DECLASSIFIED - PUBLICLY DISCLOSED - PDN(2012)0003 - DECLASSIFIE - MISE EN LECTURE PUBLIQUE

" " CONSEIL DE L'ATLANTIQUE NORD —

NORTH-ATLANTIC COUNCEL i

EXEMPLAIRE N° 1 6 6

COPY
NATO RESTRICTED
ORIGINAL: ENGLISH WORKING PAPER
T9th April, 1977 BC/A27-WP/507

ECONOMIC COMMITTEE

RECENT ECONOMIC TRENDS IN BULGARIA: SUMMARY REPORT

Note by the Cha2irman

The attached summary report examines economic trends
in Bulgaria in 1976. It has been prepered in the light of
available published data and information received from
delegations.,

2. Similar reports on the other East European countries
will appear from time to time during 1977.

(Signed) J. BILLY

NATO,
1110 Brussels.

This document includes: 1 Annex

NATO RESTRICTED




DECLASSIFIED - PUBLICLY DISCLOSED - PDN(2012)0003 - DECLASSIFIE - MISE EN LECTURE PUBLIQUE

NATO RESTRICTED

-2- AC/127-WP/507
RECENT ECONOMIC TRENDS IN BULGARIA: SUMMARY HEPORT

TABLE OF CONTENTS

INTRODUCTION 1
PLAN IMPLEMENTATION : 2=3
Annual Plan ~ 2
Five-Year Plan ' 3
MACROECONOMIC TRENDS N 48
Net Material Product 5
Consumption ‘ ' 6
Investment . 7
Menpower 8
SECTORAL TRENDS 9-14
Agriculture 9-10
Industry 11-12
Construction : : 13-
Transport 14
FOREIGN TRADE 15-16
Trade Turnover : 15
Hard Currency Indebtedness 16
CONCLUSIONS AND PROSPECTS 17-19

NATO RESTRICTED

-2



__ DECLASSIFIED - PUBLICLY DISCLOSED - PDN(2012)0003 - DECLASSIFIE - MISE EN LECTURE PUBLIQUE

NATO RESTRICTED

AC/127-WP/507 -3

RECENT ECONOMIC TRENDS IN BULGARIA: SUMMARY REPORT

A, INTRODUCTION

1. Comparatively viewed, 1976 was a mediocre year for
the COMECON economies as a whole, and Bulgaria was no exception,
This holds true, both in terms of self-imposed goals (Section I)
and actual performance of aggregate and industrial variables
compared with that of recent years (Sections II/III), Not
merely was the 1976 Plan underfulfilled in 211 but very few
sectors, but the economy also showed a clearly decelerating
trend, with the exception of gross fixed investment. Although
the persistent lack of statistics makes it difficult to pin-
point the precise cause .of this slowdown, reportedly, .
the first six months! results were well in line with the annual
Plan targets; but then a decline started in the third quarter
which worsened in the final months of the year (Table A).

TABLE A. Quarterly trends of NMP and Industrial Production
(1976 _rates of growth over 19/5 corresponding periods)

NP Industrial Foreign Trade
production turnover
(1) First six months 9. 0% 9.0% n.a.
(2) First three quarters n.a. 8.2% 9.¢3%
(3) 1976 aggregate 7 « 0% 8,0% 8. 4%
(4) Annual Plan g.0% 9.2% n.a.

Source: (1) Le Monde, Dossiers et documents, "L'année

------ Economique et sociale, 1976: - 1'espoir decu", p.73

$2g BIS, Press Review, 12.1.77
3) and (4) Table B, over

B. PLAN IMPLEMENTATION

2, Annual Plan: In sherp contrast with 1975, all but a
few indicators of the still expanding Bulgarian economy fell
short of the initial Plan provisions (Table B). Factors res-
ponsible for the 2% below-target Net Material Product (NIMP)
result include a substantial gap persisting between planned and
realized growth in construction and the overall failure to meet
the ambitious industrial target despite some sectoral success.,

The final results could have been even poorer had not the tran-.

sport industry partially offset thelimited performance of the
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other production sectors.,

3. Five-Year Plan: The 1976 performance casts doubt on
the feasibIIity of the Seventh FYP 1976-1980 which provides for
a 7.7% annual average growth. As shown in Table 1 (at Annex),
the Bulgerian planners had in mind a rapid upturn for 1976 so
that lower annual growth rates would suffice for 1977-1980,
After the 1976 results, either the original 1977-1980 planned -
slowdown will in fact take place, which will prevent FYP fulfil-
ment, or this trend will be countered by boosted 1977-1980 target
The Bulgarian leadership seemsto have selected the second option,
setting 1977 targets generally higher than both the 1976 results
end the 1976-~1980 planned yearly average (Table 2 at Annex), If
the 1977 Plan were fulfilled, the 1978-1980 average annual target
would be once again more or less co-ordinated with the FYP
provisions. However, there will be no possibility for further
lowering of targets in the last years of the current Plan and.
tight annual plans are to be expected until 1980.

Plan  Actual Fulfilment index
R T (actual/plan x 100)

A. lacroeconomic variables

NMP

Np 9.0 7.0 98,2
Gross fixed investment L.b4 11,02 106,32
Consumption (total) 7.5 6.3 - 98.9
Social consumption 8.2 6.7 - 98.6
Retail trade 7.8 7+3 99.5 .
Foreign trade turnover over8.4 8.4 underfulfilled
Per capita reel income 4,8 Lbh. . .D59,6 . .
Labour productivity 8.8 7.0 98.3

B. “Sectoral variables
Agricultural output 5.0 3.1 B,2
Industrial output 9.2 8.0 93.9
' Construction 8.0 b.h iA,7
Transport (goods) 10.0 16.7 10¢, 1

® Preliminary rough estimate
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C. MACROECONOMIC TRENDS

4, Given the structure of the Bulgarian national accounts,
it is not possible to give an aggregate expenditure breakdown
of NMP in current monetary units (leva)(1). Such a breakdown
is only :given +to the UN, but the time lag is so wide that those
data are useless for current analysis(2). Nevertheless, the
trends of certain aggregates may be reconstructed, utilizing
the information provided by the UN, the Bulgarian Statistical
Yearbook and the annual rates of growth disclosed by the Bul-
garia? media when assessing Plan implementation (Table 3 at
Annex).

5. Net Material Product: Last year, Bulgarlan NMP
exceded fifteen million leva, but its grow%h rate was the lowest
experienced since 1971, when - as in 1976 - it amounted to some
7§p(Table C), According to official sources, the entire growth
was due to increased labour productivity. This is certainly a
positive feature; nevertheless, this productivity was accelerated
through an unusually high, far above Plan; investment volume,
However, the vroductivity growth (7%) not only was substantially
below Plan average (8.8%),but also showed a marked decline over
the. 1975 level (8.7%). Nevertheless, this increase in productivity

.can be considered as substantial.

TABLE C. Growth Rates in Agpregate Variables 1973-1976

1973 1974 1975 1976
Net Material Product 8.1 7.8 5.0 7.0
Gross fixed investment 7.2 8.1 8.2 11.0%
Consumption 7.0 7.6 n.a, 6.3
Foreign trade turnover "13.6 24,2 23.8 8.4
Labour productivity 1.0 5.8 8.7 7.0
Per capita real income 8.5 4,9 5.6 4,4

a Preliminary rough estimate

6. Consumption: The growth of total consumption was the
lowest ever recorded hitherto in the 1970s. This is probably-
the outcome of a sluggish increase in real per capita income
(the weakest since 1971)., Nevertheless, retail sales - which
represent the overwhelming part of personal consumption - were

§1g T Y08 = 0.96 leva

2) For the latest figures available on NMP breakdown into
personal and social consumption, net fixed capital formation, -
.increase in stocks, losses and balance of trade, see UN
Ye?zgook of National Account Statistics 1975,New York, 1976
P.
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up by 7.3%, i.e. 0.5% less than planned, but 1% more than totel
consumption. This would lead one to assume a very slow upturn
in consumption other than personal. But public consumption
increased by 6.7%, i.e. more than total consumption (6.3%). The
reconciliastion of these figures is impossible on the basis of
data so far disclosed by the Bulgarian authorities.

7. Investment: Gross fixed investment in 1976 amounted
to 5.5 billion leva, a sharp overfulfilment of the Plan target
and the sole exception to the generally slackened pace of growth
of macroeconomic variables. Even if such overfulfilment is more
2 rule than an exception, the. 1576 growth rate reported at 11%
was by far the highest in the seventies, and probably "y
motivated the planners to raise 1977 investments to unprecedented
levels. £s to the composition of investment, the only data

released by official sources were that 54% was used for recons-

truction,modernization and expansion of existing productive
capacity. This was a far cry from the Plan target, which
required 55% to be earmarked for modernization and reconstruction
alone, and an additional 20% for expansion of already existing
capacity. ( No other information is available on the utilization
of the remaining part of the investment. ) -

. 8., lManpower: The demographic growth rate was 0.67%
(Population 1976 8.71 million). Bulgarian population of
working age (15-64 years) was 5,847 million in 1975 and around
5.863 million in 1976 (average growth rate in 1976-1980: 0.27%).
The number of students in all educational establishments

remeined 17% of the population. So far, no serious labour shor-
tage seems to exist, although signs of bottlenccks have S

started appearing as a consequence of the depletion of agricultural

manpower: reserves on the one hand, and scarcity of skilled labour
on the other,

D, ~  SECTORAL TRENDS

9. Aﬁriculture: As a result of very good harvests and
yields for wheat an arley and of good performance in other
crops (sugar beets, tomatoes, grapes, potatoes, applés and
tobacco), the farm sector in 1976 grew at the rate of 3.,1%, a
reasonably good performance, although much lower than planned.
There is little doubt that the planners were over-optimistic in
projecting a 5% growth rate in 1976; they were certainly inf-
luenced by the 7% increase of 1975, which was merely a recovery
after the previous two vears' disasters (Table D). Among the
reasons for such optimism was the agricultural reform programme
decided upon at the 1968 Party CC Plenum and vigorously started
in 1970 with the creation of 133 "Agro-industrial complexes®,
These concentrated state and collective farms into much larger
units with two goals in view: (1) redistributing the productive
tasks (e.g. all hogs to one unit, all corn to another), and

(2) giving the farms direct control over their own processing
facilities, By the end of last year, for example, 25% of all

NATO RESTRICTED
6




DECLASSIFIED - PUBLICLY DISCLOSED - PDN(2012)0003 - DECLASSIFIE - MISE EN LECTURE PUBLIQUE

NATO RESTRICTED

£C/127-WP/507 -7

agro-industrial complexes had acquired their own canning factories

for fruits and vegetables.

TABLE D. Sectoral Pates of Growth (at constant prices)

1975 - 1976
1973 1974 197 1976
Industry 9.3 8.5 9.9 8.0
Agriculture 1.3 -1.9 7.0 3.1
Construction 8.5 8.1 5.7 4o4
Transport n.a. n.a. n.a. 16.7

10. Contrary to initial declarations, as a result of this
merger process, the state and collective farms began to lose
their identity: Dby the end of 1975, 83 agro-industrial complexes
(or more than half the total) had abolished the autonomy of the

individual farms, Together with the development of agro-industrial

complexes, so-called "industrial-agricultural complexes" (1973)
and "scientific production complexes" (1974) began to emerge.
Both entities are forms of agricultural concentration, the former
with industrial activities and the latter with research purposes
as the main goal (1). The merger process culminated in August,
1976, with the establishment of the National Agro-industrial
Complex, under the aegis of the Ministry of Agriculture and the
Food Industry. This nation wide organization is intended to take
over management of the country's agriculture, food industry and
r&lated activities,

11, Industry: The industrial growth rate in 1976 recorded
its lowest increase so far in the seventies, Despite the slow-
down, an 8% growth rate can only be considered negative if com-
pared with the ambitious 9.2% target set by the planners. All the

 main.branches of industry show underfulfilment of different

magnitudes, as shown in Table E. '

TABLE E. Industrial Performance of Selected Branches in 1976
Rates o rov

Plan Actual
Machine building 14,4 13.0
Chemical industry 13.4 5.3
Building materials 13.1 8.1
Light industry 9.0 5.3
Food industry 9.0 7.7

(7) Further Information on this variety df“compfexesii can be
found in RFER, 14th February, 1977
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Some of these results zre not surprising. Underfulfilment in
the light industry could well reflect below Plan per capita
income and consumption increases. Poor results in the building
material sector go hand in hand with a drastic downward trend
in the construction activities.

12. Among the industries which fared well in 1976, the
following are to be mentioned: tractors, electric trucks, motor
trucks, electrical and metallurgical products and computer products;
the last being the pride of the regime, Nevertheless, some high
output increases { +34.3% in computers) reflect, in reality, -

a low base for measuring growth, As to the energy sub-sector
the only information so far disclosed by the Bulgarian authorities -
refers to electric power production, which rose from 25.2 billion

"kWh in 1975 to 27.7 billion in 1976, a growth rate of 9.9%. As

the annual Plan target was not disclosed, it is impossible to
state whether such a performance was in line with its provisions.
However, it is:above the average FYP target, set at 9.1 %.°

13. Construction: In 1976, this sector showed the weakest
sectoral implementation index : 4.4 % increase (Plan : 8 %),
which is the lowest growth rate attained since 1971, These poor
results are all the more surprising.as investment expenditure in
this sector was far above the Plan and construction accounts
generally for between 45% and 50% of gross fixed investment.
Completed construction work (valued at 2.17 billion leva) included
projects such as cellulose and paper plant, artificial silk plant

""and road construction. As for the housing sub-sector, 63,000
" apartments were constructed, with a reported increase of é 000

over 1975. This is still far below the level needed to at%ain :
the planned 420,000 apartments in 1976-1980..

14, Transport: The sectormilresulis:of freight-transpert were
very positive; %Ee fulfilment index being 106.1. However, the

causes of such an upturn aré not ¢larified by the deta so far

released. '

E. FOREIGN TRADE

15. Trade Turnover: The growth of foreign trade turnover
last year dropped from 24.2% in 1974 and 23,8% in 1975 to 8.4%,
the lowest rate in this decade. This contraction was probahly the
result of an attempt to reduce the trade balance deficit, which
had alreddy reached disquieting levels in 1974 (~475 million leva)
and 1975 (-696 million leva)., Exports to socialist countries rose
by 14.9% and imports by 10.2%, (as compared with a planned increase
of 22.6%*in total turnover), : - whereas
exports to non-socialist countries rose by 13.1% and imports
declined by 15.3%. The total .. .
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effect was, therefore, to reduce the imbalance substantially(1),
but at the price of reducing dramatically the volume of trade,
(no Plan data wore disclosed for trade with non-socialist '
countries). . :

16. Hard Currency Indebtedness: The cut in imports from
non-socialist countries and the parallel increase in exports con-
tributed to diminishing the rate of increase of the hard currency
debt(2), estimated at around $1.8-2.0 billion at end 1975 and
$2.3 billion at end 1976 (Table 4 at Annex). This makes Bulgariea
cne of the most heavily indebted COMECCN countries, after Poland,

: As shown in Table F below, the hard currency indebted-
ness is growing much faster than exports to the industrial VWest
so that the Bulgarian debt was, in 1976, a record six and a half
times as much as the value of exports to CECD countries. Such
a level of foreign debt certainly represents a major constraint
for the economy as a wnole and could undermine the country's
capability to obtain further financing facilities in the West.

TABLE F. Bulgarian Exports and Indebtedness to Hard Currenc
Counfr%es. Zﬁi%gion current qollars 7§7GJ 1§?E - 1§76§

Exports to Indebtedness to Indebtedness
Industrial West(1) Industrial Vestle) % ratio

1970 226 700 310

1974 352 1,200 3441
1975 318 , 1,800 566
1976 v (350) 2,300 (657)

@ Directorate rough estimate

(T) The balance of trade deficit was probably down to around
200 million leva, A.T., "Les resultats économiques de la
Bulgarie en 1976", in Le Courrier des pays de 1l'Est,

February, 1977, Table pp. 27-29, oifers the following esti-
mates of Bulgarian foreign trade (in million leva): LIxports
to Socialist countries,4115; Imports from Socialist countries,
4133; Exports to capitalist countries,1001; Imports from cap-
italist countries,1189; Total exports, 5116; Total imports,

- b322.

(2) Tourism receipts probably helped to reduce the growth rate of
the foreign debt. The Bulgarian authorities are putting in-
creasing emphasls on this activity as a source of foreign exc-
hange. Unfortunately, quantitative information on last year's
results in this respect are not yet available.

NATO RESTRICTED
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E. CONCLUSIONS AND PROSPECTS

17. The general picture of the Bulgarian economy in 1976,
as outlined in this paper, is not particularly bright-despite .the
fact that actual rates’ of growth were all much higher then the -
average. of COMECON .economies

~

. (+7% in NMP, +8% in industrial production, and

+3.1% in agricultural output) Moreover, the LT

welfare of the population continued to improve last year, despite

very substantial investment rates. Indeed, food products,

clothing and other staple commodities showed increases,
~ .- . varying from a minimum of 2% to a maximum of 14%, (with

automobile sales up 7.9%).

18. Nevertheless, there are at least three major reasons
to pass a negative Jjudgement on last year's performence., First,
the very concept of Net Material Product is so devised as to
include only the fastest growing sectors of the economy and
those where productivity gains are highest. Indeed, it excludes
the greatest part of services - such as education and health -
whose growth rates are usually the most sluggish in the whole
economy. Therefore, a 7% growth in NMP is less - sometimes
much less - than equivelent to a 7% growth in Net National
Product (Western concept)(1). Second, the 1976 performance showed
wide sectoral Plan underfulfilment which means ‘that major mis-
takes were certainly made in the Plan-building phase, This im-
pression is supported by the otherwise hardly explainable
re~shuffle of June, 1976 at ministerial level and in the higher
ranks of the bureaucracy, followed this February by the dismissal
of the Minister for Foreign Trade. Third, the 1976 results are
symptomatic. . of a decreasing trend in growth rates, which the
planners were not able to foresee, but which, in part, can be .
attributed not to errors, but to external circumstances, &uch as
increasing orices of imported raw materials, including Soviet
0il or the need to check the growing . s B
trade imbalance and foreign indebtedness .

. 19. However, planners again established very ambitious goals
i in order to make 1977 a catch-up year

after the slack of 1976, These targets, though, have little
probability of being achieved, in view of the old and new obstac~
les to development such as deterioration of terms of trade;
growing hard currency indebtedness; unsatisfactory labour produc-
tivity - even if concealed by spurious nominal gains stemming
from high additions in capital per worker; a certain lack of -
competence in management, fostéred by Party nepotism; and finally,
certain manpower constraints. To overcome these hindrances, much

more than increased Soviet aid and widening intra-bloc integration
would be required.

(1) Net National Product (NNP) equals GNP minus depreciation
allowances,
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TABLES AND CHART

Consequences of 1976 performence on Five-Year Plan
1976-1980. Annual average rates of growth,

1977 Plan and residual targets until 1980.
Annual average rates of growth.

Main aggregates of the Bulgarian econony.
Million current leva, 1971-1976.

Fastern Europe: Net hard currency debt,
Billion US &.

New structure of the agro-food sector in Bulgaria,
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Consequences of 1976 performance on Five-Year Plan 1976-1980

Annual average rates of growth

- 1977~80 Residual targets

oo () TS
NMP 7.7 A 7.9
Cross fixed investment 7.6 8.4 6.8
Retail sales 7.0 6.8 6.9
Foreign trade turnover 9.9 n.a, more than planned
Per capita real income 3.7 3.4 3.5
Labour productivity 7.7 Tk 7.8
Industrial output 9.2 9.2 9.5
Agriculturasl output 3.7 n.a. moré than planned

a Five-Year average over previous Five~Year average
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TABLE 2

1977 Plan and residual targets until 1980

Annual average rates of growth

P Ry G maea
| Tergots
NMP 7.7 7.0 8.2 7.8
Gross fixed investment 7.6 11.0° 10,6 5.5
Retail sales | 7.0 7.3 7.0 6.9
Foreign trade turnover 9.9 8.4 n.a. n.a,
Per capita real income 3.7 L.bh 4.5 3.2
Labour productivity 7.7 7.0 8.1 7.8
Industrial output 9.2 8.0 9,2 9.6
Agricultural output 3,72 3.1 4.0 n.a.
a

Five--Year average over previous Five~Year average

b Preliminary rough estimate
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. .



DECLASSIFIED - PUBLICLY DISCLOSED - PDN(2012)0003 - DECLASSIFIE - MISE EN LECTURE PUBLIQUE

NATO RESTRICTIED

wlpe ANNEX 1 to:
~WP/507

TABLE 3

Main aggregates of the. Bulgarian econom
Mi%%Ion current levea, %973—4§76

Consumption Gross fixed Foreign trade NMP
_. : | investment turnover

1971 . 7,974 3,609 5,033 10,411
1972 ~ - 8,490 3,953 5,609 11,242
1973 - 9,100 4,236 6,372 12,148
1974 - 9,800 4,578 7,916 13,093
1975 " n.a. 4,9532 9,7982 14,2712
1976 n.a, 5,500% 10,6212 15,270%
a Preliminary

Source: 1971-1974: Bulgarian Statistical Yearbooks. Data for
1975-1976 are calculated on the base of reported annual
rates of growth
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TABLE &4

EBEastern Burope: Nét-Hard Currency Debt
Billion US $

1970 1974 1975 1976
Total Net Debt of which: 6.5 18.2 29,0 %9.1
USSR 1.9 5.0 10.0 14,0
Poland 0.8 3.2 6.9 10.0
East Germany 1.0 2.8 3.8 4,8
Romania 1.2 2.6 3.0 3.3
Hungary 0.6 1.5 2.1 2.6
Czechoslovakia 0.3 1.1 1.5 2.1
Bulgaria 0.7 1.2 1.8 2.3
Portion held by Commercial
Banks in the West(1)(2) 0.5 6.4 15.3 20.6(3)
of which:
USSR n.a. -0.1 4,7 - 7.0
Poland n.a. 1.7 3.4 4obh
(1) Data include net East European liabilities in Western domes-

(2)

(3)

tic currencies as well as Eurocurrencies, The data series
is inconsistent because of reporting changes over time. The
1970 data represent net liability positions vis-ad-vis repor-
ting banks in Belgium, France, Germany, Italy, the Nether-
lands, Sweden, Switzerland, and the United Kingdom. The
1974 data also include reporting vis—-8-vis banks in
Luxembourg, Canada, Japan, and the US, vearend data for
1975 and for the third quarter of 1976 include positions
vis-d-vis offshore branches of US banks.

Estimated. Incomplete reporting from Swiss, Canadian, US

and Japanese banks precludes a precise breakout of net
liabilities by individual East European country.
As of 30th September, 1976.
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