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SUMMARY AND CONCLUSIONS

The popular dissastisfaction with living standards
that brought down the Gomulka Government last December has
evoked limited redress from the Polish Authorities. After
five years of stagnation, real wages are scheduled to rise
substantially in 1971 as a result of Soviet financial

‘assistance and domestic reallocations raising money incomes

and cancelling retail price rises of last December. No
substantial action of this type is in evidence in other

Eastern countries. In the Soviet Plan for 1971-75, consumption
barely rises as a share of national income. Retail sales seem
to remain fairly constant as a share of net material product

in Soviet, Hungarian and Czechoslovak plans, but decline in thls
regard in the Bulgarian and Rumanian. :

2. Economic growth of Warsaw Pact countries taken as a
whole speeded up substantially in 1970, but fell short of
recent averages. Soviet GNP rose an estimated 5.5% or more,
approximately double the 1969 rate. Polish growth also
accelerated substantially, but all other Eastern countries
except FEast Germany reported a slowdown. These results turned
largely on the performance of agriculture in Poland, Hungary
and Rumania; of investment in Czechoslovakia; and of both in
the USSR.

3. Slower economic growth than achieved in 1966-70 is
envisaged in the new Soviet and Czechoslovak Five-Year Plans,
reflecting projections of declining rates of expansion of the
labour force and investment. More basically, the restrained
Soviet projections indicate a disinclination to use available
remedies (e.g. reallocation of military resources, economic
decentralization) which, the leaders may believe, involve
substantial political or military risks or costs.
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RECENT ECONOMIC PERFORMANCE

4. Accelerating Growth. Judging by the official figures
of Net Material Product(1), collective €conomic growth of Warsaw
Pact countries accelerated last year after a slowdown in 1969.
The overall growth of the Soviet economy (which constituted
about 70% of the Eastern total in 1965) exceeded 8% in 1970
compared with less than 5% the year before. Statistically,
Poland's performance also improved, East Germany's was about the
seme as in 1969 while growth in Czechosloveakia, Hungary, Bulgaria
and Rumania slowed down somewhat. :

{ 5. The USSR and most of her allies claimed that the
overall growth targets for the period 1966-70 were attained and
that, except in the case of Poland and Rumania, the rates of
increase were higher in this period than in 1961-65.. In the
USSR, however, all but four of the main industrial products
officially specified failed to reach the levels envisaged despite
the claim that industry as a whole fulfilled its plan. This
could mean that: the overall figures are exaggerated; the price
(and the quality) of certain goods has risen eppreciably; the
output of certain goods not specified, e.g. strategic materials,
military and space goods rose in excess of plan.

- 6. Fluctuations in agricultural output are the main
reason for the variations in the annual rates of growth. Thus
in 1970 the Soviet harvest broke all records after a bad year
in 1969. In Hungary and Rumania floods and other climatic .
hazards caused agricultural output to fall and reduced overall
growth. In Poland g modest rise in agricultural output
following a bad year in 1969 permitted overall growth to rise
but was insufficient to meet the expectations of the population.

7. Investment. Investment continues high in all countries
of the area. 1In the USSR rises over 1966 have been more or less
as planned; in the other countries plans have been surpassed so
that the share of the Net Material Product going to investment
was higher in 1966-70 than in the previous period. In 1970 the
growth of investment speeded up in the USSR, Hungary and Rumanisa,
and slowed down in Czechoslovakia, DDR and Poland. In Bulgaria
it did not rise at all for the second year running.

. 8. In some countries, notably the USSR, the output of
the domestic engineering industry has been the main factor in
determining the investment programme and the regular expansion
of this industry has had a stabilising effect on investment. In
?he case of Poland, Czechoslovakia and East Germany, fluctuations
in the imports of machinery and equipment have had some influence
on the investment programme. In those countries where imports
const;tute a major source of equipment (Bulgaria, Hungary and
Rumania), fluctuations in imports have had a powerful influence
on their investment programmes.

(1) GNP calculated in Western terms rose about 5i% in 1970
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) 9. Military Expenditure. Towards the end of the last-
Five-Year period there was a levelling off of the upward
trend in overt defence spending in the Soviet Union but outlay
on science (about two-thirds of which must go on defence) _
continued to mount. Over the 5 years, total military outlay was’
probably higher than originally planned but its share of GNP
may have fallen slightly to something short of 10%.

10. In the other Warsaw Pact countries the share of GNP
devoted to military expenditure is around 5%, rather more in
the industrially developed countries, rather less in the others.
On the whole, defence outlays in these countries have been
rising relative to those in the USSR, no doubt owing to Soviet
pressure.

11. Forei Trade Accelerates. Soviet trade turmover rose
10-11% in T970, %Haf of Ihe Bast Buropean countries 12.6%. As
in 1969, all these countries except East Germany increased their
trade with the West more rapidly than with each other. Buoyant

Western markets and a resultant increase in earnings of Western
foreign exchange facilitated this development.

12. Consumer Discontent. A relatively modest consumer
share in total output has been a permanent feature of the
planned economies of the Warsaw Pact area and a latent source of
trouble for the régimes. In Poland the poor harvest of 1970,
following the bad one in 1969, led to a shortage of agricultural
produce and the increase in prices of food and fuels triggered
off riots which brought down the Gomulka Government. Real wages
had risen only insignificantly (1-2%) over the 1966-70 period,
and the Authorities were forced to admit that they had made the
mistake of developing the economy at the expense of satisfying
the consumer. A further factor in the Polish situation was the
introduction of a new incentive system which might have reduced
wages and increased unemployment. '

13. Improvements in the lot of the consumer varied
considerably in the other countries of the area in 1970. Real
wages rose 1% in Czechoslovakia, where the government was
striving to deal with inflation, 3% in East Germany, but 5% or
more in the USSR, Bulgaria, Hungary and Rumania. However,
food shortages were reported in the USSR, Czechoslovakia and
BEast Germany, and in the USSR such basic household articles
as crockery were difficult to get. ©Soviet, East German and
Czechoslovak wage-earners continued to channel a sizeable
proportion of their incomes into personal savings, thus
increasing potentiagl inflationary pressure.
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POLICY DIRECTIONS: PLANS FOR 1971-75

" 14. Greater Consumer Security? The new government in
Poland has move 0 restore e previously declining share of
the consumer in national income. In February, First
Secretary Gierek announced the cancellation of the retail
price increases of December and upward revision - from 1.5% to
4.2% - of the 1971 plan target for growth of average gross wages.
Shortages of fodder, meat and other foods have been temporarily
relieved with imports; prices paid to Polish fammers for most
meat products have been raised to stimulate production. Though
these measures sacrifice some investment and foreign exchange,
they seem to have at least temporarily appeased Polish dissidents
who have remained relatively quiet despite the slow growth of
industrial (including food) production reported for January-
March 1971.

15. No substantial reallocations for the benefit of the
consumer are in evidence in other countries of the East, however.
In his address of 30th March to the 24th Soviet Party Congress,
Brezhnev struck a balance. He emphasized the importance of
higher living standards as a "pre-requisite for the rapid growth
of output”. But he also counselled restrained expectations:

“The implementation of the aim of a considerable increase in the
people's well-being requires time, serious efforts and enormous
means'.

16. . Accordingly, most Eastern régimes have recently taken
action, favourable to the consumer, on retail prices - either
cutting them or giving assurances of a freeze or limitation on
increases for the future. Moscow reportedly extended
substantial new credits to help finance the extra Polish food
imports. In the Soviet 1971-75 plan, consumer goods are given
preference over producer goods in rate of increase of production.
On the other hand, the same plan expands by only 0.4% the share
of consumption in Net Material Product. ILower growth rates than
achieved in the past 5 years are assigned to Soviet wages,
housing, consumer services and social welfare. In all Eastern
countries reporting, retail sales are scheduled to grow more
slowly during 1971-75 than they did in 1966-70. 1In the case
of Rumania and Bulgaria this deceleration is scheduled to take
place in spite of a planned acceleration in overall economic
growth.

17. Outlook for Foreign Trade. Long-term trade agreements
between the USSR and the other COMECON countries were concluded
last year and no doubt incorporated into the new Five-Year Plans.
Intra~COMECON trade is stressed to an extent which leaves only
modest scope for the growth of East-West trade. Even the
Rumanians and Hungarians who were particularly interested in
arrengements with Western Burope have stated that they attach
prior importance to trade with the USSR. The Soviet Union may
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nevertheless step up trade with the West and conclude important
compensation deals with Western fimms if the occasion presents

itself. It is likely that the other countries too will develop
relations with the West to the extent that their prior COMECON

commitments and their balance of payments problems permit.

18. Slower Growth Projected. A moderate decline in the
rate of economic growTh i1s incorporated in the Soviet Plan for
1971-75(1); according to some Western estimates, increases in
Soviet GNP may slow down to 4-5% per year. Czechoslovak and
Hungarian Five~Year Plans project substantial decelerations;
Bulgarian growth is to speed up slightly; and an approximate
continuation of the 1966-70 pace is scheduled for East Germany.

(Poland has not yet announced.its 1971-75 targets.) Only the. ... .

Rumanisn plan envisages substantially more rapid growth over

the next five yearsy this in turn reflects the strikingly faster
expansion planned for agricultural output. Czechoslovakia, on
the other hand, expects a slower average annual increase in
agricultural production than attained during 1966-70. In most
plans, rates of growth of industrial production are lower than
averages of the past five years.

19. Reasons and Motives. The downward trend in economic
growth projections seems plausible in view of evidence of
increasingly constricted resources. Soviet, Hungarian and
Czechoslovak plans envisage slowing investment growth rates.
(Rumania, the exception, projects accelerating investment as
well as economic growth.) The labour force is expected to remain
nearly static in Czechoslovakia and to grow at declining rates
in the USSR and Bulgaria. Poland oy contrast still foresees
problems of unemployment; political/cultural obstacles will
probably continue to keep its labour surplus from moving abroad
and helping to relieve the labour shortages of surrounding
countries.

20. More basically, projection of generally slower
economic growth implies during 1971-75 that Warsaw Pact régimes
are unwilling to use available remedies - or are unable to do -~
so because of Soviet pressure. Neither in the Soviet plan nor
in speeches of leaders at the recent Party Congress is there a
hint of a reallocation of resources from defence to invesiment
or consumption. Investment quality and technical advance could
be stimulated by a genuine economic decentralization but the
current trend is generally toward centraligation. Confirming
past indications (C-M(70)63, 18th November, 1970),

Premier Kosygin told the Soviet Party Congress that "fulfilment
of plans requires a general increase in state discipline. The
leading and decisive element is directive planning”. Last

(1) The average annual growth of Soviet Wet Material Product
. was 7.1% during 1966-70 and is projected at 6.5-7.0% for
the next five years
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February the Polish First Secretary also referred to “the
national economic plan as the chief tool for directing the
socialist economy® and withdrew the new wage system. Even in
Hungary, the only Warsaw Pact country still ostensibly
experimenting with price flexibility, a limit of 1-2% per year
in retail price rises during the next five years was announced
last January. '

21. Such policies probably appeal to the Soviet leadership
because they (a) promise economic growth that is creditable
though reduced,; and (b) seem less costly in political or military
terms than alternative policies that promise higher growth
rates. The prospect of economic growth at 4-5% per year is not
unsatisfactory by Western standards. In Soviet eyes, back-
tracking on experiments with market-oriented reform may diminish
risks of erosion of Party conitrol and may even bes popular with
those workers who value economic security and consumer welfare
above economic freedom. And maintenance of the more cr less
current pattern of allocations in the Soviet Plan for 1971-75
preserves the option of continued rapid growth of defence spending.
As Brezhnev said in his remarks at the Party Congress on future
military spending, "we must continue to be ready for any turns
in the development of events®.

(Signed) Y. LAULAN

NATO,
1110 Brussels.

NATO RESTRICTED




~1—

CELOIYLISHTYE 04V N

- _ pboonpoad @wOOUT TBUOTLIRYU, JIOF

S0INITI Jurpuodsdaaaoo Y} WOIJ IOFFTP Lcu soandtI 9soyg *uPOINQTALSTP dWOOUT TBUOTRCN, (<)
SUBTJ JICOf=dATg MOU padunouuz joL

10U oavy AUBWISH 4SBY PUB PUBTOJ °POUIOOUOD SLUSWULIOAOS JO B3ep poUsTTand ST ®oanog me

TL6T ‘@od ‘z aesdeyp ‘II 4xeg ‘OL6T uT Lmouoog uvedoang oyy ST ooanog (T)

i i oo
0°T T'9 ! G'¢ 2°T sogom Tooy
6’6 - 9°¢G 2°e ¢l G*9 ¢z goTes TTBLOY
G°9 =~ 2°9 T°9 T°¢T ¢ T°T UOTHCUIOT TLATACO POXTI
’ ow.m M.M o.m 8*Y o= 30d4no TCIN)TNOTISY
‘9 = 0°9 : c* G*9 2°q 1ndgno TSTILSNPUT
0°*S 0°¢ §°9 8°9 6°T ‘ o LO0a0YT
TVIHLVIN LN VIAVAOTISOHOHZO
0°S 0°¢ 8°¢ 9*g BaTdeo Jed swmoouUT TrLOY
0°L = L*9 1°8 8°L L*8 v°q goTBS TTBL0YH
- - 0°T 0°0T 6°L uoTgeuIoy Teatdeo DPOXIJ
g8° -~ 2°'¢ 0V 2°2 T°¢ 2°¢ nd4no ToIng TNOTISY
8°6 - 26 ¢"6 6°6 T°TT 9°TT andallo TOTILSNPUT
6*8 0°L 6°L c*8 L*9 LONCOYd TVIYHLVIL CEN VI¥VYING
VS AN 0°6 6'G 9°¢ BqTdeo J9d swoour TBOY
0'L L ¢ L 2*'8 6°g goTCs TTB}9Y
0°L = ¥*9 0°6 §°¢ ¢l Ll uoT4omaoy TeqTdec POXT
't = 6°¢ L*8 ¢t 6°¢ ¢*c fndqno Tean} noTISY
6°L = v°L ¢*8 L a°8 9°8 andano TBTI3Snpur
0*L = G°9 68 8 ¥ T°L LS | (¢£)I0NC0YL TVIGLIVI TUN :¥SSn

aJuvao AR aFdoIaAv 93CBI9AT
- TenuuR (T)oL6T (T)696T Tenuue Tenuus
(2)GL-TL6T - (T)0L-996T | (T)G9~T96T !

-1~

(UMOIp 95TQUSDIRT )
G6L=996T ammHmEZDOQ.HU<m RVSYETMA 44&4@,0H26260m CLLOETHS

O&LV %).
()

- d3 14 1ISSVY10AAd /A3 14 ISSVT1O3A

TTLO0IELSEH

IO 179Nd I9N1O3T NI IS N /[AIASOOS 1d D 119nd



-2-—

Q

450 1Iu L.

4
+
4
¢
L3

2
S
fe=t
©

Lk

T 94YBJ 989G - :15950U1004:

[]
[

N._Q
me

L
Oo °

~—w0m™m

=S
=S
°L
-0

O unBm

O0°LL-0°0L
0°LL-=0°01L

°
-

A NANoNaaYor Y nak s o

| o1
< OO NN

°
L]

°
o

i
°
0 M O <

W0 —O0 OO

2w
B%

=
e}

%S

o
O ~ N~
Anad l\_'

.

L]

[Tg}
O O~ 0OO0O O MOVNON O OIFTOWO
»

| — v

L

N IS~ O O INM—

N O~ Or~0O
*® o o ¢ o

~ OMuus-N
=

¢ & o e

-

° L)

v oMot ~ M~ \W AN O <ITO\O

e o
|~

— OMOOoOWNY N OCNOOO O OV—I~-mMti~-

6°L

19

° L] L] L . L] L 4
M~ =~ O

- -

O WOWMOW\W O O~ W\WO

LI
—

O NINFOO O M~~~ [~ O
o

o
-~

— N~ <un
L
—

e o o o o ° °
oy MANN I

M INO T~ < OGO ON I~ —

° o o o

Iy QYOOI I~ OO AN INCO T~ N0
°

adBJI9oAE
Tenuue

(2)6L-LL6L

(L)oLel

(1L)6961

a3eaoar
Tenuue

(L)0L=-9961

ageIsA®
Tenuue
(L)G9-196L

so3em TBOY

saTes Tie38y

UOTIBWIOT TBLTABO pPoOxXTJd
indano TBIN}TNOTIZY
indqno TBIILSNPUT

LONdOdd TVIYALYIN LEN VINVIOE

sedem TBAY

soes Tre30Y

UOT}BWIOT TBITABO DPOXTJ
1ndino TBINGTNOTISY
1ndano TBIILSNPUT

LONT0Yd TVIHHLVI LEN *QNVIOJ

B3 1ded aod swoour TBOY
SoTBS TTB38y

UOT3RWIOT TB3TABO pPOXTH
1ndino TBRINGTNOTIZY
indyano TeTI3ISNPUT

IONTOMd TV INALVH LAN  :AOVONOH

sefFem TESY

S8TBS Tiej}8ey

UOTG3eWIOT TBLTdBO poxTg
andyno TBRINETNOTAZY
indino TeIILSNPUI

LONd0Yd TVIHALVIN LIN :¥dD

FTVRITE

03 XHNNV

CELDIY¥YILISHY

IO 179Nd I9N1O3T NI IS N /IO S 1d D 119nd

O&4 VN

- d3 14 1ISSVY10AAd /A3 14 ISSVT1O3aA




