 1n hard 
currency or potentially hard-currency generating merchandise 
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for deliveries of oil and gas. In short, unless the countries 
of Eastern Europe can offset probable trade balance de!icits 
tbrough invisibles such 8S !oreip 1DvestlIIent. tourism and 
maritime transport in the 1980s, they will face s8l'ere .strains 

in their important foreign trade sectors. PolaDd. which has a 

hard-currency debt of around ·~O billion, or nearly five times its 
annual hard-currency export earaing', faces the greaters :problems. 
and will undoubtedly see its growth in industrial output thwarted 
as a resul t of consequentimports restraints. 
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tIDd.rlyt"' o..ommuc Trends 

42. "!Ile SoYl.t tIB1011 lIIId lIOn ot lu East European allies 
tace c!uriq tbt 1980a the prospect ot a growillg labour shortage, 
arla1q ~ aiow1Dc populatlol1 srovtb lIIId 1IIcreuillg nUlllbers of 
~OMN. .ll:tboVlb the allDrtqe ilia,. be IIOre apparent than real bec..... ot 1f14eapre.ad "orkforc. redulld8llcles in lIOn industrial 
elJterpriHa, _tbtl.as it could contrlbute to decl1n1ng growth 

in 1D4uatrlal. production, unless productlv1ty can be othenlise 
lDcreaHd tIIroVlb 1J1vestment in ne. labour-savillg equipment, or 
tbt introduction ot .ore etticient vork lIIethods through management 

lIà4 1IIcaUve "toma. 

43. ~. Soviet tIB10ll'S population, currelltly numberillg around 
265 lI1ll1on, i. 1Dcreasillg 1II0re slowly than tormerly and is growing 
olcler. Bav1Dc expllllded at a rate ot nearly 2" annually throughout 
tbt 1950a lIIId 196Oa, it. growth has tallen ~ ~und 1" annually 
in recent ,..ars, lIIId Is projected to decllne even turther 1:1 the 
1980a, ao that by 1990 the SoViet population may total enly seme 
290 1I1ll10n. Ot the.e, nearly one-tUth vill be ot pensloning age(1). 
aa compU'ed to around one-tenth in 1950. 

44. .&lOB« ,,1 th the pliera! decline in the grovth of the 
population, the SoViet workforce vill also tend to cease expanding. 
Prospective additions to the able-bodied population th--oughout ~~e 
1980a will average cmly sOlIIe 600 thousand a year, as compare!! to 
2.4 lI1lliOJl ,""lI.UY in the 1970s. In a country vith virtually no 
uae.plo,...nt except tor that generated by considerable labour turn­

o.er, and 811 exceptlonally high rate ot female participation in the 
workforce, the.e projections lIIean that the nation will have fev 
place. te look tor additional labour supplies. 

45. SoViet industry, lIIIaich employs 40% of the total ..,orki"orce, 
vill teel the ettecta ot the trend 1II0st sharply. Still grow1I:g ~t a 
rate abcve that ot the Tlo'OUlatlon in Ileneral. industrial e!:ltlloVlllent 
(,) lii 53 âîîî! oidër 1er VOlIIen, and 6ô and eIder fer Clen 
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i n the 1980s w1ll be held baek ~ro= 1urther substant1al expansion 
by the combined effeets of the slovdOVl1 in çovth of the total 
workforce and by a marked reduct10n in the movement of agricultural 
workers to industry, the USSR'a tradit10nal source of industrial 
labour supply. '!bus, in the 1980s the USSR faces the · prolipltCt that, 
for the country as a whole, inere.s.a in tbe laèOW" rore. vill èe a 
less readily availaèle means of promoting industrial srowth· than in 
any previous decade since the Second Vorld Var. 

46. The agrieultural sltCter in the 1960. will continue, as in 
the past, to g1ve up a I1UIIIber or vorkers te the rest of the -Soviet 
economy - perhaps some 5 million, or around ~ o~ the estimated 
current non-agr1cultural ·c1v11 1 an labour ~orce(1). If this project­
ion 1s correct, it compares roucbly vith the nœaher of persons 
released from the egricultural secter in earlier deeadea(2) and 

shoulâ offset to SOCle extent the expeeted decline in the growth 
of the industrial labour force. ~ draV-off v111 contr1bute less 
to labour force growth than fOnllerly, hovever, because 1t CI~t be 
apportioned among other areas of the economy needing additional 
workers, and represents a smaller pereentage addition than formerly 
to the total non-agricultural labour ~oree(3). Moreover, becau.se 
50 much of Soviet agriculture remains under-mechan1zed, ft remains 
questionable how many additional vorkers the USSR cao afford te 
release to non-agr1cultural act1vities vithout su!fering marked 
declines in agricultural output. Even oov, lIl\lÇh of the covement of 
agrarian workers to the cities is accounted for by more highly .. trained 
farm workers, such as tractor drivers and mechantcs, who are alreacty 
i n short supply on the farms. 

47 . The rate of expansion 0:1 industrial emploJ'lllent may also 
slow because of a continued flov of personnel to the service sector. 
Between 1960 and 1979 the nrotlortion of the worldoree in this sltCtor 

( 1 ) See "Soviet Populatio~ _~.d J1anp~.er Trends and. Polic:!.es~. by . 
!.furray Feshbach and Stemhen Rapavy in Soviet !cono~iri a 
New Fersoective (Joint Economie COIIIlIl.1ttee oi 'th. trcongress, 
1916). . 

(2 ) Accordi.ng ta the above source, the total. Sovi et agricul tural 
labour force declined by approximately 5 million in ~e ·19505 
and 1970s , and by some e million in the 19605. 

(3 ) Tbe non-agr1cul tural ci Vilian labour force is est1::lated nov to 
number around 112 million; in 1970 i t totalled 85 :nillion, in 
1960, 61 million, and in 1950, 50 million. 
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1Dcnuecl frem 11 to 2~. .. demands for goods distribution 

ad Mme.. P'ft. end .. J'Ounaer vorkers 1nCreasingly aought 
wh11:e-coll8r ~ob.. Al:tllcnllh th. Soviet government has indicated 

. tbet 1 t 1DteDd8 to tI7 tG IIold dOWll the m.I:Iers employed in 
.errtce. c!ur1JIC the DUt f .. ,.ar •• It w1ll probably not be 
~oçletely aucceUhl. iD Yi .. of pan tnnda and its OWD 

etetee! pol1cy of tr:r1Da to proYida IIOre Arvlcu ta the con-
._1nl populaUOII. 

48. 'III. lIOn f ... lble option the Soviet Union has of 
tr:r1Da to off Mt the antlclpated decl1zIe iD th. growtII in ' lts 
1Dduatr1al labcNr force iD the 1980a la to employ 1II0re pensloners. 
SIIort of reJ..iDa the retiramt .... wh1ch ls approx1lllately !ive ,.ara ~ tIIaD that usually appl1ed in the Vest. the ussa can 

8IICCNl'ap volU11tar7 old-... particlpation in the work foree through 

'ftIJ'1oua 1IIcmtivea( 1 ). otherw1M. 1 t lIIU8t tun1 to other lIIeans, such 

.. 1IIcre"iDa labcNr prodŒtiYity ~ adlUtlonal capltal 
1Irn.twut wllere labour i. stUl under-mechm1zed, and through 
the 8J)pl1cation of IIOd.m tec!moloa and 1II0re efflcient vork methods. 

49. 'Ille potent1al labour aIIortage, however, is one a!fecting 
only certain rec10ns of the ussa, _ely the Vestem portion, ... here 

lIOn of the 1lIdustry 1. establ1ahed, and Slberla, which needs a 
lI'OW1nc supply of labour ta develop enera and raw materials 
productlon. ID pred0lll1nantly Mcsl1lll Central Asla, the population 
cOlltUmes ta l1"OW rapldly enouch to assure an abundant supply of 
labcNr. Becauae of lilIcu1st1c, ethnie. and cultural d1!ferences 
between "'II'U", and Slav •• however. there allPears ta be little 
prospect for w!:Iatant1al out-m1gration !rom this labour-surplus 
reCion to labour deficit are... It is thua l1kely that the Soviet 
autllorltie. w1ll saek to ~te greatar labour productivity in 

Central Alla ,,'Dly by orlmtillC inVestment to labour-intensive 
1Dduatrle., such as food procesSing, textiles, and light consumer 

~ decrn o! Oë-:oSer 1919, tor exaçie, enends tiie ns~ ot 
occupatlons in wh1ch pensionera can work and still retain more 
thm half their penslons, enabling them to earn up te nearly 
double the avarqe state wag&j It ia est1l:lated that 2-3 million 
pealoners may be attraeted into the worktoree as a resuJ. t of 
this lII.asure 
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50. To attract and hold labour in Siberia, the USSR vill 
have to make judicious use 01: administrative meàSurès and economic 
incentives, the latter of which will depend on adequate supplies 
of consumer goods, housing, and sôcial facilities. These in 
turn will depend on expanded consumer goods production and 
ilIIprovecents in the traditionally déficient construction ~try. 

51. In the Western USSR, a potent1a1 decl1ne in labour 
force growth will have to be remedied pr1marily by inereases in 
labour productivity. ' This can be aehieved in essentia1l~ ~ee 
ways: through reduction in work!orce at individual plants without 
a corresponding 1:all in production(1}; througli more outPut 'f~om ' 

..' -
existing labour forces through better organization and vork ~ractices; 
and through increased inve5tment in labour-saving mach1nery. 'To 
achieve the first, the USSR w111 have to overcome inherent biases 
in lts system of rewarding enterprises aecording te the number o~ 
workers employed. To achieve the second, it will have to rely 
mainly on effective economic ineentives, which in turn will depend 
on lncreasad production of consumer goods. The th1rd approach is 
constrained by investment liI:t1 tations. AIl these options are 
discussed ~ more detal1 below. 

52. In Eastern Europe, the long-tert:l population trend is a1s0 
one of generally declining growth, with consequent shcrtages in 
workforce. Thus, in the 1980s the countries of Eastern Europe will 
have te achieve gains in labour productivity following the options 
open to the Western part of the Soviet Union, and will face similar 
constraints in dOing so, the MOSt severe of which might be in t.~e 
area of investment. 

Investment Limitations 

53. Since 1950 the USSR has relled on heavy capital. investment, 
in conjunctlon with rapid expansion of lts industrlal labour force, 
te prol!lote economic growtl::. Each year it bas investad SO::1e 30% 
of the value of all goods produced, as compared vith a yearly 
investnent rate of aroUlld 10%, of .GNP in the United States and .. ' 
C 1 ) This m:.gnt appear -io Se 'ihe':mcn-i'easi61e: option, ,Sl.nee " a"-"-

1979 survey in the USSR by ecôncmiats and sociologists àt 
institutes in Moscow, Leningrad, Novoisibirsk aiui othér ,:ci tles 
suggested that the country might possess werker' reservès amo~tlr.g 
ta 10~ 0:: the total work!orce èecause of over-mermj"g at C2!ly 
Soviet enterprises. ~ , ~ 
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ad appron-tely 2~ a Japu. It 1s doub~ whether the 
tJSSR'a rate of 1J:InatlleDt caD be expanded beyond this level 
1D the 1980.. eapec1ally a ~t of probable cozustra1:1ts on 
tbt srowtIl of the ecODOllJ' aa a whole which will llmit possibilities 
for apaDS10D of cap1tal lOods product10n; moreover, because of 
na1Dl raw _ter1ala ad pro4UctiOD costa even the current 
aubetat1al ..".t of emme1 1Dvelltlllent lINS't be used more 
e!f1e1.atly tG achi.". the- _ resulu as a the pasto 

54. Soviet 1J:InIItIIIent 1D the 1980s thus faces both 
quaDtitat1". ad qual1tative 1.1m1tat10Da. Quant1tatively, since 

the srowtIl of llational output 1s expected to decliDe, growth iD 

total 1J:In.' nt w1ll probably alao d' .. 'n'ah. 1.t the Soviet 
Go '.1 t eODt1Duea 1ta polie,- of keepiDg 1Dvestment a more or 
le .. con.tant Ihare of national 1Dco.e; and a Vi_ 
of preva1l1D1 CODSlDer att1tudes a the Communist cotmtrles, 

1t 1s dUf1cult to foresN that the USSR would allow the share ot 
CCID818ption- a national aeome to erode a favour of 1Dvestment. 
IDdeed. over the 1981-85 per10d, state investment ls scheduled 

to crot' only aoae 2.5" _"aUy. as compared to approxilllately 
3.l4' • year 1D 1976-80 ad ~ azmually a 1971-75. Total avestcents 
1D 1:be 1981-85 per10d v1ll thuII come to SOIll_hat over 700 blllion 
rubles (" tr1ll10D), as eompared to arotmd 634 billion rubles 
($00 b11l1OD) a 1976-80. 

55. Qualltat1vely, Soviet 11lvestment a the 1980s will be 
d1racted 1ncreasiDgly to the moder:11zatlon ot existiDg facil i ties 
ad the -eompleUOD of projeets already begun. rather than the 
eonatruct1OD of whole n_ plants. Although capital investment in 

nev plants haa been shovn to produce greater ul tiJDate gains in 
labour productiVity(1), the Soviet leadership has opted for sav:!.ngs 
a 1J:InatMilt upadJ.tures ad the IIIDre 11IIIIediate gains in output 
raalized throuch the re-tooliDg of ex1stiDg plants. 

56. In efforts to CODae"e 11lvestemnt ttmds, certain sectors 
o~ the SoViet eeODOmy v'-1l probably be slighted in the 1980s in favo= 

crterpri.... once they are on stream, averages 20-25% = 1;;nO,r 
thIm that at rebu1lt ones. 
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development and improvement of transport fac1lities; in addition, 
agriculture will continue toreceive at least one-!tlth o~ ail 
investment a!lotments. As a result, investment in COn5Ul:ler goods 
production, other than foodstufrwill doubtless not gra..r suhl;t~:l<;:ially: 

It i s unlikely to amount to more than one-seventh that invested in 
teavy inèustry through 1965, st least. 

57. Whatever the measures taken to con.serve 1nve.-tllc1t 
resources,regional considerations will increasingly l1mit the 
e!!ecti'leness of Sov1ét lnvestlllent. In 5iberia, where IllUCh nev 
investment will be made, costs will be higber in proportion 
to investment returns because ot large transport distances and the 
harsb cllmate. In Central Asia, investment etfectiveness will he 
llmited by the level ot manpower education and training. 

58. Eastern Europe also faces restra1n1& on investlllent 
possihllities throughout the coming decade. PolaZld and Rccan1a 
will have to adjust to over-investlllent in the 19704, the fOnler 
tram imported capital goo~, and the latter tram domestic capi~ 
accumulation. Although in eaob case the past i=esi=ent should 
eventually stimulate economic growth, the leaderahips of the 
respective countries will have to meet popular demaDds for 
more immediate gains in consumer goods output. East Gergany, 
Czecboslovakia, and Bulgaria, like the Western part of the Soviet 
Union, will be faced with constraints on capital. investment 
arising trom labour shortages, rising rav materials costs, and 
limited capabilities for developlng or importing technologicaily 
advanced equipment. Htmgary may be in the hest position to make 
additional capital investment, probably mainly in the form of 
imported capital equipmen~ if its economy can continue to adapt 
ta changing world market conditions. 

Labour Attitudes and Hanagement 

As in the put, the growth of the lfarsaw Pact economies 
throughout the 1980s 'Will continue to be hindered by low labour 
:norale and management difiïculties. 'lhere are signa that the 
countries will take more vigorous measures to try to co=ect these 
problems, s~ce they cont~!bute to the ~steful use of energ? and 
raw eaterials, whic"h are becoming steadily less plentiful =d 

N /.. T 0 UNCLASSIFIED 

-27-

D
E
C
L
A
S
S
I
F
I
E
D
 
-
 
P
U
B
L
I
C
L
Y
 
D
I
S
C
L
O
S
E
D
 
-
 
C
-
M
(
2
0
0
8
)
0
1
1
6
(
I
N
V
)
 
-
 
D
E
C
L
A
S
S
I
F
I
E
 
-
 
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



NAT 0 UNCLASSIFIED 

AC/127-"."P/636 -28-

IIIOre costly. Because of the Ulherent nature of the central.ly 
directed and controlled economic systems, however, i t ls 
UDl1kely that &DY ot the lIIeaSU%'es vill spur labour or 
managelllent to sigaitlcant gains in productiv1ty, except perhaps 
in HuncarY, where indicative planning and a relatlvely tree 
market 1IIechan1S111 may encourage 1II0re private initiative. 

60. 'rhe nature of the Yarsaw Pact economic systems 
does l1ttle to encourage increased eftort by labour, which, 
as in the Yest, can be prolIIoted pr1marUy through threat of 
unemploYlllent or by var10us incentlves. Since the Wareaw Pact 
nations are, at least in theory, labour short, and are ideologically 
comadted ta po11cles ot full emploYlllent, the threat of unemplo~ent 
does not serve ta prolllote labour discipline ( 1). On the contrary, 
1n the USSR in particular, the M.l-emploYlllent pol1cy tends to 
result in a high rate of labour turnover, as workers dissatisfied 
vith conditions at one place of emploYlllent f1nd 11ttle d1tticulty in 
transterring ta another. As a result, it is estilllated that at least 
1~ ot vorkt1llle is lost ammally in such transters. Moral incentives 
and bonuses aIso do net prodUce intended results, the former because 
vorkera do net be11eve in the, and the latter, because too often 
they are not backed by des1red consumer goods. 

61 . Avare ot the se problems, the Warsaw Pact governments have 
recently ennacted lIIeaaures to reward worker longevity at a single 
job and have purported to give increased attention to the production 
of consumer goods. Nonetheless, consumer goods production will 
still receive less emphasis throughout the 1980s than other priori ty 
1ndu.strial sectors. Additional lIIeaaures have been advanced ta 
taellitate the vithholding ot bonuses it industrial production goals 
are not Illet or exceeded(2); but they will be ditficult to ~le=ent 
and may only tend ta result in more labour turnove::-, as worke::-s 
:!Iearch tor 'Cosi tlon where the bonuses continue to be granted" 
(1 ) 

(2) 

Even in Hungary, unemployed vorkers are assured of eventual.ly 
obt&lnlng jobs through etate agencies. 
In the USSR, &round 40% of worker ea.~s are èeri veè !::-oc 
bonuses. 
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62 . A free trade UD101l movèment, arls1:lg out of grov1:lg 
worker discontent a1: vorking ccïnditfonsand -consuzier "stippliëi; ' 
has m2IlUested itseU 'mort :expl1C-ltïy in POlana', vhere' :itS - ­

origins date at least trom 1976, and where it 'has been able tc 
profit trom a 1mique convergence oi natioiiaJ. religloii1- and fut~lleetual 
forces, the latter stE'!Il!D1ng from a weil~rg'anlied intelligensiâ.:-
Two attempts have beeD-made-at ,eatabl1aJifnt_s 'm1 ,Jar crP.?'tzatlons 
in the USSR sinee 1977, without much success, and a fI'ë'é'-l:abour 
movement was jm;tituted 1J1 R""enfa in 197'9. Sbould tJle IDOvelllents 
surv! ve inevi table party and palice haraullent iD eech of these 

countries" they migbt come te represeDt e~eetlve barge ' "'"g 
units to press for additiona1 varkers' rlghta and benents, end 
so might 1nStill new vigor 1J1to varker' attitudeS" end productlvltY. 
Ci ven the USSR 1 S reactian to t!I8 tree' UZ1icm IIIOVBenta, hewever, ' 
it appears unlikely thàt they vl1l come te be vleved as acceptable 
means of boostlng labour morale IIJId potential productlvity. " 

63 .. Labour's produet!vlty might be ~ttmU1ated by Its ~ore 
efficient organization and use by management. Eut unless ~fo~s 
similarto the EUJlgarlan- approach 'are 'inst1tuted 1J1- the other 
Warsaw Pact econamiea " wanal.llent will , c~ti:nle ta !iDd adven'l;age 
in exce:ss employment of labour. ID. the ussa 1:1 'l'articuler, 
enterprise vage funds are centrally determ1.ned, an4 a princli1al 
criteria of the Aize of the tund r~ajns the ~er employed: 
Thus enterprlses having larger numbers of' employees are awarded 
more, and sa disinclined ta release varkers. 5econcUy, heavy ' 

emphasis on research and design, partIy to follav téchriololJlcal 
developments iD the West, causes larp sta!1's ta be employe'd ~1n, these 

activitles - perhaps 3-4 times ,larlJ9r tban s~ar stat~a in the ' 
West. Finally, the uncertalnties senerated by central plamûng ' lead 
faetory managers to 'build-up labour reserves ~or var1cus eo~lngenc~es: 
• sto!":lli.ng' te lJIeet end-ot-mo::lth 'targets <=.nd 'l;v llIake up ,for -del",?s in 
raw and semi-processe~ mater1als 'dellverles; ~r07iSing necessa:y 
construction operations and repairs; responding to seasonal ca11s 
to assist with harvesting - especially necessary iD the Uort!ler: 
cotmt' i es · .. here the season 1s yery sh,9.rtj and prov1ding for 
maintenance of children's ~er instltuticns. 

NAT 0 U N C LAS S IF! E D 

-29-

D
E
C
L
A
S
S
I
F
I
E
D
 
-
 
P
U
B
L
I
C
L
Y
 
D
I
S
C
L
O
S
E
D
 
-
 
C
-
M
(
2
0
0
8
)
0
1
1
6
(
I
N
V
)
 
-
 
D
E
C
L
A
S
S
I
F
I
E
 
-
 
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



NATO UNCLASSIFIBD 

AC/127-VP/636 -30-
64. III 8bart. eUorta te .t1.1INlste JllCl&l8llGt and raise 

l.abcnIr .. nl. Y1ll probab17 not pi'O'. ta be m effective 
101ut10Jl ta CII!A ecOllOa1 •• ' probl." of crow1JIS labour cOlUltra1nta 
1Jl tbe 1980.. III the loq l'UIl. ta promote growth 1Jl 1Jldustrial. 
output plaiiiwr. vill !la" ta tuI'Il 1Jlere .. ~ly ta iIlve.stment 1Jl 

MW. lahcnar-aav1JIC machi n.IT • 

• lal." reatructul'i M and techJlolosical. 

65. ~ the put two decade. 1Jl tbe VU_ Pact 
c ..... t:d.... tMre !Jaa bec • tendency ta II'OUP related tIJlterprise. 
1Jrto pra4uctlOJl UD1ta rwport:1Jlc d1nctlJ' ta Jl&tiOJl&l or re«1OJl&l 

1DIlUatr1al a1Jl1atr1... 1Jl m effort ta aDpl1!y ad clarL.~ the 
liM. of 8Utbol"1~ !roa the a1Jl1atr1 •• "tO the 1Jld1Vic!ual enter;Iri.e •• 
III • i al. lt ca lie aa1d that tIIe.e re.t:ruc:tur1Jlp baYe .eh1eftd 
tlleir 1Irt . hd a1a of 1.IIprOY1Jlc .... 1.n1atrative ettec1C1C7, ad it 
1& m' i1re17 that the!'! Y1ll be attapta ta .a41fy th_ tIJI!I radicaUy 
1Jl tbe fUture. Certa1JllJ'. how.,.r. there Vill be attempta to 
~ sdlll1D1atrat1". COJltrols by the 1:ac1teasillg use ot 
cOllpUter •• 

66. 1'0 the eztaJlt that prot1tab1l1~ a1pt be 1Jlereas1Jlgl.7 

1IHd .. a • ..- ot • tuw'. plm pertOi "C.e 1Jl tIIe 1980s. the 
vara. Pact ec~ •• 8&Y ___ 1laduatr1al reatructur~ 1Jl tavour 

ot""1JI4ûatriai areas 1Ih1ch are tavoured by govenmient priciDg pollcy 

or are eéiiçetit1ve 0Jl vorld markets. Export-oriented industries vill 
probabl.J' rec.l" .... e ,"ster priority thaJl 1Jl the put 1:1 
J:aatem EUrop.. becaus. ot the are.'. persistmt trade imbalazlCes 
ViUl !Jard-cUl'l'eJlC7 are .. 1Jl particular. 1'0 oUset the .. 1mbalallces, 
1DilUatr1 •• cçable of proT1~ prodUcta tor the developillg vorld 
vill probablJ' be Ilvm 5pKlal ellpbas1S. iD order ta obta1:l additional. 
COUffi tibl. c:urnmcl.s 1Jl 1 ••• d._ding urketa and to ~y tor 

. future rIIW _terials cd -rsJ' deUveries. 1'0 _t risillg costs 

of eDeill tl'OII the t1SSIl. however. the East EUropem c::nmtries I118Y 
elIO haTe ta par the1r 1JldU8'trles 1Jlereas1l2gl.y te productiOJl tor 
'th. t1SSIl. 
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67. In addition ta industrial reatrw:turillg, the Varaav­
Pact bas attelllJlted to improve 1 ts ecol1OlIÙc " output by raising 
the technical level ot key industrial aectora. In the 
1970s in part1cular, the Warsaw Pact nat10na imported .. uive 
amounts ot Western technolosy and capital equipment embodying that 
technology to achieve rapid gaina in "1ndustr1al output( 1). It 15 
tmlikely that this policy will be continued into the 1980s on 1 ts 
former scale, although in certain vital industr1al areas the 
Warsaw Pact will continue te be keenly 1nterested in Western 
tech:lology anè. equipClent(2). In lIIany ot the Warsaw Pact countries, 
the i.CIported equip:nent has not achieved hoped-tor gains 1:1 output, 
partly because of delays "in installation and co-ordination with 
other industrial processes; as a result, planners have be~ to 
ex~e requests for such imports more caretully' as to the1r 
intended resul ts. !gain, the deterioration o~ the ' East-West 
political climate from the beg1 nn i ng of the 1980s has cade the 
USSR in particular less willing to rely att Western capital equip­
Clent to stimulate its econo!!lic growth, and on the other hand has 

caused Western nations in general to be less villing to allow 
such equipment to be supplied. 

6:: . In sooe cases, the Warsaw Pact countries have shown an 
ability to develop their own technology for improving their 
i ndustrial processes, especially in those cases involving copying 
of relatively unsophisticated Western technology(,). It remains 
generallv a.crreed. however. that the countries remain at l 'east five 
(1 ) 

(2) 

(3) 

In the period 1971-76, tor exampie, the USSR and Eastern- EÜrcpe 
imported sOCle $40 billion in capital equipment from the West. 
In , particular, perhsps. in the engineering sector, because of 
its potential tor investment goods porduction and the i1litary's 
stroog involvement: The 1lÙ11tary takes one-third of a1l the 
output of the metalJ.urgical and "machine tool industri~s. 
A recent 'Wester:J. study ("USSR: Role of Foreign Tëchnology in 
the Developme..'lt ot the Mater Veh1cle Industry". l'fational ' Fore:'g:l 
Assessment Center. Cctober 1979) concluded that the Soviet zu-::c­
motive industry, having been l::eh!.nd world 'standards "!.ri 'the 1950s ë; 

1960s, has subsequently lIIade JlOWerful stridea toward.s -self­
sufficiency and has the experiellce, Imovledge. and " res,ou::;: ,~s to 
etay ebreest ot -latest - e.dvenc"e8-in~wprld-automot1~e-produetion; 
moreover; 'i t has dOlle this largely th.-ough its own 'e~!orts. 
rather than vith 1:he aid "of UIported technology. " In another area 
vi ta! to i!ldus-tria! ;lrogresS. that of coèputers, ,Sovi,et ; .,èustry 
IlOW produces about the sa:~ acn~ yalue 'o! ~ut]üt a~~t oz ~e 
Uni-::ed states - about $6 billion a year - but probably at a 
technological lavel at Ieast a tew years _behind that of ~e 
Uni ted States'. 
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tata ,.ar. tec!molopcally !!eh1"" the Vest in 1I0st industrial 
area.. ad COlZlcl cIo.. tb1. pp in seleeted 1JIduatrles only Vith 
CODCetrateclillft.t t a4 UA o~ 1IIcreu1D«lY scaree buIDan 

re.01II"Ces. ID ,"l'al.. tIIaD. lt ls likely that the)' wlll contlnue 
opt1JlI eltUr fol' tU cOJl71lll or 1lIporting of Vestem technology 
~ po .. lble .. tU 1 ••• coatIy course ~or ecoDDllic development, 
U a J"Halt. teclmolo,lcal. Pl"OINSS abould Ilot see any 1I0re rapld 
aclftDc. in ''tJIe 198Qa tbaIl It baa in tU put. and lIay be o1'fset 

1Jlcre"iJlIly by orpnizatlonal and _power restraints. 

Efforts ta redreas econa.ic imbalances 

69. fo OTU'COIU tu reponal labour shortages and liII1tations = 1Jn'es' t. tU l1SSR 1. cWiently t e k1D, a mlIIher o~ œeasures. 
Wace 1Jlcct1v.s are çplled ta mti-ce labour ~ Slberla, but they ha'te 
DOt pioved attractive moup ta hold labour in the reglon, partIy 
becauae of a laclt of Adequate housing and other aœen1tles. As a 
reault, the COvenlllent 1a foreed ta fiy in work groups for wo week 
periocla ~OZ' ISIIDJ' conatructlon and extractlve projects. wlth consequent 
10 .. in woiktlM and work e:ff1clency. In the Vestem part of the 
country, the Covenlllent ls count1D& on increases in worker productivity 
ta alee up fol' the slowdoe in the growth of the workiorce. 

70. To pi"OllOte productlv1ty, in 1979 the ussa instltuted 
110" control. on the pouat1Jlg of bonuses. according to the quality 
a4 "al. val.ue (in coutant priees) of output(1). In addition. in 
1980 1t 1aauecl a decree(2) designecl te reduce the country's 
ma:ess1vely h1P rate of labow- tunlover and worker absenteeism 
by pi'OY1d.ii11 aclclitional bene!1u to workers on the buls of Iengt:h 
of .. l'Vice at one job and reducing pr1 vile,es of often-absent workers. 
!Ile po~ ~tectiveness ot these lIeasures 15 questioll2b!e, 
~er. tor "uana cUscussed abave. !'!oreover, llUZ'Veys have sl::cnm 
that worUr absctH1_ ls probebly due in large part te the pOOl' 

(2) 

on Proc!uct101l Forty 
pei"Cct of the av.rap vap derlves trom business. 
DecZ'H -an Further Strengthen1Jlg Labour Discipline and Reduc.-g 
tU TlinlDver o~ Perscmlal in the EcOIlCmy", January 1980. 

NATO UfiCLASSIFIED 

-32-

D
E
C
L
A
S
S
I
F
I
E
D
 
-
 
P
U
B
L
I
C
L
Y
 
D
I
S
C
L
O
S
E
D
 
-
 
C
-
M
(
2
0
0
8
)
0
1
1
6
(
I
N
V
)
 
-
 
D
E
C
L
A
S
S
I
F
I
E
 
-
 
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



NAT a UNCLASSIFIED 

TC/127-WP/636 

71. In response to vldesprea~ str~es 111 1~O, Poland 
has insti tuted reforms heg<nning 111 1961 which g1ve greater 
lati tude for deeision-ma1ting concern1l1g 1l1dustrial. output_:t0 " _ 
individuaJ. enterprises. To he hroadened 111 1963, the re.forms. 
follow :!Iimilàr approaehes taiei{ tbro~out Easte.rIl_ Euz"o;e: in 

the late 1960:!l and résumed 111 the latè 19708, wllCh attempt .to . 
Improve 1l1dustrialeffielency bi 'al1~~ operational decisions 
to be taken closer 'to the level of the actual. production 
processes. Not all Poliah enterprises are yet 1l1cluded 1l1 .the 
nev messures, and factorles con~1l1ue to he eonstra1ned hy 
centralized 1l1vestment deelsio~ and h1l1~ plan, !nlfll J ment 

requirements, al though h1l1ctlng targets have heen red.u.ced 111 -
number and may eventually be replaced by 1l1d1cative planning. 
Only in Hungary does indicative planning give enterprise 
directors the latitude to change production quiekly 111 
response to changed conditions on world and domestie markej:.s. 

72 . Hlmgary bas also apparently had a certain degree ot 
success in reducing plant work.forees aeeorctlng to the eriterluo of 
prof! tabili ty. By rev:arding management and workers alike for 
reductions 111 sta.!.!, Hungarian enterprl:!1es have been able to 
maintain and even exeeed previous production lnels, even though 
a portion of the working population remaina unemployed, avait1l1g 
reassignment to positions where their effo~.s ean be more productive. 

73. In sum, it can be said that policies being c=rently 
applied to stimulate growth 111 the Warsaw Pact economie:!l do not 
fundarnentally alter the countrles' ideclcrical. eommitments to 
strong state control of production and 1l1veatment po11ey and of the 
potential for private eeonomie gain. Reforma being cllI"Iently applied 
seek to rectify grcwing constrainta on land, labour, 1!Ild' capital 
productivity largely through more stringent guidelines on the use 
of inves'tments and econocic 1l1eentlves. There eppears te he a s:-cwing 
tendency, however, to allov operational declsions rega.-ding t~e use 
oi allotted invest:lent fœds and the ra!lgl! ot itel:lS produced to he 
made more o!ten at t!le level ot production and increàSingly Oll the 
basis o~ profit. 
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74. ~ IIOst .evere eoutra1nu on grovth in the 1farsaw 

Ï'Kt eccmoa1 •• iD tbe 1980. vUl b. iD tI:w Anas of ~, 
ad for" EaatftD ~. iD partieular, iD -ru' and ra" uteria2s 
aft1la1lWty. BecaUH of tbe relative sucee •• of tI:w Hul!garian 
re!Ol'IIai 11&-.4 prùIàr1ly on pric. realllgllllenU in accord with 
1IOl'14 ..n.t levela GI4 conaequat rec!uctiCIIUI iD worktoree and 

cloaare. of ~fit:abl. eat:erpri .... tI:wy MY eventually be 
copiee! tIIrouibOut .oat of tbe cOUlltrl •• of Eastern &Irope. which 
are tJz_lve. blPly dçeadent on foreilll trade. Although there 
are ".1jDa ~t tbe Bilaprian ref01'lll8 are also favoured by some 

SoYiet pl ..... re. tJzere are a DUllber of barriers te "idespread 
~011 of tbe Hlmprim approach iD tbe Soviet tl'A1on. however. 
becauM t!Ie USSR'. ecODOlly 1. cuch larger and lIIUCh less dependent 
011 forelp t:rade. Adoption of tbe J!uapria:l ceasures in the ussa 
IÛpt Pl'O'. extzeaely eostly in the ahort-term in lost production 
dul'1JIIlallour cllapovers. and would requin extensive and con-
1=1nu'na prie. re.ua lUta. which can probably not be effected 
so read1ly .. t!Iey are in amgary, aJ.ready well-attuDed to world 
urDt prie • .fiuc:tuatiCIIUI. 1'Ioreonr. HImgary's reUance principally 
on proflt-oriatecl 1ncmtives te illplnaent iU system v111 probably 
lie re.latecl 11)' tbe conaervatlve Soviet leadership, because of its 
ldeolo«lca]. aven10n te liViDe the pro!1t cotive too much latitude. 
ad becaUH of relatively acareer .supplie. of consumer goods, which 
are nnded te Mke 1ncmtives work. 

75. lB tbe _mt1me, bath the ossa and the countries of 

l!IUtern EIIrope v1ll doubtle.. continue to try to improve their 

ec:ODOIIl1e per!or.unce œa1Dly alone the Unes tIIe7 have pursued in 
the put - iIIproViDe p] ..... ,n. procedures through the use ot 
CCllp1ltera and extended t1me perlods. per!eet1ng aè:1n1strative 
CId orae'zatiOllal ~. GId 1nst1tuting wbolesale and 

c~r price reforma te VU')'ins desrees. 'l'hey "ill be torced to 
give contjnu'ng "attention to consucer gaoès production and il:!ports, i n 

order te render effective announced vage inCreases and bonus es to proco~E 
labour productlvity. Because of the orientation of their eeonooies 
~ !:eavy .1n4us-trr. however, th.,. w111 probably find their capacit1e. 
tor tI:w production of cCllUlUller ,ooda continually outstr1pped by 

conaœer d~. As a reS1.llt, they l18y turn to Clore 1I:Iporta :l! 
c:onaœer aooda te halp f111 the pp. 
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