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RECENT ECONOMIC TRENDS I N  THE 
SOVIET U N I O N  AND EASTERN EUROPE 

Note by t h e  Secretary  General 

The a t tached  r epo r t (1 )  has  been prepared by t h e  Economic 
Committee i n  t h e  l i g h t  of  d e t a i l e d  discuss ions .  It reviews 
developments i n  t h e  most important ecoriomic s e c t o r s  of t h e  USSR 
and Eastern  Europe during the  first p a r t  of 1979. The review i s  

a supplemented by t h r e e  t a b l e s  a t  Annex. 
- 

2 .  This r e p o r t  w i l l  se rve  a s  a re fe rence  document f o r  t h e  
Council meeting of 13th  December, 1979. 

(Signed) Joseph M.A.H. LUh'S 

NATO, 
11 10 Brussels .  

This document includes:  1 Annex 

11 1 o r  previous r o r t s  see documents C- dated 7th  May. 
r979 and C-M(7368 da ted  17th m v e m t r : I T a  
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RECENT ECONOKIC T m D S  I N  THE 
SOVIET UNION AND ~ R N  EUROPE 

Report by the  gconomic Committee 

Introduction 

I. This paper h igh l igh ts  s ign i f i can t  developments in the 
economies of t h e  USSR and Eastern Europe during t h e  first part of 
1979. It does not pay pa r t i cu l a r  a t t en t ion  t o  long-term develop- 
ment t rends ,  s ince  they have been d e a l t  wlth i n  d e t a i l  i n  o ther  
Economic Committee repor ts .  It emphasizes, r a the r ,  current  r a t e s  
of economic growth a s  they conform t o  or  devia te  from plan goals ,  
s ince these a r e  t he  most read i ly  avai lable  i nd i ca to r s  of whether 
the countr ies '  planned economies a r e  functioning a s  intended. In- 
d i r e c t l y  the economies1 performance with respect  t o  plan a l so  
suggests how well they can mpport  planned l e v e l s  of defence ex- 
penditure wlthout undue s t r a i n .  

suMmRY 

2. P a r t i a l  1979 r e s u l t s  f o r  t h e  economies of t he  USSR and 
Eastern Burope suggest a  continued slowing of economic growth, due 
pr inc ipa l ly  t o  labour arpply shortages,  inadequate harvests, r i d q  
c o s t s  of enerff and capital equipment, and t h e  severe winter  of  

9, which disrupted the  economies in genered and t ranspor t  
i n  pa r t i cu l a r .  Throughout t he  a r ea ,  cons tmct ion  of i n d u s t r i a l  
p ro jec t s  and r e s iden t i a l  housing appeared to  continue the  par t icu-  
l a r l y  poor showing of previous years. In many countr ies ,  1979 has 
seen the  in t roduct ion o r  extension of reforms designed t o  promote 
labour productivi ty and management e f f ic iency  through incent ives  
and t ightened planning controls .  All of t he  countr ies  show a pre- 
occupation w i t h  t ry ing  to improve t h e  qua l i ty  and range of production 
i n  order b e t t e r  t o  s a t i s f y  increasingly exacting domestic and f 0 r e i p  
demand. Eastern Europe's t rade  balance w i t h  the  We 
improve aomewhat, although it de te r io ra ted  w i t h  the  

3. Since 1975. the  Soviet economy a s  a whole has mom a t  a 
moderate r a t e  averaging over 4% a year ,  i n  terms of constant-price 
u t i l i z e d  na t iona l  income(1). Totnl i n d u s t r i a l  production has - .  
exceeded planned output each year,  growlng a t  a  r a t e  of over 5% 
annunlly, according to redupl icat ive  Soviet accounting methods. 
Brezhnev's s ~ e e c h  of 27th November confirms t h a t  growth i s  slowing 

21) Soviet  nat ional  income is broadly cowarab le  to t h e  Western 
concept of CNP a t  market p r i ce s  l e s s  depreciat ion and SO- 
c a l l ed  wnon-productiven a c t i v i t i e s  such a s  administrat ion 
and most services .  Using the Western concept of GNP, t h e  
Soviet economy may have grown by about 3% i n  1978. 
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N A T O  R E S T R I C T E D  

4. During the f i r s t  ten months of 1979 indus t r i a l  production 
rev a t  a r a t e  of 3-65 over January-October 1978. thus ref lec t ing 

h e a d y  increase. Plans c a l l  f o r  the year ' s  t o t a l  ~ r o d u c t i o n  t o  
increase by 5.7% over t h a t  of 1978, and-this  nov app;?ara unlikely 
t o  be achieved. 

5. An in thr mast. increases i n  industriml outmat e a r  to be 
due in large par t  tb- the use of additional labour and- cap i ta l  in- 
vestment, r a ther  than to gains i n  worker o r  mmagement efficiency. 
Labour woductivi tv fo r  all of the  USSR advanced onlv 2.4% i n  t h e  
first n h e  months of 1979, a s  compared t o  a planned growth of 4.% 
fo r  the  whole year. Its growth was generally higher, however, in 
republics having more p len t i fu l  labour reserves or relatively lower 4 l eve l s  of accumulated cap i ta l  stock, where new investment can pro- - 
duce more s t r ik ing growth i n  output. a - 

6. Nonetheless. the f i r s t  all-union census taken since 1970. 
which was released on 22nd April 1979, confirmed a marked nloudom 
in population ~ r o w t h ,  especially in the RSFSR, Belorussia, the  
Ukraine. and the  Baltic r e ~ u b l i c s .  all  of which shored a nine-year 
population increase of on l i  6 - 3 . .  The census r e s u l t s  tend t o  con- 
firm tha t  the USSR can no longer count on economic grorth simply 
through increased labour inputs ,  but m u s t  make be t t e r  use of 
existing resources and of advanced technology and production melhxls. 

7. Although they occupy a minor share of total Soviet in- 
dus t r i a l  output. leading growth areas i n  industry in t h e  Jmrrary- 
October period inauded  numerically controlled machine tools .  
petrochmical  equipment, automation controls.  and colputer e a u i p  
ment and spares. which registered var)-hg increases of 7-17% i n  
output. Production of machinery f o r  rais ing livestock also in- 
creased substant ia l ly ,  and output of colour t e lev i s ion  s e t s  rose 
by 23%: these increases point to the  Sovier leadership's con- 
t inuing i n t e r e s t  i n  enlarging supplies of meat and ce r t a in  types 
of consumer durables fo r  the  population. 

8. Some indust r ia l  sec tors ,  pa r t i cu la r ly  the  chemicals, and 
tro-1 and s t ee l  indust r ies ,  in the f i r s t  nine months of 1979. 
Chemical products below 197 pro uction l eve l s  included mineral 
f e r t i l i z e r s ,  insect icides and' pest icides,  su l fu r ic  acid,  synthetic 
resins and p l a s t i c s ,  and chemical f ibres .  The production slowdoms 
miat c a s e  future d i f f i c u l t i e s  i n  such areas a s  agricul ture.  
metallurgy, and p l a s t i c s  fo r  mass consumption. C e e n t  production, 
too, was 4% behind 1978 production, suggest1 ng fu r ther  shortcomings 
i n  the already beleagured construction industry. 

9. Output oiC ener~y-producing materials i n  the  first nine 
months of 1979 was r e ~ o r t e d l v  above t h a t  the  fo r  same period i n  - - - - -. - - - - . - - - 
1978, as  was of e i e c t r i c a l  energy, except f o r  coal  pro- 
duction, which was a t  the same level .  Nonetheless, unless  monthly 
production of o i l ,  natural gas, and coal exceed the  l eve l s  a t ta ined 
in August for  the balance of the  year,  1979 t a rge t s  cannot be met. 
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X A T O  R E S T R I C T E D  

Brezhnevts 27th November speech indicated that o i l  production f o r  
1979, f o r  instance, vould be 585 million tomes ,  thus f a l l i ng  e igh t  
million tonnes short of the  1979 goal. However. it w i l l  s t i l l  be 
23% ahead of 1978 production and enable the USSR to  export a t  l e a s t  
65 million tonnes to the West, f o r  convertible currency earnings 
of around $7 b i l l i on ,  o r  jus t  under half i t s  current level  of 
convertible currency earnings. 

10. Capital investolent increased only s l i gh t1  i n  the  f i r s t  
half of 1979 over the former year 's first-semester e l ,  in l i n e  
with government e f f o r t s  to hold investment cos t  increases to no 
more than 4.596 fo r  the *ole of 1979. Investment expenditures 
continue to be pushed upward, pa r t ly  by ever-rising prices f o r  
imported equipment and technology, and by high costa associated 
with large  developmnt projec ts  i n  Siberia ,  including o i l  and gas 
f ie lds .  Industr ial  a reas  which received large shares of investment 
funds i n  1979 were chemicals and petrochemicals. metallurgy, and 
agr icul ture ,  the l a t t e r  of which takes over one-fourth of a l l  in- 
vestment resources. 

11. Transport has received special emphasis i n  1979, in order 
t o  remedv transuort-related a h o r t c o m i ~ s  which have hindered the  - 
developmkt of bther economic sectors.  After a decline i n  1978. 
new o i l  and gas pipeliae capacity is  being expanded by 5%. o r  
10,000 kilometres. In addition, 770 km are  being added t o  the r a l l  
network, which continues to be burdened in  par t i cu la r  by loadlng 
d i f f i c u l t i e s  and heavy usage f o r  the  t ransport  of bulk commodities. 
220 km of t h e  new trackage represents additional trackage on the  
Baikal-bur-Magistral (BAM) Une,  which v i l l  improve access to 
S iber ia ' s  mineral resources. Nearly 20% of a l l  7979 investment 
expenditures, or 25 b i l l i on  rubles,  is being put into transpor- 
~ a t i  on projects .  

12.  Because of a harsh winter followed by severe spring 
flooding and an unusually dry summer i n  most of the Western uortion 
of the  Soviet Union. agricul&ral h a n e s t s  i n  1979 are  exuecied t o  
be disappointing. According to Srezhnev in h i s  27th November 
speech the Erain harvest amounted to 179 million tonnes. i . e .  down 
sharply from 1978's record level  of 237 million tonnes. A s  a 
r e s u l t ,  the USSR w i l l  import a t  l e a s t  25 million tonnes of US gra ins ,  
a t  a cost  of around $4 b i l l i on ,  and additional amounts from other  
Western suppliers ,  t o  feed the  country*^ growing livestock herds. 
Soviet agricul ture continues to be hindered by the mineral fertilizer 
industry's f a i l u r e  to meet plan t a r g e t s  and by lack of grain storage 
space, which makes it d i f f i c u l t  to  o f f se t  poor harvests by surpluses 
in  record years. F e r t i l i z e r  requirements i n  the most important 
agricul tural  regions may be met somewhat more effect ively by the  
completion i n  1979 of the  Tollyatti-Odessa ammonia pipeline, the  
biggest project  of i ts  kind i n  Europe. 
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N A T O  R E S T R I C T E D  
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13. Three-quarter 1979 meat production. including private 
production, was 1% ahead of 1m although production in t h e  
socielized sector alone was b e d d  t h a t  of 1978. The r a t e s  of 
expansion rill have to improve, i n  any case. if Sinriet planners 
are  t o  reach t h e i r  goal of having a t o t a l  meat production in 1985 
35% greater  than the  1974-1976 average. Mid-seventies meat pro- 
duction has been considerably below tha t  needed for  t h e  l eve l  of 
per capi ta  meat consumption recommended by Soviet nu t r i t i on  
experts. 

momentum over 
increases: a t  the  end of s i x  months it was 4.4% ahead of its 
level  during the corresponding period in the  previous year. In- 
creases i n  r e t a i l  t rade  turnover have i n  general been slowing in 
recent years, i n  l i n e  with declining growth in the  economy a s  a 
whole, and with apparently unsat isf ied consumer demand. 

15. Allegedly to br ing consumer demand f o r  sought-after 
nluxurym items more nearly in to  l i n e  with exis t ing  supply capa- 
b i l i t i e s ,  and apparently also to absorb excess consumer purchasillg 
parer, the  USSR on 1st July 1979 announced c o n s u a r  price increases 
on automobiles. jewellery. f u r s ,  carpets ,  ce r ta in  types of 
furni ture,  and evening meals i n  restaurants.  Perhaps pa r t i a l l y  a s  
a resu l t ,  consumer savings increased by only 5.6 b i l l i o n  ~ b l e s  
during tbe  first half of 1979, i n  con t ras t  to a 14.4 b i l l i o n  ruble 
or  12% yearly increase i n  1978. 

16. In August 1979, the Soviet nevspaper mSocia l i s t  Industryw 
announced t h a t  wholesale pr ices  vould also be increased on mineral 
f e r t i l i z e r s ,  pes t ic ides ,  and new types of p las t i cs .  Wholesale 
prices of coal. gas and petroleum are  t o  be ra i sed  to r e f l e c t  
growing costs  in fuel  extraction. and t o  stimulate e f f i c i en t  coal 
p;odclction i n  par t icular .  The in ten t  of the  pr ice  revision. which 
i'. is claimed w i l l  tend t o  lower the price of indus t r i a l  machinery, 
is t o  stimulate e f f i c ien t  production by bringing firm p r o f i t s  more 
nearly in to  l i n e  with production costs .  

17. The pr ice  changes are  the  first tangible s teps  toward 
effecting the economic reforms decreed a t  the  end of July. The 
reforms, uhich a r e  t o  take e f f ec t  mainly a t  the  beginning of 1981, 
take a three-pronged approach to improve Soviet economic growth: 
improving the  planning process. la rgely  through newly applied 
performance indicators;  more t i gh t ly  control l ing cap i t a l  invest- 
ments; and providing more material incentives f o r  e f f i c i en t ,  high- 
qual i ty work. Under the reforms, the g o v e m n t  seeks to combat 
the  i n e r t i a  tha t  has heretofore made it s a f e r  and more prof i table  
t o  taurn out ever larger  quant i t ies  of low-quality goods, and t o  
force plants  and workers a l ike  t o  more e f f i c i en t  production by 
threatening a reduction of t h e i r  p r o f i t s  and bonuses. Nonetheless, 
the effectiveness of the reforms, which v i l l  depend i n  large  p& 
on the leadership 's  p o l i t i c a l  w i l l  t o  carry them through, w i l l  not 
become evident for  several years. 
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N A T O  R E S T R I C T E D  

18. In the first half of 1979 Soviet f0reiRn trade maintained 
its ~ o s i t i v e  overall  balance, and i t s  usual trade de f i c l t  witn 
aeveloped Western countries ~ a r r a v e d  sonwhat to 1.7 b i l l ion  rubles 
($2.6 b i l l i on ) ,  a s  compared w i t h  2 b i l l ion  rubles (62.9 b i l l ion)  i n  
the first s i x  months of 1978. Tbs convertible currencv d e f i c i t  - -- - 
w i l l  probably deepen, haeve r ,  when impmding grain hart contracts 
are conmmated. It may also grow i f  the  USSR continues t o  cut  back 
on i t s  del iver ies  of o i l  to  Weetern markets, i n  order t o  fu l f i l  
c-tments to other CHEA members and t o  Beet growing domestic 
needs. Trade with the  developing world, on the other  hand, con- 
t inues ta produce increasing earnings fo r  the USSR: in the first 
half of 1979, t rade with the  area  yielded a tmrplus of 1.2 b i l l i on  
rubles ($1.8 b i l l ion) ,  a s  conparad to a positive balance of 0.9 
b i l l ion  rubles ($1.3 b i l l ion)  i n  the  first s i x  months of 1978. The 
USSR16 trade surplus w i t h  other members of the  C N U  in 1979 more 
than doubled i n  the  first half of 1979 in comparison w i t h  the same 
period in 1978, to reach the equivalent of $0.9 bi l l ion.  Nonethe- 
l ess ,  the Soviet hard currency debt grew by some $4 b i l l ion  be- 
tween 1975 and 1978 to reach. according t o  some estimates. 811.2 
b i l l ion  a t  the end of 1978. 

EASTERN HlRoPE 

EULCARIA 

19. The Bulearian economv continues t o  follow a ~ a t h  of -- - 
declining, a l t h o u a  comparatively high growth i n  both aggregate 
(NMP) and industr ial  production. Plan underfilfilment has been 
the m l e  since the  beginning of the current FivoYear Plan ('1976- 
1980) and the auarterly returns suggest tha t  t h i s  is the case this 
year-as  well. -indeed ,- the off k id -comuniqu6  on nine months per- 
formance s t a t e s  t ha t  agriculture production i n  1979 is  expected to 
be only marginally larger  than i n  1978. uhi le  constmction targets  
were underfulfil led by 2.79b. Industrial  output is  6.496 up on the  
corresponding period i n  1978, but fmm similar trends in preceding 
years it is  l i ke ly  t o  end up wlth l e s s  than the 7.8% annual in- 
crease foreseen i n  the Plan, the more w a s  capital  investment 
lagged far behind schethle (Annual Plan: 6.1 b i l l i on  leva; 9-month 
returns: 3.3 b i l l ion) .  The consumer's l o t  w i l l  certainly be 
negatively affected by steep price hikes, announced on 12th 
fiovember (up t o  40-50s or  more f o r  many basic goods and services).  
despite accompanying wage increases (averaging about 25%). A l l  i n  
all, a s  the  economy develops, it is losillg its growth impulse: it 
is experiencing l w e r  increases i n  labour productivity and even a 
decline i n  cap i ta l  productivity, exacerbated by a dearth of raw 
materials, par t icular ly  o i l .  The Bulgarian government has begun 
during the coul-se of 1979 t o  mlemen t  long-discussed reforms to  
improve i n h s t r i a l  planning and management, but it is too early t o  
judge whether these changes w i l l  provide a solution to the  
country1 s economic p m b l a s .  
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20. The extreme winter of t h i s  year 
both agricul tural  and indust r ia l  sectors. 
of 1979, t o t a l  i n a s t r i a l  production rose 

retarded production in 
M n g  the first balf 

by 2.6%. ahort of the  
annual plan direct ive of 4 ; s .  The 1 .% r i s e  i n  labour produc- 
t i v i t y  is  also under the scheduled annual t a rge t  of 3 . S .  Un- 
favourable weather conditions throughout 1979 have caused a serious 
decline i n  agricul tural  production, necessitating grain im&s 
from the west of around tw million tomes.  The most imaediite  rob- 
lem facing Czechoslovakia is  t h a t  of future energy shortages. 
m i c i p a t i n g  no signif icant  increase i n  fu ture  S w i e t  o i l  &?liveries. 
the c o u d r l  has i n i t i a t ed  programmes for  the  develop=nt of nuclear 
power s ta t ions  t o  supplement the one a t  Jaslovske Bohunice. More- 
over, the Czech svernment in July 1979 raised prices of coal, gas 
and e l ec t r i c i t y  by 504L and gasoline by somewhat less .  Prices of 
children's clothing and footwear, v i th  the aboli t ion of the s t a t e  
subsidy, were also increased by 12W to a s  much a s  3 W ,  although 
pensions and family allowances were also augmented. Czechoslovak 
productivity continues t o  be hampered by out-dated machinery, in- 
eff ic ient  management and poor worker morale. The "complex 
experiment of effectiveness and controln. i n i t i a t ed  in  January 1978 
in 150  plants ,  has not achieved completely sat isfactory r e su l t s  i n  
a l l  areas, although three of Slovakia's leading economic production 
units  of chemicals, wood products and leather  succeeded i n  ful- 
f i l l i n g  (and i n  some cases overful f i l l ing)  plan quotas, a s  well a s  
improving product quality. The r a t e  of growth i n  exports and 
imports fa i l ed  t o  meet plan repuirements. a l t h o u b  i n  trade with 
non-socialist countries; ~zech6slovak exports increased 11.5% and 
imports grew only 4.4% over l a s t  year ' s  half-year lever's. 

21. The German Democratic Republic suffered setbecks due t o  
the extreme conditions of t h i s  year's winter, par t icular ly  i n  t h e  
=hemlcal, engineeri nu, constluction and food industries.  
country reacted t o  S w i e t  urging6 t o  conserve energy by announcing 
an increase i n  wholesale fuel prices by 30%. effect ive Jmrrary 1980, 
and the  introduction of programmes to reduce conrumption. Althou@ 
plan t a rge t s  were realized in some sectors ,  increases in total in- 
dust r ia l  production during the f i r s t  half of 1979 measured 4%. 
rather  below the annual goal s e t  a t  5.5% and the 1978 ta rge t  of 
5.2%. The g rwth  r a t e  i n  the produced national income f o r  1979 was 
projected a t  4.3%. but the actual increase &ring the first six 
months was estimated a t  2-36. Likewise labour productivity growth, 
calculated a t  496, is  under the scheduled annual 4.w; the reason 
for  t h i s  stagnation appears mainly due to a lack of incentive and 
motivation among Bast German rrarkers. The system of Intershops, 
catering to those v i th  access t o  hard-currency and provid+ag the  
State v i t h  considerable convertible revenues, a s  well a s  the s to res  
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se l l ing  good quali ty products a t  high domestic prices,  have exacer- 
bated the  gap between consumer r ea l i t y  and expectations. During 
Brezhnev's v i s i t  i n  October 1979, a ten-year CooRerative rouramme 
was announced between the CDR aud t h n ~ ~  by which the  Gh w l l l  
receive, among other things,  nuclear power assis tance,  a variety 
of indus t r i a l  machinery, and raw materials and fuel .  E a s t  Germ-an 
contributions w i l l  include t e x t i l e  and footwear machinery, ships,  
machine too l s ,  instruments aud chemical equipment. External 
debts. of the  CDR are  not a s  wide a s  Polish external debts but i f  
they continue to grow this w i l l  have serious repercussions. 

22. The Hungarian economy is extremely dependent on foreign 
trade ( i n  1978, foreign trade turnover exceeded NHP) and is unique 
in the  Soviet bloc i n  tha t  it r e l i e s  on a semi-market mechanism. 
Both of these  features nuke for greater  i n s t ab i l i t y ,  due to a more 
d i r ec t  impact of internat ional  economic trends. After a peak i n  
1977 (8%). NMP growth has gone in to  a sharp decline, which has 
continued well into 1979, par t ly  a s  a resu l t  of successful measures 
taken to eliminate the convertible currency t rade  def ic i t .  In t h e  
first half  of t h i s  year agricul ture was s igni f icant ly  hempered by 
bad weather, although the w a g e  is par t ly  o f f s e t  by be t te r  than 
anticipated gains i n  anlmal husbandry. Industry, with a 3.6% in- 
crease, lagged behind the  (reduced) plan target .  Constmction was 
up by an above-plan 3.396. but recorded major delays in housing. 
A s  a r e a r l t  of the l a t t e r  unfavourable development and t h e  massive 
 rice hike i n  July 1979, conarmers a r e  feel ing the g r ip  of t h e  
auasi-recession i n  vhich the HunRarien economy has found i t s e l f  

23. The Polish economy has entered into a period of c l e a r l y  
declining economic growth: a t  2.896. the growth i n  rea l  terms of 
national income i n  1978 was half t ha t  of 1977 ( 5 . 6 ~ ) ~  and approxi- 
mately half  of the plan goal. For the  f i r s t  six months of 1979, 
available data reveals a continuation of this trend. In par t icular ,  
sa les  of indust r ia l  goods stagnated (0.6% abwe firat-half 1978). 
and so w i l l  not l i ke ly  meet the  yearly t a rge t  of 4.996. The slow- 
down can be pa r t i a l l y  a t t r ibu ted  to the r6gime1s increasingly 
r e s t r i c t i v e  investment pol ic ies ,  designed to redress imbalances i n  
domestic consumption and foreign trade. A s  a consequence, six- 
month 1979 investment e%penditures i n  the socialized sector  
diminished by 14% fmm those of first-half 1978. Moreover, i m -  
portant d i f f i cu l t i e s  In t ranspar t  cnd energy production put a brake 
on the developmnt of other indust r ia l  branches. 

24. Because of an adverse r i n t e r  and spring, Poland suffered 
agr icul tura l  setbacks in 1979. especial ly in the production of 
grains rbich.  a t  17.5 million t o m e s ,  was the  lowest yield since 
1970. The bad harvest w l l l  have adverse e f fec t s  on the balance of 
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N A T O  R E S T R I C T E D  

payments by necessi tat ing above plan convertible-currency grain 
fnpmts ,  and probably also on domestic consumption a s  fodder 
shortages w i l l  adversely a f fec t  neat supplies.  Discrepancies 
continue between avai lable consumer supplies and demand, despite  
the o f f i c i a l l y  admltted f a l l  in r e d  incomes f o r  ce r t a in  sect ions 
of t h e  population i n  197U -ontinuation sn of this 
trend i n  1979. The average nominal wages i n  the  social ized 
sector  increased 7.7% in the first s i x  months of 1979 compared 
dth the  same period in 1978; the i n f l a t i on  r a t e  is not ye t  known. 

25. In both 1977 and 1978 Poland slcceeded i n  effect ing a 
reduction of i t s  h a r d - c u r r e n w d e  balance d e f i c i t ,  uhlch never- 

e less  remaine g ion t t h e 7 8 ) .  a The 
Erd-currency t:aE ki%ez kiproved i n  1977 and 1978, but the  
current account did not improve i n  those years. Trade continued 
to improve i n  January-August 1979. when exports to non- 
Communist countries grew f a s t e r  than imports fmm the  same area. 

However, the need t o  import la rge  quant i t ies  of 
a 

grain, and increases i n  the  pr ices  of OPEC o i l ,  which current ly  
provides about one-fourth of Polish o i l  needs. could boost the  a 
hard-currency import b i l l  subs tant ia l ly  i n  the second half  of 1979. 
A t  the  end of 1978, Polish ne t  convertible-currency indebtedness 
stood around $17 bi l l ion .  Poland has so f a r  arranged to service 
its convertible-currency debts, and i n  addit ion possesses large  
undrawn export c red i t  commitments guaranteed by Western g o v e m t s ,  
a l t h o u h  such commitments cannot be used f o r  balance of v a v m t  - 
purposes. But the  qar t i cu la r ly  heavy repaymnt deadlines Lhlch 
w i l l  occur i n  1979- 981 w i l l  necess i ta te  ref inaminn a uartion of 
the debt, which currently seems to be a t ta inable  w i k o u i  great  
d i f f icul ty .  I f  internat ional  f inancia l  markets should become l e s s  
l iquid,  however, or if Poland f a i l s  t o  continue shooing progress 
i n  reducing i ts  convertible-currency trade d e f i c i t ,  it& sources O f  
international c red i t  might become severe1 y r e s t r i c t ed ,  producing 
severe repercussions on the Polish economy. 

ROMANIA 

26. Romania continues to  be the  f a s t e s t  growing economy i n  
the East. Although o f f i c i a l  optimism is not to be taken a t  face 
v d u e ,  indications a re  that the  8.8% rowth r a t e  f o r  NW w i l l  be 
met. However, harvest d i f f i c u l t i e s  11 t r ans l a t e  into l e s s  than 
Fanned (5.1-5.696) grovth i n  agricul ture.  I n a s t r y  is expected 
t o  show t h e  11.3% g r w t h  r a t e  foreseen i n  the  plan. Investment, 
especially i n  housing, lags  f a r  behind plan, while r e t a i l  6ales - 
&e bulk of which a r e  personal consumption - seem to be growing 
a t  a r a t e  compatible with the 8.3% annual target .  The l a t t e r  is 
an indication t ha t  the regime is slowly putting g rea te r  em~hsis 
on conmmers' welfare, which is also witnessed by the  launching of 
a credible programme f o r  "improving the l iv ing standardn. The 
economy may come close t o  an average growth above 10% i n  the 
current Five-Year Plan 1976-1980. a s  Romanian o f f i c i a l s  claim. 
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N A T O  R E S T R I C T E D  

However i n  a longer  term perspec t ive ,  slower produc t iv i ty  ga ins ,  
manpower bo t t l enecks ,  and dec l in ing  o i l  output  have l e d  t h e  
Romanian planners  t o  acknowledge that t h e  age of record growth is  
coming to an end. The t a r g e t  s e t  f o r  NMP growth i n  t h e  1981-1985 
plan d r a f t  is 6.7-7.4 - s t i l l  very high but  s u b s t a n t i a l l y  l e s s  
than the "above 10%" posted f o r  t h e  cu r r en t  Five-Year Plan. 

m%A - 
27. Future energy provis ions  were i n  t he  f o r e f r o n t  of dis- 

cussions a t  t h e  CMEA's t h i r t y - t h i r d  general  annual sess ion he ld  i n  
Moscow, 26th-28th June 1979. The USSR, Poland, Czechoslovakia, and 
Hungary signed an agreement f o r  t h e  cons t ruc t ion  of a 4000 M W ,  
1.5 b i l l i o n  ruble  nuclear  power p lan t  i n  t he  Ukraine, p a r t  of a 
l a r g e r  programme of bui lding mutual nuclear  ower l a n t s ,  p r inc i -  
pa l ly  i n  t he  USSR, i n  t he  19e- per  0 , c w u l t imate1  

rovide an add i t i ona l  37,000 MW of generating c a p a m r  E a s t e L  
iu rope ,  o r  over two-f i f ths  of i n s t a l l e d  1978 generating capaci ty .  
The p lan t  w i l l  be l inked  t o  Poland by a 130-volt t ransmission l i n e .  
which was a l so  agreed t o  a t  the sess ion ;  the  l i n e  is the  second 
sec t ion  of a high-tension network which w i l l  eventual ly  c i r c l e  
Central  and Eastern  Europe to supplement the  s i m i l a r ,  but  now 
overloaded CMEk "Peace" g r i d ,  and a l s o  form a power feed l i n e  t o  
Western Europe. An add i t i ona l  dozen a g r e e m n t s  were signed a t  t he  
s e s s ion  serving to impiement t h e  now approved f i v e  t a r g e t  programmes 
serving a s  a framework f o r  CMEA cooperation during t h e  1980-1990 
p e ~ i o d  i n  p r o j e c t s  deal ing w i t h  t h e  production of f u e l s ,  energy and 
raw ma te r i a l s ,  i n d u s t r i a l  machinery. a g r i c u l t u r a l  products,  trans- 
por t a t i on  f a c i l i t i e s  and consumer goods. 

a 28. Fragmentary six-month t r a d e  r e s u l t s  throughout the CmA 
e s t  continuing success i n  many coun t r i e s  i n  r e s t r a i n i n g  

t h e  industr-t t o  reduce convertible-currency 
& 

@ 
t - a c ~ T ~ f i c i t s  and corresponding convertible-currency debt .  
a y  many of t h e  c o u n t r i e s  apparent ly  had success i n  boostin 
the  sir-month value of t h e i r  hard-currency e F' AS a r e su  -nS-8 
Pol-ad repor ted t h a t  it had reduced i t s  h a r  -currency d e f i c i t  f o r  
the  f i rs t  s i x  months of 1979 by 21% from i t s  corresponding 1978 
l e v e l .  a d  Hungary by 50%. On t h e  o the r  hand, t he  hard-currency 
t rade  balance of t h e  GDR and Romania appear t o  have de t e r io ra t ed .  
a s  a r e s u l t  of s u b s t a n t i a l  increases  i n  imports from the OECD 
coun t r i e s ,  adversely a f f ec t ing  t h e i r  deb t  pos i t ion .  A t  t h e  end of 
1978 t h e  n e t  conver t ib le  currency debt of t h e  CMEA member coun t r i e s  
amounted t o  some $53 b i l l i o n ,  approximately one- f i f th  of which was 
owed by t h e  USSR(1). The debt  se rv ice  burden appeared t o  be s t i l l  
within  t h e  f inancing c a p a b i l i t i e s  of each member na t ion ,  although 
p a r t i c u l a r 1  y heavy f o r  Poland and Bulgaria.  During 1978. moreover. 
t he  r a t e  of increase  i n  n e t  hard-currency debt  of a l l  of the  CMEA 
coun t r i e s  except Romania appears t o  have slowed somewhat, a  t r end  
which showed s igns  of continuing i n t o  1979. 

11) See Table 3 f o r  country-by-country summary of debt position 
through 1978. 
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TXCHNICAL NOTE 

Use of different hard currency exchange rates for 
soc ia l i s t  countries currencies can have the e f f ec t  of obscbllg 
the foreign trade and debt estimates. For instance for the 
zloty, magnitudes of Polish foreign trade trends vary because 
of uncertainty over the exchange rates applied i n  the o f f i c ia l  
s ta t i s t i c s .  
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. + c ~ i c u l t u r a l  Output 

%re ign  Trace(c)  : 
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Imports 
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TABU 1 la?mm 
CSSR & ZASPZ?." 3P.OPS: S Z % C E D  L7DICAT03S C? ZCCXCPIC CIICT.fPS 

(pe:cectaD change ~ V D T  r z e v i ~ m  :-FC) 

l J - J g B =  
Plan - 

4.2 4.0 4.5 

5.7 5.0 4.5 

4.9 4.2 4.6 

9.1 1.5 3.8 

12.4 9.4 6.: 
2.9 7.7 5.7 

l2E 
5.3 
4.5 

3.0 

3.7 

16.7 
7.8 

l a t i o n a l  Income(a) 

Indus 'r lal  Production 

Ind. Labour ? roduc t iv i ty (b )  

~ g r i c u l t u r a l  Output 

Poreign ~ r a d e (  e)  : 

a o r t a  
Imports 

y& 
Plan - 
4.3 

5.5 
6.6 

1.3 

9.e 
9.8 

XZl 
4.7 

5.7 
4-1 

3.0 

18.7 
4.8 

Ea:lonal 1ncone(a! 

I? ,dxst r ia l  Production 

In?.  Labour ? r o d u c t i r l t y ( b )  

A g r i c u l t u r a l  Cu tp i t  

??re ign T r a i e ( c > :  

w o r t s  
Imports 

- 

Poland - 

Z?E 
4.2 

4.3 

3 - 6  
4.0 

7.2 
14.8 
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d 

-a 

1 
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1 - 

- 

- -- 
1 

1 

1 

1 
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1 - 

t i 0  

Plan 

2.8 2.8 

4.2 3.4 

9.8 
4.7 

t i l l z a d  na 
t axport. 

:979 X a n  

5.2 

z - ,. , 
2.7 

5.8 

n.a. 
n.a. 

"a t iona l  1 n c o ~ e ( a )  

me, t h a t  l a .  u 
$us lnres tments)  p lus  l o s a s s  m d  ne 

production p e r  employed person 
4 t  c u r r e n t  price. and exehanga r a t e &  fob: 'iungary's Importm, c i f  
a: CTIZA Statistics. aa compiled I n  JIV W o c h n b e r i ~ h t .  Vol. 46. KO. 20. 

17th  *'ay 1979. pp. 716223 

n 9iTl-l  

-1 - 

:nduntriPl  Production 

Tnd. Labour ? roduc t iv i ty (b :  

b g - r i c ~ l t u r a ~  Output 

Foreign Trade(c: : 

I n p o r t s  

l a )  Produced n a t i o n a l  inef  

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



USSR 
Exports 
Imports 
Balance 

BULC*RIA 
Export8 
Imports 
Balance 

CZECHOSLOVAI[IA 
Exports 
Imports 
Balance 

EAST G E M  
Exports 
Imports 
Balance 

HUNGARY 
Exports 
Imports 
Balance 

POLAND 
Exports 
Imports 
Balance 

ROMANIA 
Exports 
Imports 
Balance 

TOTAL 
Exports 
Importa 
Balance 

( in  Bil l ion U S  $) 

11 I Includes all- countries plus Israel .  
imports are on a f.0.b. basis except Iiungary, which 
reports its export8 on a c.1.f. basia. 

(2) Prelimlnaq estimate. 
Source : book of Ecooodc S t a t i s t i c s  19n. US National 
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USSR - 
1971 
1975 
1978 

BULGARIA 

1971 
1975 
1 978 

EAST - CERWANY 

1977 
1975 
1978 

HUNGARY 

1971 
1975 
1978 

POLAND 
1971 
1975 
1978 

ROMANIA 

1971 
1975 
1978 

TOTAL - 
1971 
1975 
1 978 

Sources 
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(End of Year Si tuat l  on) 

Estimated Net 
Herd-currency 
Debt (S  b i l )  

Exports t o  
Developed 

West ($ b i l l  

Debt/ 
DM E o r t  
Ra t i311  

0.43 
0.88 
0.86 

2.33 
4.40 
5.29 

0.22 
0.47 
1 .I4 

0.83 
1.35 
2.27 

1.33 
1.69 
3.20 

0.67 
2.30 
3.79 

1-28 
1 .ll 
1.78 

0.72 
1.31 
1.86 

: Indebtedness: US Covemm?nt 
Exports: Hmdbook of Economic S t a t i s t i c s  1978 and 1979, 
US ~ a t i o n a r ~ o r e i g n  Assessment Center, C I A  

(1) Ratio is generally lower when exports of services and t o  
developing countries is  considered 
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