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Note by the  Chaiman 
" 

Attached f o r  the  atten2ion of the  members of the 
Econoxic  Cormittee  are  the summary reports prepared by tke 
Economic Directorate on the Reinforced Experts' meetings  held 
on 10th and 11th July, 1375, t o  discuss economic developments 
o f  the  GDR, Hungary and Czechoslovakia i n  1974. 

2 ,  The basic  doc-ments f o r  discussion, which  provided 
the   sa l ien t   da ta  f o r  the  sumnary reports  were prepared  respec- 
t i ve ly :  

- on GDR: by the German Delegation (AC/l27-D/513 cf  
m u n e 9  1975). This document was supplemented by 
a paper from the US Delsgation ('!The GDR and Ecommic 
R.eali$iesvr  dated  9th  July, 2975) dist r ibuted  during 
the  meeting, also by fu r the r  comments from the UK 
Delegation; 

- : by the  French  Delegatior, (AC/127-D/5 l l  
y o  1975) and by the  Canadian  Delegation 

(AC/127-D/507 o f  29th  April, 1375). These  documents 
were supplemented by a paper f r o m  t he  -US. Del-egation - 
( itEconomic assessment on Hungary") received on 
l 6  t h  July,  1975 ; 

on CSSR: by the  UK Delegation (AC/127-D/514 o f  
m ï ? e ,  1975) supplemented by a paper f r o m  the  US ~ 

D e l e y t i o n  ( f82""oreig'11 economic trends 'and t h e i r  
imp1;cation for.-She CSFÎ - June 1975) and from the 
Canadian  Delegation  (rrCzechoslovakia.  Current 
Econor:lic Conditions, Foreign Trade.  Information 
Note" 10th  July,  1975)< 

(Signed) J. BILLY 
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-2- AC/127-W/439(Revised) 

ECONOMIC DEVELOPMENTS IN THE GDR, HUNGARY AND CSSR 

GENERAL Y INTRODUCTION 

1. This report  i s  concerned with three o f  the   s ix   Eas t  
Eurapean,coun;tries:  the German Democratic  Republic, 
Czechoslovakia and Hungary, Each o f  the  East European countries 
has i t s  own charac te r i s t ics  and problems,  but  there i s  much t h a t  
i s  common  among them. 

I. 

(a) Steady growth 

2, All the  East European countries  apparen'tly  continue 
t o  enjoy a sat isfactory rate o f  economic growth. Even i f  the 
o f f i c i a l   f i gu res  of  national incomes are  deflated so as t o  make 
allowance f o r  some exaggeration,  there  remains a constant up- 
ward t rend   in  economic output which, on the  face o f  it, compares 
favourably with the ups and downs o f  the market economies. 

3. It must be borne i n  mind, howeverp t h a t  from some 
points of view the composition of t h i s  output i s  not  very 
satisfactory.  Planners  organize  production and development 
according t o  t he   po l i t i ca l ly  motivated  preferences of the  Party 
and bureaucracy,  the mechanism for registering consumer demand 
having  been  eliminated, The p r i o r i t y  f o r  cap i ta l  goods was 

t reated as an ideological  principle of  these  regimes: in   p rac t ice  
it gave r i s e  t o  s i tua t ions  where, as has been admitted by the 
Par ty   in  Poland,  production was f o r  production's  sake. 

4.  Under pressure of events, however, t he   au tho r i t i e s   i n  
the  centrally  controlled economies are  having t o  pay more atten- 
t i on  t o  the wants o f  the  people:  labour i s  gettin.g more scarce 
and must, therefore,  be u t i l i s e d  more effect ivelyo.   Mater ia l  
incentives have t o  be made available which means that  more con- 
sumer goods have t o  be  produced. This factor  emerged i n   t h e  
mid-fift ies,  became qui te   c lear   in  Poland a t  Christmas 1970 
and  must now ..form pa r t  of  the  calculations of a l l   p lanners ,  

, .  

5. This const i tutes  a l imi ta t ion  t o  the i r   d i scre t ion .  
It means t h a t  investment  should  decline  relative t o  consumption 
and t h a t  more o f  the  capi ta l   avai lable  must be invested  in   the 
consumer sector  and l e s s  i n  the   cap i ta l   sec tor .  

(b) The economic model challenged- 

6. The Stal in   type economy, which was fo is ted  on a l l  the 
countries o f  Eastern Europe in   t he   ea r ly  post-war period, 
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Intinues with some modifications t o  be the  dominmt model 
zroughout the  area.  The central isat ion of  plannir,g and cofitrol 
lits the  Party  since it favours  the  achievement o f  their poli- 
ical ly   motivated  pr ior i t ies  and the  planning  bureaucracy  has 
:quired a ves t ed   i n t e re s t   i n  i t s  survival. .The system, t'lough 
t has the  advantage o f  s t a b i l i t y ,  i s  wasteful  economically i n  
I increasingly complex structure.  There i s  a body o f  opin'ion 
I a l l  COMECON countries which favours  decentralization of 
:onomic planning with reliance on econqmic c r i t e r i a  t o  guide 
xis ions,   including a rat ional   pr ice  system and a market mecha- 
ism t o  co-ordinate   the  act ivi t ies   of   a l l  economic sectors. 
lere has been rcush  more i n t e r e s t   i n  tteconomic reform" i n   t h e  
n e  developed COMECON countr ies   l ike  the GDR, P o l a d ,  Czecho- 
Lovakia and Hungary than   in  Remania  and Bulgaria. At the 
resent  time  only Hungary i s  seriously  pursuing  reformist mea- 
Ares and it i s  doubtful how far these will be  pushed. 

( c )  A t i g h t  low-output  labour situation " 

7. Labour is  r a the r   s ca rce   i n . a l l   t he   coun t r i e s  con- 
Ldered. In   the  past   the   industr ia l isat ion programme involved 
le combination o f  maximum labour  with  available  capital t o  
:hieve the  greatest   output ,  The lzbour  force  includes a very 
igh  proportion o f  women and the rural population w 2 s  d r a m  
1 on a b ig  scale.  It would b e  iapossible t o  continue t o  
?velop On t h i s  llextensive!l scale since  the  extra  labour i s  
1st not  available an6 f o r  some time  the demand has been f o r  
intensiveIl  development which implies a more e f f ic ien t   use  o f  
3b0u.r~ that  i s ,  more suitable equipment, more economic use o f  
le1 and mater iqls ,   bet ter  methods of work. There is consider- 
)le scope f o r  increased  labour  pToductivity, b u t  t h i s  im2lies 
?eding  out  unsuitable  labour and discontinuing  unprofitable 
Ytivities. However the planiers   are   hesi tant  to adopt this 
?W approach which would ra i se   the  problem of re-eaployment 
P workers ". considered I. i l l-suited t o  the i r   cur ren t  jobs. 

(d) Strong de- on trade 
, 

8. The countries  considered in t h i s  report a m  small, 
merally lacMing in raw matesfals ad2source.s of energy,. but 
d t e  highly induntrialisad.  The?ebTore they are highly  dependent 
lc.foreign trade which is equal t o  aboz1;jt-;309& of  the i r   na t iona l  
roduct. In terms o f  mlue o f  exports pep. head  of  population, 
le GDR ranks first followed by Czechoslovakia and  Hungary: 
lese  countries  should  have  specialised i n  manufactured  products 
lich  other  countries  are  prepared t o  buy. Unfortunately for 
lem they have in   t he   pas t  been induced t o  produce a s  a matter 
€ p r i o r i t y  goods  which the USSR w a n t s  rather  than  those which 
tght f ind a ready  market i n  the Vest. 
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(e)   Clear   decl ine  in  the terms  cf  trade 

9. Pr ices   in  intra-CO-WCON trade have  always  been  broadly 
linked t o  those  obtaining  earlier on world markets(l), and it 
is  almost inevi table   that   the  sh i f t  i n   t he   t e rns  of t r ade   i n  
favour o f  o i l  and  raw material  producers on world'markets  should 
also  be-fel t   wi thin COMECON. This development  'brings  consider- 
able  advantage t o  the  Soviet Union which supplies  the  bulk of 
the o i l ,  gas and raw material  requirements of most of the  other 
COl!/IECON members; t o  a limited  extent Poland and Romania benefit  
from the  s i tuat ion as  they are respectively  net  coal and o i l  
exporters e 

contraction of  Western  market out le ts ,   the  sharp upturn  in 
prices of  Middle East o i l  and other raw materials have a l l  
weakened the  posit ion o f  the East Eurulpean leaders who considered 
applying economic reforms and wished t o  introduce  certain market 
mechanisms into  their   t rade  s t ructures ,   together  with mare 
ra t iona l   p r ices  and r e a l i s t i c  exchange p a r i t i e s  s o  as t o  boos t  
trade with the West. The current  si tuation  strecgthens  the 
posit ion o f  those  leaders who support  the  concept o f  privileged 
trade development with the USSR. For i t s  part ,   the  Soviet  Union 
may increase i t s  current  pressures on i t s  East European partners 
with the goal of greater  politico-economic  integration - an 
objective which largely  serves i t s  ' ohm in te res t s .  

1.0. The growing cost o f  Western cap i t a l  equipment, the 

II. PRICE AND IILTFLATIOM ISSUES 

11. AS a r e s u l t  of i n t e rna l   i n f l a t ion  and recent  develop- 
ments on world markets the problem o f  p r i c e   f i x i x   i n   t h e   E a s t  
European countries has become modified. Hithzzo,  it has been 
policy  in  these  countries t o  keep prices,  particul-arly  cons-mer 
pr ices ,  unchanged over longish  periods. These pr ices  did not 
necessar i ly   . ref lect   e i ther  mal cost  o r  demandp .but were fixed . . 

t o  su i t   t he  convenience o f  planners. In some cases  (e.g. 
automobiles) ccmsurner prices  include heavy taxation which tend 
t o  discourage demando I n  other cases  (foodstuffs)  subsidies  are 
inLrodu.ced t o  s tab i l i se   l iv ing   cos ts .  

12.  Pr ice   s tabi l i ty   has  n o t  mean-t that  i n f l a t ion  i s  abeent 
in   these cormCyies but i s  re f lec ted   in   d i f fe ren t  ways; shortages 
111 ira. %he T?EZ"gieG 

prices ,  depending on the  categories o f  goods involved, were 
. .. based o n  world market prices  operative i n  ig60, 1962 o r  1.965. 

The subsequent i n f l a t iona ry   sp i r a l   i n   t he  Yest had no impact 
on Soviet-East E x u p e m  re l a t ions   un t i l  Moscow decided t o  
introduce  the new pricing system f o r  t h e i r  raw materials 
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AC/127-~~/439(Revised) -5- 

of goods and services,  queues,  black  markets and excess l i q u i d i t y ,  
which take the form of rising  savings  accounts and hoarding o f  
money( 1). 

13.  Inf la t ion  comes i n  other forms also: the  pr ices  of 
staple  i tems do rise  considerably and regularly,  but  only on the 
black o r  p a r a l l e l  markets which operate with the connivance of  
the   au thor i t ies .  The off ic ia l   pr ice   index,  by contrast ,  remains 
constant on-ly . re.flect.ing  prices on the state markets where, how- 
ever, many goods are  unobtainable o r  i n   l imi t ed  supply. 

14. Unti l   recent ly   in  most COMECON countries it was possible 
to insulate  domestic  prices from external   pr ices  by an  internal  
pricing  system(2).  Consequently,  imported  inflation  has  hitherto 
not been a great  problem f o r  the consumer, nor  for  the  external 
trade  balance o f  the  Eastern  countries as long  as  export  prices 
rose  proportionately t o  impost prices ,  thus having no impact on 
the terms o f  trade:  Subsequently,  since  the  deterioration o f  the 
la t ter ,   the   Eastern  countr ies  are finding it increasingly d i f f i -  
c u l t   t o  remain  unaffected by world price  increases.   In this con- 
t e x t ,  Hungary, f o r  example, has par t icu lar ly  felt t he   r e su l t s  of  
t h i s  imported in f l a t ion  - mainly due t o  i t s  New Economic  Mechanism 
(NEM) which attempted t o  a l ign   i n t e rna l   p r i ces   t o  prime costs and 
import  prices. 

15. The peculiar COMECON price eyetern  would appear t o  be 
exerting  pressure  in ,two main areas: 

- i n   t h e  first place  cer ta in  fundamental goods such as 
meat and l i v ing  space are  subsidised; t o  the  extent 
that  demand f o r  these goods is allowed t o  r i se ,   the  
burden  of  subsidy may become very  great;  

- secondly where there i s  a s ign i f icant  change in the 
s t ructure   of   costs ,  as f o r  instance when the terms 
o f  t rade  deter iorate ,  it becomes increasingly d i f f i -  
c u l t  t o  maintain t h e  a r t i f i c i a l   p r i c e  system. If 
more domestically  produced'  wealth 'has t o '  be  surren- 
dered f o r  investment and a given  quantity o f  imported 
mater ia ls ,   the  domestic consumer has t o  be sa t i s f i ed  
with l e s s .  If the   p r ice  system  ignores a change of 
t h i s  kind it imposes an extra  burden o f  production 
ineff ic iency on t h e  economy. 

1) As some of the increased  saving i s  intended t o  finance  the 
purchase 02 very  expensive consumer durables  such  as motor 
cars,  country  houses, TV sets etc .   the   degree o f  i n f l a t ion  
cannot  be  assessed on t h e  basis o f  savings  accounts  develop- 
ment 

2 )  c.f .   footnote (1) page 4 
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III OUTLOOK 

16. The prospects  for  countries  such  as  the GDR, Czecho- 
slovakia and Hungary  seem  none  too good at  the  moment.  The 
recent  rise  in  the  real  cost of raw  materials  and  fuel  added 
to-,.?&.e.- .exi-sting  structural  problems' of scarce labour, &he 
obligation to'direct trade,  and  to  some  extent  production,  into 
politically  determined  channels,  the  lack  of  flexibility  in  the 
system  which,  again for political  reasons,  cannot  easily  be 
changed,  constitute a serious  burden. In these  circumstances, 
it  is  going to be  difficult  to  maintain  let  alone  improve  the 
standard of  living.  The  recent  practice of raising wages.with- 
out  commensurately  increasing  the  supply o f  consumer  goods  has 
merely  exacerbated  the  latent  discontent. 

wishing  to  avoid  serious  problems  and  to  support  the  local 
national  leaders in Eastern  Ehrope, will not  take  the  fullest 
advantage  of  their  economic  superiority:  by  contrast,  they c 

will  doubtless  call  for a greater  degree  of  submission t o  Nos- 
cow's  politico-ideological  line. 

demand f o r  Eastern  Europe's goods. On the  other hand the 
Soviets  can now moire confidently proclaim the  advantages  of 
integration  within  the  socialist  areap  even to the  extent of 
making  out an economic  case  for  East  European  investment i n  
Soviet  development  areas  on  the  grounds  that  this  would  secure 
them  both  the  necessary  raw  materials  and a market  for  their 
manufactured  products 

17. Under  these  circumstances  it  is  likely  that  the  Soviets, 

18. The  crisis  throughout  the  West  has  clearly  dampened 
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PART I S- TKE GSFCMAN DSNOCRATIC REPUBLIC 

1’3. The  German Democratic  Republic i n   s p i t e  of mounting 
diff icul t ies   cont inues t o  show a remarkable s t ab i l i t y   s t ead i ly  
improving i t s  performance i n  output and consumption. Though 
highly  dependent on foreign  trade and therefore,  t o  some 
ex ten t   a t   l ea s t ,  open t o  the  influence, o f  world trends, it has 
so f a r  msnaged t o  avoid any serious syzptoms of in f la t ion  o r  
the  undermining of  l iving  standards.  

20, The au tho r i t i e s   i n   t he  German Democratic  Republic 
have been  concerned t o  give  the  impression  that  thekr  basic, . 
policies  continue on the same l i n e s  as hi ther to ,  that  economic 
performance i s  coming out  according t o  plan, and t h a t  the 
d i f f i c u l t i e s  which have emerged i n  connection with the shift 
in   the  terms o f  trade w i l l  be overcome 8s t h e  r e su l t  o f  guidance 
from the  Party and some extra   effor t   wi l l ingly  given by the  
publico 

21, The GDR leaders  have a r e s t r i c t ed  choice of  options. 
They  make  much of  t he   f ac t  that  the  maintenance  of  close  rela- 
t ions  with the USSR i s  the  cornerstone o f  their   pol icy,  and it 
can be argued tha t   in   p rac t ice   they   se rve   the   in te res t s  of the 
Soviet Union rather   than  those  of   their  own people,  Certainly’ 
the  s t ructure  o f  the GDR foreign  trade and the   pat tern o f  
production  associated with t h i s  are ,more  in  keeping with the 
Soviet  aspirations  than with the  best   in terests  o f  the GDR 
economy.  The need t o  conciliate  the  Soviets i s  also, no 
doubt,  the  reason why the  economic model i n   t he  GDR continues 
t o  be inf lexible ,  and many observers  maintain  that  the dogmatic 
approach t o  agriculture,   dictated by p o l i t i c a l  and ideological 
considerations,   consti tutes an unnecessary  burden on other 
sectors of the economy. 

22.  Within the  context o f  th is  dependence on the  USSR, 
howeverp the  GDR leaders  have  obviously  tried t o  defend t h e i r  
otm in te res t s ,   no tab ly   re la t ive  t o  the  other COMECON countries,  
and they have t r i e d  hard t o  improve the  standard o f  l iving.  
Despite  the  constant  adulationof  the USSR i n   t h e  GDR media, 
the  Soviets have not always  been t o o  happy with GDR economic 
policy. When Honecker was ca l led  t o  replace  Ulbricht a few 
years  ago,  he was required t o  give up the  idea of a special  
German approach t o  COMECON development, and a t   t h e  academic 
level   in   the  Soviet  Union East German policy  has been c r i t i c i s e d  
i n  that  the development of the  energy  base and growth generally 
have  been sacr i f iced t o  maintain a standard o f  l iving  higher 
than  that   prevai l ing  in  other  social is t   countr ies .  

I. RECENT ECONOMIC. PERFORI\~ICE 

23 .  Judging by of f ic ia l   f igures ,  economic performsnce 
4 -  +hm CnD hoc knnn n r r ; + n  c-++ cCon+r\mr Qn.4 1 3 n  f n  +ha nvr\n”l-s+inmc 
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' t h e   c u r r e n t  Five Year Plan. It has  been  pointed  out, however, 
,at an  element of uncertainty  exis ts   here   s ince tht? authori t ies  
be constant ly   a l ter ing  targets  and are  very  experienced  in 
nipulating data. 

'erage  rate of 5.5% over  the  period,  industry  at  6.5%. Agri- 
, l ture,   usually a weak point   in  COlaCON economies has done 
'11. The exce l len t   resu l t s   in  1972 and 1974  brought  the 
.erage  growth f o r  1971/74 up t o  4.9% so that  tha a-Jerage o f  
496 f o r  the  period w i l l  be  surpassed. 

24, The net  material  product  has  continued t o  expand a t  an 

25. Many observers  in  the GDR had doubts  whether  the 1975 
.rgets would be  achieved  given  the  difficulties  occasioned by 
.e de t e r io ra t ion   i n   t he  terms o f  t rade ,   ba t   the   resu l t s  of the 
.rst half o f  the  year seem very  encouraging. 

. CURRENT PROBLEMS 

26. Even i f  it ca9 be assumed that  t he   t a rge t s  of  the  
lesent  Plan w i l l  be a t ta ined,   there  i s  a general   belief that  
.e d i f f icu l t ies   fac ing   the  regime are  increasing. 

(a )  Labour 

27. One of the intractable  problems of t he  GDR economy 
the  chronic  shortage of  labour. It i s  t rue   t ha t   t he  regime 

S l ived  with a t ight   labour   s i tuat ion f o r  a long  time and has 
ped quite  well .  But it i s  becoming increasingly  diff icul t  

get  even small increments of  labour   s ince  near ly   a l l   the  
urces,  such as rural   labour  and housewives  have  already  been 
i l ized.  Resort  t o  immigrant labour has also been considered 
d indeed t r i e d  on a modest scale  but  the  opinion of expert 
servers i s  that r e l i e f  from t h i s  source i s  l i k e l y  t o  be 
ight.  Tnis means that  the  sole key t o  the  problem i s  r i s ing  
oductivity. Very grea t  importance a t  the  moment i s  being 
ven to   " in tens i f ica t ion"   tha t  i s  the   be t te r   use  o f  labour and 
uipme,nt. and economy. in.   the  use of  materials and. power D . . 
doubtedly  there is scope f o r  improvement i n   t h e  GDR, a s   i n  
her countyies o f  the area,  but any big improvement would 
em t o  imply a se r ious   a l t e r a t ion   i n  methods, s t ructure  o r  
e a t t i t u d e  of  people.  This would mean  on the one hand, 
creases  in  investment which are ,hardly  avai lable ,   the   appl i -  
t i on  of methods  which may be d i f f i c u l t   i n  an inf lexible  
stem, and a willingness on the  par t  o f  t he  workers t o  a l t e r  
e i r  jobs t o  w r k  ex t r a   sh i f t s  o r   t o  make e f f o r t s  which may 
may not be fostered by the  ideological themes a t   p resent  

cepted by the  regime. All i n  a l l  it would  seem therefore   that  
though gradual improvement can be expected,  rapid developments 
t h e   f i e l d  of  productivity w i l l  be d i f f i c u l t   t o  achieve. 
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(b) Raw materials and fuel 

23. The second  major  problem facing  the regime i s  the  
shortage and increased  cost of power  and raw materials. To 
some extent this  problem, t o o ,  i s  an old  one. Over most of 
the  post-war period  the  East German leaders have been  iriclined 
t o  push hard  the  manufacturing  aspects o f  indus t r ia l i sa t ion  
on th& assumption t h a t  it should  be  possible t o  import rela- 
t i ve ly  cheap fue l  and raw materials. A feature of the  current 
Five Year Plan was the  recogni t ion  that  more e f f o r t  should  be 
-put - - in to  building up -the power and r'aw .material  .base,.  but it . 
i s  obviously no easy  matter t o  continue t o  expand output and 
raise   the  s tmdard of l iv ing ,  and a t  the same time t o  make the  
economy l e s s  dependent on imported  material, The recent   r i se  
in   the   p r ice  o f  fuel and raw materials,  the  bulk of which comes 
from the  Soviet Union w i l l  c l ea r ly  have a serious  impact on the  
GDR economy. Already th i s  year  the USSR is charging more f o r  
i t s  exports  than was agreed i n   t h e  Five Year Plan, which means 
that  the GDR has $0 surrender more of  i.ts manufactures i n  ï?etura. 
Like  the  other CONECON countries,  the GDR has an economy which 
i s  t ight ly   s t re tched.  It has not   the   f lex ib i l i ty  which a market 
economy would normally have t o  absorb a change o f  th is  kind 
:,:rithout strain.   Increased exports t o  pay f o r  dearer  Soviet 
material must mean a. decreased  export t o  other COI?BCON countries, 
t o  the West, or t o  t he   l e s s  developed world. In  addition t o  
this there i s  the  diff icul t   quest ion o f  increased  domestic  prices. 

29. The regime has from the  start   recognised that  the  
sh i f t  i n  the t e r a s  of  trade i s  a burden on the  GDR economy 
and tha t  measures will be necessary t o  counteract  the  effects 
of t h i s  development, They have mounted a campaign f o r  
increased  productivity  in honour o f  the  9th  Party Congress, 
which involves  efforts t o  economise i n  the  use o f  fue l -  and 
nlaterials , the  consistent  application of improved techniques , 

' improved wo.rking.  methods, including  overtine : ' a d  extra  shifts. 

(c)  Prices " 

30, Many observers  are  convinced  that a rise i n   p r i ces  
cannot be delhyed beyond next  years which means t h a t  that  
would  be  worked in to   t he  ilext  Five Year Plan. It has already 
been announced V l a t  ce r ta in  prcAucts w i l l  cost more from 
January 1975 - fuels,   metals,  chsrnical  products,  building 
materi&ls,  but  as  yet  the  price o f  consumer goods i s  not 
supposed t o  be affected. 

31. The regime i s  understandably 1oat.h t o  accept a Yise 
i n  co~~stl~llcr  prices. Tt has h i ther to  been a strong  propagmda 
point t h a t  consarner pr ices  remain s t ab le   i n   soc i a l i s t  eccinomies 
a d  that  the CCFSCON system i s  stro3g and independent enough 
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t o   r e s i s t   t h e  impact  of the  waves o f  in f la t ion  which are  creating 
such havoc i n  the  market  economies. Party  leaders who u n t i l  
recently drew comfort from the  difficult ies  experienced by the 
West a re   par t icu lar ly   re luc tan t  to admit t h a t   t h e i r  system, t o o ,  
might be affected by world economic trends beyond the  ccntrol  
of the  national  planners. 

32. There are  signs,  however, t h a t   t h e i r   a t t i t u d e  i s  
changing, - . O n  t he .  one hand smug comparisons  ,between ' i n f l a t ion  . .  

i n   t h e  West and s t a b i l i t y  i n  the COMJ3CON area  are  discouraged, 
and on the  other an attempt i s  being made, it would  seem, t o  
prepare  the  public f o r  a r i s e   i n  consumer pr ices .  

33. Apart fromthe  ideological  aspects of the iSsue9 the 
GDR leaders  are  particularly  anxious  not t o  permit  living  standards 
t o  fa l l ,   s ince  the  a t ta inment  o f  higher  material and cu l tura l  
standards i n  the  context o f  rising production was declared to be 
the  main objective o f  the  present Plan. Pending the  decision on 
consumer pr ices ,  a r i s e   i n  which would imply some cut   in   the  
standard o f  l iv ing ,  the authori t ies   are   current ly   resor t ing t o  
two pa l l i a t ives .  In  the f i r s t  place, a larger  proportion of 
imports are  being  financed by c red i t s .  This i s  .a feasible  short-  
term re l i e f   s ince   h i the r to  the  GDR, which is very  creditworthy, 
has  not  taker, much advantage  of  the  credits  available  in  the 
Vest .  Secondly the GDR permits i t s  c i t izens  t o  acquire  Federal 
German marks and t o  spend them i n  special  shops. These are ob- 
ta ined   as   g i f t s  from relat ives   in   the  Federal  Republic of Germany 
and i n   e f f e c t  they make it possible f o r  GDR c i t izens  t o  buy 
addi t ional   quant i t ies  of foodstuffs,  beverages and non-durables 
produced i n   t h e  West. This eases t o  some extent  the  domestic 
narket  situation. 

(d) Foreign  trade 

34. For a highly  industrialised  country such as  the GDR 
yith i t s  small raw materials  base and i t s  high l eve l  of  output 
md consumption, foreign  trade i s  extremely  important.,  amounting 
;O about 30% of  the  nat ional  income, The country  suffers some- 
rhat i n  t ha t  it has had t o  lspecialise i n   t h e  commodities of  
i n t e re s t   t o  i t s  COWCON partners and par t icular ly   the  Soviet  
Jnion. For pol i t ical   reasons  t rade with the USSR is  kept a t  
L high level  while  trade with i t s  natural   partner  the  Federal  
Leplblic of Germany i s  kept a t  a modest leve l :   in  1973 t rade with 
;he USSR was almost  four t imes t h a t  with the  Federal  Republic o f  
:ermany  and West Berl in ,  It i s  largely due t o  West German efforts 
;hat inter-German t rade remains as large  as  it does;  the GDR draws 
lore economic advantage from this than  the  Federal  Republic  of 
:emany, but from the West  German angle GDR de l iver ies  t o  West 
lerlin  are  important. 

. .  

n r n m n  
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.. .. 
5 35* In   t he   l a s t  couple of  years GDR trade with the  West 
has  risen  considerably as is the  case with a l l  COMECON countries, 
Much o f  the  increase,  however, i s  due  simply t o  t h e   r i s e   i n  
pr ices  on Western markets.  According t o  ECE figures,  whereas 
GDR t rade with COMECObT members. rose 10.70/0 i n  1974, t rade with 
thevnon-socialist  countries  rose 37% i n  value  but  only 11.4% 
i n  volume, 

III. OUTLOOK 
” 

36. Despite  the  considerable  success of the regime so f a r  
- in  maintaining  -price  stabil i ty,  and r is ing  . s tandards i t  does.  . . 
seem that some changes are  inevitable.  The unusual  attention 
now being  given t o  the  need t o  ra ise   product ivi ty  would have 
greater   effect  were it not f o r  t he   i n f l ex ib i l i t y  o f  the system 
and the   f ac t   t ha t   i n i t i a t ives  suggested by the economic o f f i c i a l s  
a re   cons is ten t ly   s tu l t i f ied  by party  officials  since  they 
generally  imply some fur ther  development o f  East-West relat ions.  
In  these  circumstances most observera  believe tha t  a r i s e   i n  
consumer pr ices  must come and t h a t  it w i l l  mean  some deteriora- 
t ion   in   the   s tandard  of  l iving.  This w i l l  e n t a i l  some fur ther  
disillusionment with the sytem but it i s  not   l ike ly  t o  provoke 
more than  passive  resentment. To a large  extent  the  public 
which i s  informed and sophisticated will be  prepared f o r  the  
event 

37. The leaders  are  reported t o  be putting .what pressure 
they can on Moscow not t o  make t h e i r  task more d i f f icu l t   than  
it need be. They may have reason to   bel ieve  that   the   Soviet  
Union,  though naturally  taking advantage of t he   f ac t   t ha t   t he  
terms o f  t rade  have rnoved i n  i t s  favour, w i l l  probably  choose 
no t   t o  push i t s  advantage  too f a r .  The Soviet  leaders will 
wish t o  avoid a s i tua t ion  which would give  r ise  t o  popular 

. unrest   in  Eastern Europe. They . w i l l  also be most anxi0u.s. t o  
avoid a s i tua t ion  where the  leaders o f  several COMECON countries 
might discover that  they had i n  common a legitimate  grievance 
against   the USSR. 

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



AC/12?-W,P/439(Revised) -12- 

33m I THE GERFLAN DEMOCRATIC REPUBLIC 

Statzstical  Annex 

Population (end 1973) 16.951. millions 

Area 108  178 s q .  km 

Density 157 per sq.kn 

Agricultural land 6.3 million hectares 

Sown area 

Birth  rate (1973) 

4.6 million hectares 

10.6 per thousand 

YBLE 12 
Net material  product (1973) 127 mia narks 

GNP (Western  estimate 1973) 48.8 mia 72 $ 

GT@ per head $2,871 72 $F 

ABLE III Use of Net Nater ia l  Product 

Consurrrption 

(a) Private 
(b) 1Public 

1nvestmen.t 

( a )  Fixed 

22.8. - 
19.0 

22.1 

18.6 
__.1_ 

- Productive 11.3 10.7 - Non-productive 7.7 7.9 
('c) Increase in stocks 3 3.5 

22 1 

19.1 
O_ 

10.8 
8 . 3  

3 .1  
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TABLE IV " GROWTH RATES 

IwIP 
Indus ta "- 
Gross output ' 

Productivity 
&riculture 

" Gross fixed  investment 
Net noney  iacome 
Income per head 
Retail trade 

c -  - . .  
. .  

19?1/75 
Plan 

4.9 

1971/74 
Result 

5.5 

1975 
Plan 

5.5 

- 
4 * 4  

4.6 

1 Contribtltion 
to NMP i ! SECTOR 

I 10.6 I Agriculture 
.61.6 ïnd-us try ) 
8*1 Building 

1 

Half 

5.5 

6.8 
6,O 

7.9 

4 * 3  

4.2 

- 

T,rnyJ 'v SE SHAR F RE OURCES AND CONTRIBUTION 

Share of Fixed 

14.5 1 3 . 1  

Celcclated from data in COI'CON Yearbook 1974 

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



AC/127-?TP/439(Revised) -14- 

TABLE V I  FOREIGN TRADE 

Exports 
Imports 
Balance 

Exports ,  Imports, Balance 1970-1973 

(mill iard  valuta marks) 

1970 1971 1972 1972 
19.2 21.3 23.9 26.2 
20.4 20.9 22.8 27.3 
-1.2 +0.4 el.1 -1.1 

TABLE V I 1  Growth of Trade 1972-1974 
1972  1973  1974 

Exports +12.276 9.4% 
Imports +g. 2% 19.676 19.7% 
Value o f  t o t a l   t r a d e   i n  $ mia 12.1 15.4 18.4 

TABLE V I 1 1  NATO countr ies   credi ts  t o  the GDR(2) 
( in  US $ million)(3) . 

L Year New Credits  _Credits  outstandinq E o r t s  " Deb: cr'earts (ZTZ'X& men S servlce 
over 5 ( o f  which countries m 

years)  over 5 

?OURCE: MATO countries  reporting 

Inter-German c red i t s  a r e  included 

Eurocurrency loans i n  L974 and $100 million so  f a r   i n  1975 

a t  the  previous  parity in accordance with December, 1971 
agreements 

121 The GDR has reportedly a l s o  borrowed $100 mil l ion  in  

: 3 )  In 1973 in current d o l l a r s ;  f o r  previous'  years  in  dollars 

S * . "  """" 
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TABLE I X  Pattern of  Trade - 1973 

(mia marks) 

A. Socialist   countries 
( i ) COPECON 

- USSR 
- Other COrylECON . , 

(ii 1 Other Social is t  

B. Non-Socialist  countries 
(i) Industr ia l  West 

- Federal  Republic of Germany 

- Other  Western countries 
and Yest Berlin 

(ii) Developing countries 

TOTAL 

Exports Imports 

19.2 - 17.6 
13.3 17.0 
949 8.6 
3.4 8.4 

0.9 0.6 

7.2 9.7 
6.0 8.9 

2.4 
6.5 

0.3 
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I. s m m y  
38e The Hungarian economy i n  1974 again moved from 

strength t o  strsngtn.  According t o  o f f i c i a l   s t a t i s t i c s ,   n a t i o n a l  
income rose by 7% i n  one year and industrial  production by e.176. 
Having l i t t l e  o r  no raw materials o r  sources of domestic  ene,rgy, 
however, and trading  extensively with non-Communist countries , 
Hungary f e l t   t h e  impact o f  world in f la t ion  more keen2y than  the 
other COPECON countries. Thus, the trade def ic i t   in   conver t ib le  
currencies   las t   year   total led some $600 million.  In  the  early 
months o f  1975, the   s i tua t ion  took  a def in i te   tu rn  f o r  the  worse 
following  the  sharp  increase  in  the  price of the o i l  and  raw 
materials  imported from the Soviet Union which i s  Hungary's 
most important  trading  partner. The de tzr iora t ion   in   the  terEs 
of trade,  which slipped by about 10% i n  1974, has consequently 
gathered  pace t h i s  year. 

39. The short and mediwn-term outlook i s  unpromising, It 
seems l i k e l y  tha t  national income w i l l  only grow slowly leaving 
l i t t l e  scope f o r  improvements in   the  s tandard of l iving.  This 
i s  because the  increase  in  available  resources will have t o  be 
channelled first and foremost  into  the  restructuring of industry 
( in   other  words investment) and in to   expor t s   ( to 'o f fse t   the  
deterioration  in  the  terms o f  t rade) .  Fui-thermore, in   o rder  t o  
acquire o i l ,  natural   gas and raw mater ia l s   a t  below world market 
prices from the  USSR, Hungary w i l l  have t o  cont r ibu te ,   in te r   a l ia ,  
and within the  framework of  the  plan for the  economic integrat ion 
of  the COMECON countries, t o  the development o f  Siber ia ,  and th i s  
w i l l  leave  less  f o r  domestic  use. 

40. The development  problems facing Hungary a re  mlrch the 
same those  being  encountered by the other European? ccuntries I 

i n  the West as i n  the East. Nonetheless, i n  Hungary, which i s  
trying out a novel development model - half-way  between  an 
administrative economy and a market economy - there   are   a lso 
pol i t ical   considerat ions.  The present   cr ises   s i tuat ion ?S-  
favouring  certain  attempts t o  clothe Huqgarian society i.n a mor& 
Socialist   garb and t o  draw the  country, which was showing signs; 
of wanking t o  break away, back into  the  Soviet  o r b i t .  

II. THE EFFECTIVE " W.. -1-.P,,-.-i FRAGI&'?fiJ """"IIYI.I3"-LIPI ECONOMIC I"IXHkN1SM (mM) 

mechanism f o r  the. regulation of  the national economy (NEi4)  
has  greatly  increased  the  decisioa-making powers of the 

41. The 1968 econmic  reform which brought i n   t h e  new . , 
l 

, ,  
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enterpr i ses  with the  resul t   that   product ion i s  geared more 
c lose ly   t o  requi.rements and t o  the market s i tuat ion.  The Sta te ,  
however, within the  context o f  central   planning,  retains  the 
power t o  regulate  the environment  through i ts  pol ic ies   for   cur-  
rency, the control of foreign  trade, budget c red i t s ,  incomes 
and pr ices  

42, Moreover, the Five-Year Plan which w i l l  be  completed 
t h i s  year was designed t o  keep up a high  level o f  economic 
growth, to   increase  real   per   capi ta  income  by 26%, t o  continue 
the  res t ructur ing of  the economy through an snbitious  invest-- 
ment  programme, and to   bu i ld  up foreign  trade with the  Social is t  
and non-Socialist  countries. The balancing  of  external  receipts 
and  payments and of public  finances and the s t a b i l i t y  of domestic 
pr ices  also formed par t  o f  t h e  programme. 

4 3 .  Generally  speaking,  these aims  have  been  achieved and 
even surpassed. Over the  past  seven  years  the NEM has proved 
i ts  effectiveness mainly i n  the  following  areas. 

(a)  Very satisfactory  general  growth 

44. Of the  three  East  European countries  considered  in 
the  present  paper, it i s  i n  Hungary that   the   net   mater ia l  
product  has grown the   fas tes t .  In 1974, t he   r a t e  of growth 
was st111 on a par  with t h a t  of  previous  years,  in  contrast 
with the s i tua t ion   in   cer ta in  COPlECON countries,   the USSR i n  
particular  (cf  Tables II and III), where the   r a t e  was fa l l ing .  

45.  According t o  a  United States  estiniate,  the GNP i s  
$21.3 mill iard  giving a e r   cap i ta   f igure  o f  $2,100. This means 
that  Hungary i s  j u s t  behfnd East Germany and Czechoslovakia and 
a e a d  o f  Poland, Romania  and Bulgaria. 

46. In  most indus t r ia l   sec tors ,  the Plan t a rge ts  have 
seen exceeded.  Progress i n  1974 was par t icu lar ly  good i n  the 
nechanical  engineering.  industry (11.896)s, I the. che.mica1. industry 
(9.4%)  metallurgy (9 . 4%) and electr ic i ty   product ion (8 2%) 

47. Agricultural  output  has  likewise grown faster   than 
xpected  although  results  are uneven: good in   the  case of  

:ase of wine (4  mil l ion  hectol i t res   as  compared with 6.2), 
sugar, fruit and vegetables. The suspension of meat exports t o  
;he EEC i n  May, 1974 has  forced Hungary t o  dispose o f  i t s  pro- 
tuction i n  the USSR on terms which are   far   less   favourable   than 
;hose it obtained  in  the West. 

4.96 mill ion  tons  as  against  4.5 mill ion  tons  in 1973) , 
6.2 as  against  5.9). and meat; but  disappointing  in  the 
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(b) Improvements i n   f ac to r   a l l oca t ion  

48. The application of: the  NEM has  led t o  substant ia l  
increases   in   product ivi tv   in   the  nain Hungarian economic 
sectors e 

49. Labour product ivi ty   in   industr  was r is ing.  by l e s s  
than 4% per annum before 1968. A e r  tha t ,  the  ra te   rose t o  
an average  of 6% and i s  believed t o  have touched 702~6   i n  1974 
(Table II) e 

50. In  a riculture  -increa.sed  mechanisation,  the  use o f  
f e r t i l i s e r  an th" a s o  the  f lexible   appl icat ion o f  production 
factors  in  the  co-operatives have si1 contributea t o  svlbstan- 
t i a l ly   h igher   y ie lds   ( in  the  case o f  wheat, 37.5 quintals  per 
hectare as compared with 32). 

51. If account i s  taken of  the low reserves of  exis t ing 
manpower (population growth prac t ica l1  limited movement 
o f  agr icul tural  manpower into  industry , continuing economic 
growth and improvements in  the  standard o f  l iv ing  w i l l  depend 
en t i re ly  on the   poss ib i l i ty  o f  increasing  productivity s t i l l  
further.  

1; 

( c )  Z n  
aomestic and foreign  markets 

by 
i s  

52. The p u r e l y   a r t i f i c i a l  exchange rate   current ly  applied 
the Hungarian National Bank vis-a-vis Hungarian enterprises 
$l= 40 fo r in t s .  From 1st Januarys 1976, this r a t e  w i l l  be 

reduced by S s 9  when the rate w i l l  be s t a b i l i s e d   a t  $1=38.6 fo r in t s .  
The Hungarims  are  well aware t h a t  t h i s  revaluation o f  t h e i r  
currency w i l l  have an adverse  effect on the i r   expor t s :   in  view 
o f  their   current   t rade  def ic i t ,   the   authori t ies   are   s tudying 
ways t o  offset  the  impact. 

53. The true  purchasing power of the domestic fo r in t  
can be put a t  $l= 28 f o r i n t s ,   ( I t  i s  worth noting  that  the r a t e  
f o r  fore ign   tour i s t s  i s  only $l= 20.43 fo r in t s . )  

(d)   Para l le l  - development  of national income and private  

54.  Higher  production and greater  purchasing power have 

consumption 

been matched by an increase  in  private  consumtion, The l a t t e r  
has without a doubt,been both the  cause and the consequence o f  
higher  productivity. Thus, i n  1974,  household  consumption seems 
t o  have r i sen  by 6.9% as corn ared wi th  the 7% increase  in  gross 
national income (see  Table V P e 
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55. This being  said,   in  the  troubled economic circumstances 
las t  year,   the new economic mechanism also showed signs  of 

a ilit . The domestic d i f f i c u l t i e s  experienced were the  

pe r io r i ty  o f  domestic  cash  flows  over  the  real flowss broken 
wn the   a i r   lock  between internal  and external  prices and 
-introduced a system o f  social  advancement based on the 
ximisation of  earnings. 

F%+ consequence o f  a system which has  partly  restored  the 

56. Dif f i cu l t i e s  have  been particularly  obvious  in  three 
eas,  viz: 

(a )  Investment flows 

A s  in   the   case  f o r  consumption the  pat tern of  which i s  
no longer  entirely  subordinated . t ; ~  central  planzing, 
income earned by the  enterpr ises  has regained i t s  
influence on the  volume  and s t ructure  o f  investment. 
This has led  t o  sharp  tension  in the cap i t a l  goods 
sector.  Given the  l imited domestic  capacity f o r  the 
production o f  these goods, t he   s i t ua t ion  has generated 
strong  inflationary  pressures on the  on3 hand and 
extreme fluctuations  related t o  the  capacity t o  import 
foreign equipment on the  other hand (Table V ) .  

Balance o f  t rade 

The switch  in demand from domestic to   fore ign  goods 
i n  1971 produced a large  trade  deficit   that   year  (over 
half  a mil l iard  dol lars)  (Table VIII). 
In 1974 there was another  big  deficit .   In  contrast  
with the  temporary  setbacks which had  caused the  pre- 
vious  imbalances, however, it was t h e   i n i t i a l  impact 
o f  the  internat ional  economics c r i s i s  on the  Hungarian 
economy which caused the   t rouble   in  t h i s  instance and 
which makes las t   year ' s   t rade  gap the most worrying 
feature  of t he  economic s i tuat ion.  The shor t f a l l   i n  
hard  currencies  topped  six hundred mill ion  dollars(1).  
This development i s  the consequence of  the  deterioration 
in  the  terms  of  trade (Table I X )  (par t icu lar ly  oil, 
chemicals and capi ta l  goods) and t o  imports  rising 
faster   than  exports ,   both  in   t ransact ions  with  the 

) For  purposes of converting  foreign  trade  statist ics  expressed 
i n  currency  forints,  the  present  conversion  rate i s  9.15 
currency  forints t o  $1 (as compared with 11.74 up t o  end 
1971 and 10.81 i n  1972) 
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rouble zone and i n   t r a d e  with the  Vest. Hungarian 
indt:s"ty i s  havin,% par t icu lar   d i f f icu l ty   in   f ind ing  
ou,t?.ets abroad; !.P. cc=llersr  markets, f o r  the  type of 
gooGs which it p ? ? a C ~ x s  and which, i n  terms o f  
quali ty,   only  partly meets demand. 

The r ise   in   foreign  pr ices ,   the   lengthy  per iods 
required t o  implement investment programmes  and the 
accumulation o f  .unsold  stoclts(1) by producers .and. . . 
t raders  have  produced economic s t resses  which 2 x 8  a 
cause f o r  concern,  Simultaneously  blatant  signs have 
appeared o f  social   inequal i t ies .  People i n  the higher 
income brackets  have no means o f  acquir ing  f inarcial  
assets  and are   res t r ic ted  t o  t he  purchase of  cap i ta l  
goods such as r ea l   e s t a t e .  This being so ,  they go in 
f o r  showy consumer goods, 

: LOOJTING STAGFLATION  AND TIE FUTURE "V. OF T F -  N E M  

A. Challenges 

57. Halfway through 1975, the  Hungarian economy appears -to 

(a)   the   t rade gap with  the West and the   de te r iora t ion   in  
the  terms of trad.e wiYhin COPECON w i l l  force  the 
country t o  damp down growth, probably un t i l   t he  end 
o f  the decad-e. This seems a l l   t h e  more l i k e l y   i n  
view of t he   f ac t   t ha t  the Hungarian Authorities  are 
showing par t icu lar  concern  over two aspects of  the 
problems namely: 

( i )   t h e  need t o  .reduce  supplies from abroad m d  .thus 
t o  cut  out  non-essential  imports (a number of  
investment  projects have already been deferred)' ; 

(ii) t'ne need t o  preserve Hungary' S financial  reputa- 
t i on   i n   i n t e rna t iona l   c i r c l z s  (it i s  a t  present 

be faced with a number o f  major  challenges: 

(1) It seernsTmticuiar ly   diff icul t  t o  q u z m ?  this developmenf 
since o f f i c i a l  statistics lunp  together  wder  Wariation 
i n  stock 1 ~ ~ 1 s ~ ~  : goods in   the  process  of produc-tion, 
unsold goods i n  the production ar,d e is t r ibut ion  enterpr ises ,  
seasonal  stocks of agriculture  produce,  variations  in 
currency  reserves and the  value of mil i tary equipment 
proclwed, The %al-ue o f  stocksEv  according t o  this def i -  
nition  appears t o  have risen from 1 t o  5% o f  the  W 
between 1973 and 1974 
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believed  that  Hungary's  external  debt  in  hard 
currencies  is  between 1.5 and 2 milliard  dollars); 

(b) there  will  be  continuing  inflationary  pressures  which 
will in fact  grow  even  greater  by  ezrly 1976 when  the 
prices of oil  and  commodities  imported  from  the Soviet 
Union  will  have  worked  their  way  through  to  all  levels. 
(AII ovwall increese  in  prices of an average of not 

. less than.@& is  expected  this  year.  It  is  hoped.  to 
keep  this  increase  down  to 476 in  the  case of consumer 
goods but  it  will be distinctly  higher  in  the  case  of 
capital  goods  and  plant); 

.(c) in addition,  the  policy  of  holding  down  prices  implies 
the  payment  of  large  subsidies from public  funds  which, 
apart  from  their  prohibitive  cost,  create  serious  dis- 
tortions  (artificial  support  for  production  which  is 
not  economically  justified,  protection from foreign 
markets),  themselves a source of subsequent  inflation. 
In this  connection  the  Hungarian  press  has  reported a 
900% increase in export  subsidies  for 1974. 

B. Probable  solutions 

!X. World  inflation - which  has now hit  Hungary, a 
relatively  outward-looking  economy - and the  increase in the 
price of' Soviet  exports - the  effects of which  are having'a 
far  earlier  effect  than  anticipated  on  the  Five-Year Plan - 
are  among  the  serious  threats  to  the  Hungarian  economy. 
Neither  the  authorities  nor,  apparently,  large  sectors of 
the  population  are  prepared t o  pay  for  vitality  and  growth 
if the  price  is a substantial  increase  in  the  cost  of  living, 
greater  social  inequality o r  a prolonged  trade  deficit  which 
would  threaten  national  independence.  Consumer  rationing  with 
practically  steady  prices and under-investment  with  foreign 
trade in balance  seem  to  be the more  likely  targets for the 
next,  19'76-1980,  plan. 

N A T O   C O N F I D E N T I A L  
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59.- The Hwgarian Au%-horities couid,  moreover, f o r  the 
dwation ,,of..,the in t e rna t iona l  economic crises,  adopt  rceaswes 
which would be  tantamount t o  the temporary  suspension o f  t he  
rules  introduced by the NEN. Xonetheless,  while  battling  with 
present   d i f f icu l t ies ,   they  will not lose s i g h t  of long-term 
t a rge t s  and, i n  order  -to safeguzrd  the  future,  w i l l  r e f r a i n  
from abandoning the  NEPI formula which has given ample proof of 
its e f fec t iveness ( l j .  They w i l l  moreover bea r   i n  mind t h a t  
the   p res t ige  o f  the  rbgine has been  associated with the  
success of the NEP4 and tha t  the  formal and de f in i t e   j e t t i son ing  
of this meckranism would,  because of the  significance which would 
inevi tably be attached t o  it i n   t h e  West, have extremely  adverse 
effects .  

Confirnation o f  these  trends has been  provided i n  an 
a r t i c l e   pub l i shed   i n  May 1975(*) by Hr. G. Lazar who 
has  since become the  Head of the  Hungarian Government. 
In  something akin t o  a programme declaration, he 
contencs that  , the   cur ren t   d i f f icu l t ies  should be d e a l t  
with by a.pplying the  mechailisns of  a planned economy 
and by boosting ec.onomic development: 

through  quicker  modernization of  the means o f  
product ion,   par t icular ly  of the goods which s e l l  
best  on f o r s i g n  markets; - by placing Hungary in   t he   i n t e rna t iona l   d iv i s ion  
of  labour and Social is t   in tegrat ion ' ;  

izdustry an6 in   bu i ld ing ;  
- by increasing produc t iv i ty ,   pa r t i cu la r ly   i n  

- by savings   in  raw materials and energy; 
- by speeding ~p investments which take two and a 

- by cu t t ing   the   subs id ies  designed t o  pro tec t  

These  aims n1us-t be  brought t o  f r u i t i o n  by means o f  
constant government contml  oversthe  enterpr ises  and by 
the  simultaneous 

half  times  longer  than  they should; 

consmer  prices.  

. . .  

s i t u a t i o n  and 
tasks  . 
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T@LX I 

TJ3LE II 

Area : 93,000 sq,km 
Population: 10.4 million  (Budapest: 2 million) 

including a working  population 
of:  5 .l  million 
- distributed  between: 
IState  sector 70% 
co-operative  sector 255 
private  sector 5 C.; 

1966-70 71 72 73 I growth 

Net  material  product 6.8 
Industrial  production 6.3 
Agricultural  production 2.8 
Industrial  productivity 3.8  

TABLE III 

TRENDS IN TE3 NET MATERIAL PRODUCT 

(Average  yearlv  growth  rate) 

GDR 5.2 
6.0 
7.7 
6.8 
6.5 
7 .g 

7.4 

r=F.cpEDI 

7.0 
5.1 
4.4 
8.1 
13.1 
6.5 
7.2 
5.6 

- 6.1 

1972 

- 
8.0 
6.0 
5.7 

10.2 
10.4 
5.1 
7.8 
3.9 

1973 I 1974 

8.7 1 7.5 

1 6.3 5.5 
11.6 10.0 
10.5 12.5 
7.3 7.0 
S , 3  8.2 
9.0 5.0 

1971-75 
Forecasts) 
8.0-8.5 
5.1 
4.9 
7.0 

(Plan 

r1.0-12.0 
’ 5.5-6.0 
6.8 
6 *8  

5.1 I 5.8 I 5.9 1 6.8 
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TABLE IV . 

Industry 
Agriculture 
Comerce 
Construction 
Transport 
Miscellaneous 

Contribution o f  economic 
sec tors  t o  the  domestic 
product (1973) 

39 
20 
11 
8 
'7 

UISFl 15 
100 

".S 

Manpower employed 
by econoraic sec to r  
($974) 

35 a 8  

, 2 3 . 3  
8.7 
8.2 
7.6 

16.4 
100.0 
_r_ 

Private  investment 
Variation 3.13 s tock   leve ls  
Surplus o f  exports/ inports 

Domestic product 

- o f  dornestic  product 
- o f  household  consumption 

(l) Estimates 

__I 1971 

237 
99 
23 

-24 

335 

+ 6 . f  
"6.C 

+21,c 
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Overall 
Mechanical 

Chemistry 
Nctallurgy 
Mining 
Text i les  

engineering 

. Food 

1971 

213 

1972 
(1960 = 100) 

224 

260 
4 14 
184. 
153 
161 
202 

i 1974 
first half-year 
(first half-year ng73 
2973 = 100) 

m 
SOURCES OF EhTERGY: PRODUCTION AND IPIF”II?RTS 

- Coal (mil l ions of  tons)  

production 27.4 25 .I; 26.8 13.1 

inpor t s  1.9 l e 7  1.5 0.7 

Cru-de oil (mil l ions of tons) 

production 2 e o  2.0 
imports * . 4.9 6 * 1  

Katwal a (mi l l ia rds  of  cu.m) 

production 3.7  4.1 
i m p o r t s  0.2 0.2 

E l e c t r i c i t y  (milliards of  W / H )  

production 15.0 16.3 

2.0 
6.6 I 

4.8 
0.2 

1.0 
3.2 

2.6 
0.1 

17.6 9.2 
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!ABLE VIII 

FORJ3IGN TRADE 
(in miUfarcIs of currency forints) 

1 

11970 
l- Exports 12762 

- to the Socialist  countries 
- to the non.--Socialist  countries 9.4 

Irnports 29.4 
- from the  Sccialist countries 
- from the non-Socialist countries 10.4 

Balance 1-2.2 
- with the Socialist countries 
- with the non-Socialist 

I" . .  

TA'LF: IX 
L-U- - 

I I I 

IXDICES OF UNIT PRICES 
""S- 

(19'71 I= 100) 
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TABLE X NATO countries  credits t o  Hungary(1) 

( in  US $6 mil l ion ) (2 )  

Year - New Credits Credits  outstandirq E o r t s  Debt 
R" c r m t s  (-h men S T?%FFIJ s m c e  

over (of which c-S 'm 
. 5  years)  over 5- . 

years) 
. .. 

1970 70.1 27 16..2 158.9 67-5 358 8 4.5 

1971 31.4 20.6 28.2 162.1 105.2 399 7 .1  

1972 9.0 4.9 26.3 146.5 99.7 552 4.8 

3.973 2 4 . 3  2.1 23.4 151.5 95.5 726.2 3.2 

SOURCE: NATO countries  reporting 

Tl) Hungary has reportedly  also borrowed $190 mi l l ion  i n  

( 2 )  In  1973 in  current  dollars;  f o r  previous years i n  dollars 
Eurocurrency loans  in.1974 and  $100 million so far i n  1975 

at   the  previous  parity  in accordance with December, 1971 
agreements 
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~1~ The econoay  continues t o  su f f e r  from a serious  labour 
shortage in 2. nmber o f  key sectors while man2ower is  p o o r l y  
LrtA.lized- An others.  Although the   r i s e   i n   l abour   p roduc t iv i ty  
i n  1974 PIES sl igi~-kly above the  overal l  Plan average - 5*4% 
against  5.3% - t he   comt ry  has again   fa i led  t o  overcorne the 
groblern O% l o v  labour" morale and general Inanpower apathy. 

62. The share OP resources  absorbed by investment 
p?ogrames has been higher than intemiedi  indeed, it is anki- 
cipated - h a t  o v e r  t h e  current  Plan  period,  about one third oz0 
-the nat ional  income produced will be  soaked up  by investment 
p ro  jec-ks e spxfa l ly  ia t he  w i t i c a l  Zuel and power indus t r ies ,  
'However, there  have  been serious  fail .ures and delays i n  cou- 
plet ing large,  lzqortant  construction projects .  

63. The r i s e  i n  monetary incoms  appears t o  have  been 
keeping pece with -the ove ra l l   r a t e  o f  eccjnomic growth. Re ta i l  
p r ices  have besn ];eut f a i r l y   s t a b l e  and t 3 e  Party i s  committed 
t o  cai?-khue tl3.i-s until the end o f  1975. I-:owever, conswner 

or" personal savir:;s (+64$ oTJer 1370) which now stands s.t 
aromd- four son'tl?-s I basic  vages f o r  an industrial :?Jorlser 

d i s s ~ - i - ~ s f a c - ~ i o n  il? -.. 1974 was again r e f l e c t e d   i n   t h e  higher r a t e  

I\;T l!! T O C - O N F I D E . M T I A L  
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65. Fnced vi-Yn t;le increasing  cost  of  energy, i n  
pa r t i cu la r ,  the higher o i l  and o t h e r  raw mater ia ls   pr ices  
imposed by the  USSR from January 1975, tke  Czeekosl-oval: 
economy will probab3.y have -bo readjus t  i t s  t a rge t s  i n  this 
f i n a l  yeai- o f  the  2ifth F i v e  Year. Plan (3971-1975) ancl the 
planned growth r a t e  f o r  1975 of  5.6$ could  well be rechcecl 
considerably. 

56. Other na jo r  obstacles t o  improved  performance i n  
1375 include: ageing of technological  base with l i t t l e  hard 
cuwrency t o  import  equipment from the West; a declining ray? 
mater ia ls  si-t~-~c%ion; increasingly disorganised transyor-t  
system;  apathy azor-gst manzgeruent a t  higher l eve l  and slow-doxn 
i n  turnover OB S-Locks, These problems have long been knom 
t o  Czech plamers, but it is becoming more urgent t o  resolve 
"them i n  viet1 OF an increasingly vocal and disenchanted conswer 
and o f  Long-tera tracle and production  coimitments,  especially 
v i t h  other  CO?ECOK members 
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73 0 Serious problems arose, however, i n  several   sectors  du-%n,- 1974, i lar t icular ly   the power generation,  construction 
and cher;iical industr ies :   several  expansion projec ts  were 
delayed- by breakdo.rms in  the  petrochemical  industry and severe 
construction Lags resulted i n  8 dro?] i n  3lanned  electrici-ty 
genera t ing   czpc i ty  - 01-1~ 1,895 MW out o f  a Five Year Plan 
t a rga t  o f  3,700 XIST y;ere brought on stream by the end or" 1974. 

74.  Although  Czechoslovakia's  industry i s  one OP -the 
most a6vcnced arnong the COPECON counJtries, it suf fers  Troa a 
num>er o f  t;ea!aesses Clat have long been recognised, These 
include  Tai lwes La management efficiency,  ageing plant and 
the lev: quality- o f  many Czechoslova?k goods;. . this has.alr.eady 
led  t o  discowted   pr ices  f o r  Czechoslovak goods in   the  Vest  
and i s  a vorry f o r  'Llle leadership,  concerned  with  the  foreigs 
t rade aspects 02 -Fne i3roblen. 

75. Foi- 1375, %he p t rochen ica l   i ndus t ry  i s  %O grow by 
some 3.G; v;i*kh the  eilgineering and bui lding  mater ia ls  
indus t r ies  also 'car@w3 f o r  rapid growth, and with par t icu lar  
e f f o r t s  by t k e  au-khorrhtiies t o  remove or red-uce bottlenecks 
in the construction  sector.  
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ion 

T b  far% labom  force tvhicl1 numbers 2.rou-d l million, 
has a 7 h &  average age.  Incentives o f  b e t t e r  hotrsing, improved 
pension schems and social   benefits   are  being  introduced t o  
encourage younger people t o  take up fanning as a careerr  

D75 - . ’ .  

02 sectors 
whose ou-tput was expected t o  re l ieve  dependence oil 

iugor t s  which az-e becoming increasingly  eQeasive aïid 
I-eso oh’caina‘ble, Poor planning, lack of  materials sind 
equipment, and pass iv i ty  by workers and mznagerr,en-t alike are 
frecLuen-tly quoted in -khe o f f i c i a l   p re s s   a s  &,e basic  causes 
f o r  -the weaknesses in the cagi ta l   cocs t ruc t ion   sec tor ,  
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01, Final ly ,  it should  be reca l led  that  owing t o  the  decis ion 
adopted a t  the  beginning o f  t h e  1950s to   concentrate  on heavy 
indus t r i a l  development and concurrently t o  expand- ”che country S 
industr ia l   base D CLechoslovakia -today produces a disproportionately 
wide range o f  heavy indus-trial  goods: t h i s  s i t ua t ion  places a 
very  substantial  burden on available  resources f o r  new c a p i t a l  con- 
s t ruc t ion  and upda-king of  ex is t ing  equipment and plant .  

F. 

82. In   t he  peTiod 1971-1974 the  Cota1  monetary  incomes of  
the  population  increased by about 5*5% annually on average,  while 
the Plan had anticipated  an approxima-be upturn o f  5% per  year. 
The t o t a l  increase 5.m 1971-1875 i s  now eq?ected -Lo be around 3076, 
i .e.  some 2% over  the  aggregate Plan t a r g e t ,  

93, In  recent  years  high growth r a t e s  have  been operative 
f o r  r e t a i l   t u rnove r  - a s a l i e n t  consumer s a t i s f a c t i o n  p l a n  
indicator  - which increased some 7.5% i n  1974 and is t o  expand 
by around 4.5% i n  1975. Since 1911, t h e   o f f i c i a l   r e t a i l   p r i c e  
index k8.s m ~ a i ~ @ C  stea3y with EUT off ic ia l   cormitnent  t o  maintain 
current consumer p r i cz  l e v e l s  until the end o f  1975 i n  spt-ke of 
increasing  subsidies which a re  now estimated to exceed 3076 of  
the  Federal  budget e 

84. With average wag2s increasing, the consumer has seen 
h i s  purchasing power increase:  hovever,  there has been no 
appreciable boost  i n  consumer spending,  rather a higher rate o f  
personal savings: i n  1974  persoaal  savings were some 6496 above 
the 1970 leve l .  This pent-ax, purch.asing power tends t o  r e f l e c t  
dissat isfact i .cn with khe se3.ect.icn and qua l i ty  of avai lable  goods 
on -t‘ne marketp  although  the problem does  not appezlr as acute   in  
Czechoslovakia as i n   t h e  USSR o r  most other  East Zuropean 
countries . 

85 <I Nevertheless, most of t he .   t a rge t s  f o r  inproving  the  levels  
o f  consumption  have  been consis tent ly   over-fulf i l led and 
Czechoslovakia l i k e   t h e  GDR en,joTrs r e l a t ive ly   h igh   l i v ing  ,etandardS., 
F o r  example, i n   t h i s   n a t i o n  o f  1b07  mil l ion  persons  there   a l ready 
e x i s t  one mill ion motor ca r s ,  

G. 

N A T O  C O N F I D E N T I A L  
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87. In  1974 sp i ra l l ing  world pr ices  added substant ia l ly  t o  
the  cost  of the import b i l l  and the  hard  currency  deficit  was  one 
o f  the  largest   the  country has suffered  in  recent  years  (over 
$300 million). 

88. Any attempts t o  boost  expor t s  t o  the Idest i n  1975 may 
be frustrated by Western recessionary  trends;  the Czech export 
drive is  made more d i f f i c u l t  by the  fact   that   the   country i s  
saddled with aging  plant and equipment. Moreover, some of  the 
current hard currency  earning  exports w i l l  almost cer ta inly 
have t o  be diverted t o  the  Soviet market t o  pay f o r  raw materials. 
The problem;therefore, i s  how w i l l  Czechoslovakia  pay - fo r  the. . .  
Western  equipment it needs so  urgently  as  well   as  for  the above- 
quota  shipments from the USSR f o r  which Moscow i n s i s t s  payment 
be made in  convertible  currency. 

39. Among a l l  COMECON countries,  Czechoslovakia  has made 
least   use  o f  foreign  credi ts   in   f inancing i t s  foreign  trade and 
internal  development,  Indeed, u n t i l  1973, except f o r  a small 
d e f i c i t ,  Czechoslovakia was one o f  the few East European 
countries t o  keep i t s  t rade with the hard currency  area i n  
balance.  Czechoslovakia s t i l l  appears t o  r e s i s t  most of fe r s  of  
credi t  and i ts  c r e d i t   l i n e s  with the Western countries  are  often 
under-utilized.  Nevertheless  Prague  has  lately  started t o  take 
an i n t e re s t  in c r e d i t   f a c i l i t i e s   i n  the  West. 

90. While i t s  Euro-currency  borrowings  remain low, it 
seems probable tha t  Czechoslovakia may well have t o  contract 
loans i n i t i a l l y  through  the COMECON International Investment 
Bank i n  Moscow t o  cope with i t s  rising  indebtedness  towards  the 
USSR over  the  next  five  years. O f  course much w i l l  depend over 
the  next  Plan  period on the  extent   to  which Czechoslovakia's  terms 
o f  trade  are  nodified  as a r e s u l t  of  pressures  within COPECON. 

(ii) USSR AND CONECON 

91. Until t h i s  year  Czechoslovakia,  along with the  other  
East European members o f  CJ!413A9 had  been relat ively  shielded from 
the   e f fec ts  o f  Western i n f l a t i o n  by pricing arrangements t h a t  
ensured t h a t  CMEA pr ices  f o r  a l l  commodities including raw 
materials and o i l  remained s table .   'These  pr ices  had been s e t  
a t   t h e  beginning o f  the  present Five-Year Plan, based on world 
prices of  an ear l ier   per iod,  and so  were very  out o f  l i n e  with 
current world pr ices ,   especial ly   s ince  the  las t   quar ter  of 1973. 
In  Javluary t h i s  year   the CMEA Executive Committee agreed t o  
irnplenent the  Soviet  Union's  decision t o  ra ise   pr ices .  These 
r i s e s ,  which took  e f fec t   re t roac t ive ly  from the  beginning of  
th i s   year ,  have a l te red  the s i tuat ion.  
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92. Although reporting on t h i s  subject has been sketchy, 
d i n  some CMEA countries  non-existent, it appears  there i s  
be an  annual  revision o f  pr ices  based on a moving average 
world pr ices  o f  the  preceding  five  years  (although 1975 

ices  are  being  based on a three-year  average  1972-1974). 
r Czechoslovakia  these  changes  signify a 175% increase  in  
e cost  of  crude o i l  from t h e  USSR compared t o  19730 

93.  Recent a r t i c l e s  have indicated that  Czechoslovakia 
S also had some diff icul ty   in   obtaining  suff ic ient   suppl ies  

nouncements that  Sovie t   o i l   de l iver ies  may have t o  be paid 
r i n  hard currency o r  goods imported from the  West i f  they 
ceed an existing  quota based on contracts now i n  operation. 
echoslovakia will probably not be affected th i s  year,  but 

crude o i l  and the   s i tua t ion  is  further  complicated by 

l i k e l y  t o  be i n   t h e  1976-1980 period. Although the  revision 
CMEA prices  applies ( o r  w i l l  apply) t o  a l l  commodities, the 

la t ive  t rading  posi t ion of Czechoslovakia, a s  an exporter of 
chinery, will deteriorate  vis-&--vis  the r~iw material  exporters 
:h as the  Soviet Union and Poland. 

94. On the  whole,  because o f  Soviet   insistence on COMECON- 
9e par t ic ipa t ion   in  a nirmber o f  raw material development pro- 
Zts within  the USSR, Czechoslovak t r a d e   t i e s  t o  the  Eastern 
3c and especially t o  the USSR are likely to be  substan*ially 
rengthened  over the  next.  Plan  period (1976-1980) D i n  view of 
3 countryss main dependence on the  Soviet Union f o r  raw materials. 

COMCLUSIOMS 

(i) Prospects f o r  1975 

95. By 1971 the  Czechoslovak economy had regained  s tabi l i ty  
ter   the   dis turbances of  1967-1969. The rate o f  econonic  growth. 
9 been  steady and s l igh t ly   in   excess  o f  the 1971-1975 Plan, 
though it remains the  lowest among the  European COMECOM members. 

. .  

96; Outside  the  cri t ical   foreign  trade  eec’tor,  c0nsume.r 
re ls   are   r iging,   industr ia l   output  i s  on the  increase and 
Acultural  production i s  meeting i t s  t a rge t s ,  The 1975 Plan 
bains the basic goals o f  the  overall  Plan  blueprint. These 
:lude ra i s ing   l iv ing  standards through  increased  supplies o f  
?e qua l i ty  goods and c loser   a t ten t ion  t o  s h i f t s   i n  consumer 
nand, a slowdown in  extensive growth i n   c a p i t a l  equipment and 
? i c t  economy i n   t h e  consumption  of raw materials. 

97. But the  government concedes t h a t  i n  1975, t he   f i na l  
ir of  the Five-Year Plan, the Czechoslovak economy faces 
3 adverse  factors mentioned above which may decelerate i ts  
?rage  but  respectable growth r a t e  o f  recent years aad Eake diff i -  
!t the.upholding o f  t h e   s t a b i l i t y  of  pr ices  which the  Party had 
tviously announced. 
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Gross inves-hmnt 

1966-70 

mlual  
average 

5.7 

4.8 

7.1 

8*2 

7.9 

5.9 

5.6 

3.2 

5.7 

5*5 

5.2 

1972 

3.9 

8*7  

6.0 

4. S 

39 7 4 
pro- 

isioaal 

6.2 

5.4 

3.0 
8 7“- 

4.3 

7.5 

1971-75 
flan 

annual 
average 

6,O-6.3 

5.3.  , . 

2*7 

n.a. 

about 5 

5.1-5.4 

Mational Income (net material product) 

564.5 thousand million ICcs i n  1973 i n  current prices.*+5 

&SS ?-a>- Product (Xesterrr estimate) 

43.6 thousaml nillio2 US do l la rs  in 1374 ( a t  US 
prchasii2g 2over equivalent, 1373 prices) . 

According t o  -this calculation, Czechoslovakiars GNP 
i s  the fo~zr-212 la rges t  among the Ilarsw  act countries  (coning 
a2teer the ‘L‘SSZ, Folaiad and GR?) m d  amounts t o  4,5 ]?er cent o f  
t h e   t o t a l  CI-NP o f  these  countries taken together, On a per 
capi ta  basis, Czechoslovakia’s GNP is  the second  highes-i; 
a f t e r  tile G D L  

III. 

24 
16 
17 

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



33 
33 
45 

Bulgaria 
Czechoslovakiz 
GD: i 

3.366-70 

47 
39 
28 
37 
30 
17 
39 

20 
32 
37 
13 

23 
14 

30 
32 

(1) In  1973 i n  current d o l l a r s ;  f o r  previous years i n  dollars 
at the  previous p a r i t y  i n  accordance v i t h  Decdmber, 1971 
agreements 
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1 t r i e s  

3-b co-mtries 
1 Ci?GA 

USSR 
Other 

nmist countries 

!oped West 
Loping countries 

1 

ttera.1 Partners 

3t countries 
1 CI".ZA 

OSSB 
O-iiher 

nwist countries 

!oped West 
!oning Countries 

1 

1973 19-74 
96 Chang€ 

i n  
Turnovej 

W 

'+22,2 

+l4 7 
+l2 . 4 

~ +10.8 

~ +39.2 
i 
I +36.3  
~ +49.0 
, +$.l 

+?G. 7 

l 
~ +49.5 

, .  

% Change 
iil 

Exyorts 

1s74/3 

-421.5 
" 

"12.2 
+lo. O 
+ 9.9 
+45 O 

+44 0 

+33 0 9 
4-58.7 
4-32 . O 
-4Lr 5. 0 4. 
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