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Note by the Chairman

Attached is Part III of the appreciation of the
economic position of the NATO and Warsaw Pact countries for
the period through 1988, vhich serves as the basis for the
Warsaw Pact countries assessments summarised in Part I. It
has been prepared by the Economic Directorate in accordance
with the agreed procedures for NATO defence planning review,
and is submitted to the Economic Committee for review(1).

(Signed) J-N. GIBAULT

HATO,
1110 Brussels.

(1) See DFGC/D(731)10 datec 19th ray, 1971. For this purrose tae

Econcmic Committee is considered to be comrosed of the saxe
participating countries as those represented in the Defence
Flanning Committee.
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THE WARSAW PACT

Economic situation and outlook for the 1980s

In 1980 the Soviet Union's GNP, or total estimated
output of goods and services, is estimated to have exceeded
$1.3 trillion - around half that of the United States economy,
both in absolute terms and on a per capita basis. For the six
East European nations of the Warsaw Pact(1), total GNP amounted
to around $400 billion, or ome-fifth that of the European
Commmity, and less than half the Community's per capita GNP.
Collectivelj, the Warsaw Pact nations now annually produce
two-fifths the volume of goods and services of the NATO member
countries, and in per capita terms, half as much. The principal
reasons for the Warsaw Pact's lower production levels can be
found in a smaller amount of total capital stock(2) and generally
lower labour and capital productivity.

2 The Warsaw Pact economies have reached this point of
development as a result of a period of relatively rapid economic
growth after the Second World War. The USSR in particular, which
had a GNP equivalent to approximately one-third that of the United
States in the mid-1950s, was able to promote growth by heavy
capital investment(3) and by drawing off large amounts of
agricultural labour from the farms to the factories. As a con-
sequence, whereas two-thirds of the population of the USSR was
rural in 1940, nearly the same proportion was urban by 1977. In
Eastern Europe, the strongest annual gains in output have similarly
been registered in those countries which heretofore were primarily
agrarian and lacked a significant industrial base.

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

to diminish of additional industrial labour

E’l; Sulgaria, Cze&s&oma, the GDR, Rungary, roland, and Romania

2) The capital stock of the USSR in 1980 was reported by Soviet
sources to be 1.6 billion rubles (22.4 billion at the official
rate of exchange), of which 1.1 billion rubles ($1.7 billion)
represented industrial capacity.

(3) Ranging from 20 to 30% of GNP annually, as compared to around

15-16% for the United States
NATO UNCLASSIFIED
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have dried up, and as the costs of raw materials and new
productive facilities have climbed. Consequently, since the
mid-1970s the strategy adopted to promote economic growth
in most of the Warsaw Pact countries has emphasized the more
efficient use of existing resources.

4. Nonetheless, the Warsaw Pact countries have not
responded well to this policy of so-called "intensive” growth.
Equipment and materials continue to be used carelessly and
wastefully, partially because of artificially low pricing
systems and planners' failure to find effective incentives or
disincentives to motivate workers and managers to improve the
methods and quality of production. Because of the centrally
planned nature of the economies, managers usually spend more
of their time trying to alter or offset often unreasonable
production demands, rather than take the risks associated with
attempting to produce improved or better quality output.

5. For these reasons, barring radical changes in labour
or management practices, or the successful wic.fespread adoption
of techmological immovation, the long-term outlook for the
Warsaw Pact economies is one of declining growth. With cencen-
trated investment, substantial increases in output might be
achieved in certain priority industrial sectors, but at the

expense of retarding development in others. Overall, the trends
of past growth suggest annual increases in total economic output
averaging no more than 2-3% in 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, although
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 Warsaw
Pact and compared with those of the West. In the first
place, since the Warsaw Pact countries use different
accounting methods than those practiced in the West, and
generally artificial, state-controlled pricing systems,
their statistics can mislead as to what the total stated
value of output actually indicates with 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 currencies, 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 it is difficult to determine 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 black
market). To overcome these problems, Eastern output in
physical terms is sometimes evaluated directly in terms
of comparable Westerm market prices for corresponding
goods and services, and totalled using the Western
concept of GNP; but this method, too, is subject to
accumulated statistical 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

becomin%h?ncreasin ly service-oriented: _currently, more than
55% of the US workforce is in service-related occupations -

banking, stock markets, insurance, education, and government,
while the Eastern economies remain primarily industrial.
Consequently, rates of economic growth, even if based on
common money terms, do not reflect the fundamentally
different factors of which this growth is composed.

NATO UNCLASSIFIED
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The industrial performance

6. For all the countries of the VWarsaw Pact, since theilr
economies are still primarily industrial, the principal component
of economic output in the coming decade will continue to be
industrial production. Although agricultural output and rapidly
expanding service sectors will also play an important part,
industrial performance will nonetheless provide the greatest
impetus to ecomomic growth. '

Te Growth in Soviet industrial output, like that of the
Soviet economy as a whole, slowed perceptibly in the late 1970s
from that of earlier periods. Particular difficulty has been
experienced in recent years in such areas as output of high-
quality steels, coal, and building construction, although virtually
all industrial sectors have lagged behind originally set five-
year plan goals. Principal barriers to more rapid Soviet
industrial development have been manpower constraints, investment
limitations, labour and management practices, and slowness in
adopting new technologies. All these constraints will probably
continue to hinder industrial growth throughout the Warsaw Pact
in the 1980s and are discussed in greater detail below.

8. In Eastern Europe, growth in industrial output has
generally slowed throughout the 1970s. Growth has slowed least in
in those countries - Romania and Bulgaria - where it has been possible
to draw off the largest numbers of the rural workforce to work
in the factories. The possibilities of using this source of
labour; however, have now become much more limited. On the other
hand, per capita industrial output remains highest in those
countries - East Germany and Czechoslovakia - with a historical
industrial base; growth in these countries is also declining,
however, partially because of an aging industrial plant, and
partially as a result of increasing costs of imported raw materials

NATO UNCLASSIFIED
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and capital equipment(1l). Foland presents a special case:
Still considerably agrarian, it has not yet been able to feel

the effects of extensive capital investment projects planned
in the 1970s, partly because of the pressures of resulting foreign

debt, and partly because a rise in popular expectations has
forced the curtailment of many projects oriented towards the
expansion of capital goods production.

9. In all the Warsaw Pact economies, in addition to
the previously mentioned long-term constraints, growth in
industrial output in the 1980s may be hindered by year-to-year
fluctuations in the performance of certain vital economic
sectors: energy and raw materials production, agriculture,
transport, and indirectly, by consumer goods suppliers.
Having a bearing on all of these sectors, as well as the economies
as a whole, will be balance of payments considerations. The
following paragraphs briefly examine anticipated developments
in each of these areas.

(1) Nonetheless, the potential for producing military equipment
appears to remain greatest in these countries. Czechoslovakia,
for instance, is one of the sixth largest arms exporters in the
world, after the US, the USSR, France, the United Kingdom,
and the Federal Republic of Germany; the annual value of
Czechoslovakia's arms exports amounts to about 1/20 that
of the USSR and 1/50 that of the United States.

NATO UNCLASSIFIED
-5~
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The energy situation in the Warsaw Pact

10. On the vhole, the USSR possesses a variety of
potential energy sources which should be adequate to meet its
energy needs throughout the coming decade, providing it is
able and willing to make sufficient investment in increasingly
costly energy resource development, and can import or develop
required technology to overcome adverse climatic and geographical
conditions. Whether it can continue largely to make up
Eastern Europe's energy deficit through oil end gas exports
is more problematic. In 1980, the USSR was estimated to have
provided about 80% of Eastern Europe's total energy
import requirements, excluding electricity, which accounted
for about one-third of all energy consumed in the six countries.
In the event that the Eastern European nations have to turn
elsewvhere for an increasing part of their energy import needs,
they will probably face greater problems with regard to their
already generally severe hard-currency debt and trade deficits.

11. 01l presently provides for over 40% of the
SSR's total primary energy production. At 600 million tonnes
a year, Soviet oil output is the world's largest; approximately
450 million tomnes is used for Soviet domestic consumption,
while BO million tomnes is exported to Eastern Eurcpe, and the
remaining production is exported elsewhere providing over half
of all Soviet hard-currency earnings (2 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, falling to perhaps 37% of total energy output
by 1990. This projection rests on the assumption that the USSR
can rapidly supplant declining oil reserves in the Westerm part
of the country and at the giant Samotlor Field with production
from new wells in Siberia, whose oil reserves are large but
unclearly known, and can in any case be developed only at great
cost, after considerable lead time, and possibly only with
the assistance of Vestern technology(l).

(1) 1f the assumption does not hold true, Soviet oil production might
fall to around 500 million tonnes annually in the 1980's, in
which case the USSR might become 2 net oil importer, after
gglivur¥ commitments to Eastern Eurcpe were met; in this case,

migh ort around 15 million tonnes of oil a year at a cost
of around # 5 billion annually in 1985 prices.

NATO UNCLASSIFIED
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13. Natural gas, whose production is rapidly expanding,
and of which the USSR possesses the wrld's largest réserns.
will gradually be used to fulfill the country's growing energy
needs; from a level of some 20% in 1975, it is planned
that natural gas will provide around one-fourth of all primary
energy supplies between 1980 and 1985, and up to nearly
30% toward the end of the century. Soviet natural gas
will also probably be exported in increasing quantities to
both Eastern and Western Eurcpe. If Soviet gas exports to the
West continue expanding at their present rates of volume and
value, they may provide the USSR with § 6-10 billion annually
by 1985(1), as compared to $§ 2 billion in 1979.

14. Coal will probably continue to provide slightly over
one-fifth(2) of total Soviet primary energy production
throughout the 19808 and 19908, but may assume increasing
importance after the turn of the century. Beginning in the
1980 s , nuclear energy production will expand at an increasingly
rapid rate, starting from around 1% of total primary
energy production in 1980, and growing to around 10%
by the year 2000. Hydroelectric power generation is also
scheduled to grow significantly, expanding to 3% of
total primary energy production by 1985.

15. All in all, Soviet energy resources are vast and
diversified enough that the USSR can probably meet practically
any energy contingency for itself and partially, at least for its
Warsaw Pact Allies in the 1980s. It might have to dec so, however,
at great investment cost, and possibly with cmnsiderable
reliance on imported VWestern technology and material for oil
and gas extraction and transport. Increasingly, the USSR will
look to the countries of Eastern Eurcre to provide equipment and
manpower for energy investment projects, in returm for future
guaranteed deliveries of energy.

(1) 1In 1985 prices.
(2) As compared to over 25% in 1975.

NATO UNCLASSIFIED
- .
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Raw Materials Availability

16. The Soviet Union is one of the world's leading
producers of metals and non-metallic minerals; in additiom,
it holds plentiful reserves of a large range of these materials.
In recent years, however, growing domestic industrial require-
ments have outpaced development of new sources of supply, and
some of the most readily accessible reserves are becoming
exhausted. As a consegquence, the USSR faces the prospect in
the 1980's of having to import larger quantities of some wvital
industrial raw materials at considerable cost, or of having to
devote substantial additional investment to domestic raw materials
extraction, often in remote areas where development and transport
costs are extremely high.

17. To a certain extent, the USSR will probably opt for
increased importation of necessary raw materials, either from
other communist countries, or under long-term arrangements
with developing countries, frequently in return for Soviet
assistance in developing these countries' mineral exploitation
facilities. The USSR is already dependent on imports for
at least a fourth of its comsumption of tin, baryta, alusinum
(in the form of bauxite), cobalt, molybdenum, tungsten, and
fluorspar; for all except the first two, import dependence
rose significantly during the 1970s.

18. In the 1980s although reliance on imports might
decrease for cobalt, molybdenum, and tungsten, it will probably
increase or remain high for 2luminum and fluorspar. In addition,

throughout the decade the USSR will import from Morocco US $2 billion

worth of phosphates needed in fertilizer manufacture and will
import growing quantities o zinc and lead, because of
insufficient priority having been given to the development of
Siberian deposits of these latter two minerals. The purchase
of these commodities should not prove 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 chromite.

NATO UNCLASSIFIED
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19. Eastern Europe will continue to remain largely
dependent on imports of most of its industrial raw materials
needs, either from other communist countries, such as the USSR,
Mongolia, and Cuba, or from other world markets. In the latter
case, it will probably try to provide for the bulk of its needs
under long-term barter or development project agreements with
the developing world, in order to avoid outlays of scarce
convertible currency.

NATO UNCLASSIFIED
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Agricnlture

20. Subject to varying annual output largely because of
highly unstable weather conditions, Soviet agriculture
performance has nonetheless improved over the past fifteen
years, in response to high levels of investment and other
budgetary support(l). The rate of growth of output throughout
the 1970s, however, has been about half the 3.9% annual increase
in the period 1966-70, which was achieved through extensive
mechanisation, land improvement, and increased fertiliser
application, as well as considerable expansion of arable land.
Long-ternm reasons for the slowvdown in the 1970s, which should
continue to act as a brake on Soviet agricultural performance
in the coming decade, include management problems and unproductive
use of capital(2), limits to arable land expansion possibilities,
and a shrinking agricultural labour force.

(1) Total capital investment in all agricultural activities
amounted to 20-23% of all investments in the Soviet economy
in 1961-70, 25% in 1971-75, and 27% in 1976-79; Soviet
agricultural subsidies, on the other hand, currently come
to some 20 billion rubles a year.

(2) Deficiencies in capital productivity in Soviet agricuture
are related at least in part to the organisation of the
farms. There are 18,000 state farms, averaging 40,000 acres
each and employing approximately 12 million workers, or one
worker per €0 acres; the vast size of these farms, though
pernitting economies of scale - for example, through the use
08 huge machines - makes management difficult and causes large
setbacks in worker productivity where machinery breaks down
or is absent. The other principal type of agricultural
organisations, the collective farms, number 29,000, average
13,000 acres, and enploy around 14 million, or one worker for
slightly under 30 acres; although the smaller size of these
farms probably maltes for more efficient management, workers
tend to give more attention to what they produce for private
sale there - since it fetches a higher price - than to that
produced for sale to the state.

NATO UNCLASSIFIED
=10~
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21. More immediately, Soviet agricultural performance
in the 19708 was plagued by a number of disappointing harvests
resulting from bad weather(l). Besides the weather, major
difficulties centered in transport and storage shortcomings,
and lack of an adequately trained labour force to run and repair
a growing park of agricultural machinery. Agricultural transport
deficiencies stem mainly from inadequate farm roads and in-
sufficient railway facilities for hauling and lcading grain.
On the other hand, grain storage facilities of some 300 million
tonnes' capacity, although probably adequate on the whole to
meet present Soviet needs, are poorly placed; an additional
capacity of 100 million tonnes would be desirable for maximum
efficiency and less loss, particularly near Soviet ports.
Again, lack of trained mechanics to service agricultural
machinery makes it cheaper for the USSR to produce a new tractor
than to repair a broken-down one, and results in an excessive
park of canabalised agricultural machinery.

22. In recent years, animal prbduction has been given
increasing attention in the USSR in response to growing consunmer
demand for meat(2). To achieve higher levels of meat production
in the 1970s, the USSR reoriented its agricultural sector
toward increased production of feedgrains. It also imported
considerable quantities of feedgrains annually(3) because of
relatively low costs on world grain and shipping markets, and
because of the unreliability of Soviet grain harvests.

TIT The weather was especially unfavorable in 1975 and
1979, but also adversely affected the harvest in 1972,
1974, 1977 and 1980.

(2) Animal products still supply only 25-30% of caloric intake
in the Soviet Union, as opposed to 40% in the United States.
In other terms, per capita meat consumption in the USSR
remains at around 58 kilogrammes annually, as opposed to
the norm sought by Soviet planners of 82 kilogrammes per
capita - about the current level of meat consumption in
Western Europe.

(%) Up to 25 million tonnes in some years, or around 10% of
the average annual harvest in 1976-80.

NATO UNCLASSIFIED
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To aveid over-dependence on grain imports in the decade ahead,
in which rapidly rising grain prices are expected as a result
of strong increases in world demand, the Soviet govermment

has indicated that it will continue to invest heavily in the
agricultural sector, vhich remains under-capitalized by Western
standards(l), and expand fertiliser production and use(2).

In addition, it will give priority to the development of the
non-black earth farming regions and will give more

material encouragements to private agricultural activity, which

supplies more than 25% of the USSR's total farm output, including
more than 30% of its livestock products.

23. In Eastern Burope, agricultural output has been improved
in the past fifteen years by the increased use of fertilisers
and machinery, and the reorganisation of plots into larger
producing units. Nonetheless, East Germany, Czechoslovakia,
and Poland still lack self-sufficiency in meeting domestic
grain needs, and Romania and Bulgaria lose a considerable
portion of their exportable agricultural ocutput because of
organisational and transportation shortcomings. Hungary alone
in Eastern Europe has built up its agricultural sector to the
point where it produces significant export earnings.

24, To improve agricultural performance in the future,
the countries of Eastern Europe will probably not attempt
any widespread land reorganisation, as optimal farm size has
probably been attained in all of the countries except Poland,
where private farmers, cultivating 80% of the agricultural
land, resist government attempts to form larger state units
from the private plots. Rather, the East European countries
will try to raise agricultural productivity through
improved fertilisSer use and better farm machinery. They will
also try to improve farm labour and management practices
through the use of monetary incentives, even at the cost of

(1) 1In the US, for instance, fixed capital per worker is
higher in agriculture than in industry; this is not the
case in the USSRH.
(2) Around 55%: of Soviet land is considered poor in soil nutrients;
25 kg/ha of fertilizer is currently used annually, as
opposed to an ideal of 120-150 kg/na. In addition, the USSR

has no capacity for the production of superphosphate fertilizers,

necessary for maximum crop-growing efficiency.
NATO UNCLASSIFIED
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adding to the government's already heavy food price subsidy
burdens in all of the countries except Hungary. Only by
providing farmers with what they consider adequate compensation
will the East European governments be able to ensure delivery
commitments and help prevent the black marketeering that
inevitably occurs when food supply falls short of demand.

In Poland, Czechoslovakia, and to some extent East Germany,
emphasis will continue to be put on promoting grain producticn,
in order to provide greater supplies of meat for the population
and to cut down on ever more costly imports from world grain
markets.

NATO UNCLASSIFIED
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Iransport

25. Transport deficiencies serve to retard the growth
of the Warsaw Pact economies principally through delivery
delays, which result in forced idleness at factory destinztionms,
spoilage of perishable goods, and theft during transit; through
losses due to the generally poor state of repair of transport
vehicles; and in the USSR in particular through difficulties
in co-ordination and rivalries among the various agencies
adainistering the vast systems.

26. In the USSR, delivery delays often arise on the
rallways, which still carry over half of all freight in terms
of tonne-kilometres, as compared to 80% in 1960 and 65% in
1970. Although the overwhelming emphasis on rail transport
has been declining, total volume of goods transported by rail
contimues to grow, with the result that rail capacities have
become choked and the average time required for a rail journey
lengthens yearly. The railways' situation has been aggravated
by the fact that, since 1955, the Soviet Govermment has devoted
an increasingly smaller share of total transport investrment
to the railroads in favour of the more rapid development of
other means of transport, so that much of the fixed and rolling
stock has fallen into disrepair and has not been remmovated
with modern technology for more efficient service. The pcor
state of repair of much rolling stock also contributes to losses
through cracks and cpen doors.

27. Aware of these problems, the Soviet leadership has
begun putting more emphasis on railway investment. Wwhereas
investment in railwvay equipment grew at an average rate of only
5% amnually from 1960 through 1977, in 1978 it increased by
over 10%, and in 1979 by 20/i. Planned increases in railway
investment in the 1581-85 period will be coastrained, however,
by the leadership's concurrent desire to develop oil and gas
pipelines, which throughout the 1970s were laid at the rapid
rate of pearly 10,000 km a year(1).

(1) 1in addition, constraints will be felt by the fact that invest-
ment in transport continues to be given less emphasis than that

in industry. From 315 in 1960, transport investment as a
percentage of total investments in industry had declined
to 22% in 1978.

NATO UNC SSIFIED
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28. The Soviet road system, which has also seen rapid

expansion in recent years(l), and which has begun to relieve
the railways of some of their short-haul burden, nonetheless
also suffers its deficiencies. First, because of the climatic
conditions in much of the USSR, roads are extremely expensive

to build(2). Secondly, since connecting roads are the responsi-
bility of the farms or factories they serve, their construction
and maintenance tends to be neglected in favour of meeting
planned cutput levels. As a result, they are either lacking,
especially on the farms, or generally in disrepair; conseguently
they cause much damage and loss as trucks bump over them, or

as tractors become stuck in mud where roads should have been.

29. Total losses arising from deficiencies in all types
of transport facilities have been estimated by Soviet sources
to cost the USSR some four billion rubles (£6.2 billion) in
agricultural output annually, or around 3% of all agricultural
turnover, and 6.5 billion rubles ($10.1 billion) in lost
industrial output. It is difficult to foresee that these
problems can be quickly remedied in the 1980s, in view of the
large capital investment sums required, and the need to correct
widespread administrative and management shortcomings, which
have their roots in the nature of the economic system itself.

30. In Eastern Europe, transport is 2lso often hindered
by outmoded equipment and inadequate roads. Agricultural
spoilage due to transport shortcomings is particularly a problenm
in Bulgaria, Romania, and fhungary to a certain extent. Although
all of the East European couniries as a whole invest heavily in
transport development (17-38% of the amount invested in industry
in 1977), they, like the USSR, are hindered from making rapid

improvements by conflicting investment priorities and by inefficient

management and labour practices. The outlook for the 1980s
promises no rapid progress in overcoming these probleas.

(1) Some 25,000 km of hard-surfaced road have been added to the
road system annuzlly since 1960, of which an average of
15,000 km have been paved.

(2) It has been estimated, for example, that it costs 600 thousand

to one million rubles to build a single kilometer of rozad in
some parts of Siberia.

NATO UNCLASSIFIED
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Consumer Goods lies

31. The supply and quality of consumer goods is of crucial
importance to Soviet and East European economic growth in that
it has a direct bearing on worker attitudes and also largely
determines the effectiveness of monetary incentives to
stimulate worker productivity: bonuses for above-plan and
quality work mean little if they camnot be spent on desired
consumer goods.

3. Soviet statistics show continuing growth in the
volume of consumer goods produced: from a value of 50 billion
rubles in 1960, consumer goods output grew to 100 billion rubles
in 1970 and 160 billion rubles in 1980 - more than a two-fold
increase for a population which grew by only 50% durirg the
past twenty years. In the same time period, the value of so-called
"industrial™ goods which also includes consumer goods(1), expanded
more than three times to nearly 460 billion rubles. Nonetheless, the
production of consumer goods still receives seccndary emphasis in the
Soviet econmomy, and the principal problem of Soviet consumer goods
production seems to be not so much one of the quantity of goods
produced as their quality.

3. In the Soviet Union, the Govermment's policy is to
produce ever-larger quantities of basic consumer goods at often
subsidised prices, in order to demonstrate to the population
at large the constant growth of the Soviet economy and its
fundamental price stability. The quality and reliability
of the merchandise is given only secondary consideration,
partly because producing enterprises are rewarded primarily
for manufacturing in gquantity, and partly because increasing
the quality of output even marginally tends to push costs up
rapidly(2). As a result, Soviet consumer goods production
continues to give rise to many dissatisfied customers(3).

!15 Heavy industry is claimed to produce over one-half of a2l1ll non-

er goods in the USSR.

(2) 1%”&&923;2 'Ehg precision of a Soviet watch by five secaonds,
for example, it has been claimed by a knowledgeable Soviet
official that the production cost rises by 30 ro &40%.

(3) Out of over two million television sets manufactured in 1980,
for instance, z2lmost every third set had to te brought in
for repairs during the warranty period, ofter with long waits
for replacement parts.
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34. Recognising this problem, Soviet planners have .
proposed that growth in investment im the production of non—
durable consumer goods slightly exceed that for capital gqods
in the 1981-85 period; in addition, the Soviet government has
instituted, beginning in January 1981, a more stringent
system of control over so-called "quality" consumer goods(i):
It is doubtful, however, whether these measures will‘pérceﬁtibly
improve the consumer goods situation in the USSR: cqnsuﬁeri_
goods industries still receive only one-seventh of the amdunt
of investment in capital goods industries, and past expefieﬁce
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 two to three
times the state-established price on kolkhoz markets in order
to obtain guality food produce. Whether consumer discontent arising
from such conditions will lead to evemts similar to those which
occurred in Poland in 1980, however, 1s difficult to predict.
Although disturbances as a result of meat shortages were reported
by Western visitors to some large Soviet plants in 1980,
labour is not nearly so well-organised for mass action in the
USSR as it is in Poland. In short, although the
production of consumer goods will probably be a continuing
headache to Soviet planners throughout the 1980s, it will most
likely be a manageable one without too severe a drain on
productive rescurces. 3Because the output of consumer goods
industries still amount a perceptibly smaller share of total
output than that from heavy industry, even merginal expansion
of consumer goods production can produce more visible resulcts
than similar investment in heavy industry.

(1) Soviet surveys have found that 10-25% of even those goods
given the state seal of quality are defective.
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3€. In Eastern Europe, consumer goods have many of the
same faults as those produced in the Soviet Union, although in
most of the East European countries they are in more abundant
supply. Consumer demand appears to have found most effective
expression in Poland, Romania, and Hungary; in the former two
countries, it has most forcefully been expressed through strikes,
while in Hungary, it has been given more latitude for operation
through the freer functioning of prices, which in turn tends
to encourage or discourage certain types of consumer goods
production.

NATO UNCLASSIFIED

~18=



M SE EN LECTURE PUBLI QUE

DECLASSI FI E -

C-M 2008) 0116( 1 NV)

PUBLI CLY DI SCLOSED -

DECLASSI FI ED -

NATO UNCLASSIFIED

~15- AC/127-WF/636

Balance of Payments Considerations

37. Although the volume of all Soviet exports amounts
to only somewhat over 5% of estimated GNP, and that of exports
to the West only 1-2%, foreign trade is important to the USSR
as a means of making up domestic supply shortfalls and quicikly
obtaining the beneiits of modern technology. For Eastern
Europe, foreign trade is a much more sizeable component of
national output: exports account, on the average, for around
15% of estimated GNP. Foreign trade for Eastern Europe, besides
serving as a means for gaining advanced technology and making
up for production gaps and shortfalls, is also vital for assuring
supplies of industrial energy and raw materials, in which =211
of the countries are lacking to various degrees. Hence, 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
for necessary and desired imports; this will in turn depend )
a large extent on how well they can bring their foreiem
payments into balance, particularly their hard-currency peyments.

38. While maintaining its traditional position of overall
export surplus in every year except 1972 and 1975-75, Soviet
foreign trade in the 1970s developed convertible currency
imbalances of around $6 billion in the mid-1970s largely due
to substantial igports of capital equipment froa the
Industrialised West(l). These imports, along with repayments
of principal and interest to cover the cost of the machinery
purchased, also caused sizeable convertible currency payments
imbalances. Toward the end of the decade, however, with a
decline in purchases of Vestern equipment and steep increases
in the prices of exported Soviet oil and gold, the convertible
currency trade deficit rapidly diminished, falling to around
$2 billion in 1979 fron a2 level of nearly $4 billion in the
previous years, and the country's convertible currency payments
situation also showed signs of being brought into balance.

(1) In the period 1981-76, the USSR znd Eastern
Europe imported some $40 billion in capital equipment
from the VWest.
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3. In the 19808, it is anticipated that the USSR's
convertible currency trade position will continue to improve.
Hard-currency imports will probably grow only modestly and
could even stagnate, vhile exports can be expected to expand
sppreciably thanks to anticipated higher prices for mineral
fuels and other raw materials, which will probably more than
offset possibly declining volumes of deliveries of these
materials. Then too, Soviet trade with less developed countries,
wvhich has a hard-currency component, and gave rise to a Soviet
trade surplus with the area of around $5 billion in 1979, can
be expected to continue its development in the Soviet Union's
favour. Finally, Soviet arms sales throughout the world,
which amounted to $4 billion in 1979, or cne-fifth of hard-
currency exports, should remain strong.

40. Eastern Europe developed convertible currency trade
deficits of over $5 billion, or about half the value of all
hard-currency exports in the mid- and late-1970s as it followed
the Soviet example of importing large quantities of capital
equipment from the Vest to aid industrial modernisation and
development. Trade with the USSR also developed annual
#1-2 billion imbalances, largely because of increases in the
price of oil imported from the USSR. As a result of trade with
the Vest, the accumulated net convertible currency debt of
Eastern BEurope in 1979 stoocd at around #50 billion, or nearly
three times the level of the area's annual hard-currency
exports, and five times the USSR's net convertible currency
debt.

41. Because of the substantial volume of manufactured
exports to convertible currency areas needed to generate funds
to repay this debt, together with rising consumer expectations
and industrial raw materizls needs, which do not allow imports
to be sharply curtailed, the trade and payments outlock for the
countries of Eastern Europe in the 1980s is not sanguine.
Moreover, the USSR, which supplies the bulk of Eastern Europe's
energy needs, may insist increasingly on payment in hard
currency or potentially hard-currency generating merchandise
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for deliveries of o0il and gas. In short, unless the countries
of Eastern Europe can oifset probable trade balance deficits
through invisibles such as foreign investment, tourism and
maritime transport in the 1980s, they will face severe strains
in their important foreign trade sectors. Poland, which has a
hard-currency debt of around £20 billion, or nearly five times its
annual hard-currency export earnings, faces the greaters problems,
and -.}ill undoubtedly see its growth in industrial output thwarted
as a result of consequent imports restraints. ‘
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- Underlying Demogravchic Trends

42. The Soviet Union and most of its East European allies
face during the 19580s the prospect of a growing labour shortage,

" arising from slowing population growth and increasing numbers of

pensioners. Although the shortage may be more apparent than real
because of widespread workforce redundancies in most industrial
enterprises, nonetheless it could contribute to declining growth
in industrial production, unless productivity can be otherwise
increased through investment in new labour-saving equipment, or
the introduction of more efficient work methods through management
and incentive reforms.

43. The Soviet Union's population, currently numbering around
265 million, is increasing more slowly than formerly and is growing
older. Having expanded at a rate of nearly 2% annually throughout
the 1950s and 1960s, its growth has fallen to around 1% anmually
in recent years, and 1s projected to decline even further in the
1980s, so that by 1990 the Soviet population may total cnly scme
290 million. Of these, nearly cne-fifth will be of pensioning age(1),
as compared to around one-tenth in 1950.

44, Along with the general decline in the growth of the
porulation, the Soviet workforce will also tend to cease expanding.
Prospective additions to the able-=bodied population throughout the
1980s will average only scme 500 thousand a year, as compared %o
2.4 million amnually in the 1970s. In a country with virtually no
wnesployment except for that generated by considerable labour turn-
over, and an exceptionally high rate of female participation in the
workforce, these projections mean that the nation will have few
places to look for additional labour supplies.

45. Soviet industry, which employs 40% of tkhe total workforce,
will feel the effectsof the trend most sharply. Still growing a3t a

rate above that of the vorulation in general, industrial emplovment
older for women, an ancd olcer for men
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in the 1520s will be held back from further substantial expansion
by the combined effects of the slowdown in growth of the total
workforce and by a marked reduction in the movement of agriculturzl
workers to industry, the USSR's traditional source of industrial
labour supply. Thus, in the 1980s the USSR faces the.prospect that,
for the country as a whole, increases in the labour force will bhe 2
less readily available means of promoting industrial growth than in
any previous decade since the Second World War.

46, The agricultural sector in the 19808 will continue, as in
the past, to give up a mumber of workers to the rest of the Soviet
economy - perbaps some 5 million, or around 5% of the estimated
current non-agricultural civilian labour force(1). If this project-
ion is correct, it compares roughly with the number of persons
released frcm the agricultural sector in earlier decades(2) and
should offset to some extent the expected decline in the growth
of the industrial labour force. The draw-off will contribute less
to labour force growth than formerly, however, because it must be
apportioned among other areas of the economy needing additional
workers, and represents a smaller percentage addition then formerly
to the total non-agricultural labour force(3). Moreover, because
so much of Soviet agriculture remains under-mechanized, it remains
guestionable how many additicnal workers the USSR can afford to
release to non-agricultural activities without suffering marked
declines in agricultural output. Even now, much of the movement of
agrarian workers to the cities is accounted for by more highly trained
farm workers, such as tractor drivers and mechanics, who are already
in skort supply on the farms.

47. The rzte of expansion of industrial employment may also
slow because of a continued flow of personnel to the service secter.
Between 1960 and 197G the procvortion of the workforce in this sector

(1) See "Soviet Popuiation and Meanpower Trends and Policies" by
Murray Feshbach and Stemhen Rapawy in Soviet Economy in a
New Fersvective (Joint Ecomomic Committee o: the U§ tongress,

(2) According to the above source, the total Soviet agricultural
labour force declined by approximately 5 million in the 1950s
and 1970s, and by some € million in the 1S60s.

(3) The non-agricultural civilian labour force is estimated now to
cunber around 112 million; in 1570 it totalled €5 million, in
1560, 61 million, and in 1950, 50 million.
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increased from 17 to 26%, as demands for goods distributiocn
and services grew, and as younger workers increasingly sought
white-collar Jobs. Although the Soviet government has indicated

-that it intends to try to hold down the mmbers employed in

services during the next few years, it will probably not be
completely successful, in view of past trends and its own
stated policy of trying to provide more services to the con-
suming population.

48. The most feasible option the Soviet Union has of
trying to offset the anticipated decline in the growth in its
industrial labour force in the 1980s is to employ more pensioners.
Short of raising the retirement age, which is approximately five
years lower than that usually applied in the West, the USSR can
encourage voluntary old-age participation in the work force through
various incentives(1). Otherwise, it must twrn to other means, such
as increasing labour productivity through additional capital
investment where labowr is still under-mechanized, and through
the application of modern technology and more efficient work methods.

4g9. The potential labowr shortage, however, is one affecting
only certain regions of the USSR, namely the Western portion, where
most of the industry is established, and Siberia, which needs a
growing supply of labour to develop energy and raw materials
production. In predominantly Moslim Central Asia, the population
continues to grow rapidly enough to assure an abundant supply of
labour. Because of linguistic, ethnic, and cultural differences
between Muslims and Slavs, however, there appears to be little
prospect for substantial cut-migration from this labour-surplus
region to labour deficit areas. It is thus likely that the Soviet
authorities will seek to promote greater labour productivity in
Central Asia mainly by orienting investment to labour-intensive
industries, such as food processing, textiles, and light consumer

ecree ol (ctober » ITor example, extends the list oI
occupations in which pensioners can work and still retain more
than half their pensions, enabling them to earm up to nearly
double the average state wage; it is estimated that 2-3 million
pensioners may be attracted into the workforce as a result of
this measure
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50.  To attract and hold labour in Siberia, the USSR will
have to make Judicious use of administrative measures and economic
incentives, the latter of which will depend on adequate supplies
of consumer goods, housing, and social facilities. These in
turn will depend on expanded consumer goods production and
improvements in the traditionally deficient comstruction industry.

51. In the Western USSR, a potential decline in labour
force growth will have to be remedied primarily by increases in
labour productivity. This can be achieved in essentially three
ways: through reduction in workforce at individual plants without
a corresponding fall in production(1); through more outpuf'f;om‘
existing labour forces through better organization and work practices;
and through increased investment in labour-saving machinery. To
achieve the first, the USSR will have to overcome inherent biases
in its system of rewarding enterprises according to the number of
workers employed. To achieve the second, it will kave to rely
mzinly on effective economic incentives, which in turn will derend
on increasad production of consumer goods. The third approach is
constrained by investment limitations. All these options are
discussed in more detail below.

52. 1In Eastern Europe, the long-term populaticn trend is also
one of generally declining growth, with consequent shortages in
workfocrce. Thus, in the 1980s the countries of Eastern Europe will
have to achieve gains in labour productivity following the options
open tc the Westerm part of the Soviet Union, znrnd will face similar
constraints in doing seo, the most severe of which might be in the
area of investment.

Investament Lim}tations

5%. Since 1950 the USER has relied on heavy capital investment,
in conjunction with rapid expansion of its industrial labour forece,
to promote economic growth. Each year it has investad scze 0%
of the value of 21l goods preduced, as compared with a yearly

investment rate of around 10% cf GNP in the United States and
zgnt 2pF ) ble option, since a
1579 survey in the USSR by econnmists and sociologists at
institutes in Moscow, Leningrad, Novosibirsk and other cities
suggested that the country night possess worker reserves zmounting
to 10% of the total workforce because of over-menning =zt nany
Soviet enterprises.
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and approximately 20%¥ in Japan. It is doubtful whether the

USSR's rate of investment can be expanded beyond this level

in the 1580s, especially in light of probable constraints on

the growth of the economy as a whole which will 1limit possibilities
for expansion of capital goods productiocn; moreover, because of
rising rav saterials and production costs even the current
substantial amount of annual investment must be used more
efficiently to achieve the same results as in the past.

54. Soviet investment in the 1980s thus faces both
quantitative and qualitative limitations. Quantitatively, since
the growth of naticnal output is expected to decline, growth in
total investaent will probably alsc diminish, if the Soviet
Government continues its policy of keeping investment a more or
less constant share of naticnal income; and in view
of prevailing consumer attitudes in the Commmist countries,
it is difficult to foresee that the USSR would allow the share of
consumption in national income to erode in favour of investment.
Indeed, over the 1981-85 period, state investment is scheduled
to grow only some 2.5X annually, as compared to approximately
3.4% a year in 1976-80 and 7% annually in 1971-75. Total investments
in the 1981-85 period will thus come to somewhat over 700 billion
rubles (#1 trillion), as compared to around 634 billion rubles
(#900 billion) in 1976-80.

55. Qualitatively, Soviet investment in the 1580s will be
directed increasingly to the modermization of existing facilities
and the completion of projects already begun, rather than the
construction of whole new plants. Although capital investment in
new plants has been shown to produce greater ultimate gains in
labour productivity(1), the Soviet leadership has opted for savings
in investment expenditures and the more immediate gains in output
realized through the re-tooling of existing plants.

56. In efforts to conserve investemnt funds, certain sectors
¢Z the Soviet economy will probably be slighted in the 15€0s in favour

« in particular machine-building. snercy

recen s es t labour pro TiVity at new
enterprises, once they are on stream, averages 20-25% higher
than that at redbuilt ones.
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development and improvement of transport facilities; in addition,
agriculture will continue toreceive at least cne-fifth of all
investment allotments. As a result, investment in consumer goods
production, other than foodstuffwill doubtless nat grow substantially:
It is unlikely to amount to more than one-seventh that invested in
heavy industry through 1685, at least.

57. Whatever the measures taken to conserve investzent
resources, regional considerations will increasingly limit the
ffectiveness of Soviet investment. In Siberia, where much new
investment will be made, costs will be higher in proportion _
to investment returns because of large transport distances and the
harsh climate. In Central Asia, investment effectiveness will be
limited by the level of manpower education and training.

5€. Easternm Europe also faces restraintson investment
possibilities throughout the coming decade. Poland and Remania
will have to adjust to over-investment in the 1970s, the former
from imported capital goods, and the latter from domestic capital
accumulation. Although in each case the past investment should
eventually stimulate economic growth, the leaderships of the
respective countries will have to meet popular demands for
more immediate gains in consumer gocds output. East Germeny,
Czechoslovakia, and Bulgaria, like the Westernm part of the Soviet
Union, will be faced with constraints on capital investment
arising from labour shortages, rising raw materials costs, and
limited capabilities for developing or importing technologically
advanced eguipment. Hungary may be in the best position to make
additional capital investment, probably mainly in the form of
imported capital egquipment, if its economy can continue to adapt
to changing world market conditions.

Labour Attitudes and Management

As in the past, the growth of the Warsaw Pact economies
throughout the 1980s will continue to be hindered by low labour
morale and maznagement difficulties. There are signs that the
countries will take more vigorous measures to try to correct these
problems, since they contribute to the wasteful use of energy =and
raw materials, which are becoming steadily less plemtiful and
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more costly. Because of the inherent nature of the centrally
directed and controlled economic systems, however, it is
unlikely that any of the measures will spur labour or
managenent to significant gains in productivity, except perhaps
in Fungary, where indicative planmning and a relatively free
market mechanism may encourage more private initiative.

60. The nature of the Warsaw Pact economic systems
does little to encourage increased effort by labour, which,
as in the West, can be promoted primarily through threat of
unemployment or by various incentives. Since the Warsaw Pact
nations are, at least in theory, labour short, and are ideologically
commited to policies of full employment, the threat of unemployment
does not serve to promote labour discipline(1). On the contrary,
in the USSR in particular, the full-employment policy tends to
result in a high rate of labour turnover, as workers dissatisfied
with conditions at one place of employment find little difficulty in
transferring to another. As a result, it is estimated that at least
10% of worktime is lost ammually in such transfers. Moral incentives
and bonuses also do not produce intended results, the former because
workers do not believe in them, and the latter, because too often
they are not backed by desired consumer goods.

61. Aware of these problems, the Warsaw Pact governments have
recently ennacted measures 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 priority
industrial sectors. Additional measures have been advanced to
facilitate the withholding of bonuses if industrial production goals
are not met or exceeded(2); but they will be difficult to implezent
and may only tend to result in more labour turnmover, as workers
search for position where the bonuses continue to te granted.

(1) Even in Hungary, unemployed workers are assured of eventually
obtaining jobs thro state agencies.

(2) 1In the USSR, around 40¥ of worker earmings are derived Zfrem
bonuses.
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62. A free trade union movement, arising out of growing
worker discontent at working conditions and consumer supplies,
has mznifested itself most explicitly in Poland, where its
origins date at least from 1976, and where it has been able tc
profit from a unique convergence of national, rel:l.gioﬁs and intéllectual
forces, the latter stemming from a well-organized intelligensia.
Two attempts have been made at establishing similar organizations
in the USSR since 1977, without much success, and a free labour
movement was instituted in Romsnia in 1979. Should the movements
survive inevitable party and police harassment in each of these
countries, they might come to represent effective bargaining
units to press for additional workers! rights and benefits, and
so might instill pew vigor into worker attitudes and productivity.
Given the USSR's reaction to the free union movements, hcwever,
it appears unlikely that they will come to be viewed as acceptable
means of boosting labour morale and potential productivity.

63. ' Labour's productivity might be stimulated by its more
efficient organization and use by management. PEut unless reforas
similar to the Eungarian approach are instituted in the other
Warsaw Pact economies, manegement will continue to find advantage
in excess employment of labour. In the USSR iz particular,
enterprise wage funds are centrally determined, and a primcipal
criteria of the size of the fund remains the number employed:

Thus enterprises having larger numbers of employees are awarded

more, and so disinclined to release workers. Secondly, heavy
emphasis on research and design, partly to follow technological
developments in the West, causes large staffs to be employed in these
activities - perhaps 3-4 times larger than similar staffs in the
West. Finally, the uncertainties generated by central planning lead
factory managers to build-up labour reserves for variocus contingencies:
1storming” tc meet end-of-moath targets znd tc make up Ior delaws in
raw and semi-processed materials deliveries; improvisins necessary
construction operations and repairs; resvonding to seasonal calls

to assist with harvesting - especially necessary in the Northera
countries where the season is very shor:; and providing for
maintenance of children's summer instituticnms.
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64. In short, efforts tc stimulate management and raise
labour morale will probably not prove to be an effective
soclution to CMEA economies'’ problem  of growing labour constraints
in the 1980s. In the long run, to promote growth in industrial
output plarners will have to turn increasingly to investment in
new, labour-saving machinery.

res tur and technological
r — :

65. Throughout the past two decades in the Warsaw Pact
countries, there has been a tendency to group related enterprises
into production units reporting directly to national or regiocnal
industrial ainistries, in an effort to simplify and clarify the
lines of authority from the ministries to the individual enterprises.
In general, it can be said that these restructurings have achieved
their intended aim of improving administrative effeciency, and it
is unlikely that there will be attempts to modify them them radically
in the future. Certainly, however, there will be attempts to
strengthen administrative controls by the increasing use of
computers.

66. To the extent that profitability might be increasingly
used as a measure of a firm's plan performance in the 1980s, the
Varsav Pact economies may see some industrial restructuring in favour
of industrial areas which are favoured by govermment pricing policy
or are competitive on world markets. Export-oriented industries will
probably receive even greater priority than in the past in
Eastern Europe, because of the area's persistent trade imbalances
with hard-currency areas in particular. To offset these imbalances,
industries capable of providing products for the developing world
will probably be given spe€ial emphasis, in order to obtain additional
convertible currencies in less demanding markets and to pay for
future raw materials mnd energy deliveries. To meet rising costs
of energy froa the USSR, however, the East Buropean cowmtries may
also have to gear their industries increasingly to production for
the USSR.
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67. 1In addition to industrial restructuring, the Warsaw-

Pact has attempted to improve its ecomomic output by raising
the technical level of key industrial sectors. In the
1970s in particular, the Warsaw Pact naticns imported massive
amounts of Western technology and capital equipment embodying that
technology to achieve rapid gains in industrial output(1). It is
unlikely that this policy will be continued into the 1980s on its
former scale, although in certain vital industrial areas the
Warsaw Pact will continue to be keenly interested in Western
technology and egquipment(2). In many of the Warsaw Pact countries,
the imported egquipment has not achieved hoped-for gains in output,
partly because of delays in installation and co-ordination with
other industrial processes; as a result, planners have begum to
exzmine requests for such imports more carefully as to their

tended results. Again, the deterioration of the East-West
political climate from the begimming of the 1980s kas made the
USSR in particular less willing to rely oh Western capital equip-
ment to stimulate its economic growth, and on the other hand has
caused Western nations in general to be less willing to allew
such equipment to be supplied.

6E. In some cases, the Warsaw Pact countries have shown an
ability to develop their own technology for improving their
industrial processes, especially in those cases involving copying
of relatively unsophisticated Western technology(3). It remains

generally agreed., however, that the countries remain at least five

(1) 1In the period 1971-76, for example, the USSR and Eastern Furope
imported some #40 billion in capital equipment from the West.

(2) In particular, perhaps, in the engineering sector, because of
its potential for investment goods porduction and the military's
strong involvement: The military takes cne-third of all the
output of the metallurgical and machine tool industries.

(3) A recent Westernm study ("USSR: Role of Foreign Technology in
the Development of the Motor Vehicle Industry”, Natiomal Foreizm
Assessment Center, Cctober 1979) comcluded that the Soviet zutc-
motive industry, having bteen tehind world standards in the 1550s
19€0s, has subsequently made powerful strides towards self-
sufficiency and has the experience, knowledge, and resources t2
stay abreast of latest advances-in world automotive oroductiorn;
morecver, it has done this largely through its owa effortis,
rather than with the aid of imported tecknclegy. = In ancther area
vital to industrial progress, that of computers, Soviet industry
now produces zbout the same ammual value of cutput as that of the

ited States - about 26 billion a year - but probably at a
tecknological level at least a few years behind that of tke
ted States.
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to ten years technologically behind the West in most industrial
areas, and could close this gap in selected industries only with
concentrated investaent and use of increasingly scarce human
resources. In general, then, it is likely that they will continue
opting either for the copying or importing of Western technology
wvhere possible as the less costly course for economic development,
As a result, technological progress should not see any more rapid
advance in the 1980s than it has in the past, and may be offset
increasingly by organizational and manpower restraints.

Efforts to redress economic imbalances

63. To overcome its regional labour shortages and limitations
ocn investaent, the USSR is currently taking a number of measures.
Vage incentives are applied to entice labour to Siberia, but they have
not proved attractive enough to hold labour in the region, partly
because of a lack of adequate housing and other amenities. As a
result, the Covernment is forced to fly in work groups for two week
periods for many construction and extractive projects, with consequent
loss in worktime and work efficiency. In the Western part of the
country, the Government is counting on increases in worker rroductivity
to make up for the slowdown in the growth of the workforce.

70. To promote productivity, in 1979 the USSR instituted
more controls on the granting of bonuses, according to the quality
and real value (in constant prices) of output(1). In addition, in
1980 it issued a decree(2) designed to reduce the country's
excessively high rate of labour turnover and worker zbsenteeism
by providing additional benefits to workers on the basis of length
of service at one Job and reducing privilegesof often-absent workers.
The potential effectiveness of these measures is questionable,
however, for reasons discussed above. Moreover, surveys have shown
that worker absenteeism is probebly cdue in large part to the pcor

. - : B
on Production Efﬂcicncy and Quality" 12th J‘uly, 1979. For"y
percent of the average Soviet wage now derives from business.

(2) Decree "On Further Strengthening Labour Discipline and Reducizg

the Twrnover of Personnel in the Economy”, January 158C.
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71. In response to widespread strikes in 1580, Foland
has instituted reforms begimming in 1981 which give greater '
latitude for decision-making concerning industrial output to
individual enterprises. To be broadened in 1983, the reforms
follow similar approaches taken throughout Eastern Eurcpe in
the late 1960s and resumed in the late 1970s, whch attempt to
improve industrial efficlency by allowing operational decisions
to be taken closer to the level of the actual production
processes. Not all Polish enterprises are yet included in the
new measures, and factories continue to be constrained by
centralized investment decisions and binding plan fulfillment
requirements, although binding targets have been reduced in
number and may eventually be replaced by indicative planning.
Only in Hungary does indicative planning give enterprise
directors the latitude to change ﬁroduction quickly in
response to changed conditions on world and domestic markets.

72. Hungary has also aprarently had a certain degree of
success in reducing plant workforces according to the criterium of
profitability. By rewarding managezment and workers alike for
reductions in staff, Hungarian enterprises have been able to
maintzin and even exceed previous production levels, even though
2 portion of the working populaticn remains unemployed, awaiting
reassignment to positions where their efforts can be more procductive.

73. In sum, it can be said that policies being currentl
applied to stimulate growth in the Warsaw Pact economies do not
fundamentally alter the countries' ideclogical commitments to
strong state control of production and investment policy and of the
potential for private econmcmic gain. Reforms being currently applied
seek to rectify growing constrzints on land, labour, and capitzl
preductivity largely through more stringent guidelines on the use
of investments and economic incentives. There appears to be 2 growing
tendency, however, to allow operational decisicas regarding the use
of allotted invesiment fimds and the range of items prcduced to be
made more often at the level of production and irecreasingly on the
basis of profit.
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Prospects gor Future Reforms

74. The most severe constraints on growth in the Warsaw
Pact econoaies in the 1980s will be in the areas of manpower,
and for Eastern Burcpe in particular, in energy and raw materials
availability. Because of the relative success of the Hungarian
reforms, based primarily on price realligmments in accord with
world sarket levels and consequent reductions in workforce and
closures of umprofitable enterprises, they may eventually be
copied throughout most of the countries of Eastern Europe, which
are themselves highly dependent on foreign trade. Although there
are signs that the Aungarian reforms are alsoc favoured by some
Soviet planners, there are a mumber of barriers to widespread
adoption of the Hungarisn approach in the Soviet Union, however,
because the USSR's economy is much larger and much less dependent
on foreign trade. Adoption of the Hungarian measures in the USSR
night prove extremely costly in the short-term in lost production
during labour changeovers, and would require extensive and con-
tinuing price resligmments, which can probably not be effected
S0 readily as they are in Hungary, already well-attumed to world
market price fluctuations. DMoreover, Hungary's reliance principally
on profit-oriented incentives to implement its system will probably
be resisted by the conservative Soviet leadership, because of its
ideological aversion to giving the profit motive too much latitude,
and because of relatively scarcer supplies of consumer goods, which
are needed to make incentives work.

75. In the meantime, both the USSR and the countries of
Eastern Eurcpe will doubtless continue to try to improve their
economic performance mainly along the lines they have pursued in
the past - improving plamning procedures through the use of
computers and extended time periods, perfecting administrative
and organizaticnal arrangements, and instituting wkolesale and
consumer price reforms to varying degrees. They will bte forced to
give continuing attention to consumer goods production and imports, in

order to render effective announced wage increases and bonuses to promote

labour productivity. Because of the orientaticn of their econonmies
£0 kReavy indusiry, hcocwever, they will probably find their capecities
for the production of consumer goods continually outstripped bty
consumer demand. As a result, they may twrn to more imports aof
consumer goods to help f£ill the gap.
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