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, CONSEIL DE L’ATLANTIQUE NORD - - - - NORTH ATLANTIC COUNClL 

.. . L ‘  

Comments  by  the  United  States  Delepation on 
the  no.%e by the Gergm Delegation 

We are in broad  agreement w i t h  the  conclusions of the very 
useful  and  informative  German  note on the  Bulgarian  economy,  Our ,, 

brief  general  comments are, followed by a discussion of the  one  topic 
that  we  felt  should have. somewhat  greater  attention - the key rGle 
of foreign  trade in the  emerging  problems of the  economy, To these 
remarks we have  added  comments on specific  paragraphs  in the note, 

B. General  Comments 

2, The  German  note  identifies  the  main  economic  problems of - 
Bulgaria .-, the lag in agricultural  output,  the  strains  involved in 
carrying  out  an  ambitious  investment,  programme9  the  substantial 
dependence  on  the USEE? f o r  industrial  materials and investment  goods, 
and  the  uncertain  prospects for maintaining a rapid  increase  in 
exports t o  the  industrial  \Vest, 

3* We agree  that  Bulgarian  economic  plans,  while  still  orientated 
toward  short-term  growth,  are  more  rea1isti.c  than in the ~ast, and 
that  long-term  factors  are  taken  more  into  consideration, Xe, too, 
find that  economic  reform  has  had  as yet no  perceptible  effect on 
the  economy, . -  . .  

Co The Rôle o f  Foreign Trade 

‘4, As pointed  out  by  the  German  Delegation in the  last  review 
of the  Bulgarian  economy (NATO RESTRICTED WORKING PAPER AC/Bg-W/164, 
1st June, 1965)9 the  rapid,  steady  growth o f  the  Bulgarian  economy 
has  resulted in no  small  part from t h e  ease with which the  country 
has  been  able t o  expand  foreign  trade, The USSR and, to a lesser 
extentp  the  other  Eastern  European  countries  have  readily  agreed to 
furnish  the  goods  necessary f o r  Bulgarian  industrial  development  in 
return f o r  agricultural and other  raw  materials  and  semi-manufactures. 

, .  
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Since 1955 Bulgari&'s  trade with the USSR has   r i sen   a t   record   ra tes  
(20 percent  annually on an average i n  1956-60 and 14 percent  in 
1961-66), Trade with the  other  Eastern European countries  has grown 
s teadi ly ,  though less  rapidly,  averaging  about 10 percent per year 
s ince 1955, Final ly ,   t rade with the non-Communist world has grown 
enormously - by 27 percent a year  since 1955 - a r a t e  approached 
not even by Rumania, whose trade grew more rapidly in   t he   ea r ly  1960s., 
b u t  much  more slowly for the  period as a wholes A s  i n  the Rumanian 
case,   Bulgaria 's   . trade  with  the West has  flourished on the basis o f  
s e l l i ng   ag r i cu l tu ra l  and food products, and some industrial   materials,  
on a scale  s t i l l  small enough t o  be absorbed without d i f f i c u l t y   i n  
the  fast-expanding  markets bf' Western Europe. Since  the  late ,1950~~ 
imperts from Western Europe have also been stimulated by the easy 
ava i l ab i l i t y  of credits. i  mainly from the NATO countries, Bulgaria's 
t o t a l  imports have r i sen  to 20 percent o f  GNP - a propor$ion  exceeded 
only  i n  a few small,  highly S ec ia l i sed  economies i n  Western  Europe 
(Benelux, Dennark, and Norway P 

b .  

, . . . .  . 

5. It i s  becoming harder f o r  Bulgaria t o  continue t o  increase 
t r ade   a t  such rates.  Apart from l imitat ions on demand,  which may 
become important i n  Western  Europe, l imitat ions :on the-supply of 
agricultural   products and many indus t r i a l  materials are  bound t o  a r i s e  
as  exports claim  larger  shares o f  domestic  supplies, ,.: It  is  hardly 
f eas ib l e  t o  continue. %O raise  exports of  agricultural  -products, which 
account f o r  one-third' of exports, a t  15 percent. per' year, while 
agr icul tural '   output   r ises  a t  only 3 percent, . In.  order t o  finance 
the  imports  essential  for increased  industrialisation, Bulgaria must 
accelerate   the growth of agricultural   output and continue t o  expmd 

,, the  share o f  exports o f  more highly processed goods- 

6, These  requirements  indicate a need f o r  a greater  sh i f t  of ' 

pr5orit ies  in  investment  in  favour o f  agr icul ture  .and export  industries 
than  are  seen Z n  the  .plans f o r  1966-70. As the  Germa.n note  points 
out,  the  planned  allocation of .resources . t o  agr icul ture  seems not 
enough t o  increase  the tempo of agricultural  production; Ex-gort 
indus t r ies   a re   fa r ing   be t te r ,  b u t  a s  i n  other  Eastern European countrkq, 
investment is still  greatly  influenced by the  desire  t o  "round out" 
the economy, &,hangover from the   f rankly  autarkic .pol ic ïes  of e a r l i e r  
periods .'.' . . .  . .  . .  

7. To maintain  the growth o f '  exports,  other  basic  changes-.will 
also be  needed.  Profound  modifications w i l l  have t o  be made i n  the 
operation of  the economy, and innovations will have t o  be made ' i n  
foreign  trade.   Specifically,  economic growth w i l l  depend increasingly 
on improvements i n  management and i n  workers' and peasants*  .incentives 
and On closer  economic relat ions  with  the  industr ia l  West, . - . 

. .  . .  
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8. Both these  requirements  involve  serious  difficult ies,  a s  the 
Bulgarians  probably  realise, A n y  real   progress   in  economic reform 
is bound t o  be s l o w  - par t icu lar ly  because o f  lags  i n  developing 
effective  executives - and inevi tably will run into  entrenched 
opposition, To promote closer  economic relat ions with the  Xest 
w i l l  be no less complicated. 

9. Bulgaria  has  run up a large  unfavourable  trade  balance with 
hard  currency  countries  in  recent  years.  In 1966 the  Bulgarian 

: .  d e f i c i t   i n  hard currencies  (on  current  account) was over $100 mil.lion. 
(The German Federal  Republic,  Bulgaria's main t rad ing   par tner   in  
Western  Europe, is also  the major credi tor) .   In   re la t ion t o  the s i z e  
o f  Bulgaria's  exports t o  hard  currency  areas, i t s  indebtedness may be 
one of the   highest   in   the Communist wor ld  - estimated a t  over $8300 
m i l l i o n  a t   the  end o f  1966, o r  nearly double  the volume of  the  year 's  
hard  currency  exports.  Nearly a l l  t h i s  indebtedness must be repaid 
within 5 years- The Bulgarian government rea l i ses  t ha t  i t  cannot 
.afford t o  go into debt a t  t h i s  rate f o r  very  long. Concerned over 
i t s  a b i l i t y  t o  maintain and increase high p r i o r i t y  imports o f  
machinery and industr ia l   mater ia ls ,   the  government has now clamped 
down on new purchaseso Under a recent  Council o f  Ministers'  decision, 
contracts for imports of  over 5200,000 must be matched with contracts 
t o  s e l l   t he  same  amount in   the same Westcrn currencies. 

10. Although the  Bulgarians  apparently do not  intend t o  go over 
t o  a system of tight bilateral   balancing  with Western indus t r i a l  
countries,  they  clearly do expect t o  rely  increasingly on t ie - in  
deals o f  various kinds, i n  which major impor ts  w i l l  be r c l a t e d   i n  one 
way o r  another t o  the  marketing o f  Bulgarian  output - "joint  ventures' '  
in  the loose  Communist definition,  Bulgaria  has  coilciuded  several 
arrangements o f  t h i s  type with Western firms, including  agreements 
l a s t  year t.o pay a t  l e a s t  pa r t ly  i n   b a r t e r  for f o u r  p lan ts  t o  be 
delivered by French firms under c red i t so  S o f i a  has a l s o  embraced 
other  types of  "business  co-operation",  joining with Western  companies 
t o  promote Bulgarian  exports through jo in t  companies domiciled i n  
the West. 

11, The major d i f f i c u l t y ,  of course,   i s ' ïn   securing  suBstant ia1 
in t e re s t  from Western firms, For Bulgaria as  for other  Eastern 
countries,  the  advantages o f  such  arrangements a re  many and complexo 
Joint  ventures  involve more Western assis tance  ( in   technical  know-how, 
barter  financing,  export  marketing)  than p a s t  East-West commercial 
t rmsac t ions ,   bu t  no Western control  over management o r  ownership in  
the  East, They are a l so  a lmost   invis ible   hol i t ical ly;  CIS business 
agreemcnts,  they  can  proceed  independently of  (and make f a s t e r  
progress  than)  other  tradit ional  vehicles o f  re la t ions t h a t  face 
obstacles o f  ideology and policy,, This w a s  i l l u s t r a t e d  by Bulgarian 
Foreign  Trade  Ninister  Budinev's  recent c a l l  f o r  "a joint  f a c t o r y  
i n  Japan in   o rder  t o  s tep  up exports o o o  t o  a th i rd  country  such as  
South Korea", a pol i t ical ly   sensi t ive  country wi th  which Bulgaria 
has previously  carried on l i t t l e  overt   trade,  
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12. In  the  long  run  Bulgaria i s  l i ke ly  t o  explorc; such and 
similar  opportunities i f  it is t o  maintain  the  pace o f  
industr ia l isat ion,   In   the short, run, however, Bulgaria  can  count 
on Soviet  support, The USSR is committed . t o  inc,rcp.sing t rade with 
Bulgaria through 1970 a t  an annual r a t e  o f  about 10 percent - 
subs tan t ia l ly  lower than  the m t e  i n  t'hc early 1960~3, b u t  high enough 
t o  satisf 'y much of Bulgarian import requirements, Moreover, the 
USSR has  agreed t o  absorb a fur ther  rop id  increase  in  Bulkarian 
machinery and equipncnt, . thou&  in  recent  years  thc  Soviet  govcmment 
has become a much tougher  customer f o r  i ts other.  Eastcrn Xuropean 
suppl iers ,  The real squeeze on Bulgaria will come a f t e r  1970, whsn 
i t  w i l l  be eworting  about as inuch machinery t o  the USSR. - ,urd 
probably t o  most other  Communist t rading  par tners  - as i t  im2orts 
from them. From then  on,  Bulgaria w i l l  &pend t o  clmost.  the szlme 
extent  as  thc o l d  industr ia l ised  countr ies  o n . i t s  exports of finished 
goods , It has a very short  time t o  prepare f o r  t h i s  kind of 
competition. 

130 With an eye t o  of fse t t ing  i ts  mounting hard-currency  deficit, 
Bulgaria  has  succeeded i n  . the sp,cc-of Q few years  in  developing i ts  
tourism with the Vlest i n  the most s t s r t l ing   fash ion ,  From a 
negl igible  number i n  1960, thc  influx of Western touris-ts slryrockcted 
from 397,000 i n  1964, t o  620,000 i n  1965 2nd an cstim2,ted 900,000 
i n  1966, Moreover, the  proportion of Westerners among a l l  t o u r i s t s  - 
sa id  t o  have numbered 1.4 mi l l ion   in  1966 - has  recorded c? steady 
increase, from 49 percent   in  196b t o  60 percent  in 1965 end about 
65 percent  in 1966, Bulgaria  has  been  the first Eastern European 
country (aside from Yugoslavia) t o  abol ish  visas  f o r  t o u r i s t s   i n  1967 
i n  honour of the  ' 'International  Touri.st Year", and is gushing f o r  
b i l a t e r a l  agreements with Western countr ies  f o r  t h e i r  permanent 
abolit ion.  Of the reported &O million earnings, from tourism i n  
1965,  probably  about one half  was i n  .hzrd currencies. . 

D. _Specific Comments 

On paragraph 2. Thc experinental  phase o f  the Bulgarian 
reform did indeed  produce  various  statements of o f f ic ia l   sa t i s fac t ion  
with the  resul ts .   In   an  issue of  3rd January, however, covering 
11 months o f  1966, the economic edi tor  of Rabotnichcsko 3clo reported - 
t h a t  the   plants   operat ing under the new economic system  had done l e s s  , 
well than  the  average i n  increasing  ' labour  productivityoll H e  
considered t h i s  t o  be "obviously c?n abnormal phenomenon, 

On Daragraph U + *  We s+c: no essential   difference between  the 
Bulgarian  reforms and th&se adoptcd i n  the  other  .Eastem European . .. 

countries,  There are cer ta in ly   var ic t ions   in  emphasi's ,ÛS well a8 i n  
specific  provisions,  n l l  the programmes, however - not j u s t  t h a t  
of Bulgaria - are  designed t o  make the  existing system work be t te r ,  
Individual  economists have conceived more sweeping proposal,s, i n  which 
"market forces" would play the main rôle i n  determining oulq'ut  and 
Prices,  None o f  the régi'mcs, howeverp hzs the   s l ightest   in tent ïon 
of giving up controls  t o  such an cxtent,  
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One development not mentioned in   the   no te  is Bulgaria 's  
par t ia l   decent ra l i sa t ion  o f  capital  investment. Except f o r  key 
projects,  investment by exis t ing  entergr ises  i s  t o  be  financed by 
the  funds o f  the  enterprises  themselves and f r o m  bank c red i t s ,  
Other Eastern European countries 11me adopted  similar  regulations, 
aimed a t  ending  the  crush o f  aL2glications f o r  s ta te   . f inmcing ,  which 
the  central   authori t ies  have  never  been cble t o  deal with effect ively,  

On  pz-aph 16. Ne have revised  the GNP f igures  shown here, 
on the  basis  of new prrduction  indexes f o r  the 1 9 6 0 s ~  The cstimates 
have also been sh i f ted  from a 1963 t o  a 1965 pr ice   bas i s ,  The new 
estimates fo l low ( b i l l i o n  1965 dol lars)  : 

$%entence, The f i n a l  version o f  the 
Fifth  Five Yerr Plm c a l l s  f o r  an increase  in  national income of 
50 percent, o r  an average  annual r a t e  o f  growth of 804 percent, 

Onxraaraph .330  Our information  indicates  that  f o r  the 
period 1F60-70 Soviet   credi ts  amount t o  more than 800 million  rubles, 

On paragraph 41, It. should  be  noted  that  the  '?high-yield 
types"  are  responsive t o  chemi2gl f e r t i l i s a t i o n .  

Raising and s tabi l is ing  product ion may be more d i f f i c u l t  
f o r  corn than for wheat because o f  the summer droughts. The 
expansion  of  corn  acreage  under  irrigation w i l l  be r e l a t ive ly  slow 
i n  the  current  Five Year Period (1966-70) m d  must compctc with 
vegetable and wheat crops for resources, 

O n s r a p k  42, We have no evidence t o  sugport  the  statement 
tha t  livFi?toclr are dymg o f f  a t  a considerable  rate",  

The development o f  livcstoclr numbers htls been harnpercd by 
a poor feed base and unfavourable  prices  that  dePressec  breeding, 

We think tha t   i nc reased   i np t s  of chemical fertiLi3cr zknd 
pest ic ides  have contributed t o  nigher  agricultural   2roduction  (see 
pnragrzph h-O) In  addition,  the  increased  use o f  f e r t i l i s e r  on  
wheat,  corn m d  industricd  crops shows up i n  t h e  higher  yield dF?tao 
I t  is suggested,  therefore, that  the  2hrase "below expectztions" 
would be more su i tab le  than "relat ively  insignif icant ' : ,  

OnxxttgDh ft6Lsgc-gd-~r.rt, The las t   sen tence  mould be 
clearer if it read: According t o  official  information  indigenous 
production  supplies  only  about 70 percent of the   recomcnded  po te in  
requirements, II 

- 5 -  

c! 

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



- 6 -  c, '. 'e 

&rd par t ,  ' Ve suggest  that  the next t o  
the last sentence should read: "The special isat ion and concentration 
of livestock  production i s  , t o  be stronzly  encouraged," The l a s t  
sentence would stand o u t  t o  be t te r   e f fec t  if made CS a sqzrct tc  point .  

" ~ -~ 

On paramaph 51. It is suggested  that i t  be specif ied t h a t  
the  data shown are  plcvLncd data. 

On paragraphs 51 and 52, Taxes on enterpr ise  income ,and 
asse ts  ZTe d s o  included with turnover  taxes ,and indus t r ia l  p r o f i t  
deductions t o  compute the  percentages shown, 

On saragraph 61, I t  appca?;:s t ha t   t he   eQor t  of machinery 
and equipment incrcased by about 275 percent  during 1961-65i. This 
figure was derived by using'dclta on exports of machinery and equipment 
found in   S ta t i s t icheski   Izves t iya ,  No, 3 ,  1966, page 370 It is 
assumed that export  prices did not  change appreciably  during t h i s  
period (see dnta   in   Stat is t icheskc Godishnik, 1966, page 2%,, Table 11 

On paragrcuhs 63-65. Bulgarian  foreign  trade go& indicate 
l i t t l e  change in  the  overall  geographic  composition o f  trade through 
1970, This means thot '  t he   r a t e  o f  growth of  trade with the USSR i s .  
t o  be  reduced and that  the  recent high r a t e  o f  growth o f  trade wi th  
the non-communist world is t o  drop even more sharply,  while  trade 
with the  Eastern European countries w i l l  continue t o  r i s e   a t   r a t e s  
of the  recent  past .  Large  increases i n  the  influx of Westcm 
t o u r i s t s  t o  Bulgmia and success i n  developing  "joint  vcnturcs': with 
Western firms could  help t o  compenscte f o r  the s1owc.r growth of 
Conventional  trade with the non-Communist world. The trade with . . 

Eastern Europe seems the least  usefu l  t o  Bulgaria, mdcing a 
r e l a t ive ly  small contr ibut ion  e i ther  of industr ia l   mater ia ls  o r  of' 
advanced  industrial: equipment. The slowdown in   t r ade  with other 
areas suggests  that   trade w i l l  be making less of a contribution t o  
economic  growth i n  t h e   l a t e  1960s than i n  ear l ie r   per iods ,  . -. 
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