
WORKING PAPER 

Note by the Chairman 

2. The study  prepared by the  Economic Directorate 
c~nsfsts, i n  &cldition t o  a general  introduction, of two main 
chapters. The ;?irst examines the  general   prospects o f  t he  
economies o f  .!Jlied  countries and o f  those o f  the  Pact ;   the  
second considers t h e  implications &or the  defence  effort  o f  
t he  econorrric evo lu t ion ,   S t a t i s t i ca l  annexes  have a l s o  been 
prepared. 

3. To allow the  Economic Committee to go ahead with i t s  
review of  t h e  r epa r t ,   t he  general intrcduction and the  first 
chapter are being  distributed  .separately.  The r e s t ' o f   t h e '  
Cocument, t h e  preparation o f  which i s  prac t ica l ly   f in i shed ,  
w i l l  be cj.rr,ulated  shortly, 
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APPRECIATION OF THE ECONONIC POLSITION OF NATO  AND 
F:ARh?M P4 CT M5”TJiBER COvI\r!l%IEt5 FOR THE P E m H R O U G r l 9 8 4  

GEMEML INTRODUCTION 
I -, . 

’ This  review  has  been  carried  out  pursuant  to  the 
instructions in DPC/D(71)10 which  call  for  an  assessment  by  the ’ 
Economic  Directorate of the  likely  economic  situation  in  the 
MATO and  in  the  Warsaw  Pact  countries in the  period  covered  by ,’ 

the  military  assessment,  together  with  comments on probable 
trends in military  expenditures. 

2. The  pre-sent  paper  is  the  third in  the  series. It 
has  be.en  prepared in economic  circumstances as com lex and as ; 
difficult  as  those-prevailing  in  the  Autumn of 197 E which  was 
the.  period  covered  by %he previous  survey.. In the  West,  the 
medium/long-tern  expansion  which  constituted  the  distinguishing 
feature of the 60s and  the  early 70s has  been  halted  for over 
two  years  and  has  given  way t o  i! less  buoyant,  more  uncertain, 
sbtuation,  The  signs of recovery  which  appeared in 1976 in 
the  developed  and  market  econony  countries  were  not  as  strong 
or as firm  as  had been hoped  and  international  economic  a.nd. 
financizl trmsactions are  being  conducted in a climate of 
relative  insta.bility.  In  the BSt, there has also -been a 
slackening of growth  anC*g.t$ghter  conditions  have  been  forecast 
$er  the  period 1976-1981. Sirmltaneously  the  indebtedness of 
the  Eastern  countries  vis-à-vis  the  conveFtible  currency  coun- 
tries is rising  steeply  a.nd  may  force  those in the  Soviet 
sphere  of  influence  to  restrict  certain  vital  imports,  thereby 
engendering  new  economic,  and even social,  difficulties. 

3. To reduce  some of  the  difficulties  inherent  in 
projections  as  lengthy - going  up  to 1984 - and as tentative 
as  these - given  the  short-term  uncertainties  which  overshadow 
future  economic  policy - it  seemed  advisable  to  distinguish 
between  two major sets of factors:  on  the one hand,  the 
relatively  stable  factors  constituted  by  production  potential 
and  trsditional  trade  patterns  (stability  does  not in the  preser.t 
circumstances  rule  out  vulnere.bi.lity  and  sharp  fluctuations  in 
costs)  and,  on  the  other  hand,  those  which  hinge on economic 
policies ,  and  are  the  result of a deliberate  choice  at  national 
and  internationel  level,  involving  levels of employment  and 
prices,  inflation,  public  expenditures  and  international  payments 
Certain  prospects for international  relations  have also been 
considered. 1 
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4 .  As regards  basic  factors,  four  types  of  resources 
have been taken  into  account:  manpower,  both  quantitative  and 
qualitative,  additional  investment  capacity,  the  probable  rate 
of technical  progress  capable of increasing  prodzctivity,  the 
availability of basic  commodities  and  the  quality of inter- 
national  trade.  These  factors  determine  the  potential  economic 
growth of eech of the  two  blocs. 

5. Real  growth  over  the  period  under  revlew  will  depend 
not only on these  factors  but on the  ability of national  leaders 
to  preserve  or  achieve a balance in  certain  fundamental  areas: 
labour,  the  allocation of resources  as  between  consumption  and 
investment,  price.s - implying  the  control of inflation,  public 
expenditure  and  the  balance of payments  (although  the  Eastern 
countries  adopt  extremely  rigid  Plzns).  The difficulty.of 
striking  these  balances  will be proportionate  both in the  East 
and in the  West,  to  the  tensions  generated  by  the  difficulty of 
investing on a large  scale, of spreading  the new technologies, 
of balancing  foreign  trade  and of holding down social  claims. 
However,  while  some  problems  are  shared  by  both  major  groupings, 
others  are  less  acute in the  East,  as for example  employment, 
inflation  or  social  pressures;  others,  on  the  contrary,  create 
more  serious  problems  such as the  choice of  investment  or  the 
stimulation of productivity. 

6. Moreover, in a changing  world,  each  of  the  two 
groupings  will  meet  with  varying  success  in  its  attempts  to 
build  up  trusting  and  smooth  economic  relations  with  the  rest 
of the  world, a sine  qua non for the  security of supply in the 
case o f  Kestern  Europe  and  essential in any case to the  preser- 
vation of a stable  internations1  order  without  which  regular 
growth,  even on a limited  scale,  would  be in jeopa-rdy. 

7. .Mithin each  grouping,  too,  the  nature of economic and 
monetary  relations  between  member  countries  will  have an effect, 
wither  favourable  or  unfavourable, on the  cohesion of.the unit. 

8. These  four  categories of variables:  fundamental 
growth  factors,  economic  assumptions,  pull on the  rest  of  the 
international  community,  probable  cohesion  within  each  bloc, 
will be examined  in  turn  within  the  context of the  two  groupings 
before any  attempt i s  made  to  forecast  military  expenditure. 
The  situation in the Soviet  bloccwil.1  be  taken  first, the 
assurnption  being  that NATOts defence  potential  will  have  to 
adapt to NATO's defence  programmes  rather  than  the  reverse. 
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9. The  refinement  of  forecasts  raises.  the.  problem of 
methods.  While  it  was  possible  to  make  growth  forecasts for 
the  period 1976 to 1980-81 by  using on the one hand  the Five 
Year  Plans  and  on  the  other  hand OECD studies, in other  words 
two types o f  relatively  similar  forecasts  .incorporating  certain 
general  economic  policy  options  (more  precise in the  Zast  than 
in  ‘the- bTest), there was nothing t o  underpin  IgSO-Sl  to.. 1984 
projections  except.  the  fundamental growth factors  defined  above 
and  the  extrapolation of foreseeable,  end-of-decade,  growth 
trends. A careful  distinction  has  therefore  been  made  between 
the  two  sub-periods, 

PRRT I 

Economic  outlook in the NATO countries 

I O .  Strong potenti~l- growth  factors  will  be a continuing 
feature o f  the NATO countries  during the pep’iod 197’7-’1984 in the 
shape  of  human  resources,  capital  resources and new  .technological 
breakthroughs.  The  growth  process  will  however  continue  to  be 
heavily  dependent on supplies of rcw materials.md particularly 
energy,  which  are  both  costly  and  relatively  vulnerable. 

I - Growth  factors 
Euman  resources . . . . .  . 

l1 . The popuhtion of the NATO countries, 554 million’ in 
1975 including 318 million in  the  XATO  Fhrope  countries  will 
continue  to  increase at an  average  yearly  rate of about 1% . 

topping 610 million  and even coming  close  to 620 million in 
1985, These  figures  compare  favourably  with  the  figures for 
the  Warsaw  Pact  where  the  total  population  is  much  smaller 
(360 million  in -1975) and  will-  continue  to  grow  at  the  same  rate 
as in  the NATO area  to 394 million in 1985. 

12. In  Lurope, the  opulation  increase  will be greatest 
in Turkey (2 .5% per 2nnm P . In most other  countries in, the  a.rea 
there  will b e  only a. small or zero  rate of demographic  growth 
and  even a negative rate in  Portugal  and  possibly  in  the 
Federal  Republic of Germany: 

13. The’ working  population  which  alone  constitutes- a 
growth factor,  will  increase  from  around 350 million  to  some 
392 million  in  the NATO countries,  making  an  average  rate of 
increase of 1.2yi per  annum  which  is  a.bout  the  s8me as in  the 
Warsaw  Pact  countries  (about l?;) with  slight  differences from 
one country  to  the  next,  except  Turkey  where  the  average year ly  
increase  will  probably be about 2.8Yi. 

 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



14, Additional  manpower  resources  will  therefore  have  less 
of a hearing  than  hitherto on the  process of expansion. 
Furthermore,  and if growth is generated  mainly  by  new  industries 
which  will  be  less  vulnerable  than  the others (textiles,  light 
engineering  and so on)  to  competition  from  countries  only  embar- 
king on induskrialization,  fresh  arrivals on the  labour  market 
from the  Southern  part of the Alliance may have  difficulty in 
finding  jobs  either  locally  or as emigrants. 

15. Mobility of labour  either in  the form of migration  or 
in the form of transfers  to  other j obs  will  play  an  important 
part in bringing  pre-1974  growth  rates  back. If a high  degree 
of  productivity i s  to  be  obtained,  the willineess to  acquire 
new skills:  will  have  to  be  matched  by a continuous  effort  to 
prepare  and  train  the  work  force  to  meet new market  requirements. 

16. Despite  the  foreseeable  d.ifficultles of  adapting  the 
work force  in  t.he NATO countries., and more  particularly in 
Europe,  to  the  new  demands  of  growth  during  the  period under 
review,  .there  can be no question  about  the  qualitative  superior- 
ity of this  labour  force  over  the  working  population  of  the 
Warsaw  Pact  countries. As explained further on, the  problems 
of regional  migration  and  of  the  a.daptation of the  labour  force 
to new  forms of  industrial  development  is  keenly  felt in the 
East and act  as a break  on  both  productivity and growth. 

Additional  investment  ca.pzcity 

17. Overall  demand  should, in all  likelihood,  remain 
relatively  high in the NATO countries  given  the  volume,  the 
diversity  and a certain  transformation  of  requirements.  These 
will  remain  extremely  varied,  some of a social  nature,  others 
stemming  from  urban  development,  others  still  arising  from  the 
prospection  for new resources  and  the  protection of the  envir- 
onment  or  else  from  the  need  to  increase  research/developrnent 
and  innovation  or  to  cover  the Ugher cost of energy  and  com- 
modity  imports  by  greater  exports. 

18. With  the  growth of the  labour  force  restricted  to 
7.2% per  annum, new investments  together with increased labour 
and  capital  productivity  will  constitute  the  main  growth  factor;. 

19. Ir, 1976, productive  capital in the fL’/:.TO zone  was  well 
above  the  level  obtained  in  the  Yarsaw  Pact  area. This quan- 
titative  advantage  should  persist  though on a somewhat  reducbd 
scale. In fact,  the  rate of growth of this  stock of capital 
has dropped markedly in  recent  years  and,  in  any  case,  more 
steeply  than  in  the  East, for a number of reasons  which  include 
the  reduced  share-lof  profits as a proportion of receipts. 
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20. The propensity  to  invest  could  well  remain s l igh t  i f  
the  present  trend  towards  lower p r o f i t s  continues. . I n  addition, 
t he   r e l a t ive ly  slow growth o f  the  population and the  slow-down 
i n   t h e   f l i g h t  from the  land combined with a cer ta in   sa tura t ion  
of  available 'housing, w i l l  a c t  as a break on new building. 
Should the  proportion o f  f ixed   cap i ta l  remain  unchanged i n  
reIa;tjkm.to gross domestic  product,  industrial  investment  could 
go up more sharply. This increase w i l l  be a l l  the  more necessary 
i n  view o f  the fa.& tha t  heavy  investment on the  protect ion o f  
the  environment and on the  development of energy  resources will 
be required  throughout  the  period  under  review. 

21. I-Iowever, the  exis tence of  idle   capaci ty  a t  t he  s tar t  
of  the  period,  estimated  at  about 20% a t  the  end o f .  1976 i n   t h e  
case  of  the most powerful o f  the Alliance  countries,  should  allow 
f o r  a fa i r ly   sustained  per iod o f  expansion i n   t h e   t r a d i t i o n a l  
sector even  though f inanc ia l   cap i t a l  remains  scarce. On the  
other  hand,  the need f o r  finance will grow rzp id ly   i n   s t ep  with 
the  launching o f  new investment programmes. 

22. This overa l l  view must however be  ad3usted i n   t h e  l i g h t  
of t he   d i spa r i t i e s  between the  different   countr ies   as   regards   the 
volume and effect iveness  o f  available  per  ca.pita  productive 
capi ta l .  These d i s p r i t i e s  which inf lusnce  the  product ivi ty  of 
nat ional   industr ies  mzy wel l  grow inasmuch as such f inanc ia l  . 

-caDi ta l  as there  i s  may bc a t t r ac t ed  towards  economies and indus- 
t r i e s  which are  competitive  because of the  advantages which they 
derive from economies o f  scale,  technological  ddvances,  innov- 
a t ive   capac i t ies  and the   capabi l i ty  t o  invest   extensively  in  
research and development. 

Frobable r a t e  of  technical  progress 

23. The NA.TO countries have an  undeniable  lead over t he  
Warsaw Fac t   count r ies   in   the   f ie ld  o f  civil ian  technology %oJ; 
which the  present  study i s  confined. This lecsd i s  Sorne out by 
the  large  surplus on t r a d e   i n   c a p i t a l  goods with t h e   r e s t  o f  the 
world and  more p e r t i c u l w l y  with the Yarscw Pact   countr ies  (which, 
i n  1975 accounted f o r  $4.5 milliard-worth o f  exports o f  tlhis  type, 

24. This super ior i ty  seems unlikely t o  be challenged  since 
the  efforts  put  into  research/development and innovation  Sn 
recent  years h22 prodwed 2. number o f  potentia.1 spin-o:;"fs f o r  the  
period  under  review i n  a.rec?s a s  wide apart  as new metallurgy, 
biochemistry,  cormunications and  rnanzgement methods. 

25. In   addi t ion ,   the   d i rec t  o r  ind i rec t   p roduct iv i ty   ga ins  
t o  which it will g i v e   r i s e  and the prospects o f  harnessing new 
resources which it may open  up, mean t h a t  t h i s  technologica l  Lead 
represents a growth f ac to r  which must i n  no case be overlaoked. 
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Fnergv end ra.w material  resources 

26. The s teep and repeated  increases   in  o i l  prices  applied 
by the  OPEC coun t r i e s ,   i n i t a l ly   a f t e r   t he  Yom Kippur War and 
then  in   response t o  t h e   r i s e   i n  world p r i ces  o f  cEpi ta l  good 
exports ,   incremes which were matched by rises i n  a large number 
of raw mater ia ls ,  have had. a strong  impact on the  terms o f  t rade  
to   the   de t r iment  of t he  West and, ipso  fac to ,  of the  NATO coun- 
t r i e s ,   i n   add i t ion ,  and within  the  context o f  the  present 
i n t e r n a t i o n a l   s i t u a t i o n   i n   t h e  Near and Eiddle-East and i n  
Africa,   the  sources and l ines of supply o f  the  Xlliance count- 
ries, p a r t i c u l a r l y  i t s  European members, hEve become vulnerable. 

27, There i s  no l ikelihood o f  any change i n   t h e   s i t u a t i o n  
u n t i l  1980 a t   t h e   e a r l i e s t ,  For the present c.nd in   the  foresee-  
able  short-term  future, t h e  dis t inguishingfeatures  compriee: 
1 )  a c a r t e l   s e l l e r s '  market wi th  the  vendors  seeking, i n   t h e  
great  mBjority o f  oases, t o  maximise their   _receipts.  2 )  inc- 
reasing  energy  requirements,  particularly  for o i l ,  engendered 
by t he  widespread  growth o f  industr ia l izat ion  extending t o  the 
rnain oi l   export ing  countr ies .  3 )  t h e   r e l a t i v e   s c a r c i t y  o f  supply 
which prompts  roducers t o  present a common fr.ont on pr ices  and 
quant i t ies ,  47 t h e   r e l a t i v e   i n e r t i a  of  the  Vest which p a r t l y  
because of the  high  marginal  costs o f  prospection and explbht- 
a t i o n  a re  hes i tan t  t o  embark on a quest f o r  a l ternat ive  sources  
of energy. 

25,  The s i t u a t i o n   i n  Horwzy and t o  8 l e s s e r   e x t e n t   i n   t h e  
United Kingdom, i s  beginning t o  look  up following the  gradual 
harnessing of domestic  resources.  In  the  case of  the  United 
S ta tes  and the  Federal  Republic of Germany, t he re  i s  l i t t l e  
cause f o r  concern  given  the economic, and i n   p a r t i c u l a r   t h e  
f i n m c i a l ,   s t r e n g t h  of those two countries. On the  other  hand, 
coun t r i e s   l i ke   I t a ly  and even France  and,  generally  speaking, 
the countries o f  southern Europe  which hme  no o i l  o f  t h e i r  own 
and which  Ere  continuing t o  bu i ld   t he i r   i ndus t r i a l  growth on -U:. 
t h i s  form o f  energy  are et a serious  disadvmt?.ge which  could 
increase i f  international  competit . ion were t o  become more acute. 

29. The conclusion' t o  be drawn from this survey is t h a t  
the growth f a c t o r s   i n  NATO countries  are  considerable,   but 
mvvenly spread, By comparison with the  yea.rs o f  buoyant won- 
m i c  expansion (1960-1973), t he   s i t ua t ion  2nd outlook  are less 
Eavoura-ble, bo th  as  regards  the  !~rorkin,~; pqn7,at ion whose skil2.s 
%,??e no~.r '  always i n  l i n e  with  requirements and-~aS:.r@~sarr9s:-.access -Lo 
I'ources af  energy and t o  t h e  b a s i c  products which hava become 
nore vulnerable a.nd more cost ly   s ince they must be paid f o r  by 
1I.3her exports which make correspnding  inroads on c?.vailp-bil- 
Ltiies, On the  other  hand, the  DXTO countries  can r e l y  on a 
:nnsi&erablc  fund o f  ootenti  21 new t , ~ - h n f i l n r * + r  fin c - - ~ - ~ - - -  
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The-combinztion o f  all these  factors  should Lead t o  fur-ther 
product iv i ty   ga ins   in  a number o f  sec tors  and generally  speaking 
t o  steady growth. . .  

30. This  being sci, t h e  p o t e n t i e l   r a t e  o f  g;Yawth up t o  
the end o f  the  decade  can ‘be p u t   a t  57; and perhaps GY;. A fo re -  
cas t  foi- the  period 1981-1984 i s  more difficul-t; however since 
the number o f  un!mol$ns i s  grexter ,   v iz :   the  v o l m e  of available 
capacity in 1980, the  drain on Tesources  constituted. by the  
r ed i s t r ibu t ion  o f  resources in implementatfox: o f  social  po l ic ies ,  
the  protect ion of  the  env$rorment, foreign investment,  investment 
propensit lus,   trade  .si tuz.t ion.  It would seem wiser  therefore t o  
an t ic ipa te  a sltghtly smaller  potential   average  ‘growth  rate f o r  
thst p e r i o d ,  

II - Economic options 

31.  Following t h i s  evaluation o f  po ten t ia l  growth, th ree  
major  questions must be  answered. The first r e l a t e s   t o   t h e  con- 
d i t i ons  in which t h i s  r a t e  of growth  can be echieved, i n   o t h e r  
words, t o  the chances i n  the NATO countries o f  r econc i l ing   f a i r ly  
subs tan t ia l  growth with the  preservation of 2 fuxlamentsl  balance 
o f  prices,   public  expenditure and payments; the second i s  whether 
grawth:on t h i s  sca le  would solve  the employrnent problem i n   t h e  
Alliance countries,  Er problem  which,  were it t o  contime,  could 
undermine t h e i r   T o l i t i c a l  a.nd soc ia l   s t ruc tures .  The t h i r d  ques- 
t i o n .  r e h t e s  t o  the  chences of sr>rea.ding t h i s  growth throughout 
the  Alliance wi-kh the mqjor i n d u s t r i a l  powers a c t i ~ g   a s   t h e  
motive force. This propqpt fon  is essen t i a l  t o  the  continuing 
cohesion o f  the  f i l l isnce;  it would likewise  play a pos i t ive  role 
i n   t h e  improvement o f  t h e  employment s i t ua t ion   i n   t he   l e s s -  
developed  A.J-limce countries. 

32, There .is even a four-tG question;. namely, tirhether the 
relatioils between the   k l l iance  and t h e   r e s t  o f  the  world, part- 
icularly  the  less-developed  countries, will be such tha t  inter-  
nat ional   t rade can expand psaceably, i f  not  buoyantly, and wil2. 
n o t  cause  pol i t ical   tensions which could  have a. grave  effect  om 
the NATO couIltr ies  security o f  sulpply. 

1n.fla.tion a.nd r i s ing   pr ices  

33. The inflc?.tion which wa.s a fea ture  o f  the   ear ly  
5eventies has continued t o  undemine  the  econonics of  most 
All-iance countries where it i s  fue l led  by r i s i n g   g r i c e s  and the 
enormous publlc  sector  deficit . .  YXile it i s  t rue   t ha t   t he  rate 
a t  which Fr ics   incmases  dropped between 1975 and 1976 from l l . 3 
t o  7.5 per cent  OEC.D-wide, t h l s  r a t e  i s  s t i l l  twice a.s high as 
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-Y- 
it was during  the  Sixt ies ,  The OECD outlook f o r  1 9 8 0 , i s  based 
on the   forecas t  or” 8n average  price  increase o f  5 per   cent   that  
year.  In 1977, t h i s  r a t e  i s  only   l ike ly   to  be  achieved i n  
Germany and i n  Switzerland, The e f f o r t s  msde i n  most of the  
other  OECD countries bo draw closer  t o  t h i s  figure  could  well 
lead t o  higher unemployment, The system o f  f l oa t ing  exchange 
r a t e s  adds a fu r the r  element of  f l u i d i t y  by removing the  brake 
on monetary  upheavals i n   t h e  form of:lfixed..paaities, 

34. Certain  inflationary  pressures  could  die down during 
the period  under  review such as, f o r  example, fncrea;>es i n  
labour  costs (which a re  normnlly  held i n  check  during  periods 
of unemployment but which  could resume t h e i r  upward course i n  
the  event o f  a sudden recovery) and excessive  domestic demand, 
On the   o ther  hand, the  recent  and foreseefible  increases ir, the  
p r i ce  of o i l  and other  basic  products w i l l  push up costs  and 
because  the  producers  enjoy  additional  revenue t h i s  will cont- 
r i b u t e  t o  an inc rease   i n  demand (external  demand which w i l l  
help NATO country e q o r t s )  

35, The outlook  therefore i s  one o f  cont inuing  inf la t ion 
which w i l l  however s low down by comparison with recent  years 
without  perhaps  sett l ing down a t  about. 5 per  cent  before 1980, 
This merage   sn te  w i l l  ir;wiB&bly embrace sherp  discrepancies, 
p a r t i c u l a r l y  between the   indus t r ia l ized  and the  southern 
European countries and there  w i l l  be a number of  intermediate 
stages,  The czse of  Norway w i l l  be a. special  one inasmuch a s  
the  upward pressure on pr ices  nay be fue l led  by the  o i l  boon, 

36. The r e v a p i n g  of  the   in te rna t iona l  monetary  system 
and the   r e tu rn  t o  more s tab le  exchange ra.tes would obviously 
contr ibute  t o  i n t e r n a l  monetary s t a b i l i s a t i o n   i n  uenbel- coun- 
t r i e s   b u t  this solut ion will be point less   unless  matched by 
some co-ordination o Î  economic p o l i c i e s ,   f a i l i n g  which  monetary 
commitments would have t o  be paid f o r  i n  some instances by an 
extremely high l e v e l  o f  unemployment 

Public finznce 

37. The recession  has Led t o  a slower r a t e  of increase 
i n   f i s c a l   r e c e i p t s   b u t  a l so  t o  a much l a rge r   r ed i s t r ibu t ion  
of resources f o r  soc i a l  o r  economic mds, t o ~ r o v i d e  a guaran- 
teed income f o r   t h e  unemployed and i n  some cases  a.ssfstance 
for firms i n   d i f f i c u l t y .  !..S a r e s u l t ,   t h e r e  were large  public- 
s e c t o r   d e f i c i t s   i n  most Al l iance   count r ies   in  1976 and these 
de f i c i t s   cons t i t u t ed  a fu r the r   i n f l a t iona ry   f s c to r .  

- N A T O  C O N F I D E N T I A L  
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Bala.nce of  Payments 

38. The s t e e p   r i s e   i n   t h e   p r i c e  o f  o i l  a.nd other  commodities 
a t  the end of 1973 sparked o f f  a big and widespread  deterioration 
in   t he   t e rns  of t rade  o f  the  Alliance  countries which was 0nl.y . -  

part ly   off-set  by the  subseqEent  increases in   the i r   expor t   p r ices .  
The recession.?.dded t o  the imbz.lance by hampering the  exports o f  
the.smal1er Allic?.nce countries t o  the  hard  currency  countries. 
The recovery which took  p l ace   i n  1976 stimulated sales t o  sone 
extent  but a l s o  generated  an  increase  in i x q o r t s ,  pa r t i cu la r ly  
o f  energy. The 1976 d e f i c i t  o f  the  NATO Europe countries  could. 
therefore   to ta l   $12 .mi l l ia rd  B S  compared with $5 m i l l i a r d   i n  
1975 and $13 milliard i n  1974, which was the:  peak year. .  In  - the.  
United S ta tes  a..i.one, the  7976 defici+,  could t o t a l  some $8 mil l iard 
whereas i n  '1975- tktere was a surplus. 

39. In  one of i x s  recent   forecasts ,   the  CECD ant ic ipated 
tha t   the   ex te rna l   pqmtnts  and rece ip ts  of  member countries would 
be balanced by 1980. This forecast  i s  based, however,  on  an 
assumed increase o f  4.3 per  cent up t o  1980 and o f  4 per  cent 
between I980 and .19a5; f igures  which would r e f l e c t  a 33 per  cent 
increase  in  dema.nd f o r ,  d i 1  by  member countries between 1976 and 
1985 despite  the  eight-fold  fncre8se  in  the  production o f  nuclear 
energy,  the 45 per.cei1t  increase  in  the  output o f  s o l i d . f u e l s  and 
the 27 per cent   increase  in   the  product ion o f  natural   gas.   In 
the  event of an  annual  growth r a t e  o f  4,s per   cen t  up t o  I980 , 

znd o f  4.5 per cent thereafter,   requirements would increase. by 
about 72 per cent ,  r i s i n g  t o  37 mill ion  barrels  a day. However, 
these  requirements  could  only be met from national  res6urces up 
t o  maximum o f  80 per   cent   in   the  cese of t h e  United S ta t e s  o r  o f  
50 per  cent  ln  the  case  of Europe (as compared with-40 per cent 
a t  the  present 'time) . The prospects f o r  t h e  OECD zone (and for. 
the  €UT0 mne) 02 balancing  external  receipts and payments a r e  
therefore somewhat limited.  Furthermore,, es i n   t h e  ,case of 
inflation,  these  general   prospects would mask extremely wide 
var ia t ions between the  different   countr ies  which would. be an . 

eggravating  factor.  ?;hile  the  United Kingdom and Norway would 
be i n  an increasingly  strong  posit ion,  whereas the, Federal 
Republic would keep i t s  priviledged  sta. tus and whereas  the 
United States,  becaase o f  i t s  spec ia l   in te rna t ione l   f inanc ia l  
s t rength.  could  cope wi th  l a r g e   d e f i c i t s ,  t h e  indebtedriess of 
cer ta in   other   coun-kies ,   inclading  I ta ly ,   Portugal  and even 
France,  lacking  as  they 2rre i n  energy  and.basic  resources - 
could reach a c r i t i ca l   t h re sho ld  which might compel t h e i r  gover- 
nments t o  ad.opt r e s t r i c t i v e   p o l i c i e s   t h a t  would be  harmful. t o  
expansion and generate  eve2  greater anemployment, 
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The  problem of emydOJm?nt 

40. fit the  end  of  last  year , there  'were 14 million  unemp- 
loyed ia the OECD countries  which  reprssented 5% of the  vrorkfng 
population,  and  there  is  littie  likelihood  of  any  reduction  in 
these  levels in the  short term, The  growth  forecast  issued  by 
the OECD in  the  summer of  1976 which was bssed ctn the  assumption 
that  fairly  stringent  anti-inflation  and  trade  yolicies would 
be followed., gives  an  unemployment  rate of  about 4% for .m 
average  annual  growth  rate of 5::: up  to 1900. This  rate  or  even 
a  slightly  higher  figure  would be acceptable if it were spread 
uniformly  over  the NATO zone, I-Iowever,  it is in  fact  an  sverage 
rate  .taken  from  the O E D  irplicit  model. In actual  fact,  and 
if international  trade  continues  to  be  dominated  by  insufficient 
mobility of labour  and  capital,  much  higher  rates of unemploy- 
ment  will  prevail in the  less-advanced  economies, in those  less 
able  to  stand up to  international  competition  and  again  in 
those  which  overreact in their  attempts  to  correct  the  situation 
through the adoption of deflationary  policies.  The  Southern 
European  countries  have  most;  to  fear in  this  respect.  Yet  an 
unemployment-  level of 10% or more  over  a long period  could  have 
dire  internal  political  and  social  consequences  with  po-ssible 
adverse  effects on the  choice  of  defence  policies. 

Fkonomic  development  and  cohesion of the  Alliance 

41. This  review of  economic  policy  problems  shows  that  the 
ability to cope  with  them  successfully  varies  considerably f r o 3  
one  country  to  another. The United  States and Canada w i l l  un- 
doubtedly  continue  to be faced  with infhtionary pressures  and 
with  bslance of payment  deficits  but  these are unl.ikely  to  lead 
to a serious  economic  crisis  given their-economic wealth  and 
the privileged  financial  position  enjoyed by the  United  Stztes. 

42. In Europe,  the  outlook  is  less  promising  although  the 
situation  will  differ from one  country  to  another,  with  Germany 
.and.Norway.in the  strongest  positions.. .In most of .the  other 
countries,  the  growth  of foreip trade  supplemented,  where  app- 
ropriate,  by  d,ifferent  forms of co-operation  and  aid  appears 
essential if the  momentun of expansion  is  to be sustained in 
conditions  where  the  national  base has become  inadequate.  This 
judgement qplies in particular  to  those  European  countries 
which will probably be coping  simultaneously  with  public-sector 
deficits,  trade gaps and. unemployment  and  which  can  only  hope 
to overcome  their  difficulties  if  neighbouring  countries sre 
once  egain  willing  to  take  their  surplus  manpowey and products. 

the  sustained  level  of  trade  and  imports  required of the  United 
States  which w i l l  continue to act  as  the  main  pacemaker  for  the 
world  as  a  whole. 

. .  

43.  The OECD foreca.sts for the I980 timeframe  highlight 
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Table l 

:anada 

Mi ted   S ta tes  

France 

;ernany 

Italy 

United Kingdom 

Belgium 

Demark 

Netherlands 

Norway 

Total 

Growth of 
imports (a)  

Growth of  
exports(a) 

Average year ly   ra te  o f  var ia t ion  in 
volume 

l 

Early 
-l 970s 

10.3 

5.4 

21.4 

10.3 

7.9 

7.4 

l O * O  

6.7 

5.1 

? * O  

9.0 

(a)  Goods and services according t o  nztional  accounts 
def in i t ion .  

L 

(b) For d e t a i l s  o f  the periods  taken i n t o  account,  referen.ce 
should be msde t o  t a b l e  54.  
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AS f o r  the  prospects o f  growth and pr ice   increases  i n  the 
OECZ forecas t  for the t imefrme 1980, these a lso d i f f e r  widely 
and i n   t h e  most favourable,circumstances the   pos i t ion  f o r  the  ten 
NATO countr ies  would be as follows !, 

TABLE 2 

FORl3CAST OF GRO?{TH AND PRICES FOR THE PERIOD 
19/6 - BO 

Early 1974- 'I 975- 1975- 
1970s 1975 1980 1976 

" 

1979- 1 
1980 

5.4 0.6 6 8 :: 5 +!; 

United S ta tes  3 .0  -2 00 
France 5.3 -2.4 . 6 II 6 -  

I Germany 4 . 3  -3.4 5 3 . L  4 
Italy 4.5 -3 87 4 *  17 -3 7 
United Kingdom 2 -7 -1.6 3 I. -d 16 1 6 
Belgium 5 - 0  -1 -4 5 10 5 4  
Denmark 3.8 -0.8 4 9 6 
Netherlands 3.8 -1 .O 4 ;- 3 G: 5 
Norway 4 3  3.3 7 L 

5 -2; 5 ? 4 .I' , 

(6)  
To t a l  OECD 3.9  -1 - 3  5 *  7 2  5 

(c )  4* 7; excluding  the  oi l  sector. 

44. Since  then,  prospects have . deter iora ted  somewhat, mainly 
as  a consequence o f  the  scal ing down of  the 1977 overa l l  growth 
r a t e  t o  only 4 95, i n   r e l a t i o n  t o  1976 $?ith the  average  rate a t  
t h i s  l eve l ,   c e r t a in  of the Alliance  countries  face  the risk of a 
low r a t e  of  growth leading t o  soc ia l  and economic d i f f i c u l t i e s  
which could  threaten  the cohesion of  the  Alliance.  

N A T O  C O N F ~ D E N T I A L  
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The Alliance and. t h e   r e s t  of  the world 

45. Another o f  the  conditions f o r  p rosper i ty   in   the  '. 

Alliance  countries  during  the  period 1977-1984 i s  the development 
o f  i n t e rna t iona l   r e l a t ions  , par t i cu la r ly  between the   i ndus t r i a l i -  

.. -:..-,se& countries and the Third Yorld -in a climate of  trust. The f a c t  
tha t  a growing number o f  countr ies  w i l l  s t a r t  t o  expand as a 
r e s u l t  o f  the   acquis i t ion of technology,  the  investment i n  new 

. .areas o f  o i l  revenue and the probable increase  in  Vestern a id .  t o  
the   l e s s  developed countr ies  means t h a t  world demand f o r  energy 
and basic products w i l l  r i s e  and that  t he   d i f f i cu l ty  o f  balancing 
the  market will be heightened.  In  addition,  the  harnessing of new 
resources  such  as  those on the  seabed w i l l  only be appreciated 
and accepted by t h e   l e s s  well-endowed countries which ipso  fac to ,  
w i l l  ge t   l e s s   ou t  o f  such  operations, on condition tha t  they de- 
r ive  addi t ional  benefi t  from t h e i r   t r a d e  with the Pich countries.  

46. ' In  a si . tuation  of t h i s  kind,  the West,, and .  pa r t i cu la r ly  
the European countr ies  whose major t rade   rou tes ,   par t icu lar ly  
those  round Cape Horn, are already  re la t ively  vulnerable ,  w i l l  
have t o  take  special   care  t o  protect   their   supply  l ines .   Success  
i n  t h i s  endeavour w i l l  be commensurate with the   increase   in  
trade with t h e   l e s s  developed  countries and. with the  contribu- 
t i on  which they make t o  the ecoilonic  development and even to 
the  harnessing o f  ce r t a in ,  as y e t  an untapped,  resources i n  those 
countries,  This  means tha t  there  must be no de t e r io ra t ion   i n  
the  terms of  t rade  of  the  poorer  countries which are   a l ready 
handicapped by a high l e v e l  o f  indebtedness and have-been  deprive( 
of t h e   a b i l i t y  t o  nake external .  payments following  the  increase 
in   t he   p r i ce  of ener,T and c e r t a i n  raw materials.  

. ,  47. To s t imulate   the economic development o f  t h e . l e s s .  
favoured  nations,  the  richer  countries w i l l  &O have t o  s tep  
up t h e i r  a id .  A s  matters now stand, and i n  the  years  ahead,  the 
ad-vantage.wil1 l i e  wi th  the  Yest, and i n   p a r t i c u l a r  with the  
NATO countries whose e f f o r t s   a r e  fa r  greater  than  those made by 
the 'darsaw Pact  countries ($  about  1.9 milliard. as compared 
with $ 0.9 milliard ir, 1974) and who w i l l  probably be able  t o  
draw on l a rge r  hard. currency  reserves  over  the  decade. 

48. The e f f o r t s  and f inanc ia l   s ac r i f i ce s  which will have 
t o  be made  by the Xes-t: w i l l  be eas i e r  t o  bear i f  the37 are  spread 
between the   d i f f e ren t   coun t r i e s   i n   r e l a t ion  t o  the i r   resources  
and capabi l i t ies .   Effect ive  co-operat ion  in   the 'West and par- 
t i c u l a r l y  between the '  NATO countries i s  thus  another  prerequisite 
f o r  success . 

L A T O  C O N F I D E N T I A L  
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AC/127-w/499 - 75 - 
b a r d  t o  the NATO countr ies  

which w i l l  probably  determine  the  future  of  the NATO group of 
countr ies  and of  the economic problems  which require  sjlution, 
shows that  there  i s  a poss ib i l i ty   o f .   fa i r ly   s t rong  growth. A 
p o t e n t i a l   r a t e  of 5-6 9; which  seems f eas ib l e  f o r  the  period -. 
1976-1980 and even beyond and which, i n   t h e   l i g h t  of a l l   t h e  
evidence, i s  the minimum compatible with the  avoidance o f  grave 
c r i s e s  engendered by underemployment, w i l l  however prove d i f f i -  
c u l t  t o  achieve  as  witness  the  very modest recovery a t  the start  
of 1977 . New forms of  economic policy w i l l  no doubt  have  to be 
devised i f  the  countr ies  are t o  throw o f f   s t ag f l a t ion  and t o  
pave the way f o r  growth beyond 1980. 

49. This brief  review of the  fundmental  economic data  

50. In  the domestic  area, and par t i cu la r ly   i n   t he  major 
indus t r ia l   count r ies   which ,ac t  as pacemakers, there  w i l l  be 
a  need t o  stimulate  innovation and c a p i t a l  formation, by f i s c a l  
and.other  measures which w i l l  likewise  provide  the basis fo r   t he  
iinproved d i s t r ibu t ion  of the f ac to r s  o f  production t o  meet 
demands of  a l l  kinds  (protection of the environment,  harnessing 
o f  new,basic  resources,  redAstribution of  resourses t o  s o c i a l  
ends and BO on) .  This policy w i l l  have t o  be combined with 
measures t o  boost employment and keep up a high  ra te  o f  domestic 
denand while  avoiding  the p i t f a l l  o f  excessive  inf la t ion.  

growth w i l l  be increased  co-operation  particularly  within  the 
OECD group of countr ies ,  s o  tha t   the   benef ic ia l   e f fec ts  o f  growth 
and.  improved employment figures  in  the  economically and technical- 
l y  more advanced count r ies ,   par t icu lar ly  the  United  States, 
spread- t o  those  countries which do not  share the same poten t ia l  
a s se t s  and p ro tec t  them f r o m  excessive  dis tor t ion o f  their   balance 
of payments o r  labour market. 

51. On the  internat ional   scene,   the   s ine qua non f o r  such 

52. The capaci ty  o f  the KAT0 countr ies  t o  preserve and 
even t o  increase   the i r  d-efence e f f o r t  w i l l  obviously  hinge on 
the  pace o f  economic  growth but  w i l l  a l so  depend on the a b i l i t y  
of S t a t e s  t o  ensure  that   excessive  overall  denand  does not   force 
them to  introduce  public  expenditure  cuts which would i n t e r   a l i a  
affect   the   mil i tary  budgets .  

defence  can however only be tackled. i n   t h e   l i g h t  of  an ana lys i s  
of mili tary  expenditure  trends  In  the Yarsaw Pact  countries 
during  the  period-  under  .review. This matter is  d iscussed   in   f ine .  

53. The problem of the volume of  resources  required f o r  

K J F I D E N T I A L  
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54. The aim of t h i s   P a r t  II i s  br ie f ly   to   descr ibe   the  
projected economic evclution  based on the 'i976-1960 plans f o r  
the  Warsaw Pact outlining possible sl rengths  and weaknesses... 
The develosment sf the  economies of '  the   Scviet  Union ,und .the 
Xast Europecm countr ies  has nab  been similar over the  1971- 
l975 Plan  period;  the  former  experienced a slowdown i n  growth 
over  the  previous  period  while  the  lat ter  generally  witnessed'  
a sat isfactory  increase i n  their despi te   the fac t  that'in 
1975 t h e i r  performance was .disappointfng. The current  Plan 
period 1976-'l980 i s  marked  by grezter  caution and by a scal ing 
doml in the  rate off growth f o r  all these ecolxarnies. 

I - Plain Growth Factor 

nd M a n E e r  
-?.LI 

55 a The population. of  t he  Xarsaw Fact  areas  reached 360.3 
n i l l i o n   i n  1975 and i s  projected to r i s e  slowly t o  393.7 
n i l l i o n ,   o r  0.9$ a year,  by 1985. This is. a continuation of  
t he  slow growth t rend   reg is te red  which emerged i n   t h e   n i d  1960s. 
The population  growth i n   t h e  USSR will be s l i g h t l y  above th i s  
average o r  l .O$ a year and to ta l   Sovie t   popula t ion   in  1985 w i l l  
reach 2130.4 n i l l i o n ;  Xs t  European growth w i l l  be somewhat 
lower a t  O.  69% per  y e a r  and will reach 13 .3  millions.  .. . 

56. This low r â t e ,  cotlpled with the   desire   to   naintafn.  
very large armed forces  m d  general  propensity  towards  over- 
employment in   ag r i cu l tu re   f ac to r i e s  and services  will meax 
that.  there w i l l  be d i f f i c u l t i e s  in obta in ing   suf f ic ien t  . .  

additiond.  labour,  though the  s i z e  of the problem w i l l  v a r y -  , 

from country t o  country.  Severe manpower shortages will con- 
t i n u e   i n  HLmgaiT a d  Czechoslovakia  and IQ@ growth will have 
t o  occur almost s o l e l y  through increases  i n  product ivi ty  and 
new technology. Labour shortages will be l e s s   ev iden t   i n  
P o l m d ,  the  GDK, Ramania aud the  USSR in the  present  Fi;re-Year 
Flan  period,  dthough  there w i l l  .continue t o  be a shortage o f ,  - 

skilled workers and absence of inter-COIT;CON labour mobl.lity, 
I t  i s  1mlikely that, the  system of  "Gastarbeiterft p preva len t   , i n  
t h e  West, will Se establ ished -<Ge to t he  on-going nat ional  and 
cuPtural  differences w i t h i a  .Eas.t Xurope.  D
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57. In   the   Sovie t  Union, f o r  which project ions of t he  

labour force a re   ava i lab le ,   the  working  population w i l l  in- 
crease a t  an average  annual r a t e  of 1.2% between 1975 and 
1985. However, i n   t h e   c a s e  of East European countr ies ,  pro- 
ject ions  are   only  avai lable  f o r  the  population of working  age 
(15 t o  64 yems)  ; although  this  concept  does  not  correspond 
t o  t h a t  o f  l abour  force , ' the   t rend   over  a decade i s  more o r  
l e s s  similar in   both  cases .  For t he  six East European 
countries,   the.  annud.  average growth r a t e  will be of O.7';6 
(h ighas t   ra te  f o r  Poland: 0.9%; Lowest r a t e  for Hungary: 
SO.l%) . 

58.- More ser ious f o r  the  Soviet  Union, both economically 
and m i l i t a r i l y ,  i s  the  steep  drop  in new  manpower a v a i l a b i l i t y  
a f t e r  1980 and the  pr.Ujection tha t  t h e  increase in the  able- 
bodied  ages w i l l  mainly  originate  in  the less technologically- 
or iented  Central  Asia and Kazahks-tan. In   addi t ion ,   there   a re  
t h e  factors of the  incessant  urbanization,  perennial  housing 
shortage  and  soaring  divorce  rates which provide l i t t l e  scope 
for t h e  populationls growth r a t e  to improve, Given the  in- 
creased  labour demand f o r  t h e  development of Siberian 
resources,   the USSR also faces   the need to solve the problem 
o f  persuading  workers t o  re,main in   S ibe r i a  and not t o  re turn  
to   t he . r e l a t ive   comfor t s  of  Zuropean Russia. If th i s  d i f f i -  
c u l t y  is not overcome, Siberian  development may be ser iously 
hampered. 

Investment  Pattarns 

59. Over the A976-1980 period, a slowero more cautious 
econonic growth i s  an t i c ipa t ed   i n  COMECON countries  with tar- . 
gets   genera l ly  below 1971-1975 r e su l t s .  Vith growth prospects 
reduced,  the  average  yearly COMECON investment  increase w i l l  
drop from 9.6yg i n   t h e  l as t  plan  period t o  7.49; i n  13'16-1980 
and the  mount  of new construction w i l l  drop  qui te   fas t .   In  
the  case of -the USSR and Poland, targets   are   dramatical ly  
I w e r  4;h.m those of 1971 -1975 There are  several   reasons f o r  
,these  lower  investinent projections: the  low factor  product- 
iv i ty   in   the   inves tment   s t ruc ture  (i. e.  poor  labour  product- 
iv i ty ,   under -u t i l i za t ion  or obsolescence o f  equipment, lack of 
spare p a r t s 9  general   deter iorat ion of t he  econonic  value of  
l m d  due to   erosion,  poor f e r t i l i z z r s ) ;   t h e   s c a r c i t y  02 
c a p i t a l   a s   t h e   P a c t ' s   f a s t  growing in te res t   in   fore igf i  10~32s 
shows; t he   necess i ty   t o  complete the  la rge  number of W- 
f in i shed   p ro j ec t s   r a the r  than continuously embarking on .m,assivc 
new ones as had beei? t he  pa t t - ëm '  of the  pa'st ,  and t h e  increas- 
i n &  c o s t  of raw materia.ls, energy suppl ies  aad nanpower which 
r e q u i r e  much  more Judicious  use of  ex is t ing   asse ts .  L3stJ-Y .is 
t h e   r e a l i z a t i o n  by a l l  countries tha t  substantial.  investnen-bs 
do not  always  guarantee  success  but  rather may encotirage w a s t e  
and inef f ic iency .  The 1976-1980 Plans.  are  determined t o  avoid 
fo l iowing  t h i s   p a t t e r n .  
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60. The consmer o r  non-productive  aspects w i l l  continue 
t o  languish as productive  investments  in 1976-1980 w i l l  make up 
78 $& o f  COKECON investment t o t a l  of  $ 1,287.7  bi l l ion (1 ) . The 
s t r e s s  on investment f o r  COi4ECOM will, however, vary  according 
t o  the need f o r  each member t o  remedy pa r t i cu la r  weaknesses. 
Both Poland and the USSR a r e   a l l o t t i n g  30-34 $5 of t h e i r  produc- 
t ive  investment t o  ag r i cu l tu re   i n   ye t   ano the r   e f fo r t   t o  overcome 
the  deficiencies;   e.g.   the  share of  capi ta l   inputs   a l lot ted.  t o  
their   inclustr ia l   sectors  w i l l  be considerably  lower  than i n   t h e  
case o f  the  other  COMECON countr ies ,   especial ly   the GDR. and 
Romania. Nevertheless,  industry w i l l  s t i l l  have f i r s t   c l a i m  on 
investments and most countr ies  have real ized  the need to   increase 
investments i n   f u e l s  and raw material  supply,  expansion o f  metal 
and engineering  industries,   as  well  8s the  chemical and electronic  
sectors ,  ancl contimed  purchase 0.f Yestern  teclmology. 

Technology, and Prodactivity 

61 . The Xarsaw Pac t   su f f e r s   i n   t he   c iv i l i an   s ec to r  from 
technological  backwardness i n  comparison with the  Yest ,   in-par t i -  
cu la r   in   regard  t o  au-kornated production  technology-:  0bsole.scent 
plants,   lack o f  incentives,  non-diffusion o f  avai lable  know-how, 
poor market  conditions, low educat ional   s tandards ' in   several  
countries,  have a l l  contributed- t o  t h i s  i n   t he -  past. I t  has become 
apparent   that  t o  compete and: d.evelop ef fec t ive ly   the  Warsaw Pact 
has t o  r e l y  on technological imports from the  Yest. Veakness has 
been ev ident   in   those   f ie lds  tha t  require  very  sophisticated R & G 
programmes  and. a market economy i n  which t o  tes t   the   p roducts :  
electronics  (computers,  micro-clrcuitry),  automated  machinery, 
wood and mineral  processing  equipment,  fertilizers,  chemicals and 
a l l   a s p e c t s  o f  advanced  hydro-carbon extraction. Moreover, and 
t h i s  appl ies  more t o  the  Soviet  Union than t o  Eastern  Europe,  the 

i n   t h e  economy trends t o  have a negat ive  effect  on technical 
standards,  innovation and resources a t  hand.  There a l so   ex i s t s  
a very weak l i n k  between i n s t i t u t i o n a l  R & D and- commercial. exploi 
t a t ion  by S t a t e   e n t e q r i s e s   a s   w e l l   a s  a lack o f  well-trained 
technical  support   personnel  in both science anci industry.  

,' system  of incentives  based on quantity  instead o f  qua l i ty  growth 

62. The pr inc ipa l  aim of  the  planners   apar t  from any covert  
mili tary  implicaticns,  i s  t o  incorporate  the new technology  into 
each countryfs i n d u s t r i a l   s t r a t e L q  , t o  improve eff ic iency and t o  
ra ise   labour  and capi ta l .   product ivi ty .  This i s  especially  necessa- 
ry  f o r  p l an   fu l f i lmen t   i n   t he  GDR, Czechoslovakia, Hungary and 
the USSR . i n   t he   l a t t e r   coun t ry ,   f ac to r   p rod -uc t iv i ty   i n   t he .  GjjTP 
register.ed- a minus growth of  -0.3 :6 and contr ibuted  s ignif icant ly  
t o  the  drop  in   the grovqth l e v e l  (2)  during  the  period ,1971-75. 

D . Lascelles p COI~XCOI\T t o  198C ( Loncion, 17 
(2)  USA Delegation  paper  !*Soviet economic plans f o r  1976-1980: 

A F i r s t  Look", Narch  1976, p .  46 as corrected by Xrrata sheet.  
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6 3 .  Recent  purchases in   the   Yes t  of  en t i rep lan ts   (e .g .  Rama 

t ruck   f ac to ry )   r e f l ec t  a conscious  bloc  decision to forego ex- 
pensive and time-consuming indigenous R & D. Examples o f  consi- 
derable economic COMECON progress made possible  with Western 
technology  are   especial ly   not iceable   in   the  Soviet   Oi l lgas  pro- 
duct ion  in   Siber ia ,   us ing Western  pipe,  compressor  stations-and 
pumps . Kungarian agr icu l tura l   ou tput  i s  increasingly de;Jel?,dent 
on specialized  Yestern machinery.  Another  exangle i s  the  projected 
increase  in  the  Polish  export   trade  based on new Vestern  plants 
and equipment. 

64. At the  same time  the  garsaw  Pact shows a certain  degree 
of economic co-operation  within  the  context of  various COI'4ECON 
ins t i tu t ions   such  as Interinstrument,  Interatompribor and others .  
Technological  consultation and harmonization 02 long-term  plans 
help  elirninate some duplication of cos t ly  R e;. D or.&avestment 
programmes; t h i s  is evident   in   East  European contributions t o  

. t h e  .development o f  Soviet  energy  sources. * 
il. Energx 

65. The availabil i ty  of  energy f o r  the  USSR is  not  considered 
a major domestic problem area in the period under review, unlike 
Eastern Europe  which i s  dependent upon the USSR, and the OPEC 
c o u n t r i e s . f o r  o i l  and an  increasing amount o f  natural   gas .  
Revertheless, f o r  the Yarsaw Pact as a whole, the huge na tura l  
energy  resources  of  the  Soviet Union a s  well as the on-going 
Sovie t   e f for t s  t o  in tegra te  COMECON joint   energy  projects ,   has  
given the  Pact a large  degree o f  self-suff ic iency  in-   the  major 
f u e l  materials, The USSR i s  the wor ld ' s  largest   crude o i l  producer, 
yith an  output   forecast  t o  r i s e  by 5 $6 a year t o m i o n  tons 
i n  q980. Natural  gas  production i s  scheduled t o  r ise  a t  an  even 
f a s t e r   r a t e  w i t h  exports t o  reach  over 60 bil l ion  cubic  meters 
i n  1980.- 

66. Soviet   exports of o i l  t o  both East and West Europe w i l l  
cont inue   in  1976-1980. This trade  gives the'USSR a very   def in i te  
economic leverage   in  East Europe and i s  the  country%  largest  
earner o f  hard currency ($ 3 b i l l i o n   i n  1'375). Although  the West 
seems wi l l i ng  t o  meet Soviet   requests f o r  o i l  and na tura l  gas 
technology  imports  necessary t o  expand output, a major d i f f i c u l t y  
facing  the USSR could be t h e  i ndus t ry ' s   i nab i l i t y  t o  grow fas t  
enough t o  meet the  projected  increases  in  both  domestic and 
export demands: this could  lead  to shortfal ls  i n   supp l i e s   i n  
the  'l 980s. 
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67. In addi t ion,   there  i s  soue doubt  about t h e   c o ; z n t ~ ~ y ~ s  
a b i l i t y  t o  neet  the Five-Year Plan t a r g e t s  for e l e c t r i c i t y ,  as 
on-going administrative  delays and ineff ic iency  in   the  supply 
o f  t he  necessary power p l an t  have delsyed  constrxction of both 
conventional  and  i?tlclesr s ta t ions.  

68. The energy s i tua t ion   in   Xas te rn  Zurope will coatinue 
causing  concem. This area has s e t  i t s e l f  4x0 main goals: 
achieving  large  swings  in   fuel  and power aad  adapting  the 
energy  balance $0 the new (h igher )   p r ice   s t ruc ture   se t  by both 
the  USSR and OFXC, F s inc ipa l ly   t h i s  means reducing  their  
depend-erlce on hydroca-rbons. Nost countr ies  a re  therei'ore busy 
reversiiîg o r  st . l e a s t  halt ing th2 decline in coal  production , .. 
and consumption, and building  thermal power s-kations. This, 
however, i s  not an easy task as coal. is  genersl ly   poor   in  
quali ty  (except for Poland),  hard t o  e x t r a c t  (Czechoslovakia) 
o r  of limited  supply ( @ X >  Consequently,  East Xurope i s  a l s o  
g o h g  ahead with nuclear power projects  using urzaiun? froa 
Czechoslovakia,  Poland  and  the- USSR, with Bulgaria  presently 
taking t h e  lead in  construction of reac tors ,  

69. The '1976-1980 period will also see a relat ive  re-  
duc t ion   i n  Xast Europe's dependence on the  Soviet  Union f o r  
oil because of  Russ i a r s   i nab i l i t y   fu l ly  t o  neet  the  require- 
ments of her Warsaw Pact  partners. ,  The E a s t  Zuropeans, how- 
ever,  w i l l  continue t o  invest  i n  Soviet   energy  projects  to 
ensure a primary f low of  fue ls  i n   t h e  coning  decades  aid  .the . 

Orenbwg  gas  pipeïiine, due for coap le t ion   i n  1979, i s  an 
exar2pX.e o f  t h i s   t ype  of  co-operation. A t  th i s  stage the  USSR 
is encouraging Last Surope to turn t o  OPZG f o r  some of  i t s  o i l  
noeds, It is estimated t h a t  OPXC de l iver ies  of oil t o  East 
Europe m y  be as  much as 33 n i l l i o n   t o n s  a y e w  by A980. This 
wlt13. teke  the  pressure o f f  Soviet  expos t  deaands,, a compre- 
hensive new East LXzropean-MS.ddle 2ast  economic link-up  could 
however ,. cause some pol i t icak and econonic  implications in face  
o f  Sov ie t  de te rmina t ion   to .mahta in  COI~ZCOH a s  a t f g h t  eco:iomic 
un i t .  

70 * The CGPECCK area  contains  m.nyP though ilot  all, of 
t he  most iLiportarrt raw m a t e r i a l  resources,   but  here again it 
i s  the  Soviet  Union and not Aast Zurope tha t   possesses   the  
bulk cf the wealth, The former has a l a rge  share .of the  worldls 
most c r i t i c a l   m e t a l l i c  raw ra te r ia l s   imluding   coppero   tungs ten ,  
chroniua and  vanadium, a l t h o e h  it i s  poor ly  endowed with 
bauxite and f luorspa? ,  a d  her  production or" t i n  is not  
sufficAer1-t.  Sone East Zuropean countr ies  are producers of 
ce r t a in   rna t e r id s  such as bauxite ( ~ w g a r y ,  Zom.nia)  iezd 

-- 
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( B u g a r i a ,  Poland) , copper  (Poland)  zinc  (Bulgaria, Roinania) 
bu t  the GDR and Czechoslovakia  depend a lnos t   ec t i r e ly  up012 im--  
por t s .  OverÛ11 East Xuropean output however does not  a e e t  
filcreasing denand and the  region has beer, forced t o  import 
metals  and  minerals from the  Soviet  Union, the  Yest and the 
LDCIs f o r  currency o r  commodities, 

71 e Products  the area does  frequently  lack  are  grain a d  
fodder  due. t o  t he   f l uc tua t ing   s t a t e  .of CBIZCON agricui ture .  
Up u n t i l  now, the  Vest  has  been  able t o  rileet COPECON demands 
froxr: i t s  own la rge  surpluses. It i s  possibles  however, that  a 
s e r i e s  of mediocre Western harvests,  coupled with poor  
Comunist crops; could be disas t rous  f o r  the  ?!arsav Pact  and 
l e a d   t c  a period of severe  belt-tightening and econouic slow- 
down. 

Poten t ia l  Growt- 

72. Over the 1976-1 980 Five-Year P l=  e r i o d  an average 
N"*- growth r a t e  of 5.476 8 year (1971-1975: E . by;) i s  forecas t  
f o r  t h e  Varsaw Pact .   area,  Ronania,  Bulgaria, Xul2ary and 
Poland t a r g e t s   a r e  above this  average, while the GD2 a id  
Czechoslovalrfa  have rates sonewhat below.. The Soviet  Union, 
s t i l l  suffering from m e  c rop  f a i l u r e  of 1975, also forecas ts  
reduced gruwth i n  LTP on the  order of 596 a year in 1976- 
1 9803'". 

73.. Caution also tends to permeate  growth t a r g e t s  
th rouaout   the   var ious   sec tors  of t he  economy over  the  next 
f ive  years :  f o r  exmple ,   indus t r ia l   p roduct ion   in   the  Warsaw 
Pact area, except f o r  Bulgaria, i s  expected %O i nc rease   a t  a 
yearly average of sone 1-1.5:i l e s s  Vnan i n  1971-1975. 
Poland ' s   indus t r ia l   g rowth . ra te   in   par t icu lar  i s  s u b s t a l i a l l y  
less thai1 the l a s t  period's  achieved  target.  In a l l   c a s e s 9  
s t r e s s  will be on expanding the  engineering 2nd chemical  in- 
d u s t r i e s  which a r e  t o  represent 41$6 of t h e   t o t a l  Yarsaw Pact 
area share of  Group A (heavy industry)  production.  Agricul- 
t u ra l ,  growth will no t   d i f f e r   subs t an t i a l ly  in the  East European 
count r ies   f ron   the  1971-1 975 rates,   except i n  the  case of 
Xommia and the  GDR, both of which  have s e t .  rather  uore 
ambitious t a rge t s .  m e  Soviet Union has revised i t s  e s t i m t e s  
upwards due t o  t he  record 1976 crop,  but .this 'carget can e s s i l y  
be  untenable Xf poor  weather. and continued bad nmagenenk are  
much i n  evidence, 
\d .\L t o  be about '1-2 percegrage p=- - 

t.han the  Vestern con.cept of  ctGl$P91 
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74. During the first half  of  the next  decade it is -likely 
t ha t   t he   r a t e  of growth of the  Soviet  economy w i l l  be lower 
than  that  achieved  during the. present  decde.  Lnvestnent w i l l  
remain a c r i t i c a l   m a t t e r ;   i n   t h i s   r e s p e c t  it cannot be alto- 
gether  excluded +Lat, af ter   the   reorganizat ion which zhould take 
p lace   in   the   p resent  Five-Year  Plan  period,  the plamers may 
all-ocate--a-. l-a~ger vo lu -~e  of  resources   to  the  ligl1Jz industry and 
t o  those i_r idustr ia l  a c t i v i t i e s  aimed at: neeting consumer demnd. 
Greater  emphasis will be put on the  development of the  resources 
of Zastern  Siberia m.d the  Far  East ,   the more so  as the  B,ki 
railway  l ine should be completed i n  1981, 

75. SUS ?anticipated  decline  in growth i s  based on a 
nmber of  davelopmen%s. First t he   r a t e  of growYI of the  labour 
force i s  estimated t o  &"p t o  an annual ra te  of only 0.9s; i n  
1981-1985 conpared  with l .5yi i n  1976-1 gm. There will even be 
a decrease in  the  nuiabers of  the  populations of l 8  and 19 years 
of age; t h i s  will crea te  Û problem of rilanpower a l loca t io r ,   t o  
the   mi l i ta ry  and c i v i l i a n  sec?;ors of the  econoay. The con- 
d i t i o n s  of  growth will not be met unless  labour  productivity 
r i s e s  above i t s  present low l e v e l .  Secondly?  although  agri- 
cu l ture  should continue  to  receive  investment  priority,  
s t ruc tu ra l  weahless, inevitable  adverse  weather  conditions ald 
t he   i ne f f i c i en t  labour renaining 011 t h e  faras may well impede 
a regular m d  sufficient increase  in  production,  the -devel.opl-xnt 
of which rmy cont ime t o  be e r rs t ic .   Thi rd ly ,  iavestmen-6 should 
r e s u l t   i n  s m d l e r  returns  as  the  Allthorit ies  al locate It f o r  
cap i t a l  e x p n s i v e  development in   -S iber ia ,   envi romel i t   p ro tec t ion ,  
and inf ras t ruc ture  f o r  the  auto age. Fierce  conpetit ion from 
other  resource  claimants will preclude  allocating a la.rger  share 
of GNP to ixvestment i n  Grdes to compensate f o r  t h e  lower 
returns. 

ml- 2 

76. US experts  have  ,qade a baseline  projection f o r  average 
annual' G i W 5  growth r a t e s  of  3.7yL over  the  period 1981-'1985++~(- e 

Soviet ec0norxi.c expansion can e a s i l y  deviate from these pro- 
j ec t i cns  i f  domestic and external  conditions change markedly. 
The US ex-perts have fomula ted  a model of the  econoxy basecl on 
four a l t e m a t i v e s  f o r  the  Five-Year period 398-1 --!985: 

(a)  g 2 ~  cy-qtionq,  both  douestic and e:rtzrnal - viz .  
good t e c  no o g i x p r o g r e s s  i n  a l l  producmg sectors.  'ia- 
cluding  agriculture,  favourable teyns of  t r ade ,  no undue 
political  pressures.  Result:  average  annual  growth  rate 

fb) Hard conditions both  domestic and external - v i z . ,  
negative C e ~ r : o l o g x a ~ ? % ~  i ' a l - E e  p poor  labour 
productivity ratssp sluggish  foreign  trade a d  actverse 

""..y S- 

of  5.5:;. 

"W* '_ " 

"""- t e q l s  o f  trade.  Re,sult:  avera e annu-Jth r a t e  of 2.4.9;. 

W Jo in t  Xconomic 'Cormittee US Congress 
.;+ Western concq--"in coni " an  pracee. . "  

W"" New P e r E c t i v e  W."". (P;ashLngton, q976) D n o  
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d.-. W" "" " . " - - 
ax21ual gror.rth. rat; of 5.4% * 7- - 

(d) Hard dcmestic and e m s  - v iz . ,  
lower a g g r s E o n s u n p t l o n ,  an poor agr  c u r d  r e su l t s ;  
t rade grows a t  predicted  rate.  Result:  average =qual 
growth r a t e  of 2 . @io 

" 

77. One f ac to r  t h a t  w i l l  fu r ther   in f luence   these   ra tes  i s  
the   l eve l  of defence  spending, T t  is  c l ea r   t ha t   r educ t ions   i n  
Soviet  defence  outlays  release  resources that faciLi ta te   the  achie-  
vement o f  the mai.n Soviet  economic object ives  - grea tes  consumption 
and. greater   i rwestment   in   ineustry and agr icu l ture .  

w i l l  slow down over  the  next 10 years and the  economy will be t h a t  
described as "s luggish   s tab i l i ty" .  This could happen pa r t i cu la r ly  
if domestic  conditions  are  less  than !!easyC' Favourable  foreign 
t rade   pa t te rns  will not  be enough t o  overcome a major defect  such 
as poor  ag r i cu l tu ra l   r e su l t s ,  o r  slow r a t e s  o f  technological o r  
productivity  progress 

79. For  Eastern Europe i n   t h e  1951-1985 period  the growth 
rates a r e   l i k e l y  t o  vary  considerably. Romania and Bulgaria,  the 
l e s s  Ceveloped countr ies  of the   a rea ,   a re   l ike ly  t o  cont inge  their  
high  annual growth r a t e s  of 8-11 ? A o  Poland, which regis tered 
a high  growth r a t e   i n   t h e  1971-1975 period has already announced 
a much reduced r a t e ,  o f  7.2 Pd a year  over 1976-1980 due to -the on- 
going economic problems. The r a t e  a t  which the  P o l i s h  economy 
w i l l  grow between 1981-1985 will very much depend. on the  success 
OP f a i l u r e  o f  the  present,  Plan and ~f cur ren t   po l i c i e s  t o  control  
the  growth o f  f0rei .p   indebtedness ,   reduce the  1a rge .de l ays   i n  
plant   construct ion and t o  improve t h e   l o t  o f  the consumer, I t  cari 
be  expected, l?.owever, f l a t  the Pol i sh  Au-l;filorities w i l l  try t o  
maintain  an  even  growth  through  the first half of the  next  decade 
and their   object ive  could  wel l  be o f  the  sane  order  as that  s e t  
f o r  the  present T l a n ,  In  the  case o f  Czechoslovakia and the GDR, 
the  eqense  of  importing almost  a l l  t h e i r  hydrocarbon fue l  and raw 
mater ia ls  as well  as t h e   t i g h t  manpower s i t u a t i o n  w i l l  continue 
t o  a c t  as a brake on any  high growkh r a t e s ,  and an NKP g;-owth r a t e  
on the order o f  4-5 76 is r e a l i s t i c  f o r  the 1981-1 985 period. Hun- 
garian growth  could-  be 5-6 56 given  an upswing in   fore ign   t rade  and 
a lessening  of  worldwide  inflation, both of which s igni f icant ly  
influence  her  growth  ,potential. 

78. The overall  assessment i s  tha t  Soviet  output  expansion 

Pr ices ,   Inf la t ion  and the Consuner 

SO. Living  standards  in  the '!!(Tarsaw Pact vary  considerably 
from country t o  cnuntry  but  are  overall  lower than i n  t h e  indus- 
t r i a l i s e d  NATO coun t r i e s   des   i t e  i m  rovement i n  .the 1971-1975 

n l ~ r n n  P A R T Q T ~ ? ? l T V T A T  
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p a s t  has been not t o  show d i s sa t i s f ac t ion  (Poland  being  the 
conspicuous  exception) due t o  var ious  factors  cf  th rea ts ,   po l ice  
act ion,  j o b  l o s s ,  e t c .  ., with prospects o f  innediate consumer 
re l ie f ,   be t te rment   ly ing  mainly i n   . p a r a l l e l  and,  even black. 
market a c t i v i t i e s  . Nevertheless,  the  tensions and- s t r e s ses  
wi th in   the   soc ia l   fabr lc  w e  undeniable and there   a re   repor t s  
.of growing  domestic c r i t i c i sm  e spec ia l ly   i n  Czechoslovakia and 
East Germany, and a continuance O% unres t   i n  Polarid over -1;igh.ter 
consumer supplies.  If the  present Five-Year Plan t a rge t s   a r e  not 
achieved ar_d the consumer is once again asked- t o  s a c r i f i c e  h i s  
expectations f o r  the  sake o f  heayy industry and to  put  up with 
poor  quality goods, there  could.  be  an accelerat ion o f  social 
u n r e s t   i n  some East European countr ies  and even possibly.dis-tur- 
bances i n  some Republics i n   t h e  USSR. 

81. For the most p a r t ,  s t a p l e  i t ems   such   as   ren t   t~a i~spor-  
t a t i o n  and basic food products  remain low in   p r ice   thanks  t o  
State   subsidies .  Even these  pr ices   can be increased  as  the 
January 1977 Soviet   increases have shownp but many products 
considered  routine and e s s e n t i a l   i n   t h e  ;Jest (good apartnlents, 
cars,  household goods, e t c . .  ) , are  scarce and car ry   p r ices  far  
beyond the  value of  iJestern  equivalents. 

52. The so-ca l led   o f f ic ia l   l ack  o f  i n f l a t i o n   i n  COl4ECON 
conceals a d i f f e r e n t   r e a l i t y .  Repressed in f l a t ion   has  tended t o  
d i s t o r t  ce r t a in   s ec to r s  OP the  economy. Consequently, both 
Poland and Hungary have  increase4 some pr ices   sharp ly   in  the 
Last three  years  because o f  the need t o  pay for more expensive 
impor ts  aDc2 curb  domestic  consulm~tion, A l l  countries also suffer 
from hiclcleu i n f l a t i o n   i l l u s t r a t e d   i n   t h e   l a t t e r   i n s t a n c e  by the 
introduction of so-called  Ithigher  qualityvg goods a t  higher- 
pr ices  which replace  identical   lower  priced iterils. I:Ioreoveri 
the   p r ices  cf goocis i n  the parallel. ma;'ket, espec ia l ly   in   the  
VSSR, are   usual ly   higher   than  off ic ia l   levels ,   indicat ing a 
t ruer   value f o r  the  goods, 

83. The present imbalance between r e a l  earnings and 
desirable  consumer ~ G O ~ S  has led Lo massive szvisgs i n  all 
countries which represents a form of repress&  purchasing power. 
Based on available  evidence it i s  clear  tha t   t he  consuzler in 

.hïarsaw Pact  countries i s  either  expected t o  wzit  still longe;- 
f o r  g rea te r  consurner s a t i s f a c t i o n  o r ,  a s  i n   t h e  czse of  Poiand 
3x12 Xungary, i s  now requixw? t o  p ~ . y  a n o s t  u-rweIcone pr ice  for. 
~ O Q ~ S  providsd by the S ta t e  sec tor .   D
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-499 - 25 - 
Balance o f  Trade 

84. The overa l l  'cilarsaw Pact  trade  deficit 'widened  substan- 
t i a l l y   r i s i n g  from $2.15 b i l l i o n  i n  2974 t o  $9 b i l l i o n  a t  the end 
of 1975 and t o t a l  publicized  accumulated debt  (export   credi, ts ,  
Ebrodollar  loans, e t c  . ) f o r  th5 Warsaw Pact stood- a t  about 
$30 b i l l i o n  a t  the end of  1975, and may have  reached $40 b i l l i o n  
a t  the end of  1976. 

85 ,  The pr ior i ty   g iven   in   the  Yarsaw Pact  area t o  moderni- 
zat ion o f  the economy and  improvement o f  productivity means tha t  
t he re  i s  an  on-going necessi ty  f o r  the  importatioln o f  Western 
technology and equipnent. I t  i s  therefore   unl ikely t h a t  the Pac t  
count r ies   .wi l l 'be .   ab le   s ign i f icant ly  t o  red.uce t h e i r  imports  from 
the  ?!est without  endangering the implementation of  t he i r   cu r ren t  
economic po l i c i e s .  All countries plan t o  nake grea te r   e f for t s  
t o  increase hard currency  exports  earnings  in  order t o  be able t o  
reduce  their  overall  ind-ebtedness  without  having t o  r e s t r i c t   t h e  
vol.ume o f  their   imports .  

86. A l l  the  Yarsaw Pact 1976-1980 Plans were supposed t o  
have special   sect ions on i n t e g r a t i o n   b u t   l i t t l e  has been c0~1.cs8- 
t e l y   s t a t e d  d.ue t o  t he   d i f f i cu l t i e s   ove r  the reformed pr ic ing  
system o f  1975 which I s  t h e  hea r t  of inter-CO14ECON t r ade ,  Under 
the  new pr ic ing  systern f o r  energy and raw mater ia l s ,   p r ices   a re  
adjusted annually on the  basis  o f  a five-year moving average  of 
world .market  prices, As t h e  Soviet Union and Poland are   the  Pact ' s  
l a rges t   expor te rs  o f  energy and raw materials,  terms o f  i n t r a -  
COBECON t rade  have moved i n  the i r   favour ;   for   the   o thers ,  par- 
t i c u l a r l y  Hungary, the  terms  of  trade  have worsened and- contribute 
t o  the growing balance o f  t rade   d . i f f icu l t ies .  m.9:se a re   l i ke ly  
t o  p e r s i s t   u n t i l   t h e  1980s. 

uff ic iency 

87. The Yarsaw Pact  appears t o  be both reasonably unified- 
and- se l f - su f f i c i en t  in economic mater ials .  It hss a q l e  energy 
reserves,  vas t  b x i c  prcducts  resources, and a f a i r l y  broad 
.indt?strrial  base.  Although  the  transportation  systems hzve .lagged 
behind-,  t3ey a r e   i n  the process of improvenent and shoEld. not  r e -  
present  a drag o;? a quick  mili tary  mobilization. Tt i s  very  Likely 
tha t  s tocks  are  maintarineci f o r  the few raw mater ia ls  tha t  it does 
not  produce o r  that  it lacks  in  quantity  (mainly Lead, t i n ,  
r iatural   rubber,   bauxite),  as  well  as for essential. gxafr? supp!.ies. 

86. The USSR, the  dominant Warsaw Pact powe?, neets  most 
of the  Eastern European (excluding Romanian) demands f o r  inpa%edl 
f u e l .  It  is  also an important  supplier t o  the area o f  raw n a t e r i a l s  
and manufactured  goods. I t  provides  equipment f o r  n w l e a r  power 
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, ,  _.. 
projec ts  ancl promotes, i n   t h e  COPECON context,  numerous j o i n t  
ventures which t i e  East Europe in to  a compensation  arrangement 
with the USSR (e.g. the  Orenbizrg gas  pipeline) and a t  the same 
time allows f o r  a pooling of  resources. 

The Warsaw Pact and. t h e   r e s t  of  the world . .  

89. Several  trends have emerged f rom the Xarsaw Pact 
t rading  act ivi ty   over   the l a s t  f ive  years  which w i l l  extend  into 
the 1980s. Sirst and foremost i s  the   f ac t  that  the Yarsaw Pact 
countr ies ,   l ike   those  in   the  All iance,   re ly  on a recovery o f  
world t rade and expor t   ac t iv i ty  t o  finance a part  o f  t h e i r   . f u t u r e  
pro jec ts  f o r  modernization and economic growth. Any sluggish 
recovery? o r  even  downturn, i n  iqestern Europe may have.repercus- 
sions  in  those  countries,   no-tably  . in Poland and Elungzry, that  a re  
relying on  heavy  export  increases . Secondly,  the 1976-80 pro  jectec 
t rade   f igures   ind ica te  t ha t  i n   s p i t e  of  the growing Pact t rade  
with the  developed  Vest (l ), intra-COKECON trad-e w i l l  continue 
t o  r e t a i n  a major share o f  t o t a l  trade f lows  o f  the area.  Trad-e 
between tne Pact and the l e s s  developed count r ies .   i s .a l so   emectec  
t o  rise.,  though a t  a slow r a t e .  There has recent ly  been a number 
o f  reForts  discussing  the proposa ls  of the  Soviet Union t o  s e t  up 
a transferable  rouble,  t o  be used in   t r ade  with the  l'lest. I t  .is, 
however, unlikely that  t h i s  system w i l l  be established-  in  the 
foreseeable future. 

90. In  assessing  the 'Varsaw Pact, one should  consider  .the 
global  aspect o f  i t s  strength:  over  the past  f ive  years   the  Pact  
countries have progressed   in   the i r  economic penet ra t ion   in  ter:.. 
t a in   a r eas  o f  the Third Vorld. The inevitable  concornitant is the 
strengthening of t h e i r   p o l i t i c a l   i n f l u e n c e   i n  key a r e a s . t h a t  
straddle  important  shipping  routes f o r  the  ??est:  'Angola, 
I5ozainbique, Somalia, in   Afr ica ,  Syr ia  and,  possibly,  Libya i n  
the  Nediterranean.  Soviet and East European  merchant and f i sh ing  
flets, together with the  Soviet  Navy, cons t i tu te  a s ign i f i can t  
par t .  o f  the  Pact economic a c t i v i t i e s  and o f  i t s  mil i tary  potent ia  
A s  pointed  out   in  a r e c e n t   a r t i c l e  by Admiral Kidd, the  Pact now 
has " the   ab i l i t y  t o  i n t e r d i c t  o r  pressure  internat ional   t rade 
a t  points  well   outside  the NATO area'!, and- i n t e r f e r e  with the  
supplies of energy and. raw materials needed by the  Yest.and with 
the f l o w  of t rade ( 2 )  . 
(l ) All ;i?arsaw Fact  countries  sre  endeavouring t o  ra i se   the  

. _  - 

share of manufactured. goods i n .  the i r   expar t s  t o  the  Vest. 

(2 )  Admiral Isaac, Kidd, Jr. 9DIYAT0 Strategy and the hTew Dimension 
a t  Sea", bTATO Reviex,  Decenber, 1976, p. '7 
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III - Conclusions 
%he I.larsaw 

91. During the  current  Plan period, and probably  well  into 
t h e  198Os, each  country's economy w i l l  s t i l l  be affected by in.- 
escapable  constraints - higher  import  prices,  expensive  energy, 
s ca rc i ty  of sk i l led   l abourp  and a philosophy  thzt denzixls 
central ized  decis ion making in   planning and investnent, that  has 
i n   t h e   p a s t   l e d  t o  g rea t  waste and inefficiency. 

92. In   the  per iod under review  the  chances of :extensive 
d e p l o p e c t  of product ion  factors  - especial ly  nanpower already 
cr i t ical  i n   . s e v e r a l   c o w t r i e s  - w i l l  become nore  limited, so 
that  econonic  growth w i l l  depend increasingly on gains   in   labour  
and capital  productivity.  Consequently,  growth w i l l  become  more 
uncertain than i n   t h e   p a s t ,  when spare  capacity was s t i l l  avail-  
a b l e   i n   t h e  econorail;s of nany of the  ?;farsaw Pact  countries. 
These  elements  cannot but have an inpact on econonic  trends  in 
1976-1984 which include  the  sensi t ive  areas  of p r iva te  con- 
sumption and personal  incones. These in t e rna l  and exterpal  
res t r ic t ions   sugges t  that  caution and r e s t r û i n t  i n  Warsaw Pact 
countr ies '  economic development are t o .  be t h e  watchwords 
Poland in   pa r t i cu la r   f aces  an austere   per iod  with  the  threat  of 
g rea t e r  Russian tkxmagement" hanging  over it unt i l   exports   pick 
up and her  nassive hard currency debt i s  reduced. 

i s  already  lower  than tha t  obtaining  in  most Xast Suropean 
countries.  The gap nay become grea te r  between 1977 and 7984 
and reveal a growing  dzgree of divergence between the  standards 
of l i v ing  o f  the  Soviet  and East Xuropean populations.  This 
phenomenon could have a non-negligible  impact on the  cohesion 
of COPECOnT and on the  economic po l i c i e s  of the  countr ies  
belonging t o  it, 

93. The per  capita  national  product of  the  Soviet Union 

94. To s t rengthen  their  economies and t o  give a r e a l  
impetus t o  consuaption  the  Soviet   leaders,  as wel l  a s   t he  East 
Xuropean ones, should  carry  out i n  depth  reforns of  the  econonic 
sys tem These would aim a t   r e s to r ing   t he   r61e  of p r ices  as a 
yardst ick f o r  lneasuring  value and introduce more f l e x i b i l i t y  
and  co.r;l2?etition in  production. But such  reforms would, 
ultimately, remove the  bureaucratic 2nd ideological con- 
s t r a i n t s  and have repercussions which night  be d i f f i c u l t  t o  
control .  This i s  why the  Soviets  and most of t h e i r   A l l i e s  w i l l  
no t   a l low  my  subs tan t ive  chmge ia the tuorking of  t h e i r  
economic systwt;. 
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