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lNote by the Secretary General

v“he attached report(1) has been prepared by the
Economic Committce in the light of detailed discussions. It
examines economic performance within the USSR and Eastern Europe
during 1978 and the plans for 1979 and analyses current constraints
and positive developments in the economic growth of these
countries,

2. This report will serve as a basic document for the
Council meeting on 9th HMay.

(Ssigned) Joseph M.A.H. LUNS

NATO,
1110 Brussels,

This document includes: 1 Annex

TI7 Tor provious roport see documents C-N(7B)30, dated
17th Hay, 1978 and C-}i(78)68, dated 17th November, 1978.
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USSR _AID EASTLRN EURCPZ:
1978 GEQ#EE; 1525 Eggﬂg E@E EEOSPECTS

Report by the Ecopomic Committee
I TRODUCTION

([ This paper highlights economic developments in the
USSR and Eastern Europe in 1978 and plans for 1979, and analyses
current constraints and positive developments in economic growth,
in order for the flliance to evaluate the countries' probable
future economic strencth in planning its defence needs. Econcmic
growth is chosen as a yardéstick because the Communist nations
themselves use 1t as the principal measure of their success, and
2lso because other indicators of eccnomic progress, such as the
level of 1living standards, are much more dirficult to define and
cuantify., Since Commmist accounting concepts and practices
differ substantially from those of the Yest, it is misleading
to compare Soviet and East Europeen retes of growth with those
of Western nations. By examining Commmist-nation growth rates
in light of previous performance, however, one can arrive at an
idea of development trends. Although the rate ol increase in
growth in the Communist countries is downvard in many cases, one
must not lose sight of the fact that, in the main, growth itself
continues to be positive.

US3R
SUMMARY OF 15678 RESULTS

2. The year 1978 sav sluggish industrial growth, uneven
agricultural nerformance, and only modest advances in consumer
goods supplies and personal incomes. Industrial production rose
in value over that of 1977 by 4.8 percent, matching 1976's post-
1950 record low, Iiational income helped by record grain harvest
increased by 4 percent, compared to 3.5 percent in 1977. The
record grain output in 1976 was itself acdversely affected by
unusually high moisture content.

3. Retaill “rade turnover increased by 3.9 percent
compared to 4.4 percent in 1977 and was slightly overfulfilled
as in most other years. Real Income per capita also increased
by less than in 1977 - 3.9 percent compared to 4.4 percent.
Grovtn in volume of consumer services was however higher than
in 1977 - 7.9 percent compared to 6 percent, The rate of
incireace in personal savings was less than half of that in 1377.
This probably reflects smaller increases in real income and
higher expenditure on consumer services,

L, The value of fixed industrizl essets commissioned
rosc by 9 percent (5 percent in 1977), but the growth was
below plan, as was the completion of many production capacities,
particularly in the electric power, steel and chemical industries.
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Capital investment continued to be widely dispersed. Total
capital investment increased by 5 percent as compared to a
plznned 3.8 percent and 35 percent in 1977. The larger-than-
planned increase in investment could be partly attrituted to
renewed emphasis on investment as the principal engine of

growth in view of fzilure to achieve desired increases in labour
productivity, The planned increase in capital investment for
1979 of 4,9 percent, vhich is higher than achieved in 1976 and
1977, supports this view.

5. After a reduction of the hard ourrency trade deficit
in 1977 to #2.4 billion from 25 billion in 1575, the 1978 hard
currency trade deficit rose again to #>.5 billion.

OUTLOOK_FOR 1 ®
o

6. The outlook for 1979 is for increased efforts to
stimulate industrial output through additional capital investment,
particularly in the fuels, chemicals, metallurgical, and machine
building sectors. Production of consumer goods is planned to
grow by 5.4 percent, vhich 1s more than the rates achieved since
1976, Also, nmore attention is supvosed to be paid to the gquality
of consumer goods, However, heavy industry still has priority
and is to grow by 5.2 percent.

7 Othervlise, convertible-currency iaports will be
stringently limited to high-technolozy and export-~generating
items, in an effort to correct the trade imbalance with the West,
In view of past performance, however, growth of national incone
in 1979 will almost certainly not exceed the plamnned 4,5 percent
increase, and may well fall short if, as eppears probable, the
1979 harvest does not match 1973's results,

CURRENT CONSTRAINTS

Se Arricultural Harvest. Although the 1972 gross grain
harvest came to a record 255 million tons, it is estimated that
as much as 15 percent of its weight vas due to exceptionally
nigh moisture content andéd 10 percent was lost from dockage and
transport losses., [Moreover, except Zor cotiton and eggs, production
goals for other major agricultural vroducts were not achieved in
1978. 4s a result of past harvest chortfells, and in anticipation
of possible future shortages, the USSR will probably buy 13-~15
million tonnes of grain in the ¥West this year, in order to
provide for the continued expansion of Soviet livestock herds,
which grew, slong with meat production, by > percent in 1378.
On balance, the Usodls 1978 agricultural output aid not provice
a significant boost to the country'!s economic growth.

9. Egprg¥ Production. Crowth of primery energy production
appeared to contihue e declining trend begun in 1974, 0il
production, at 571.4 million tonnes, in 1978 achieved the lowest
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annual increase this decade - 4,7 percent — and was 3.6 million
tonnes below the originel target, Crowth in oil outnut thus

nay be slowing facter than the Russians envisaged, although the
cutback mey have been a conscious chioice baceause of delays in
laving oil pipelines, The 1979 plan foresees an oil production
increase of only 3.5 percent; almost haly¥ of the extraction is
tocome from fields in Western Siberiz, as compared with about

45 percent in 1972, Coal prodnction, too, fell short of target
in 1972 by 1. million tonnes and increasod only 0.2 percent over
the 1977 {evel, partly because of bad weather and partly because
o7 delays in installing capital equipment in coal mines. Gas
output was one particularly bright spot in the energy sector:

it grew by 2 billion cubic metres over plan, and is to expand
by a total ol %2 billion cukbic metres in 1979. 1In sum, although
cnergy developnents may not have had a particular depressing
effect on Soviet economic growth in 1273, the speed with which
energy resouices can be develoned will at least in part determine
future growilhr prospects, since current Soviet energy output is
Jjudged appro:zimately ecual to Soviet industry needs and export
cormitments, notebly to Fastern Furope.

10. Transport. Railway transport had an especially bad
veer in 178, gﬁe rate of capital construction was low: 1978
reilvay traclk lensth increased by only €99 kilometres, as

compared to 1,02¢ in 1277, and electrification of railways
advanced only 42 !m, as comparcd to 799 km the year before,
Capacities were seriously under-utilized, and turn-around time

vas generally e:cessive, An especially severe problem was the
provision of railway cars for grein transport. Because of the
poor state of repair of many of the careg, large quantities of
grain were lost through holes or open doorways., :.ir transport,

on the other hand, overiulfilled expectations: passenger traific,
the volume of eir freight shiuments, and alr services all exceeded
plan,

1. Deveégngﬁ t_of Raw Materials %gpgl;ps. The year 1973
also shiowed that the ooviet economy vi continue to be constrainad
by the rate at vhich it can develop and exploit domestic raw
materials resources, in addition to energy. IMuch of this
developnent depends on the expansion oi transportation facilities.
Construction of the Baikal-Amur Nailway, intended to carry
acditional mineral resources from Siberia, proceeded slowly
and completion of vital sections, such as that leading to the
Udokan copper mines, lagged behind schedule. As a result of
the cmployment of powerful new icebreakers, however, Soviet
ships vere cble to affect deliveries of vital minerals from
lorthwestern Siveria by way ol the Barents Sea during the
grecter par” of the year,
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12, Convertible Currency Trade Deficit. In 1978, the
USSR's convercible currency trade deficit increased from the
1977 level of $2.2 billion to #3.5 billion, partly because of
substantial grain imports (around 15 million tonnes, costing
approximately $2.5 billion), and partly because of a pick-up
in imports of wmachinery and equipment, especially from the US,
the UX, and Japan. In addition, the USSR's terms of trade with
the West probably deteriorated, as a substentlial jump in the
cost of Western industrial exported goods was not matched by any
increase in the price of Soviet oil exported to the West. Exports
of oil and oil products account for almost 50 percent of the
USSR's hard currency earnings.

13, To oriiset its trade imbalance, the USSR sold about
23 billion worth of gold on world markets in 1978. Depending on
the method of calculation, net Soviet convertible currency
indebtedness now stands somewhere between $10-20 billion and
may well increase over the next few years because of a continuing
need to import l.estern ecuipment, some or it essential for
develoning Siberian resources, and because of a possible con-
current decline in the amount of oil the ULSR will export to the
‘est.s None the less, tlie USSR remains in a good financial position
with respect to the Vest because of the low ratio of its extermal
debt to national nrocductive capacity, its relatively low debt-
service ratio, its larze gold reserves, cuccess in cutting non-
grain imports from the west, its ability to sell large amounts
or arms for hard currency, and its easy access to Yestern bank
loans.

14, Capital Coastruction., Capital investments from all
sources of f&ﬁance cotalle 82,7 billion roubles in 1973 - a
5 percent rise over 1977. The problem ¢ uncompleted construction
projects remained a siznificant one, however, &s a result, the
1979 plan includes a total ban on starts on administrative
buildings and any other non-productive facilities which are not
of top priority, and endorses a method of financing projects with
bank credit on which interest is charged. Over half of all
investment in 1679 is to go for projects already under construction
which can significantly contribute to future economic capacity.

15. Private Cosﬁgggtion. i/1though output of the consumer
goods sector reporceuly increased by & percent in 1978, much of
it was evidently of unaccepteble cuality: 1individual savings
accounts grew by 14,4 billion roubles, desnite selective price
rises announced on 1st ilarch, 197¢ supposedly designed in part
To absorb some of the pool of consumer savings, In order to
provide more acceptable products for the ponulation, the
Government is putting increasing emphasis on developing this
sector in 1979: +the value of consumer goods outnut is to increase
by 5.4 percent in 197%, and investment in the consumer goods
industries is to increase by 19 percent over the 1378 level to
25,5 billion roubles, partially in order to ecuip the industries
wvith modern machinery.
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POSITIVE DEVELOSEITS

164 Sectog%; ;gdgstrial Oytpute lthough industrial
pircduction as a vmodie 197 grew considerably more slowly
than in 1977, vhen it increased by 5.7 percent, output of some
industries grew by an impressive 9-10 percent - notably gas,
machine tools, automative machinery, instruments and automation
controls, ané machinery for livestock raising, #lso, recording
> percent growth in outnut were the heavy and transport machine-
building incustry, chemical processing ecuipment, and machine-
building for the consumer goods indusiries, The strong growth
in these areas, although not a2lways at target levels, and
probably even then exaggerated by Soviet nethods of valuation,
none +the less indicetes some success in espanding industrial output
in key sectors. There may also have been certain gains in
promoting output of cuality goods rather than simply additional
volume, ror instance, the value of meteal-cutting machine tools
and forginz encC press maechines advanced strongly - around
10 percent ~ althoug:h the number of physical units produced
remained about the same as in 1977, In the metal-cutting
machine tool brench alonec, 12 percent more of advances
nunerically controlled machines were produced than in 1977.

17. Additio Commissioned Cepecity. In 1978, 9 percent
more fixed assetes = plants, ap en ings, hospitals, etc.
vere put into operation then in 1977, and significantly fewer
projects than in 1977 wvere leit uncompleted. Moreover, although
in certain industries the number of commissioned industrial
capacities ran below those finished in 1977, the amount of nevly
comnissioned capecily none +ilhe lasc rerresented a respectable
expansion of already large existing facilities., Electric
generating capacity, for instance, grew by 3.5 percent over
output in 1277; iron-ore and steei producing capacities each
grew by 2 percent of 1977 output; mamufacturing capacity for
nineral fertilizers grew by 3 percent of 1977 production, and
capacities for railvey ireightcar procduction grew by 5.4 percent
over 1977 output. The completion of these new facilities should
put the USSR in & better pocsition to worlit toward solving some of
its more pressing inadequacies - such as in agriculture and
transport - through domestic production.

LMPLIC,ATION FOR TIIE JALLIANCE

18. Generally declining Soviet economic growth reflects
the USSR's basic problems of a decreasin; rate of growth in its
labour force, andé declining capital productivity. The USSR
probably cannot adopt new technology fast enough to stem this
decline, nor will it be able to exploit to any significant extent
its pools of under-utilized manpower, Iifevrertheless, at least
into the 1930's it vwlll most liliely be able to meintain even its
current heavy burden of military spending (11-13 percent of GP)
without causing unacceptable popular c¢iscontent. In the next
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few years, living standards may remain static as small wage gains
are eaten up by similar rates oi inflation, and uncoxafortable
choices may have to be made in the allotment of investment
resources; but these developments will probably not lead to

large declines in worker productivity. In sum, Alliance defence
considerations should reckon on slowing economic growth in the
USSR, along with growing pressures for high-tachnology imports
and estern credits or compensation arrangements, as the Soviet
r8gime tries to counteract the declining trend.

L/.STERY EUROPE

1978 RESULTS

19, The year saw a continuation of the generally declining
trend of national income and industrial nroduction growth.
Increases in industrial production in all of thz countries except
Hunzary and Poland were below plan, largely cue to raw materials
scarcities and manazement inefficiencles, and Poland's 5.8 percent
growth in industrial output weas ettiributable mainly to higher
prices applied to items produced., .titem)ts to reduce large
foreign trade imbalances also had a depressing eifect on the
various economies by mal:ing necessary imports more difficult to
obtain, Uith the exceptions of Bulgeria and Hungary, agricultural
results in the erea iwrere at best mediocre, partially because of
excessive rains, Construction, a habifuai weak spot in most of
the economies, continued to lag behind plan expectations, delaying
the commissioning of new productive facilities. Investments grew
above plan in Hungary and the GDR as a result of unplanned
investment by firms, In Bulgariz, Romania, and Poland investment
failed to meet plammec growth rates, due in part to import
restraint measures, and in Czechoslovakia investment grev at the
planned rate.

1979 OUTLOOKN

20, Plans for 1979 show targets for industrial output and
national income growth generally cbove 1570 results, but in
several instances reduced fron corresponding 1278 targets,
reflecting cautious ontimism in the face of lasting econonic
difficulties. 4lmost all the Eost suropean countriec will
increasingly be pinchecd by tight energy and raw meterials
supplies, the bullk o wiich will continue to be imnourted from
the Soviet Union. Priority will be given to the development of
industries consicered most important to econumic growth prinarily
through atterpts at more efficient use of capital and managerial
resources. liost o2 the countries will continue to put emphasis
on cutting importc and promoting axports, especlally withr respect
to the Jest, in order to correct thelr trade and peyments in-
belances; in addition, tThey will seei to fuarantec cources o7
supply for energy and rav materials anc to establish additional
markets for national »roduct snecialities, to some exttent in the
lesser developed world,
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21. agricultural Harvest., Although better than in 1977,
the 1978 harvests tnroughout rastern Europe were generally below
plen, in part beceuse of heavy rainfall wvhich made harvesting
¢ifficult and geve rise to wastage from grain-drying operations,
and in the Couth by cold, dry weather during the autumn and
winter of 1S77/78. Altnough the grain harvest yields were
reported at hizh levels in the GDR, Poland and Czechoslovakis,
much of the voluue vas due to excessive moisture content. EIExcent
in Bulgaria an¢ nunszaly, production ol other cropns was often
disapnointinz and sometimes severely dovm rrom previous levels,
Livestock herds, having in lerge pert recovered Ifrom the decline
vhich began vith the 1975 grain product shortifells, showed
continued margzinal e:pansion throughout the region., (s a
result of continuing harvest difficulties, however, the area as
a whole will egzain have to import considerable cuantities of
asriculturel commodities in 1979 to sustein current levels of
cornsucption and livestock feeding.

22. nergy Production., The energy situation in the area
deteriorated in 197C. Output of coal and lignite failed to

reach planned levels in the GDR end Czechoslovakia, partially
because of adverse winter weather conditions, whicﬁ also caused
fuel and heating shortages. In Poland and Czechoslovakia,
electrical power output could not meet industrial demand; power
cuts had to be imposed, leading to production losses. In addition,
the Eastern Buropean nations had to pay increased prices for
Soviet 0il, on vhich they are virtually dependent, and were faced
with & declinins growth rate of Soviet oil exports. Homania,

the 'sole exception, none the less had to import over one-fourth

of its net domestic 0il consumption from other sources, in

stark contrast o its having been an o0il exporter up to 197C.
Romanian oil production in 1978 declined by over i percent as a
result of depleting reserves. On the other hand, energ;
conservation measures, atiempted in all of the East European
countries, met with no particular success.

23. Investment Inefficiencies. ZExcent iIn Bulgaria and
homania, capival Eﬁves:men% Throuchout the area generally
exceeded plan taryets, as factory manegers purchased indis-
crinminately to enhance their nrestipge or productive capacity.

In Fungary, 1673 growth in investment outlays was 5 nercent

cbove plan, giving rice to concorn amonz planners about
investment funds not belng productively uced; and in
Cmechoslovaizia purchases of new machinery and eguipment

excceded outlers Tor constructlion or modernization of nlants

to receive them, althiough the opposice had been planned; lower
investnent grou%h in the non-industrial sector, however, limited
the growth of total investment to .5 percent as stated in the
plan, The Guit apparently diverted a substantial portion of state
investuent funds into the non-industrial sphere for additional
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housing and medical, educational, and cultural facilities, in

order to provide visible proof of continuing progress in raising
livingz standards, 3Romania, although increasing investments by

1C percent over the 1977 level, nore the less experienced delays

in putting new plants into operation and saw capacitles functioning
below their projected levels. Total investment in Poland decreased
by 0.2 percent in 1975, Poland plans to decrease investments
further by 10 percent in 1979 and to concentrate its resources in
the crucial coal and electricity sectors.

24, Consumer Price Increases. OSmall advances in personal
incomes were o.iset Dy the efrccts of both overt and suppressed
in{lation, .lthough administratively induced orice increases
were used throughout _astern Surope the bulk of inflationary
pressures remains suppressed, expressing itsell throuvgh shortages
and enforced savings. In Poland overt inflation was reported
running at 8= »ercent, and in Hungary the inflation rate was
4,7 percent, caused partially by an average 50 percent increase
in the prices ol tobacco, beer, gasoline, and books, In
Czechoslovaiiia selective price hikes in November on cars and
alcohol allegedly set ofif strikes in at least two enterprises.

Zven in Romonia, vhere inflation in its overt form is a
comparatively nev. phenomenon, the 2,2 percent consumer price rise in
1978 vias an absolute record, Yhen added to suppressed inflation,
such administered increases in the prices of consumer gonods may
increasingly hinder the ast Europeazn countries from investing more
funds in productive capital resources by leadinz to demands for
addaitional state nrice subsidies and wage increases,

25. Foreim Trade Imbalances. Foreign trade, which is an
inmportant factor in the growth of Eastern Furopet!s national income,
continued to be out of balance in 1973, Poland was 2ble to improve
its foreign trade situation nartially by cutting back severely on
imports from the West and increasing esxmorts; but it still
suilered a net convertible currency debt of around $16 billion,
Because of costly imports of consumer goods, feedgrains, and raw
materials, the GDR's Toreisn trade with the Vest in 1978 was again
out of balance by ¢1.5 billion. Romania's trade balance moved
from virtual ecullibrium in 1977 to a 0.7 billion deficit in 1978,
duc 1in large part to the adverse effects oX the March 1977 earth-
quake, Bulgaria's hard-currency indcbtedness arising from its
unfavourable trade balance does not appecr to have improved since
the end of 1977, vhen it surpassed $3.5 billion and caused the
country's debt-service ratio to approach 35 percent. In light
of these imbalances, '‘estermn countries can expect continuing
pressures for product compensation trade and additional credits.

POSITIVE DEVELOPILIINIS

26, Industr;g% Production. Industrial output for the area
as a whole 197S dia notT diverge greetly from plan goals, and
in most cases registered a respectable growth of around 5 percent.
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homaniat's industrial output, although below plan, increased by

9 percent., Among the best performers weré the electrical
enF1neering industries in Poland, Hungary, the GDR and Bulgaria;
the machine tool anc metaluorkinf sectors in the GDR, Czechoslovakia,
and Bulgariaj the pbarmaceutical industry in Hunuary, and chemical
industrics throughout the area, Growth in labour productivity -
output per vorker - generally did not come up to expectations,
however, and part of the increase in value of industrial
production may have come simply from price inflation. In Poland,
and the GUR, industrial price inflalion appears to have been
especially pronounced in 1978, INone the less, developments werc
gencrally positive in important incdustrial sectors.

27. Zconomic Integration. The completion in late 1978 of
two much-publiclzed CHiiA egration projects - the Crenburg Gas
Pipeline and the Vinniza-ibertirsa 750-kilovolt Transmission

Line — means ti:at the encergy situation of the Dast ZEuropean
countries participating in the projects ought to be alleviated
somevhat starting in 1980, .lthough the pipeline 1s not yet
completely operational, the USSR had pledged to pump eight billion
cubic metres oI gas through it to the CIiiA countries in 1979, and
the full capacity ol 15,5 billion in 1900, With the eventual
entry into full service oi the transmission line, Hungary, the
GDR, and Czechoslovakia are to receive up to G.4'billion kilo-
watt hours annually from the Soviet Union., East Buropean energy
needs may eventually also be partially met under the so-called
CMEA Long-Term Direccional Programmes of Co~-operation to 1390,
which provide, in part, <or the mutual construction of an
adaitional 37,000 megawatts of nuclear gencrating capacity for
Zastern ﬂurone, an anount equivalent to 45 percent of its installed
total generating capacity in 1977. The Directicnal Programmocs,
signed at the Thirty-Second CMEA General Session in June 197C,
aaditionally call for specific measures for mutual production and
deliverics of basic food products, fuels, and raw materials, and
for further speciali:ation and Jjoint arrangements in machinery
production., Because of IFastern furopean nationalistic
uens:Ltlvities, howeve s the key elerent in CHEA integration is
lilely to remain Tast Buropean participation with the Soviet Union
in major investment projects undertalien at Soviet initiative and
located for the most part on Soviet soil,

IMPLICATIONS TOR TIE LLILITCE

20, The Cast Buropeen states have found their growth rates
in the late seventies depressed by a number of factors: rapidly
rising COSTS QX energy, much of which must be imported, a series
of poor to indifferent harvests arising part*ally from adverse
weather, and generally deteriorating conditions for their products
on “‘estern markets, not to mention seemingly intractable internal
problemu with manegement, construction, and transport. Thnroush
a variety of measures - from industrial reorgzanization in the
GDR, to political pressure on cnierprise managers in Czechoslovakia,
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to selectin prlco reforns throughout the area -~ each' country

has.attespted to solve its economic growth problems thmudl
79 ané eZ{icient use of capital and mvcstnut

labour proamtivity grovth, and accumulating debt to """" ‘the- wut, :

however, it is difficult to foresee other ‘further’ docunn

in grov‘.h Tor the area and increased measures of eoomomic (=i - i

susterity..-Since. the LEastern European countries-are-so- dcpddnt*‘“ 3

on’' trade inc:l.ﬁd:lng that with the Vest, for their economic: nn-

beir ‘the need ror susterity could be intensified by- eut:lmod
ledcond:l.tionsmthe 'estomemoniu,byldoenm:ln

the nummty of credits or in the willingness of Westerm =

firas to undertake. compensation urmgmts,orhyminemso

in measures designated to protect lestern markets. .-

:5‘mnmwnuummuwmmumumwmuafnun

scale, but such advances will be slowv in s if they will "
occur at all, because of strong nationalism. ﬂnm.ﬂn
illiance can. consider that the nations of Zastern Burope,: M:lmr
because. of their. e on exportable Soviet energy reserves -
and on their 8sible need for Soviet financial support. ti

; 14cbilities to the Yest, repres
ec ceonstra.‘lntmtheUSSR mﬁo
govida ‘considerable investment for resource: ‘j‘

&
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calculated by y . AND LABOR PORCE
Five-Year Periods ;
{encopt for 1975.78) ‘ 1950 . 1978
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Sources : Officiol USSR Statistics (N1)
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Source : US Govemment ; Hendbook of Economic Statistics, 1978, p, 17
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SOVIET HARD CURRENCY
EARNINGS IN 1976

(BILLIONS OF DOLLARS)

(35 %)

Il

RMS
il

-

\

* Hard-currency Eummgs from sm‘cas, wl'nch include teurism und bmhmg m‘dnppun. operations,
represented o et Io"”of $0.3 belhun from lhe total shown.

Source : US Govermnment
~EIGURE 3 s
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GROSS DOMESTIC PRODUCT PER HEAD IN NATO m

AND THE WARSAW PACT
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