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I. YAIN FEATURES 

In  1974 Warsaw Pact  countries  rnaintained'more  stable 
doincstic pr ices  and external  balances  than d id  tne  
luxiastrialfsed West :AS a whole. Their economic, growth was 
mcderately sapid, although  slower  than i n  1973. In  Eastern.  
mrope, howeverp t h i s  pa t te rn  might well change considerably 
i n  Yize ne'ar' future  because of  the  delayed  impact o f  the  sharp 
r i s e .  i n  world p r i c e s   i n  1973-1974. Such a development m i g h t  
pose some dilemmas f o r  the  USSR. 'ifhile its terms of  t rade have 
improved dramatically with developed  countries' - Coamunist as  
well as non-Communist - uninhibi ted  exploi ta t ion o f  t h i s  
economic leverage on Eastern-Europe might increase t h e i r  
econoznic problems. 

2.  To date,  East-West t rade  i s  the  aspect of  Eastern 
ecol?omic a c t i v i t y  where worJ..d+#"de. inf1ationarJT forces have ' 
had the i r  greE?:=sf ir;;ipsct - generally favcurable for the'USSR, 

market;' the  liarsaw Pact area provided NATO-count-ies with a 
favourable  trade  balance of  about $2.5 b i l l i o n   i n T 7 4  f o r  
the second  successiv6  year. Last year this surplus was earned 
e n t i r e l y   i n  Easteru.Eur?pq where t r ade   de f i c i t s  i n  convertible 
currencies  rgse  considerably as a result of strong demand f o r  
Western rna.ehinery and technology  (especially in Poland)  price 
in f l a t ion  o f  West.ern expor t s ,  and a recession in Western demand. 
The .sLme fac to r s  1imi.t.ed the   t rade   def ic i t   incur red  by NATO 
and Dther indxstr ia l  Western countries with the  USSR, p a r t i a l l y  
of fse t t ing   the  rapid increase i n  Soviet  earnings of  convertible 
currencies  result ing from higher world pr ices  f o r  Soviet  
energy, materials and gold. Acco-rding t o  the  ECE (Seneva) t h e  
physical volume 02 foreign  tr$.de of  Warsaw Pact  countries  rose 
more rap id ly  with each other  than with the industria?. West. 
The improvement i n  it.s terms o f  t rade  thus enabled  the  Soviet 
Union simultaaeously t o  earn i t s  first tr3.d-e surplus   in   years  
i n   t h e  West, and -to increase i t s  cornerc ia l   dea l ings   in   rea l  
terms with i t s  All ies .  
This document includes: .l Annex 
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3. Little  reflection of these  external  stimuli  and 
shocks  has  yet  appeared  in  Eastern  doEes-tic  economies, wbioh 
allocate a relatively small. roportion O% GNP to trade with 
non-Communist  countries and P in  the  case of the  USSR,  Romania 
and  Poland),  have  sizeable  domestic  energy  resources.  The 
East is also  partially  shielded  from  outside  influences  by 
price. controls  and  subsidies,  allthou h these also tend  to 
distort  resource  allocation. In 197 E moderate  increases  in 
retail  prices  were  ex  erienced  by  Poland (5.6%) and Romania 
and Hungary  (about 2% P . 

4. It should be recalled  that  repressed or disguised 
inflation,  caused  partly  by  excess  demand,  exists in a l l  
Warsaw  Pact  countries.  These  imbalances  and  the  rising  external 
'.trade deficits of East  European  countries  however,  have been 
less severe  in  most of them  than in the  West.  They  have been 
alleviated  by  Western  credits and did not  have a significant 
effect  on  rates of Eastern  economic  growth  in 1974. 

5 .  Soviet  economic  growth  slowed d o m  last  year  to  about 
3% in terms of r.eal GNP and may  attain  an  average of the  order 
of 4% for  the  years 1971-1975 - creditable  by.current  Western 
standards  though  short of the over+% rate  implied by the  Five- 
Year  Plan.  Eastern  Europe  on  the  whole in 1974 maintained a 
rapid  expansion that  seems to place major five-year  plan targets 
within  reach. In Poland, however,  despite st rong overall. 
performance, local  disturbances  were  reported  because of  meat 
shortages.  The  decisive  factor  in  these  developments  appears 
to  have been the  critical  agricultural  sector.  Harvests  that 
fell  short  of p l a n  constrained  Polish  meat  supplies  and 
handicapped  overall  Soviet  performance  while an exceptionally 
good-crop apparently  accelerated  growth in East  Germany. 

6 ,  The economic effects of  world-wide inflatiozl 031 the 
East  should  become  more  pronounced  in  the  future.  Economic 
growth  will  probably be affected to a greater  degree  by 
external  trade  balances,  which  promise  to  be  more  favourable 
than  in  the  past  for  the USSR but  unfavourable  for  Eastern 
Eur.ope . . .  In an effort.to promote  industrial  modernisation,  the 
USSR  continued  to  accelerate  its  advance  orders  for  Western 
equipment  in 1974-1975. In  Eastern  Europep  however,  the  terms 
of  trade  with  the  USSR  have  recently  worsened  following  an 
increase  in  Soviet  energy  and  materials  prices  that  transmits 
part of the  earlier  rise in world  prices.  This  change  has  been 
countered  but  not  balanced  by  the  increased  prices for East 
European  machinery  and  equipment,  agricultural  products  and 
consumer-good  exports. The resulting  pressure  may  lead  nost 
East  European  countries  to  divert  exports from the  West to the 
USSR, and to  slow down growth of industrial and consumer 
programmes.  The  considerab1e.econoni.c  leverage  that  world price 
movements  have  given  the USSR over  its  Allies may accordingly 
be exercised  with  discretion  and be aimed as auch  at  political 
objectives - e.g. COMECON integration - as at  commercial 
advantage. 
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II. USSR 

" C " .  

7. Indus t r ia l  Western countries(2)  c0ntinu.e t o  lead 
o ther  areas ill. regard t o  r a t e  of  growth of t rade with the  
Soviet Union i n  value  terms  although  Eastern E u r o p i s  s t i l l  
the  pr incipal   t rading  par tner  of  the USSR. These t rends  are  
re f lec ted  i n  Soviet  data  reccntly  reLeased 03 the  foreign 
commerce of the  USSR in 1974.  Soviet-Western  exchanges rose 
50% in   cur ren t   p r ices ,   fas te r   than  world -trade,  reaching 
$16.5 b i l l ion .  T b i s  value i s  s t i l l .  small i n  comparison with 
the  scale  of  intra-Western commerce,, b u t  it represents 31% o f  
Soviet   global  trade  in money terms,  while  Eastern Europe 
accounts f o r  44$. Tle two shares had been converging  si.nce 
1972, -&en the Western portion was only 2 3 6 ,  the  E.ast European 
5%. Much of t h i s  trend, a t  l e a s t   i n  1974, stemled from an 
i n f l a t i o n   i n  Vestera; p r ices  tha t  was not y z t  r e f l e c t e d   i n  
COMECON exchanges. 

8. Most of the  increment  in  Soviet commerce- witn the  
indus t r ia l  West l a s t  year was directed a t  EAT0 countries,  
Japan and Finland, A decrease o f  about" $600 millicn'  i n  t rade  
with the.Uni.ted  States was outweighed by a $4 bi l l ion   increase  
i n  exchanges with other  members. The dynamism of  this -coimerce 
was the major fac tor  i n  a fur ther   accelerat ion o f  growth of. 
Soviet  -global trade which rose 29% i n  1973 and 2G% l a s t   yea r .  
(See tab le  annexed.) 

9.. This expansion i n  Soviet-Western commercial exchanges 
has resul ted from (i) long-standing  needs f o r  advanced 
technology i n  the USSR and f o r  basic   mater ia ls   in   the West, 
(ii) the  expansion of  Western c r e d i t s   i n  a period of  dd-tente 
and, most r e c e n t l y ,   ( i i i )   t h e  s h i f t  i n  the terms o f  trade. 
In-  1974-  the  chronic  defi.cit  in  Soviet  merchandise.  trade w a s  ' 

converted t o  B moderate surplus(3). The considerable  increase 
i n  world prices  of energy: and raw materials  (e.g.  timber and 
non-ferrous  metals), has correspondingly  boosted  Soviet  export 
earnings; th is  i n   t u r n  has enabled  the USSR t o  import a much 

rade  f i&kes  ref lect  a 3 e s s  favourable  balancr 
of Soviet  cormerce wi th  the  " industr ia l  WestH' than do 
OECD data  because o f  clifferences in countries  included, 
methods of  valuation-j  types o f  t r a ~ ~ s a c t i o n s ,   e t c .  

consis t  of  Cormnon Market c r )wt r i e sp  Canadas Norway, the  
United  States,   Australia,  New Zealand, Austriz,  Fin%and, 
Japan, Sweden, Switzerland, Iceland, Greece,  Spain and 
Malt a 

more according t o  OECD data 

.=(==lT$Fi et - f=-"-~'-" ..~___.Y" _ _ _  __c" 

(2) In   the  Soviet   def ini t ion  the  l f industr ia l  Westtt appears t o  

( 3 )  About $250 million  according t o  Soviet data, c.onsiderably 
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higher  volume of the  Western  machinery,  technology  and  foodstuffs 
needed  for  economic  modernisation and consumer  satisfaction. 
In  regard  to oil exports,  for  instance,  the USSR apparently 
emulated  OPEC  countries  (though  it  is  not an OPEC member), 
reducing  its  deliveries  to  non-Communist  markets  by  six  million 
tons,  Nevertheless,  Soviet  earnings  in  the  industrial  West 
increased  about  loo$, or $1.5 billion,  as a result  of  the  sharp 
rise  in  world  prices.  Adverse  effects on the  Western  trade 
balance  with  the USSR in 1974 were  mitigated  by (i) the  small 
amount  of  oil,  compared  with  Middle  Eastern  exporters,  supplied 
by  the USSR, and (ii) the pronounced  Western surplus - more 
than $1 billion - that  had  resulted  from  increased  exports of 
grain  and  machinery ir, 1973. With  its  relatively  advanced 
technical  level,'  the USSR has a correspondingly  high  absorptive 
capacity  for  Western  technology and equipment,  Last  year  Soviet 
imports  continued  to  rise  strongly,  with a decline  in  the  grain 
sector  outweighed  by  an  increase  of  about 50% ($1 billion)  in 
imports  of  Western  machinery. 

LO. Strength  was-  also  evident  in 1974 in  other  components 
of the  Soviet  balance of payments  including  tfinvisiblestt.  Soviet 
compe'titiveness  in  international  transport  has  reportedly 
increased  with  surprising  rapidity.  Almost 10% of the  total 
volume  of  shipnents  between  Japan and Western Europe has  been 
captured  by a joint  Soviet-Japanese-Swiss  venture, started-in 
1971, that'trans  ores  cargoes  East and West  on  the  Trans- 
Siberian  railway P 1). With  regard t o  new  orders  for  Western 
equipment,  Soviet  contracts and agreements on future  deliveries 
appear  to  bave  doubled  in 1974, exceeding 565 billion(2)  and 
approaching  the  level of  total  Soviet  imports from the  industrial 
West in 1973. Soviet  financing  continues  to be eased  by 
vvproduct-paybacklf  arrangements  where  Western  credits  are 
ultimately  repaid  with  products of the  Western  machinery 
delivered - e.g.  wide-diameter  pipelines,  aluminium and timber 
equipment.  Soviet  gold  sales were reportedly of the order of 
$600 million - only  one-half of potential  proceeds,  from  sales 
at  current  prices of the  annual  Soviet  gold  production  capacity - 
estimated  at  about  250 tons in 1974. 

. .  

11. Growth of Soviet-Western  trade  seems  likely  to  remain 
rapid  in  the  coming  years.  In 1975 the  increase  may  again 
reach  20% or more  in  value  terms,  Recessiorz  will no doubt 
take  some  toll  of  prospective  earninga of convertible  currency; 
Soviet  timber  exporters  offered a 20% reducti0n.i.n  price  from 
Previous  levels  in  the  British  market  last  March.  On  the.other 
hand,  Soviet  export  capabilities  are  being  diversified,9 e.g. 
with  the  completion of natural  gas  pipelines  to  Western  Europe 

agreements  in  principle  regarding  the  KÜrsk  steei  plant 
and Siberian  coal  and  timber  projects  are  excluded 
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and also have favourable  long-term  prospects. For example, the  
USSR agreed in   p r inc ip l e  l a s t  Apr i l  t o  sh ip  about t e n   b i l l i o n  
Cubic metres of natural   gas  yearly frorfl Iran t o  the  Federal 
Republic o f  Germany v ia  pipel ines  t o  be constructed  across  the 
USSX. Soviet orders f o r  S;rcstern equipmen-i; have  continued a t  
a high r a t e   i n  1975, paced by a $180 million purchase of  a 
ho te l  system. To strengthen i ts  t rade   capabi l i t i es ,  t he  USSR 
also recent ly  borrowed a t o t a l  o f  $350 million on five-year 
terms i n  the  Euro-currency  market; some lies-tern  experts  expect 
Îur'cher  Soviet  borrowings of t h i s  type,  although  gold  reserves 
of the USSR could a l low cash  payuents. 

12. Economic grolrbh i n  1974 i s  estima-ked a t  about 3% i n  
t e r m  of reai GNP (see Annex). For 1972-1975, it is  expected 
t o  average  about 4% per  year. Tdhile such an expansion would be 
credi table  by present  Xestern  standards, i-t would f a l l  far  
short  of the  rates  implied by the  Five-Year F lan  a d  achieved 
i n  1973. 

revised downward most of the pr inc ipa l  growth t a rge t s  o'f the  
or ig ina l  Five-Year Plan announced i n  1971.  Performance t h i s  
year i s  now scheduled t o  exceed the  1970 l e v e l   b y J %   i n   t h e  
case o f  agricultural   production (coinpared with an or ig ina l  
ta rge t  of 217: i n   t h e  Five-Year Plan) by 425 (formerl 4.7%) . , . 

f o r  industrial   production, and by 33% (previously S 9 d  f o r  
industrial   labour  productivity,   Reductions o f  original:  goals 
i n  the  revised  plan are especial ly   large in the  case. o f  
production o f  na tura l  gas, chemicals, lumber and paper,, Only 
t h e   l a t t e r  two sec tors9  however, a r e  t o  grow less than 40% 
over  the  five-year  period. 

13. The 1975 econordic plan  published las t  December t a c i t l y  

14. Over-ambitious planning and erratic  .weather  .appear t o  
be the major fac tors   in   these   p ro jec ted  sIaor%falls. The 
agr icu l tura l  progranme was s e t  back by meteorological  conditions 
that  cawed a poor harvest i n  1972. Although the  195 million 
ton  grain harvest  of  1974 was -l;lae second l a r g e s t   i n  his't;ory, it 
f e l l  considerably  short of  the  bumper crop of  the  year  before. 
Tota l  agricultural   output  declined 3.7%, completions of 
investment  projects were 10% behind  schedule i n  1974 and the 
voluwe o f  unfinished  construction was increasing. Such 
d i f f icu l t ies   in   cap i ta l   format ion  and agr icu l ture  both re f lec ted ,  
aad contributed to9 productivity  problem which  have  been the  
major handicag in  recent  performances. 

15. The Five-Year Plcm has aZso been less. than  .accurate 
i n  i t s  indicat ions of resource  real locat ions  to   the consumer 
though l iving  s tandards have  continued -to r i s e .  The revised 
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1975  plan which i s  based on actual  achievaents  through 1974, 
indicates   that   output .09 heavy industry i8 scheduled to   increase 
447; during 1971-1975 - much more rapidly than t h a t  o f  consumer 
goods,   al though  the  lat ter had  been accorded a slight advantage 
i n  growth ra te   in   the   o r ig ina l   p lan .  Achievement of the  
polit ically  importmt  'ghighwprotein  dietfg promised by the  Soviet 
leadership depends on fulfi lment of  ambitious  targets f o r  
agricultural   production t h i s  year.   Disguised  inflation 
cont i r iu 'es ' td   exis t   in   the form of a displacement o f  lower-priced 
consumer goods with near ly   ident ical  ones with higher  prices.  
The improvement i n  the  consumer's l o t  planned f o r  1975 i s  
nevertheless  noteworthy; if it i s  f u l f i l l e d ,   r e a l  income per 
c q i t a  and output of l i g h t  industry would be 21-2476 greater  
than i n  1970 - representing  average  annual growth o f  4-4.5";. 
Such r e s u l t s ,  however, would represent   shor t fa l l s  o f  5-10$$ from 
original   object ives .  

111 U:""- -.".A_- 
EASTERN EUROPE 

(a) =e-q& _Y Economi.lz&io-n5 _Y&. L" 

16. Although Soviet  foreign  trade  continued t o  grow  more 
rapidly with the   i ndus t r i a l  $Jest than  witn JQarsaw FQct countries 
i n  money t e rms ,   l as t  year growth trends i n  regard t o  volume o f  
commerce favoured  Eastern Europe (see Annex). The ECE i n  Geneva 
repor t s  that ,  i n  real  terms,  the growth of  East European comerce 
with the  developed West was both slower than i n  1973 and l e s s  
mpid  than  the  . increase in  intra-COMECON t rade   i n  1974. The 
S ~ O W ~ O ~ ,  mainly in   expor t s ,  was presumably  caused i n  part  by 
the  recession i n  Vestern demand -and. was accomganied by imbalances 
amounting t o  an estimated $300 mill ion  in  convertible  currencies 
f o r  Hungary and $2 b i l l i o n   f o r  Poland. In -%he l a t t e r   c a s e ,   t h e  
pr inc ipa l   fac tor  was probably a substantial-   increase  in volume 
of  machinery  imports prompted by the   l a rge  P o l i s h  domestic 
development programme. On the  other  hand, de t e r io ra t ion   i n   t he  
terms of  trade was probably the lnain  problem f o r  Czechoslovakia, 
East  Çermany, Hungary and Bulgaria, which import most of t he  

' .  a r t i c l e s  whose world p r i c e s  have recently  r isen.  
. . .  

17. With the  exception o f  Poland,  however,.  Eastern Europe 
has probably  suffered  less damage from such ex tema l  imbalances 
than have most Western countries.  Eastern economies are  
re la t ive ly   sh ie lded  from outside  events. A s  a large  scale  
energy  producer, Romania has some extra   protect ion  against  
world-wide inf la t ionary  pressures .  The p r i c e   r i s e s  i n  the  
West have  been par t ly   benef ic ia l  t o  Eastern  &rope,  notably as 
regards  prices of  t h e i r  meat e,xports. A large  share  of t h e i r  
imports o f  machinery from the West are  covered by c r e d i t s  that  
de fe r   t he i r  impact on East European external payments. In  any 
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caseo  the  bulk of  the  foreign commerce. of Eastern Europe 
(excepting Romania and Poland) i s  directed t o  other Communist 
countries - principal ly   the  Soviet  Union -= a t   f i xed   p r i ces  
which i n  1974 were n o t  chargeable  in  convertible  currency and 
had been l i t t l e   a f f e c t e d  by increases   in  world pr ices  of 
major  commodities. 

18, While causing some external  problems, the  continuing 
import boom l a s t  year  enabled Eastern mrope t o  maintain a 
rapid pace of  economic expansion. Growth slowed down s l igh t ly  
in  Bulgaria and Ecmgary but 1973 r a t e s  were naintained o r  
increased  in  the  other  East  European countries(1)  (see h n e w ) .  
A l l  these  countries seem t o  be within  reach of t a r g e t s   i n  
respective 19'71-1975 plans  as  regards  average  annual  rate. of 
growth of Net Ivlaterial  Product (W) - 11.5% f o r  Romania and 
5-5.596 f o r  Hungary, East Germany and Czechoslovakia. P o l i s h  

i n   p a r t i c u l a r  w i l l  probably  attain an average well over:. 
the  planned  rate of 7%. 

19. The r i s e   i n  world commodity pr ices  and assbciated 
shortages  have  contributed t o  moderate s ing le-d ig i t   in f la t ion  
of  some r e t a i l   p r i c e s ,   p a r t i c u l a r l y   i n  Hunga.ry (where :an 
experiment with economic reform has increased p r i c e   f l e x i b i l i t y )  
and i n  Poland and Romania (see Annex). Even -therep however, 
p r ice   l eve ls  have r i s en  much less -thm i n   t n e  West b-ecauss- -' 

they  are   adminis t ra t ively  control led  in  mos-t domestic 
t ransact ions and i n   a t   l e a s t  half of t he i r   ex t e rna l   t r ade  - 
i .e .   the   port ion that i s  directed t o  ether. Comunist  countries. 
Such.controls  tend t o  sh ie ld   the  dornes'cic  economy from outside 
influ.ences  although  they also d i s t o r t  resource  ,al location 
and only  regress inflationary forces  instead O% eliminating 
them a 

20. Agriculture,  chronically a c r i t i ca l   sec tor ,   appears  
t o  have  been a more important  influence.thm  external  price 
movements in   recent   East  European  performance arLd problems. 
Much o f  the  accelerat ion of economic expansion last  year 
was a t t r ibu tab le  t o  growth of agricultural   output,  which 
apparently  speeded up considerably  in East Germany while 
slowing d o m  i n  Poland, The uneven P o l i s h  harvest ,  which was 
r ich   in   g ra in   bu t   y ie lded   less  hay and root  crops  than 
expected, l e d  t o  public  disturbances tha.t  represent  the  major 
recent  instance o f  econonically-rooted  malaise in   Eas t e rn  
Europe Popular  dissatisfaction  reportedly s-Lemmed Crcn. 
shortages o f  maat and dairy  pr0duct.s  and, nore  fundamentally 
from the   s ens i t i v i ty  of meat  consumption i n  terms of P o l i s h  
rrr-" Growkh of  Net Material  Product, which excludes nost 

- - *l""~il.'ii ".. _".."_." """ L _.... _"" " ._*.- _*__, ". ,- - . 

services9 i s  usual ly  1-2;; higher  thar,  Uestern es-tima'ces 
of  gTowth 02 GNP o% Eastern  countries. 
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social  values.  Although  total  agricultural  production  rose 
last yearF output of beef,  pork  and  milk  declined.  Poland hasp 
since  1970,  registered by far  the  beast  East  European 
performance in expansion of  real  wages (at double  the  planned 
rate) and in  consumer-oriented  production.  However,  popular 
expectations - a t  least in regard  to  meat  supply - seem  to  have 
risen  even  more  rapidly. In 1970, a similar  shock  to  dietary 
hopes - a rise in meat  prices - led t o  public  rioting  and a 
change O €  government. 

(c) _P’roze-cts 

21 . ‘Growth-oriented  expectations and policies  stil.1  seem 
to have  priority,  tending  to  increase  East  European  economic 
dependence on the USSR and consequently t o  strengthen Soviet 
leverage. In quest of continued  growth,  Poland  quadrupled  its 
advance  machinery  purchases in the industrial  West  in 197.4 and 
has  placed  substantial new orders  in  the  current  year.  East 
Germany  recently  ordered a $100 million  meat-packing  combine 
from  West  Berlin.  East  European  regimes  borrowed a total  of 
$900 million in the  Euro-currency  market in 1974. Kuwait 
loaned $40 nillion  to Hun ary alnd has  agreed  to  finance one-. 
third  (about 6100 mîllion Y of  the  Adria  pipeline  which is  to 

, .  carry  ?iddle  Eastern  oil  through  Yugoslavia  to  Hungary  and 
Czechoslovakia.  Such  assistance  has  not,  however,  been 
sufficient t o  compensate  for  the  deterioration  in  East  European 
terns  of  trade. 

22. The  economic  effects o f  worldbwidle  inflation 03 the 
East  should  become mom pronounced in the  future  however. 
The  terms  of  East European foreign  trade  recently  suffered a 
further  deterioration - this time  with  the USSR. The  relatively 
low prices  stipulated in COPECON agreements  covering 1971-1975 
for Soviet  energy  and  materials have been  revised a  year ahead 
of  schedule.  According  to new agreements  that  base  intra- 
COIaCON trade .on a .moving .averageI of past Western  .pricesp  charges 
for Soviet  energy and materials  are  boosted  considerably  more 
than  the  prices  of  East  libropean  exports. The Soviet oil price, 
for instance,  has  been  raised  more  than loo?& and is now pegged 
for 1975 at  about $7.50 per  barrel. It is generally  estimated, 
for  instance,  that  the  average  price of  Hungarian’imports of 
Soviet  energy  and  materials  has  been  driven up 50%; part of this 
increase  should  be  transmitted  to  domestic  prices or subsidies 
unless  the  current  economic  reform is modified.  The  new COMECON 
agreement would, according  to orwWestern estimate,  raise  the 
East  European  oil  bill  by  more  than  one  billion  roubles in 1975, 
desp’ite  only a negligible  increase in the  volume of Soviet 
deliveries.  Moreover,  Soviet  oil  export  volume  would  reportedly 
not be  raised  further  unless  some  payment.3-s made-in convertible 
currencies. 

““&p.yiL~~ip” N A T O  R E S T - R I C T Q  .”“ 
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23. Such  pressures  will  probably  induce most East 

European  countries  gradually  to  divert  further  trade  from  the 
West  to  the USSR, to slow down  their  industrialisation  and 
consumer-welfare  prograrmes - and to  run  the  consequent  domestic 
political  risks.  Even  energy-independent  Rolnania  has  indicated 
its  concern  by  cutting  its  new  orders  for  Western  machinery - 
appreciable  in  past  years - to  nearly zero in 1974. Elsewhere 
in  Eastern  Europe,  the  reduction  in GNP caused  by  deteriorating 
terms  of  trade  is  estimated  to  range f rom 0.5% (for  Poland) 
up to 1% (Czechoslovakia). In Hungary, a reduction of 
$50 million  in  imports  from  non-Communist  countries  has been 
announced for this  year  and  First  Secretary  Kadar  has  publicly 
prescribed more emphasis  on  central  planning and less on higher 
living  standards.  In  the  case  of  Poland,  however,  recent 
experience  suggests  that  even a modest  cutback  in  personal 
consumption - particularly  dietary - might be socially and 
politically  delicate. 

24. In  view of the  existence of such  risks,  the USSR may 
exercise  its economic leverage  with a certain  care,  Little 
Soviet  interest  would  appear  to be served  if  Soviet  economic 
pressures  were  pushed  to  the  point of causing  social  upheaval 
o r  economic  stagnation in Eastern  Europe; the USSR might  even 
favour  maintenance of substantial  economic  relations  with  the 
Vest by  its  allies  as a means of stimulating and strengthening 
their economies. A Soviet  readiness  to  "pull  punches"  to  some 
extent  has  already  been  demonstrated in the COMECON price 
revision.  Ten-year  credits  have  been  extended  to  Hungary  to 
ease  the  rise  in  the  oil  price.  This  is  still  reportedly 
payable  in  soft  currencies  within  designated quotas and  is 
considerably  less  than  the $11 per barrel  charged  NATO  countries 
in  the  Middle  East  since 1973. This  Soviet  discount  may,  of 
course, be compensated  by  East  European  political  concessions - 

. e,g. greater  compliance  with  Soviet  priorities  for  economic . 
centralisation  and  COP'ECON  integration.  Indeed,  East  European 
countries  are of necessity  becoming  increasingly  involved  in 
the  development of Soviet  raw  material  resources,  providing 
equipment,  (some of it  bought  in  the  West  for  convertible 
currency),  infrastructure  and  labour.  The USSR might  regard 
such  measures  as  one of the  most  satisfactory  means of paynent 
by  East  European  countries  that  constitute  not  only  inportant 
trading  partners  but also a sensitive  security  area. 

25. The  Council  is  invited  to  take  note  of  this  report 
which  has  been  discussed  by  the  Economic  Cormnittee  but  is 
presented  by  its  Chairman on his own responsibility. 

(Signed) J. BILLY 
NATO , 
1110 Brussels. 
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