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C O N F I D E I ! ? T I A L  

" Aepor:t by the  Economic Cornlittee 

(a) Recent trends 

1. The performance of the  Yugoslav economy in   1974,wi th  a 
?$d volume increase   in  social pmduct as against  55\: the   year  
before and an increase   in   indus t r ia l   ou tput  o f  l . l f . 6  as against  656, 
was i n  mmy respects a. no.teworthy  achievement,  given  the changed 
in te rna t iona l  economic circumtances o f  the   pas t  18 months. 
However, these   resu l t s  must not  be  allowed t o  conceal  the  very 
r e a l  problems  confz.onting  Yugoslav  development efforts, v i z  
in f l a t ion ,  unemployment, the  balance o f  payments d e f i c i t  or t h e  
pronounced regional   inequal i t ies .  

2. I n f l a t ion ,  which has  been a problem f o r  a long  time, i s  
ge t t ing  worseu Af-ter a 20% r i s e   i n  1973, t he   o f f i c i a l   cos t  o f  
l i v ing  S.nàex rose  again by L-LP iz 1974. The pr ice  rises noted 
during  these two years a re  mainly  the  resiJ1.t of the  increased  cost  
o f  iri?por.ts, the   uni t   value o f  which wept up by 20% i n  1973 and by 
46% i n  1974. A t  the  same time,  the economic upturn  noted last 
year  probably also contributed t o  the si . tuation by sharpiy 
boosting investment  eqendkture,  wages a d  consurnption. 

i n  s p i t e  of  SatisfactcTy  progress i n  1974 (up 5% by comparison 
with 1973). Unenplcyment,  which is  still on the  increase, 
affected IC$ of  wage earners a t  the  end of the  year,  a 'very high 
proportion f o r  a S o c i a l i s t  econorily.  The emigration o f  workers, of 
vhom some 900,000 were employed abroad in 1973 (chiefly i n  Western 
Ekrope) has greatly  slackened,  Fortunately,  the number o f  home- 
coaings  has s o  far been small i n   s p i t e  o f  the  economic d i f f i c u l t i e s  
facing most of  t he  Plest European countr ies   in  which the  Yugoslav 
immigrants work. Between 50,090 and 33,000 people came  home i n  
19'74 and most o Î  them s e t  themselves up i n  the  ,n:?ivate sec to r ,  
uainly i n  tr.z+.de, tourism and agricul ture ,  T h i s  'type o f  
reintegration  has the advantage  of  not  increasing employment 
problems i n  the  state-controlled-  sectors  al though  the  private seSf,a4? 
absorption capacity is limited, A large-scale re-turn, however, 
cannot be entirely  discounted i f  the  ecoilc\mlc s i t u a t i o n   i n  the 
Vest  continues t o  de te r iora te ,  Such an influx of  labour would 
swell t h e   o f f i c i a l  f igure o f  5G0,000 unemployed and c r t a t e  
extremely  ser ious  diff icul t ies  f o r  the economy, 

-7 O /  

3 .  On the  employdent f ron t ,   t he   s i t ua t ion  remains d i f f i c u l t  

4. In onder to   contain  the  pr ice   r ises ,   the   $overmen* i s  
aiming t o  curb the  growth o f  consumption i n  1!77"7; f o r  t h i s  purpose 
it seems to be counting  essentially on the  social  agreeaents 
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concluded  under  the  self-management  system,  In  spite  of  the  wish 
to  moderate  the  increase  in  consumption,  the  economic  growth 
rates f o r  1975 have been set  fairly  high: 65: more  than  in 1974 
f o r  social  product,  between 7% and.7.576  for  industrial  output  and 
3:; for  employment,  This  growth  plan  will  depend  essentially on a 
continuation of the  investment drive and  the  expansion of exports. 
However,  it  could  be  very  adversely  affected by a continued 
deterioration in the  international  economic  climate,  since  this 
would  entail f o r  Yugoslavia  both  an  increase  in  the  cost  of  the 
capital goods required  for  its  investment  projects  and a stag- 
nation o f  exports  because of the  drying  up  of  outlets. 

(b) Bxternal  trade  relations 

5.  The  chronic  foreign  trade  deficit  has  become one of  the 
chief  problems of the  economy.  In 1974, imports ($7.5 milliard) 
were  only 5G7L covered  by  exports,  with  the  result  that  there was 
a big  deficit of $3.7 milliard  as  against $1.6 milliard  in 1373. 
This  worsening of the  trade  balance  is largely due  to  the  fact 
that  the  increased  cost of imported  raw  materials,  energy 
products  and  semi-manufactured goods was  not  offset by a 
sufficient  increase  in  Yugoslav  sales  abroad. 

6. Exports  to the  western  countries  grew  by  only 11% 
whereas  imports  from t h e  same source  went  up 62%) mainly  because 
of  the drop in the  volums of Yugoslav  sales  to  the  countries  of 
the Wmpean Community, On Che other  hand,  trade  with  the  Third 
Xorld  continued  the  upward  trend  started  in 1973 and  the  big 
disproportion  between  the  rise  in  imports (up 113$) and  that o f  
exports  (up 545) is partly  explained  by  the  increased  cost  of 
petrol and basic  commodities,  Lastly  trade  with  the  Communist 
countries(1)  expanded  appreciably, with the  exports  growth  rate 
(up 64%) only  slightly  higher  than  that of  iraports (up 59%). In 
terms  of  Yugoslavia's  total  world  trade,  the  position of  the 
Communist  countries was virtually  unchanged (29% in 1974 as com- 
pared  with 286 in 1973 and  is  still  well  below  that of  the 
western  countries (5676 , which  are  Yugoslavia's  nain trading partners , 

7. Yugoslavia's  foreign  trade  targets  for 1975, viz an 
increase in exports  by lo?; in  real  terms  and a 4-5 limit on the 
rise in the  volume of imports, are not  very  realistic.  In  spite 
of steps  to  encourage  exports,  the  latter  may  well  feel  the 
effects of  the  reversal of the  economic  situation  which is 
becoming  evident  in  most of the OECD countires,  tougher  inter- 
national  competition  and  the  domestic  inflation  which  makes 

(1) Including  China  and  Cuba '. 
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* . 
N P I D E N T I A L  

Yugoslav goods less  competit ive.  To improve their   competit iveness 
ar,d although  they  are  not  thinking o f  taking  such a measure 
immediately, t he  'Yugoslavs could  decide t o  devalue  the  dinar, a 
s tep which might a l so  have a restraining  inf luence :on decisions 
t o  import .  However the  govérment has l i t t l e  room f o r  manoeuvre 
where impor ts  a r e  concermed i f  it wishes t o  pursue the  large- 
scale  investment programme in   the   bas ic   sec tors  and agr icu l ture ,  
one OP the  aims of which is t o  bring  about a long-term  reduction 
of purchases from abroad,  Yugoslav  economists a re   therefore  
faced with a dilemma because  there is a cer ta in   contradict ion 
béween  the i r  growth t a r g e t s  and the i r   des i r e  t o  continue  the 
process of  t r ade   l i be ra l i s a t ion  on the  one hand,  and the need t o  
reduce  the  trade  deficit  on the  other ,  

8. Thal.,?ss t o  i nv i s ib l e   ea rn ings ,   na in ly   f ro i the   t ou r i s t  
t rade and from remittances by Yugoslavs  working abroad, there  was 
a ia r  e surplus o f  current  account f o r  the  first time i n  1972 and 
1973 7 $41'3 mill ion and $327 mill ion  respectively).  Although wel l  
up i n  1974, these  receipts ,   es t imated  a t  $2.7 milliard as against  
$1.9 m i l l i a r d   i n  1973, were not enough t o  bridge  the  trade gap, 
with ",e resul$ t h a t   t h e   d e f i c i t  on current  account was about 
$1 milliard.  Uncertainty  about  the  developments o f  foreign  trade,  
p r iva t e   t r ans fe r s  and tour i s t   ea rn ings  owing t o  the  economic 
s i tua t ion   in   Ves te rn  Europe,  probably mean that  the s o s i t i o n  will 
continu? t o  be bsd i n  1975. 

A s  i n   - b e   p a s t ,  Yugoslavia r e l i ed   heav i ly   i n  1974 on 
foreign f i n a m i a l  a id ,  mainly from the  western  countries and 
spec ia l i s t   bod ie s   l i ke   t he  Yorld Bank. The fresh in f lux  of 
medium and  long-term c a p i t a l  i n  1974, estimated a t  $1,300 raillion 
(as against  $1,200 a i l l i o n   i n  l f 3 $ 5 ) ,  made it possible t o  finance 
the   dez i c i t  on current  account a8d  conserve a large  proportion 
($1.1 milliard a t  end-December 1974) o f  the  reserves  accumulated 
i n  1972 and 3.973. This year,  Yugoslavia i s  i n  a posi t ion t o  
meet i t s  foreign  comnitaents;  debt  servicing  does  not  exceed 2@6 

. . of  current   external   receipts   and.   the  Yugoslavs  intend . t a  keep . . , 

within this percentage  in  1975. At the same t i r n e ,  however, i f  
the new credi ts   .were t o  be  used  not  only t o  pay TOP development 
projects  but  a l s o  to absorb an  increasing balance .of payments 
deficit ,   then  the  debt  burden  could become a problem i n   t h e  
comparatively  near  future. 

10. Yugoslavia's economic i l l s  stern not only from the  
current ecocomic d i f f i c a l t i e s  which are  shared by the  Vest,   but 
also from c w t a i n   s t r u c t u r a l   f a c t o r s  which are   l inked  with- the 
country's s+,a.ge o f  development and whish t h e  government i s  
s t r i v i n g  t o  p : C  r igh t .  
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11, Agricultural  output  has  been  affected  by  sharp  fluc2ua- 

tions  which  are a destabilising  factor for general  economic 
growth.  Although  this  can  mainly  be  attributed  to  geographical 
and  climatic  difficulties,  it  is in al1  probability  not 
unrelated  to  the  backwardness  of  the  private  sector.  The  latter, 
which  holds 84$ of  the  cultivzted  land  and  accounts f o r  two- 
thirds  of.agricultura1  output,  .has .a -level  of  productivity  which 
is  well  below  that of the  more  go-ahead  farms in the  state- 
controlled  sector.  The  differences  between  the two vary  greatly, 
however,  from  one  area  to  another  and so it is  dangerous  to 
generalise.  For  several  years now the  authorities  have  been 
seeking  to  hasten  modernisation  in  both  sectors.  Proof of this 
is  the  "Green  Plan"  which  was  adopted in June.1973 and  seeks  to 
improve  the  situation of agriculture as a whole, 

12. The  rapid  expansion of Yugoslav  industry  has  been 
concentrated  on a number of processed  products,  sarticularly  in 
the  mechanical  engineering  and  electrical  construction  branches, 
At  the  same  time,  however,  less  attention  has been paid  to 
upstream  industries  like  metal  extraction  and  production  and  the 
energy  sector..  Although  such a policy  wasunderstandable  when, 
as  was  the  case for a long  time,  most of the raw  materials and 
seni-finished  goods  were  obtainable  cheaply from abroad, it may 
have  caused  the  Yugoslav  economy  to  becone  far  too  dependent on 
imported  goods of  this  type,  and  therefore  more  vulnerable  to 
world  price  increases,  whereas  the  country  had  its own resources, 
albeit  inadequately  developed,  Henceforth, by means of an 
increased  investnent  drive,  the  emphasis is being  put  on  the 
development  of  energy  and  the  basic  sectors,  with  the  twin  aim of 
lessening  national  dependence  on  the  outside  world  and  making 
more  rational  use of natural  resources,  which  include  very  large 
ore  deposits  (chrome,  nickel,  copper,  zinc,  lead  and  bauxite) . 

13. Although  generally  speaking  the  efforts  made  to  help 
them  over  the  last  few  years  have  brought  about an improvement  in 
the  economic  position of  the  less-developed  republics  and 
provinces,  the  regional  inequalities  are  still  pronounced.  The 
per  capita  income of  the  republic  of  Slovenia  was  six tines higher 

. . I than  that of the.province.Kosovo in 2.973. Only gradually will  it 
be  possible  to  remove  these  disparities f o r  wb.ich  there  are 
several  reasons,  the  main  one  being  that  the  mountain  ranges  have 
created a barrier  between  the  north  of the ccmtry, which is 
traditionally  influenced by western  economic  growth, and the 
south,  where  virtually nothing was done to  promote  development 
until  1945.  However,  the  priority now assigned to accelerated 
expansion  of  the energy, mining  and  metallurgical  sectors  should 
do  something  to  reduce  the  inequalities,  inasmuch  as  the less 
developed  regions  are, to a large  extent,  industrially  geared  to 
this  type  of  sector, 

N A T O  C O N F I D E N T I A L  
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14. The  constitution  of  February 1974 markedly  changed  the 
form o f  the  worker  self-management  system  which  is a feature of 
Yugoslav  economic,  social  and  political  life,  The  new  arrznge- 
mento  aim at greater  rationalisation  and  improved  econonic 
performance,  while  increasing  decentralisation  and  the  rights  of 
the workers, and  at  the  same  time  allowing a freer  play of market 
forces.  The  r81e  of  the  Federal  authorities  has  been  reduced  and 
national  econonic  planning  is to be based  first  and  foremost  on 
agreements  between  all  the  parties  concerned and particularly 
between  the  regions and the  self-managed work organizations o r  
enterprises. It will be some  time  before  any  assessment  can be 
made of this new and  complicated  system  which.carries  with it 
the  risk  of a fragmentation of centres  of  activity and Q break- 
up  of  the  decision-making process which  could  disrupt  economic 
co-ordination, 

Defence  expenditure 

15. In spite of  unfavourable  econonic  conditions,  Yugoslavia 
has  set  itself  very  ambitious  defence  targets  which  underline  the 
country2s  sensitivity  to  anything  touching  on  its  national 
independence . Military  expenditure p which  has  increased  by 48% 
accounted.  for $29.1 milliard  in  the 1-975 Federal  budget as against 
$19,6 nilliard  last  year.  Because  of  inflation,  however,  the 
increase  in real terms  is l e s s  (something  like 20;; to 2%) , The 
transfer  to  the  Federal  authorities of  responsibility f o r  part of 
the  ccuntry's  defence,  formerly  the  responsibility of the 
republics and communes, is a further  explanation of  the  increase. 
At t 3 e  same  time,  the  bigger  defence  appropriations  reflect a 
desire  on  the 'part of  the  aufuhorities  to  modernise  the armed 
forces  and  imprcve  conditions fc,r servicemen. 

( e ) 3 e m a r k s  

16. Like a number  of  other  countries,  Yugoslavia  will be 
.Tacing  serious  economic  problems.  this  year.  The  extent ,to. yhich 
these  are  solved ar_d the  fairly  ambitious  targets  met,  will 
depend  largely  on  international  economic  dweloprnents,  since 
Yugoslavia will continue to be  heavily  dependent  on  the  outside 
world  f o r  some  tirne  to come. 

17. In this  connection,  the  way  in  which  relations  with  the 
Western world develos will be of overridi.ng  importance;  if  the 
advantages  which  Yugoslavia  derives  from  these  relations - 
supplies of credits,  outlets f o r  goods,  employment  for  surplus 
1a.bour and .the  provision  of  technology  and  equipment  remain 
unchanged, o r  virtually so, it  should  be  able to get through  the 
present  per;iad of recession  without  any  really  serious  difficulty, 
But  should. th$ help  which some or" these factors  bring  stop 
altogether o r  diminish  substantially,  then  Yugoslavia's  economic 
problems  could  becone  really  acute. 

_I__- N A T O   C O N F I D E . N T I A L  - 
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18, Were  this  to  be so, and  it  is  purely  speculative, 
Belgrade's  links  with  the  Soviet  Union  and  COMECON  would  take  on 
an  importance  which  they do not  at  present  have.  They  woult!  not, 
however,  provide a fasting and satisfactory  alternative to the 
close  relations  already  existing  with  the  West,  which  remain  of 
fundamental  importance,  The  Communist  countries  are  hardly  in 
.a position  to  replace  the  West for credit  facilities  and  the 
supply of sophisticated  capital  goods of which  Yugoslavia  has a 
growing need in order  to  promote  its  economic  development.  The 
Yugoslav  leaders  are  particularly  anxious  to  avoid a degree of 
economic  interdependence  with  COl!CECON  which  would  jeopardise  their 
countryis  political  independence, 

19. The  Yugoslav goverment is also continuing  its  efforts 
to  increase  economic  relations  with  the  non-aligned  world.  The 
outlook  is  favourable for increased  Yugoslav  exports  of  goods and 
services  to  the  Middle  East  and  the  developing  countries,  Also, 
Yugoslavia  can  probably  expect  increased  financial  help  from 
certain of the  oil-producing  states. 

20. The  Yugoslav  economy  would now seen  to  have entered a 
capital  phase in its  development  which  could  take  it  beyond  its 
present  status of a developing  economy,  Among  the  positive 
factors  which  could  help  to  bring  this about'are a high  level  of 
natural resources  in  relation t o  the  country's  needs, a 
regularly  expanding  industry,  well-developed  services  (particularly 
tourism  and  transport)  and a very  large  labour  force, kt the  same 
time,  the  measures  introduced,  and  still in force,  to  adjust 
industrial  development,  increase  agricultural  yields,  reduce  the 
regional  differences  in  living  standards  and  decentralise 
economic  decision-taking  and  administration  will not  begin  to 
bear  fruit for some  time to come and,  in  the  meantime,  Yugoslavia 
will  require a lot of foreign aid, It is  with  this  in  mind, 
that  the  government  in  its  economic  relations  is  bent on making 
the  most  of  every  opportunity  that cmes its m y ,  not  only  in 
the  West,  but  in  other  parts of the world too, 

N A T O   C O N F I D E N T I A L  
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TABLE IV: ORIGIN OF SOCIAL  PRODUCT 

- Industry 

- Transport and communications 

- Commerce  and  the.  hotel  trade 

S-ource : Indeks 

TABLE V: TRENDS OF THE MAIN PRICE INDICES 
kercentage annual  growth  rate) 

Producer's  price: 
agricultural  produce 

Manufacturer's  price: 
industrial goods 

Cost of living 

Unit  value of exports 

Unit  value of inports 

T 
f 
15 

9 

11 

9 

8 

26 

16 

15 

5 
4 

24 . 25 
. .~ 

3.1 13 

16 20 

6 . .  19 

5 20 

I 

L 

1 4 ( 3 :  

29 

21 

32 

46 
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TkBLE V I :  GEOGRAPHICAL PATTERN OF YUGOSLAV TRADE 
"-8- 

EXPORTS IMPORTS 1 

- OECD 
including: 
USA 
EEC 

- Eastern 
Europe (2 )  

includiag: 
Soviet Union 

- Non-Communist 
developing 
countries 

-%"x+.,- 

-c. 

i 

i 100.0 f 
) = Est iaa tes  
Millions o f  dol lars  
Bulgaria,  Czechoslovakia, GDR, Hungary, Pcl.and,  Runania, 
Soviet Union 

Sources: For  1973: Direction o f  Trade (IN??) 

FOY 1974: Indeksanddata  contained  in  the  study on the 
Yugoslav economy i n  1974 s e n t   i n  by the Canadian 
Delegation 

The 1974 f igures  do not come frorr! the same sources as the  
1973 f igures  and a re   no t ,   t he re fo re ,   s t r i c t ly  comparable, 
s t a t i s t i c a l l y  speaking. However, they give a f a i r l y  
accurate  indication of  the  geographical  pattern o f  
Yugoslavia's  trade. 
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