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su1\IIpdIARY AND CONCLUSIONS 

The p o p u l a r   d i s s a s t i s f a c t i o n  with l i v i n g  standards 
tha t   b rought  down t h e  Gomulka Government last December has 
evoked l i m i t e d   r e d r e s s  from t h e   P o l i s h   A u t h o r i t i e s .   A f t e r  
f i v e   y e a r s  o f  staghation, r e a l  wages a r e   s c h e d u l e d   t o   r i s e  
s u b s t a n t i a l l y  i n  1971 as a r e s u l t  o f  Sovie t  financial 
‘ass i s tance   and   domest ic   rea l loca t ions  raising money incomes 
and c a n c e l l i n g   r e t a i l   p r i c e   r i s e s  of las t  December. No 
substantial a c t i o n   o f  t h i s  type  is i n  evidence i n  o t h e r  
Eas t e rn   coun t r i e s .  In the   Sov ie t  P l a n  f o r  1971-75,  consumption 
b a r e l y   r i s e s  as a sha re  o f  n a t i o n a l  income. R e t a i l   s a l e s  seem 
t o  remain f a i r l y   c o n s t a n t  as a share  of . ne t  material product  
in  Soviet, Hungarian and Czechoslovak plans,, but d e c l i n e  in  this  
regard in the  Bulgarian and Rumanian. 

2. Economic growth o f  Warsaw Pac t   coun t r i e s -   t aken  ,as a 
whole speeded up substantially in 1970,  but f e l l   s h o r t  o f  
recent   averages .   Sovie t  GNP rose  an est imated 5.55 dr more, 
approximately  double the 1969 r a t e .   Po l i sh   g rowth   a l so  
a c c e l e r a t e d   s u b s t a n t i a l l y ,  but. all o t h e r   E a s t e r n   c o u n t r i e s  
except East Germmy repGrted a slowdown. These r e s u l t s   t u r n e d  
l a r g e l y  on the  perrformance  of   agr icul ture  in  Poland, Hungary 
and Rumania; of  investment i n  Czechoslovakia; and of  both in 
t h e  USSR. 

3. Slower  economic  growth than achieved in  1966-70 i s  
envisaged i n  t h e  new Sovie t  and Czechoslovak  Five-Year Plans, 
r e f l e c t i n g   p r o j e c t i o n s  of d e c l i n i n g   r a t e s  o f  expansion o f  t h e  
labour fo rce  and investment.  More b a s i c a l l y ,   t h e   r e s t r a i n e d  
S o v i e t   p r o j e c t i o n s   i n d i c a t e  a disinclination t o   u s e   a v a i l a b l e  
remedies   (e .g .   rea l loca t ion   of   mi l i ta ry   resources ,  economic 
decen t r a l i za t ion )   wh ich ,   t he   l eade r s  may be l i eve ,   i nvo lve  
s u b s t a n t i a l   p o l i t i c a l  o r  m i l i t a r y  risks o r  cos t s .  

This document inc ludes :  1 Annex 
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RECENT ECONOMIC PERFORMANCE 

4. Acce lera t ing  Growth. Judging by t h e   o f f i c i a l   f i g u r e s  
of Net M a t x a l  Product (1) .   co l lec t ive   economic  growth  o f  Warsaw 
P a c t   c o u n t r i e s   a c c e l e r a t e h ' l a s t   y e a r   a f - t e r  a slowdown in 1969. 
The overa l l   g rowth  of the   Sovie t  economy (which   cons t i t u t ed  
about 7% of  the   Eas t e rn  t o t a l  in 1965)  exceeded ,8$ in  1970 
compared w i t h - l e s s  than 55 t h e   y e a r   b e f o r e .   S t a t i s t i c a l l y ,  
Poland's  performance a l s o  improved, East Gemanyvs  was about   the 
sane as in  1-969 while  growth in Czechoslovakia,  Hungary, Bulgaria 
m.d Rumania slowed down somewhat. 

5. The USSR and most  o f   h e r   a l l i e s   c l a i m e d  that the  
ove ra l l   g rowth   t a rge t s  for the   per iod  1966-70  were a t t a i n e d  and 
that ,  except in t h e   c a s e  o f  Poland and Rumania, t h e   r a t e s  of 
i n c r e a s e  were h i g h e r  in  t h i s  per iod  than in 1961-65.. In t h e  
USSR, however, a l l  but   four   o f   the  main i n d u s t r i a l   p r o d u c t s  
o f f i c i a l l y   s p e c i f i e d   f a i l e d  t o  r each   t he   l eve l s   env i saged   desp i t e  
the   c la im that i n d u s t r y  as a whole f u l f i l l e d  i t s  plan. This 
could mean that: the   ove ra l l   f i gu res   a r e   exagge ra t ed ;   t he   p r i ce  
(and   the   qua l i ty )   o f   cer ta in   goods  has r i sen   Epprec iab ly ;   the  
output  o f  c e r t a i n  goods n o t  spec i f i ed ,   e .g .   s t r a t eg ic   ma te r i a l s ,  
m i l i t a r y  and space  goods  rose  in   excess  of p l an .  

6. F l u c t u a t i o n s  in a g r i c u l t u r a l   o u t p u t   a r e   t h e  main 
reason f o r  t he  variations i n  the  annual r a t e s  of growth. Thus 
in  1970 the Sovie t  harvest broke all records a f t e r  a bad yea r  
in 1969. In Hungary sirrd Rumania f l o o d s  and o t h e r   c l i m a t i c  
haza rds   caused   ag r i cu l tu ra l   ou tpu t   t o  f a l l  and reduced  overal l  
growth.  In  Poland a modest r i s e  in  a g r i c u l t u r a l   o u t p u t  
fo l lowing  a bad y e a r  in  1969 permit ted  overal l   growth t o  r i s e  
but was i n s u f f i c i e n t   t o  meet   the  expectat ions  of   the   populat ion.  

7 .  . Investment ,   Investment   cont inues high in  all c o u n t r i e s  
o f   t h e  area. In %he USSR r i s e s   o v e r  1966 have been  more o r  l e s s  
as pl,a.nned; i n  t h e   o t h e r   c o u n t r i e s  p l a n s  have  been  surpassed s o  
that  the  share   .of   the   Net   Mater ia l   Product  going t o  investment 
was h i g h e r   i n  1966-70 than in  the   p rev ious   pe r iod .  In 1970 t h e  
growth of investment  speeded up in t h e  USSR, Hungary and Rumania, 
and slowed down in  Czechoslovakia, DDR and Poland. In Bulgar ia  
i t  di.d n o t  r i s e  a t  all for the  second  year  running. 

8. In. some c o u n t r i e s ,   n o t a b l y   t h e  USSR, the   ou tput  o f  
the   domest ic   engineer ing   indus t ry  has been the main f a c t o r  in  
determining  the  investment  programme and the   regular   expans ion  
of t h i s  i n d u s t r y  has had a stabil ising e f f e c t  on investment. In 
the   ca se  of  Poland,  Czechoslovakia and East Germany, f l u c t u a t i o n s  
in  t h e  impor t s  of machinery and equipnent  have had some in f luence  
on the  investment  programme. In those  countri 'es  where  imports 
Cons t i t u t e  a major  source o f  equipment  (Bulgaria,  Hungary and 
Rumania) ,   f luctuat ions in  imports  have had a powerfu l   in f luence  
on t h e i r   i n v e s t m e n t  programmes. 

( 1 )  GNP c a l c u l a t e d  i t i  Western  terms  rose  about '  5% i n .  1970 
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9. Towards the  end o f  t h e  last - 

Five-Year v e l l i n g   o f f  o f  t h e  upward 
t r end  in overt   defence  spending in  the   Sovie t  Union bu t   ou t l ay  p 

on sc ience   (about   two- th i rds  of which must go .on defence) 
cont inued   to  mount.  Over t h e  5 yea r s ,  t o t a l  m i l i t a r y   o u t l a y  was. 
probably  higher  than o r i g i n a l l y  pla.nned but i t s  share  of  GNP 
may h a v e   f a l l e n   s l i g h t l y   t o   s o m e t h i n g  short  o f  10%. 

10. In t h e   o t h e r  Warsaw Pac t   coun t r i e s   t he   sha re   o f  GNP 
devoted t o  military expendi ture  i s  around 5$p r a t h e r  more in 
t h e   i n d u s t r i a l l y   d e v e l o p e d   c o u n t r i e s p   r a t h e r   l e s s  i n  t h e   o t h e r s .  
On t h e  whole,   defence  outlays in  these   count r ies   have   been  
rising r e l a t i v e   t o   t h o s e  in t h e  USSR, no doubt  owing  to  Soviet  
p ressure .  

1 1 ,  Sov ie t   t r ade   t u rnove r   ro se  

in 1969, all t h e s e   c o u n t r i e s   e x c e p t  East Germany i n c r e a s e d   t h e i r  
t r a d e  with t h e  West more r a p i d l y  than with each  other.  Buoyant 
Western  markets an.d a r e s u l t a n t   i n c r e a s e  in earn ings  o f  Western 
fo re ign   exchange   f ac i l i t a t ed  t h i s  development. 

0 IO-II$ in  opean  countr ies  12.65. As 

1.2, Consumer Discontent .  A r e l a t i v e l y  modest c o n m e r  
share  in txz output  has been a permanent  feature of t h e  
planned economies  of  the Warsaw P a c t   a r e a  and a l a t en t   Source  of 
t roub le   fo r   t he   r6g imes .  In  Poland  the  poor   hamest  of 1970, 
following t h e  bad one in 1969, l e d  t o  a shortage of a g r i c u l t u r a l  
produce and t h e   i n c r e a s e  in  p r i c e s  o f  food and f u e l s   t r i g g e r e d  
o f f  r i o t s  which brought down t h e  Gomulka Government. Real wages 
had r i s e n   o n l y   i n s i g n i f i c a n t l y  (1-2$) over   t he  1966-70 per iod ,  
m.d t h e   A u t h o r i t i e s  were fo rced  t o  admit that  they  had made the  
mistake of  developing  the economy at the  expense o f  s a t i s f y i n g  
t h e  consumer. A f u r t h e r   f a c t o r  in t h e   P o l i s h   s i t u a t i o n  was t h e  
in t roduc t ion  o f  a new incentive  system  which might have  reduced 
wages and increased  unemployment. O 

13. Improvements in  t h e  l o t  o f  t h e  consumer v a r i e d  
considerably in t h e   o t h e r   c o u n t r i e s  o f  the a r e a  in 1970. Real 
wages rose  1% in Czechoslovakia,  where  the  government was 
striving t o  d e a l  with in . f l a t ion ,  3% in East Gemanyp but 5% o r  
more in  the  USSRp Bulgaria, Hungary and  Rwnania.  Howevero 
food  sho r t ages  were r epor t ed  in t h e  USSR, Czechoslovakia and 
East Germany, and in  the USSR such   bas i c   househo ld   a r t i c l e s  
as crockery   were   d i f f icu l t  t o  ge t .   Sovie t ,  East German a d  
Czechoslovak  wage-earners  continued t o  channel a s i z e a b l e  
propor t ion   of   the i r   incomes  i n t o  personal  savbgs9 t h u s  
i n c r e a s i n g   p o t e n t i a l   i n f l a t i o n a r y   p r e s s u r e .  
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POLICY DIRECTIONS: PLRNS FOR 1971-75 . .  

l 4*   Grea te r  Conswner Secur i tx?  The  new government i n  
P o l m d  has moved t o  r e s t o r e   t h e   p r e v i o u s l y   d e c l i n i n g  share o f  
t h e  consumer in  n .a t iona l  income. In  Februa ry ,   F i r s t  
Secre ta ry   Gierek   announced   the   cance l la t ion   o f   the   re ta i l  
p r i ce   i n . c reases  of  December and upward r e v i s i o n  - from 1.5% t o  
4.2$ - of  t h e  1971 p lan   t a rge t   fo r   g rowth   o f   ave rage   g ross  wages. 
Shortages  of  fodder,   meat and o t h e r   f o o d s  have been temporar i ly  
r e l i e v e d  with i m p o r t s ;   p r i c e s  p a i d  t o   P o l i s h  farmers f o r  most 
meat   products   have  been  ra ised  to  stimulate product ion.  Though 
t h e s e   m e a s u r e s   s a c r i f i c e  some investment and foreign  exchange, 
t h e y  seem t o  have a t  l e a s t   t e m p o r a r i l y   a p p e a s e d   P o l i s h   d i s s i d e n t s  
who have rema ined   r e l a t ive ly   qu ie t   desp i t e  the slow  growth of 
i n d u s t r i a l   ( i n c l u d i n g   f o o d )   p r o d u c t i o n   r e p o r t e d  f o r  January- 
March  1971 

15. No s u b s t a n t i a l  r e a l l o c a t i o n s  f o r  the  b e n e f i t   o f  the 
consumer a r e  in  evidence in o ther  c o u n t r i e s  of the East, however. 
In h i s  addres s  of 30th March t o  the   24 th   Sovie t   Par ty   Congress ,  
Brezhnev  s t ruck a balance.  He emphasized the importance  of 
h i g h e r  l i v ing  standards as a " p r e - r e q u i s i t e   f o r   t h e  r a p i d  growth 
o f  outputP' ,  But he  a l s o  counse l l ed   r e s t r a ined   expec ta t ions :  
"The implementat ion  of   the aim of  a c a s i d e r a b l e   i n c r e a s e  in t h e  
p e o p l e ' s   w e l l - b e i n g   r e q u i r e s   t i m e ,   s e r i o u s   e f f o r t s  and enormous 
meansvv. 

16. . Accordingly,   most  Eastern  régimes have r e c e n t l y   t a k e n  
a c t i o n ,   f a v o u r a b l e   t o  the consumer, on r e t a i l   p r i c e s  - e i t h e r  
c u t t i n g  them o r  giving assurances   o f  a f r e e z e  or l i m i t a t i o n  on 
i n c r e a s e s   f o r   t h e  future ,  Moscow repor ted ly   ex tended  
substantial new c r e d i t s  t o   h e l p  finance the extra Po l i sh   food  
imports .  In the Sovie t  1971-75 p lan ,  consumer  goods a r e  given 
preference  over   producer   goods in  rate o f  increase   o f   p roduct ion .  
On the o t h e r  hand, the  same p l a n  expands by only 0.4% t h e   s h a r e  
of  consumption in Net Mater ia l   Product .  Lower growth r a t e s  than 
achieved in t h e   p a s t  5 y e a r s  are assigned t o   S o v i e t  wages, 
housing,  consumer  services and s o c i a l   w e l f a r e .  In a l l  Eas te rn  
c o u n t r i e s   r e p o r t i n g ,   r e t a i l   s a l e s   a r e   s c h e d u l e d   t o  grow  more 
s lowly during 1971-75 than they d i d  in 1966-70. In t h e   c a s e  
o f  Rumania and Bulgaria t h i s  d e c e l e r a t i o n  i s  schedu led   t o   t ake  
p l a c e  in s p i t e   o f  a p l anned   acce le ra t ion  in o v e r a l l  economic 
growth. 

17.  Outlook f o r  Foreign  Trade. Long-term trade agreements 
between t h m S m c O N  c o u n t r i e s  were  concluded 
las t  y e a r  and no   doubt   incorpora ted   in to   the  new Five-Year Plans. 
In t ra -COMECON t r a d e  i s  s t r e s s e d   t o  an exten t   which   leaves   on ly  
modest   scope  for   the  growth of East-West trade. Even t h e  
Rumanians and Hungarians who were p a r t i c u l a r l y   i n t e r e s t e d  i n  
arrangements with Western  Europe  have s ta ted that  t h e y   a t t a c h  
p r i o r   i m p o r t a n c e   t o  trade with t h e  USSR. The Sovie t  Union m a y  
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n e v e r t h e l e s s   s t e p   u p   t r a d e  with t h e  West and conclude impor tan t  
compensation  deals with Western firms if t h e   o c c a s i o n . p r e s e n t s  
i t s e l f .  It; i s  l i k a l y  that  the ,   o the r   coun t r i e s   t oo  will develop 
r e l a t i o n s  with t h e  West t o   t h e   e x t e n t   t h a t   - t h e i r  p r i o r  COMECON 
commitments and t h e i r   b a l a n c e  of  payments  problems  permit. 

18. S loye r  Growth P ro jec t ed .  A moderate   decl ine in t h e  
r a t e  o f  ec'iriiomic growth 1s i n c o r n m a t e d  in  the   Sovie t  plan f o r  
1971-75( 1 ) ;   acco rz ing   t o  some Western  es t imates ,   increases  in  
Soviet  G N P  may s low down t o  4-5% per  year,  Czechoslovak and 
Hungarian Five-Year Plans p r o j e c t  substantial dece le ra t ions ;  
Bulgarian growth i s  t o  speed up sl ightly;  and an approxinmte 
con t inua t ion   o f   t he  1966-70  pace is scheduled f o r  East Germany. 

Rumanian p lan  e n v i s a g e s   s u b s t m t i d l y  mcjre r ap id  growth over  
t h e   n e x t   f i v e   y e a r s ;  this turn r e f l e c t s  t he   s t r i k i rLg ly   f a s t e r  
expansion  planned f o r  a g r i c u l t u r a l   o u t p t .  Czechoslovakia, on 

ag r i cu l tu ra l   p roduc t ion  than a t t a i n e d   d u r i n g  1966-70. In most 
p l ans ,  r a t e s  of growth o f  industr ia l  product ion  are   lower than 
averages  of  the past f i v e   y e a r s .  

. (P.oland has n o t  y e t   a n n o m c e d . i t s  1971--75 targ,ets. .)  Only. t h e .  . . . . . 

0 t he   o the r  hand, expec ts  a slower  average c.IYIYzual i nc rease  in 

19.  Reasons and Motives. The  downward t r e n d  i n  econ.omic 
g r o w t h  p r o F t i o n s  seems p l a u s i b l e  in  view o f  evidence o f  
i nc reas ing ly   cons t r i c t ed   r e sources .   Sov ie t ,  Hungarian and 
Czechoslovak p l a n s  en.visage  slowing  investment growth r a t e s .  
( Rumania9 the   excep t ion ,   p ro j ec t s   acce l e ra t ing   i nves tmen t  as 
wel l  as sconomic  growth,) The l a b o u r   f o r c e  i s  expected t o  remain 
n e a r l y   s t a t i c  in Czechoslovakia  and t o  grow at  d e c l i n i n g   r a t e s  
i n  -:he USSR and Bulgaria. Poland by c o n t r a s t  stlll f o r e s e e s  
problems o f  unemployment; p o l i t i c a l / c u l h r a l   o b s t a c l e s  w i l l  
probably  continue  to  keep i t s  labour sirplus from  moving  a3road 
and helping t o   r e l i e v e  the l abour   sho r t ages   o f  surroundin.g 
c o m t r i e s .  

20. More b a s i c a l l y ,   p r o j e c t i o n  of genera l ly   s lower  ,O economic growth i m p l i e s  during 1971-75 that  Warsaw Pac t  rcjgimes 
a r e  'unwilling to   u se   ava i l ab le   r emed ies  - o r  are unabTe - t o  do - . . 

s o  because o f  Sovie t   p ressure .   Nei ther  i n  th2 Sovie t  p l a n  n o r  
in  speeches o f  l e a d e r s  a t  the   recent   Par ty   Congress  i s  t h e r e  a 
hint o f  a r e a l l o c a t i o n  o f  r e sources  from defence t o  investment 
o r  consumption.  Investment  quali ty and technica l   zdvmce  could  
be s t imula ted  by a genuine  economic  decentral izat ion but t h e  
cu r ren t   t r end  i s  g e n e r a l l y  toward cen t r a l i za t ion .   Con . f iming  
past i n d i c a t i o n s  (C-M( 70)63, 18th November, 1970) 
Premier Kosyg in   t o ld  the   Sovie t   Par ty   Congress  that vDfu l f i lmen t  
of p l a n s   r e q u i r e s  a gen.eral   increase i n  s t a t e   d i s c i p l i n e ,  The 
leading  and decis ive  e lement  i s  d i r e c t i v e  p lml ingp 'o  Last 

( 1)  The average a u a l  growth of Sovie t  Net Mater ia l   Product  
. was 7.1% dur ing  1966-70 and is pro jec t ed  a t  6.5-700$ f o r  

t h e   n e x t ,   f i v e   y e a r s  
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February t h e   P o l i s h   F i r s t   S e c r e t a r y  also r e f e r r e d   t o   " t h e  
n.ationa.l.  eccnomic p l a n  as the   ch ie f  t o o l  for d i r e c t i n g   t h e  
s o c i a l i s t  economy" and withdrew the  new wage system, Even in  
Hw-gary, thle only  Warsaw Pact c o u n t r y   s - t i l l   o s t e n s i b l y  
ex2e rk ien t ing  w i t h  p r i c e   f l e x i b i l i t y ,  a limit of  l-2% p e r   y e a r  
in. r e t a i l   p r i c e   r i s e s  during the   nex t   f i ve   y ' ea r s  was announced 
las t  January. 

21. Such p o l i c i e s  pz-obably a p p e a l   t o   t h e   S o v i e t   l e a d e r s h i p  
because they  ( a )  promise  economic growth  that i s  c r c d i t a b l e  
though'  reduc'edp and ( b )  seem l e s s   c o . s t l y  i n  p o l i t i c a l .  o r  m i l i t a - y  
t e r n s  than a l t e r n a t i v e   p o l i c i e s  that promise  higher growth 
r a t e s .  The prospect   of  econ.omic growth a t  4-55 pe r  y e a r  i s  n o t  
u n s a ' t i s f a c t o ï y  by Wes-tern standards, In Soviet   eyes ,  back- 
tracking on experiments with market-or iented-   refom may diminish 
risks of e r o s i o n  of  P a r t y  c o n t r o l  and may even be popular  with 
thos2  workers  who value economic s e c u r i t y  and consumer  welfare 
above  economic  freedom. And maintenance of the more Gr l e s s  
c u r r e n t   p a t t e r n  o f  a l l o c a t i o n s  in t h e  Sovie t  Plan f o r  1971-75 
p rese rves   t he   op t ion   o f   con t inued  r ap id  growth  of  defence spending, 
As Brezhnev said i n  h i s  remarks a t  the   Pa r ty   Congres s  on f u t u r e  
m r l i t a r y  spending, b9we must cont ique  'Co be r eady   fo r  m y  turns 
in.   the  development o f  eventsPDo 

(Signed) Y. LAULAN 

NATO 
1 1 1 O Brusse l s  
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