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(Draft  r e p o r t  by t h e  Chairman t o  t h e  Council) 

(a) 

The USSR has  gained cons iderable  f i n a n c i a l  s t r e n g t h  
f r o m  t h e  world-wide i n c r e a s e  irt energy and comrodity p r i c e s t  
which hcts i n  var ious  ways inc raased  Soviet  buying and barga in ing  
power with t h e  developed West and Eas t e rn  Europe and has  
probably also diminished Soviet  i n c e n t i v e s  for e f f e c t i v e  
i n t e r n a l  economic r e f  orm. Although t h e  ex t raord inary  ' r i s e  i n  
p r i c e s  of o i l ,  gold, and m a t e r i a l s  has damaged mos t  E a s t  
European azid Western economies (which i m p o r t  t hese  i tems)  i t  
has  bene f i t ed  the  Soviet  Union (which exports them). I n  1973, 
increased  hard-currency earnings,  t oge the r  with Western c r e d i t s  
(which may have expanded considerably i n  the p r e v a i l i n g  c l imate  
of p o l i t i c a l  d é t e n t e ) ,  f inanced record  Scvie t  i m p o r t s  o f  Western 
technolcgy f o r  i n d u s t r i a l  modernization and of g r a i n  needed f o r  
p o l i t i c a l l y  important d i e t a r y  improvements. Eastern Europe 
shared i n  t h c  r a p i d  growth o f  East-West t r a d e  and co-operative 
arrangements i n  1973, bu t  ïnay hencefor th  be inc reas ing ly  d iver ted  
t o  intra-COMECON comnerce and accord ingly  become more vulnerable  
t o  Soviet  economic pressure.  

2. The USSR has thus  f a r  demonstrated some r e s t r a i n t  and 
f l e x i b i l i t y  i n  exe rc i s ing  i t s  newfound econoniic power, 
occas iona l ly  s e t t l i n g  t r a n s a c t i o n s  on r e l a t i v e l y  easy terms. 
Generally,  however Moscow has followed sharp upward t r ends  i n  
w o r l d  commodity p r i c e s .  Western customers were and a r e  being 
o f fe red  l i t t l e  i n c r e a s e  i n  Sovie t  o i l  d e l i v e r i e s  i n  1973-1974. 
While Eas te rn  Europe has received more Sovie$ o i l ,  t h e  USSR has 
t h e  opt ion t o  make f u r t h e r  commitments, regarding m a t e r i a l  as 
w e l l  a s  energy supp l i e s ,  cond i t iona l  upon g r e a t e r  E a s t  European 
compliance wi th  Soviet  po l i cy  p r i o r i t i e s ,  e.g. economic 
i n t e g r a t i o n  of COMECON count r ies .  . 
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(b  ) Domes - t i c  De-v-e-s - 
3. Such improvements i n  Soviet  economic competit iveness 

may have diminished t h e  g r a v i t y ,  i n  Sovie t  eyes,  o f  cont inuing 
i n t e r n a l  (;coiio@c problems and f l u c t u a t i o n s .  
ac c e l  e r k t  ed < in m o s t  Eastern coui l t r ies  i n  1973 - perhapa exceeding 
6% fo-r .Sov3. t GmP - i n  response t o  extremely favourable  weather 
for Sovie t  a g r i c u l t u r e  and f a s t e r  grobvth of labour product iTi ty  
i n  E a s t  Europcan industry.  
1974-1975 because of p r o b a b i l i t i e s  that  rnoot E a s t  European 
countri-es w i l l  b e  ' sho r t -  o f  energy and ex t raord inary  improvements 
i n  meteorological  o r  o the r  condi t ions  f o r  Sovie t  fzrming w i l l  
n o t  r e c u r  quickly.  E a s t m n  l e a d e r s  a r e  neve r the l e s s  adhering t o  
time-honoured economic remec?ies (e.g. ccrnputerization, 
b u r e a u c r a t i c  r e s h u f f l i n g )  t h a t  a r e  slow or l imi t ed  i n  e f f e c t ,  A ,  
rnorc s e r i o u s  z f f o r t  t o  s o l v u  b ü s i c  problems, t h e  Hungarian 
economic reforril, seeas t o  be i n  d i f f i c u l t i e s .  Such seeming 
hcceptance o f  slower growth r a t e s  mcry be  r e l a t e d  i n  p a r t  t o  
Sov ie t  c a l c u l a t i o n s  that ,  i n  a per iod  o f  w o r l d  shor tages  and 
i n f l a t i o n ,  Western .uconomic performance w i l l  also be  weakened. 

II. *USSR 

Economic growth 

A d z c e l e r a t i o n  i s  expected i n  

1-1 

(a )  -RRslûtionç - - n- 

4.  Resu l t s .  Thti conmerce o f  t h e  USSR with NATO and o ther  
i n d u s t r i a l i z e d  Western codnt r ies  broke s a v e r a l  records  i n  1973,  
r i s i n g  about-410$, con t r ibu t ing  $0 a 2Q$ b o o s t  i n  t o t a l  Sovie t  , 

f o r e i g n  t r a d e ,  and r a i s i n g  t h e  Western share thereof  above one- 
q u a r t e r  ( s e e  Table II a t t ached) .  
commerce -==__,-__-__ of OECD ccunt r iksp  ~~- ~ r_e rna in~d~mo_de_s t__~ lç i_ thanp2 ,0_~_  _ _  
(;bout 3\10 o f  Belgium's volwnt-. and l j l 0  of  t h e  FRG%) - but  
continuad t o  sxpand. 
West l a s t  year  was accounted € o r  mainly by machinery, shipping,  
a n d -  feed-grains needed f o r  h igh -p r io r i ty  programmes o f  
i n d u s t r i A l  modernization and d i e t a r y  improvemant. The tncreased 
charges were financed iwith apparent  ease ,  perhaps p a r t l y  because 
of t h e  background of p o l i t i c a l  dh ten te ,  which increslsed Sovie t  
access  t o  Western c r e d i t  f a c i l i t i e s  ( inc lud ing  s e l f - l i q u i d a t i n g ,  
b a r t e r  c r e d i t u )  b u t  mainly bccause o f  a cons iderable  improvement 
i n  t h e  Sovfet  t a m s  of merchandise t r a d a .  The world-wide r i s e  
ir, p f i c e s ' o f  b a s i c  commodi t ies . re la t ive  t o  manufactured goods 
markedly boosted the  earning power o f  t imber chemicals,  and 
o-t;her m a t e r i a l s  and fvds ,  rralnich constitute abou t  2 /3  o f  Sov ie t  
expor t s  - t o  t h e  West, S i m i l a r  p r i c e  movements added about 
$500 m i l l i o n  t o  t h e . v a l u e . o î  e s t ina t ed  Sov ie t  gold sales i n  1973 
(ove r  $80V m i l l i o n ) ; .  m o s t  o f  t h e  gold s o l d  was probably f r o m  
curr 'ent  producti '6nt causing l i t t l e  r educ t ion  i n  reserves .  

I t s  propor t ion  o f  t h e  5 l o b a l  
_ -~ 

The i n c r e a s e  i n  Sovie t  imports from t h e  

N A& R E S T R I C T E D  
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5. Prospects.  The outlook f o r  Soviet  t r a d e  with t h e  
West remains favourable  for 1974. It seems doubtful  t h d t  
the record-breaking expansion o f  1973 czn be repea ted ,  i n  
view o f  exp-ctat ions o f  a taperin,g-off of Western demand 
f o r  some commoditie?, bu t  Soviet-Western commzrce may w e l l .  
continue ti, expand i t s  s h a r e  o f  world.  t rade.  While Soviet  
g ra in  i m p o r t s  w i l l  probably r i s e  f u r t h e r  fol lowing the  
record-breaking vclumes o f  Sov i s t  orders  placed i n  1972 and 
1973, l a r g e l y  uiider i n d u s t r i a l  co-operation arrangements . 
Soviet  orders  f o r  machinery a.nd equipment continued a t  ‘a 
high l e v e l  during January-April 1974 ,  amounting t o  an  
estimated $1,156 m i l l i o n  i n  Western Europe and $20 m i l l i o n  
i n  t h e  US.  The USSR has also opened a bank i n  Vienna, 
reached an understanding with t h e  FRG on j o i n t  ventures  i n  
t h i r d  coun t r i e s  and concluded s e v e r a l  t echn ica l  
c O-op e r a t i  on agreements wi th  Western c ompani ea . 

6 . Pol icy  Considerations:  Econoraic Leverage. The 
s h i f t  l a s t  year  t o  a s e l l e r v s  market for key commodi-t;ies 
t h a t  t he  USSR sells abroad has been meintained thus far 
i n  1974, increasif ig  Sovie t  freedom of  manoeuvre i n  economic 
n e g o t i a t i m s  2 s  wel l  as s t rengthening  t r a d e  prospects .  
Soviet  terms on s a l e s  of t imber and coa l  seem t o  have 
followed sharp upward trends i n  ïnarket p r i ces .  I n  t he  case  
o f  o i l ,  l i t t l e  i n c r e a s e  i n  Soviet  exports materi+alized i n  
1973 nor i s  a n t i c i p a t e d  t h i s  year  ( s e e  Table III a t t ached) .  
Recent Sovil?t o i l  d e l i v e r i e s  znd nego t i a t ions  wi th  some 
Western p a r t r e r s  have been d i l a t o r y .  The main reasons a r e  
probably product ion s h o r t f u l p  a t  home, r i s i n g  demand f r o m  
Eastern Euro2e ( s e ?  below), and incen t ives  t o  s p e c u l a t i v e  
hoarding stemming f r o m  the rzipid r i s e  i n  p r i ces .  Moreover, 
p r i c é  inc reases  a lone  may double or t r i p l e  t h e  va lue  of 
Soviet  o i l  s a l e s  f o r  h2rd-currancy (adding $500-1,000 m i l l i o n )  
even without  an i n c r e a s e  i n  volume. A r acen t  agreement 
s p e c i f i e s  o i l  p r i c a s  tha t  w i l l  r epo r t ed ly  t r i p l ?  t h e  c o s t  
of F in l and’ s  i m p m t s  f r o m  t h e  USSR t h i s  ydar and w i l l  
f inance F innish  cons t ruc t ion  o f  a copper-nickel smel te r  i n  
the  Soviet  Union. The r i s e  i n  o i l  p r i c e s  may a l s o  b e  
con t r ibu t ing  t o  increased  Soviet  hard-currency earnings i n  
some Arab coun t r i e s ,  which a r e  r e p o r t s d l y  no longe r  
obtaining Soviet  arms under long-term c r e d i t s  b u t  purchasing 
them f o r  cash out of  t h e i r  burgeoning o i l  revenues. 

7.  Soviet  terras have s t i f f e n e d  somewhat i n  regard  t o  
sgme long-tvrm S ibe r i an  development p r o j e c t s  under discussion.  
Japan i s  now being asked t o  provide c r e d i t s  a t  only 6.4% 
inter6s-t  i n  regard  t c  c.g-operative, coa l ,  t imber and n a t u r a l  
gas schemes and t o  c a n t r i b u t e  t o  an expensive and p o l i t i c a $ l y  
risky r a i l  t r a n s p o r t  p r c j e c t  i n  r e t u r n  f o r  o i l  shipments. 
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8. On o c c a s i m ,  t h e  USSR has used i t s  new-found market 
power t o  s o f t e n  i t s  commercial tzrms. I n  $ a t e  March, Soviet  
o f f i c i a l s  who were a l s o  nego t i a t ing  f o r  West German nuclear  
pawer f a c i l i t i e s  suddenly agreed t o  pay cash for a $1 m i l l i a r d  
s t e e l  p l a n t ,  which they had for t w o  gzars been at tempting t o  
ob ta in  under r e l a t i v e l y  low i n t e r e s t  ratés and long-term 
c r e d i t s .  

9. w. I n  1973 t h e  Sovie t  economy grew a t  i t s  m o s t  
raDid r a t e  s i n c e  1970 - 6.8% i n  terms of  n e t  m a t e r i a l  product 
( s e e  Table I) .  The main f a c t o r  i n  recovery f r o m  t h e  1972 slump 
was a g r i c u l t u r e ,  which f eaturec? a record-breaking g r a i n  ha rves t  
and a 14% i n c r e a s e  i n  farming output ( t h e  f a s t e s t  growth s ince  
1 9 6 4 )  , r e s u l t i n g  l a r g e l y  f r o m  favourable  metero logica l  
condi t ions .  JTumbers o f  l i v e s t o c k  a l s o  r o s e  moderately,  thus 
advancing t h e  h igh-pr ior i ty  programme t o  en r i ch  t h e  Soviet  d i e t  
by 1975 with g r e a t l y  iricreased supp l i e s  o f  meat and d a i r y  
products  . . .  

1C. The economic impact o f  t h e  farming upswing was p a r t l y  
b lunted  by t h e  cont inua t ion  of r e l a t i v e l y  1 3 w  growth r a t e s  (by 
przst Soviet  s t a n d m d s )  i n  m o s t  i n d u s t r i a l  s e c t o r s  and by t h e  
r epor t ed  unreadiness  o f  t h e  Soviet  economy t o  handle  such a 
l a r g e  harves t .  Inadequacies o f  drying, s to rage ,  and t r anspor t  
f a c i l i t i e s  r e s u l t e d  i n  a h igh  wastage o f  g ra in .  I n  indus t ry ,  
Gutput of  crude oil and n a t u r a l  gas, r e s p e c t i v e l y ,  was 2% and 
6% behind schedule because of  s h o r t f a l l s  i n  d r i l l i n g  e f f i c i e n c y  
and i n  cons t ruc t ion  o f  p ipe l ines .  Coritrsry t o  a major 
cQrpmitment o E  t h e  Soviet  eaders ,  tht!-rate--of growth o f  = 

prbduct ion o f  i n d u s t r i a l  consumer goods ( 5 . 9 % )  was lower than 

2i?lfilment of Che technological prograime, dispersion o f  
investment,  s l o w  growth of  employment, lack of market 
campet i t ion - no doubt  cont r ibu ted  t o  t h e s e  r e s u l t s ,  b u t  t h e  
imflediate cause :"Jc~.s ?,gain s g r i c u l t u r a l .  F i r s t ,  t h e  p o o r  ha rves t  
o f  1972 l i m i t e d  supp l i e s  o f  i n d u s t r i a l  raw mate r i a l s .  Second, 
t h e  immediate impact cf remedial  measures i s  probably t o  depresu 
economic growth; whi le  concerted at tempts  t o  improve Soviet  
a g r i c u l t u r a l  performance a r e  lcng overdue and h e l p f u l  from t h e  
lqng-term s t sndpo in t ,  they involve 3 t r a n s f e r  o f  investment 
r é scu rees  f r o m  indus t ry ,  where c a p i t a l  p r o d u c t i v i t y  i s  c u r r e n t l y  

11. YTOSpeCtS. I n  view o f  t hese  b a s i c  weaknesses, a 

would not  be surpr is i i?g i n  1974-1975. For t h e  c u r r e n t  yea r ,  
i n d u s t r i a l  performance t o  da t a  i s  somewhat improved - probably 
a& a r e s u l t  o f  l as t  year  ' 8  fmming a c c o m p l i s u e n t s ,  which 

~ 
~ 

= ==that =of=pr duc er=g ds=( 8 r 2 ~ ~ - ) . - - - C h r o n i = c ~ ~ ~ 0 ~ 1 = ~ ~ ~ ~ ~ ~ d - e - ~ ~ - ~ ~ -  -== - 

imated t c  b e  about double that  i n  a g r i c u l t u r e .  

e l e r a t i o n  on Sovie t  economic growth - t o  r a t e s  of 3-4% - 

N A T O  R E S T R I C T E D  
- I  , .. 

-4- 

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



N A  T O  R E S T i l I C T E D  
I I . ... :., ... : . l l  

-5- AC/127-WP/392 

s t imu la t e  i n d u s t r i e s  (e.g. f o o d )  that  depend on agricultL+l 
raw mate r i a l s .  The moderate a c c c l e r a t i o n  i n  growth of 
i n d u s t r i a l  output a n t i c i p a t e d  f o r  1974 w i l l  probably be far 
outweighed, however, by th2  8% decrease  i n  t h e  ha rves t  . 
î o r e c a s t  by t h e  Sovie t  Author i t ies .  While l i v i n g  s tandards 
should r i s e  apprec iab ly  t h i s  yea r ,  t h e  improvement may well  
be  confined l a r g e l y  t o  f o o d  i tems: no a c c e l e r a t i o n  i s  
planned for i n c r e m e s  i n  housing cons t ruc t ion ,  consumer 
s e r v i c e s ;  or output o f  l i g h t  ir ,dustry and household 
appl iances  . 

1 2 .  Five-year p l an  ob jec t ives  w i l l  probably be  under- 
: f u l f i l l e d  i n  1975 i n  many n a j o r  Sovie t  i n d u s t r i e s .  For oil 
and I ia tura l  gas ,  growth o f  product ion has been revis.rd 
downward i n  the  1974 plirn and i s  n o t  expected t o  s a t i s f y  
the  five-year plan objectivi;s  f o r  1975 on t h e  b a s i s  bof 
a n t i c i p a t e d  supp l i e s  of  p i p e  and r a t e s  o f  p ipe l i l i e  
cons t ruc t ion .  As a r e s u l t  o f  s l o w  progress  nade during 
1971-1973 or planned f o r  1974 ,  s h o r t f a l l s  f r o m  1975  t a r g e t s  
a r e  a l so  l i k e l y  f o r  n e t  m a t e r i a l  product ,  p r o j e c t  
completions,  investment,  i n d u s t r i a l  output and labour  
p roduc t iv i ty ,  engine,eiZng and chemical production, and m o s t  
c onsmer-or i  en ta l ’  c a t  egor i  es  . 

13. Prospects  a r e  b r i g h t e r  i n  a g r i c u l t u r e  and cer%akn 
o ther  s e c t o r s .  Production o f  mineral  f e r t i l i z e r s  and 
a g r i c u l t r u a l  equipment m e  on or ahead o f  t h e i r  f ive-year 
plari schedules,  as i s  a p p l i c a t i o n  o f  computer technology, 
coz l  product ion (which i s  b%ing speeded as other  types o f  
energy f a l l  short  o f  long-terpm goa l s )  , and a g r i c u l t u r a l  v 

investment (whose shtlre of t o t a l  Sovie t  investment has 
expanded t o  26%) R e a l i z a t i o n  o f  t h e  p o l i t i c w l l y  important 
l i v e s t o c k  and d i e t a r y  progrmmz by 1975 never the less  appeslrs 
d i f f i c u l t  because of i t s  c o s t l y  requirements i n  terms o f  feed- 
g r a i n s  - about 1 0  m i l l i o n  tons i n  excess o f  expcchted annual 
*domestic production. 

( c )  E o l i c g e f o r m  VS. s t a t u s  Quo 

1 4 .  There i s  no i n d i c a t i o n  that  t h e  Sovie t  Au thor i t i e s  
p lan  any r a d i c a l  or fnr-reaching reforms or innovat ions i n  
economic pc l i cy .  They have r e c e n t l y  administered t r a d 5 t i o n a l  
p a l l i a t i v s s  that  have had l i t t l e  v i s i b l e  e f f e c t  i n  t h e  
sast  - hold ing  s l a c k  managers up t o  publ ic  c r i t i c i s m  and 
t i n k e r i n g  hz l f -hear ted ly  with t h e  s t r u c t u r e  o f  t h e  economic 
hierarchy.  Boundaries o f  major ecoiioinic reg ions  have a l s o  
been changed. Farms a r e  schedulad t o  be  merged i n t o  l a r g e r  
a d n i n i s t r a t i v e  u n i t s ,  like t h e  fac%;ory reorganiza t ion  t h a t  
was announce6 a yea r  ago and i s  s t i l l  r epor t ed ly  meeting 
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r e s i s t ance .  Greater  impact i n  t h e  long r u n  can be expected from 
t h e  p o l i c i e s  or" a c q u i s i t i o n  of Western technology, spread o f  
computerization ûnd s t rengthened a g r i c u l t u r a l  investment. The 
h igh  p r i o r i t y  f o r  agricu1tur.e that  has occasioned short-term 
s a c r i f i c e s  i n  cconouic growth w a s  reasserted by 
General Sec re t a ry  Brezhnev i n  h i s  r ecen t  announcement of  a 
lS-year,  land--improvement programme that would absorb  much of 
t h e  expected increment i n  a g r i c u l t u r a l  investment during t h e  
nex t  f ive-year p lan  (1976-1980). 

1 5 .  The explanr t ion  f o r  t h i s  seeming acquiescence i n  
economic mediocri ty  i n  the  short run i s  probably t h a t  t h e  Soviet  
l èade r sh ip  now considers  such problems r e l a t i v e l y  l i m i t e d  and 
t o l e r a b l e ,  t ak ing  i n t o  account t h e  c u r r e n t  Western economic 
s i t u a t i o n .  A growth r a t e  of  3-4$ i s  s l o w  i n  comparison w i t h  t he  
5-7% pace r,f Sav ie t  expansion achieved dur ing  1950-1970, b u t  may 
appear r e l a t i v e l y  s a t i s f a c t o r y  t o  Moscovv a t  a time when t h e  
p re s s  i s  p r e d i c t i n g  short-term recess ions  and long-tern energy 
c o n s t r a i n t s  i n  t h e  West. The Soviet  f l i r t a t i o n  wi th  economic 
reform over t h e  p a s t  10 yea r s  coincided wi th  inc reas ing  economic 
competit ion from t h e  developed West - e.g. a Japanese growth 
r a t e  that  threatened t o  overtake Soviet  GNP i n  t h e  1980s. 

11;. EASTERN EUROPE 

3 6  . Resul ts .  Developed coun t r i e s  considerably -expanded 
t h e i r  share of t h e  commerce of Eas te rn  Europe (except ing Bulgar ia )  
l a s t  y e m ,  accounting f o r  a 1 m c ; s t  one-half o f  P o l i s h  f o r e i  

rial 
t i v e  agreements a r e  said t o  account 

~ f o ~ ~ _ l O ~ = o f _ P o l i s h _ c o ~ ~ r c e = w i t h - _ t h ~ = W e s  t=-andP2@=of= Hungar;lan= = = - 
machinery exports.  The East European s h a r e  o f  Sovie t  fo re ign  
cGmmerce correspondingly reached a new low of  49% (down f r o m  
55% i n  1 9 7 2 ) .  X c r s t  European t r a d e  wi th  Moscow grevv only 7.6$ 
l a s t  year ,  compared w i t h  a 40% r i s e  f o r  Sovie t  t r a d i n g  p a r t n e r s  
i n  t h e  t h i r d  w o r l d  ( inc luding  cons iderable  Sovie t  arms d e a l s )  
and i n  titie West. 'The USSR neve r the l e s s  maintained i t s  economic 
leverage  with Eas te rn  Europe by inc reas ing  o i l  exports  t h e r e t o  
abqut 5 m i l l i o n  toyis (10%) over t h e  1972  l e v e l .  

' ï 7 . .  Ecpomic growth l i kewise  âcce le ra t ed  l a s t  year  i n  m o s t  
E a s t  European c o u n t r i e s ,  surpass ing  t h e  pace of t h e  l a t e  1960s 
and a t t a i n i n g  p r i n c i p a l  f ive-year plai i  ob jec t ives  ( s e e  Table I )  . 
The speed-up seems 3 . t t r i bu tab le  mainly t o  fp-s ter  growth of labour  
p roduc t iv i ty  i n  i ndus t ry ,  Poland and Rumania remained t h e  q o s t  
dynamic econcmies with investment,  lclbour p roduc t iv i ty ,  and n e t  
m a t e r i a l  product ,  growing 9-10$ or more. P o l i s h  economic progress ,  
f a r  ahead o f  schedule,  was s t imula ted  by  t h e  f a s t e s t  growth of 
l a b o u r  supply i n  Eastern E u r o p ,  and included 8 19% r i s e  i n  r e a l  
wages. I n  Bulgaria, ,  growth of  n e t  m a t e r i a l  product acce la ra t ed  bu t  
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not s u f f i c i e n t l y  t o  s a t i s f y  ambiticus ob jec t ives  of t h e  f ive-  
year  p l an ;  s t r o n g  i n d u s t r i a l  performance w a s  o f f s e t  by a 
mediocre h a r v e s t  and by a n t i - i n f l a t i o n  measures t h a t  h a l t e d  
the  r i s e  i n  investment. Hungary had gene ra l ly  similar 
p o l i c i e s  ?na r e s u l t s ,  though with b e t t e r  luck i n  a g r i c u l t u r e .  
Czechoslovakia and E a s t  Germany, t h e  m o s t  mature economies of 
the  ares,,- continued t o  expand s l i g h t l y  f a s t e r  than t h e  
planned r a t e  o f  5 9 .  

18. Prospects,.  Since January,  E a s t  Europsan governments 
have continued 30 broaden the  framework of economic r e l a t i o n s  
with i n d u s t r a l i z e d  Wgsiern count r ies .  Czechoslovakia hzs 
concluded a double-tax agreement with ' the  Netherlands . 
Bulgaria. has taken out I $40 m i l l i o n ,  12-year k r o l o a n  and 
signed technical-Co-operatiûn zgreements w i t h  U S  an6 I ta l ' i an  
f i r m s .  It has - a l s o  i n v i t e d  j o i n t  ventures  with 
Western companizs, which i n  r e t u r n  f n r  export  c r e d i t s  and 
t echn ica l  a s s i s t a n c e  may s t a t i o n  t h e i r  personnel  as adv i se r s  
i n  Bulgar ian e n t e r p r i s e s ,  shar ing  i n  t h e  p r o f i t s  of exports  
f o r  hard-currency. 
machinery orders  i n  Western Europe ' so  f a r  i n  1974. 

commerce wi th  developed coun t r i e s  w i l l  cont inue t o  grow 
r z p i d l y  i n  a per iod  of  worla-wide i n f l a t i o n  and commodity 
shortages.  While improring Soviet  terms of t r a d e ,  t he  r i s e  
i n  p r i c e s  o f  matericllis and o i l  has had the  opposi te  e f f e c t  on 
m o s t  E a s t  European c o u n t r i e s ,  which a r e  net importers  o f  such 
items and have baen purchming growing amounts of Middle 

p o s s i b i l i t y  of s lackening  dzmand 2nd inc reas ing  unemployment 
i n  the  West. Such developments might tend not  only t o  reduce 
Western cmmerc iz l  purchases f r o m  Eastern EurQpe b u t  also t o  
dampen the  i n t e r e s t  of Western companies i n  long-term economic 
co-operation therewith.  J o i n t  production' '  o r ig ina t ed  l a r g e l y  
i n  the  a t t r a c t i o n  o f  Western f i rms ,  a t  i*. t i m s  o f  r e l a t i v e l y  
f u l l  employincnt a t  home, %O t he  low l abour  c , J s t s  of 
manufacturing opera t ions  i n  Eas te rn  Europe. I f  unemployment 
r i s e s ,  i t  remains t c ,  be seen whether such co-operation 
arrzngements would be c r i t i c i z e d  i n  t h e  West. 

Hungary has placed $50 m i l l i o n  i n  

19. It neve r the l e s s  appears  doubtful  t h a t  E a s t  European 

- Eastern o i l .  Trade prospec ts  a re  z l s o  complicated by the  

20. I n f l a t i o n a r y  t r ends  abroad and ecergy c o n s t r a i n t s  
may also slcw down E a s t  European economic growth, a l ready  
handicapped by labour  shor tages .  A l l  governments i n  t h e  
a rea  have attempted t o  minimize i m p o r t  requirements b y  
i n s t i t u t i n g  anivrgy conserva t ion  measures a t  some time s ince  
l a s t  November. Coming on t o p  o f  a shortage o f  hydro power 
caused by dry weather,  t h e  nega t ive  e f f e c t  on exports  i n  
Rumania and on indus t ry  i n  o ther  arvas .Kiay have been 
s u b s t a n t i a l .  To compensate, Bulgar ia  i n  February cancel led 
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as-reduction i n  t h e  work-week t o  f i v e  days t h a t  had been 
iLitroduced i n  Jwniiazy. Extarnal  i n f l a t i o n a r y  p res su re  has a l s o  
l s d  t o  cans ide rab le  p r i c e  r i s e s  f o r  co f fee  and s p i c e s  i n  Hungary 
and f r , r  oil products  i n  Poland and Czechoslovakia. 

21. POliCN Considerations:. Soviet  A t t r a c t i o n s  and 
Pressures ,  Such c o n s t r a i n t s  ttnd doubts tend t o  i n c r e a s e  the  
r e l a t i v e  iinportance f o r  E a s t  European coun t r i e s  of t r a d e  wi th  
t h e  USSR, thus s t rengthening  Sovie t  l evarage .  The Sovie t  o i l ,  
g r a i n ,  and m a t e r i a l s  o b t a i m b l e  by Eas te rn  Europe on b a r t e r  
t&ms a r e  now rendered doubly a t t r a c t i v e  by t h e  mounting c o s t s  
o f  a l t e r n a t i v e  suppl ies .  In  r e t u r n ,  t h e  USSR could r e i t e r a t e  
sane of i t s  u n s a t i s f i e d  po l i cy  a i m s  i n  Eastern Europe 
(e.g. economic i n t a g r a t i o n )  and poss ib ly  s t i f f e n  i t s  opposi t ion 
t o . f a r - r e m h i n g  economic reform, I n  March, Mr. Nyers, a l e a d e r  
c l o s e l y  i d e n t i f i e d  wi th  t h e  Hungarian experiment wi th  economic 
d e c e n t r a l i z s t i o n  - t h e  only remaining a c t i v e  reform i n  Eastern 
Europe - w a s  demoted. 

22. Poland and Rumania remain a t  l e a s t  pa r t i a l  exceptions 
t o  t h i s  E a s t '  European p i c t u r e ,  having f a s t e r  growing labour  
f o r c e s ,  l e s s  dependence ûn Sovie t  commodities, export  s t r u c t u r e s  
inore similar t o  t h a t  o f  t he  USSR, and a more favourable  t r a d e  
outlook, Both coun t r i e s  p l aced  s u b s t a n t i a l  orders  f o r  Western 
maohinery i n  1973 f o r  f u t u r e  de l ivery .  Rumania i s  independent 
Qf Soviet  o i l ,  exports  petro1ew:i products ,  and has  u t i l i z e d  
$95 m i l l i o n  (half  o f  i t s  INLE' r e s e r v e )  t o  balance i t s  e x t e r n a l  
payments. Poland s lans-20$ g r o w t h  o f  t r a d e  t h i s  year  and has 
p1'q L" ed siz e?&b le-- o r d  e f o r  Vest European- m h ine ry  end- equipment. 
Alth6ugh Poland-imports Soviet  o i l  i n  s u b s t a n t i a l  q u a n t i t i  

-- - i t s  -f inane-ial pos i t i on -  had=b een-s-treng thened=by=-the A n c r  ea. 
co~%pe t i t i veneçs  o f  i t s  sh ipbui ld ing  2nd engineering i n d u s t r i e s ,  
which r e c e i v e d  substaa-l;ial o r d e r s  from the West l a s t  year, and 
by r i s i n g  world demand f o r  coal and copper,  o f  which Poland has 
cxportabllt su rp luses .  

NATO, 
1110 Brussels .  
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InduStrial"' protTiuctio3' ' 

Ij1vc s t aen  t 
Agricu l tura l  produc tion 

Inïe  s tnen t 

Z:6S'i7 GlXUU-XY : 
Irive s tmen i; 
Lgricultural output 
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(a )  At 811 cxchsnge rake o f  $1.34.49 p e r  rouble  

30LTLCIIS: See Table IIL 
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