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Note by the Chairman

The attached appreciation of the economic position
of the member countries of NATO and the %Wersaw Pact for the
period through 1984 has been prepared in accordanpe with a
mandate given by the Defence Planning Committee in
DrC/D(71)10.

2, The study prepared by the Economic Directorate
consists, in &ddition to a general introduction, of two main
chapters. The first examines the general prospects of the
economies of ﬁllled countries and of those of the Pact; the
second considers the implications for the defence effort of
the economic evolution., Statistical annexes have also been
prepared.

3. To allow the Economic Committee to go zhead with its
review of the report, the general introcduction and the first
chapter are being distributed ‘separately. The rest of the’
document, the preparation of which is practically finished,
will be cirpulated shortly.

(Signed) J. BILLY

NATO,
1110 Brucsels.,
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APPRECTATION OF THE, ECONOMIC POSITION OF NATO AND ,
WARSZAYW PACT MolEBER COUNTRIES FOR THE PERIOD THROUGH 1984

GENERAL INTRODUCTION

: ‘ This review has been carried out pursuant to the ‘
instructions in DPC/D(71)10 which c2ll for an assessment by the
Fconomic Directorate of the likely economic situation in the
NATO and in the Warsaw Pact countries in the period covered by
the military assessment, together with comments on probabl
trends in military expenditures. :

- 2. The present paper is. the third in the series., It
has been prepared in economic circumstances as complex and as
difficult as those prevailing in the ‘futumn of 1974 which was
the period covered by the previous survey. In the West, the
medium/long-term expansion which constituted the distinguishing
feature of the 60s and the early 70a has been halted for over
two years and has given way to a2 less buoyant, more uncertain,
sttuation. The signs of recovery which appeared in 1976 in
the developed and market economy countries were not as strong
or as firm as had been hoped and international economlic and:
financial transactions are being conducted in a climate of

relative instability. 1In the East, there has also been a

slackening of growth ancitighter conditions have been forecast
for the period 1576-1981. Simultaneously the indebtedness of
the Fastern countries vis-2-vis the convertible currency coun-
tries is rising steeply and may force those in the Soviet
sphere of influence to restrict certain vital imports, thereby
engendering new economic, and even social, difficulties.

3, To reduce some of the difficulties inherent in
projections as lengthy -~ going up to 1984 - and as tentative
as these - given the short-term uncertainties which overshadow
future economic policy - it seemed advisable to distinguish
between two major sets of factors:  on the one hand, the
relatively stable factors constituted by production potential

and traditional trade patterns (stability does not in the presen't

circumstances rule out vulnerzbility and sharp fluctuations in
costs) and, on the other hand, those which hinge on economic
policies, and are the result of a deliberate cholce at national
and international level, involving levels of employment and

prices, inflation, public expenditures and international paymentés.

Certain prospects for international relations have also been
considered.

NATO CCNFIDENTTIA®SL
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L, ts regards basic factors, four types of resources
have been taken into account: manpower, both quantitative and
qualitative, additional investment capacity, the probable rate
of technical progress capable of increasing preductivity, the
availability of basic commodities and the quality of inter-
national trade. These factors determine the potential economic
growth of each of the two blocs. '

5. Real growth over the period under review will depend
not only on these factors but on the ability of national leaders
to preserve or achieve a balance in certain fundamental areas:
labour, the allocation of resources as between consumption and
investment, prices - implying the control of inflation, public
expenditure and the balance of payments (although the Eastern
countries adopt extremely rigid Plans). The difficulty of
striking these balances will be proportionate both in the East
and in the West, to the tensions generated by the difficulty of
investing on a large scale, of spreading the new technologies,
of balancing foreign trade and of holding down social claims.
However, while some problems are shared by both major groupings,
others are less acute in the East, as for example employment,
inflation or social pressures; others, on the contrary, create
more serious problems such as the choice of investment or the
stimulation of productivity.

6. Moreover, in a changing world, each of the two
groupings will meet with varying success in its attempts to
build up trusting and smooth economic relations with the rest
of the world, a sine qua non for the security of supply in the
case of Western Europe and essential in any case to the preser-
vation of a stable internationel order without which regular
growth, even on a limited scale, would be in Jjeopardy.

7. Within each grouping, too, the nature of economic and
monetary relations between member countries will have an effect,
either favourable or unfavourable, on the cohesion of the unit.

8. These four categories of variables: fundamental
growth factors, economic assumptions, pull on the rest of the
international community, probable cohesion within each bloc,
will be examined in turn within the context of the two groupings
before any attempt is made to forecast military expenditure.

The situation in the Soviet bloccwill be taken first, the
assumption being that NATO's defence potential will have to
adapt to NATO's defence programmes rather than the reverse.

NATO CONFIDENTTIEL
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9. The refinement of forecasts raises the problem of
methods. While it was possible to make growth forecasts for
the period 1976 to 1980-81 by using on the one hand the Five-
Year Plans and on the other hand OECD studies, in other words

"~ two types of relatively similar forecasts incorporating certain

general economic policy options (more precise in the Fast than
in “the West), there was nothing to underpin 1980-81 to- 1984
projections except the fundamental growth factors defined above
and the extrapolation of foreseeable, end-of-decade, growth
trends. £ careful distinction has therefore been made between
the two sub-periods.

PART T

Economic outlook in the NATO countries

10. Strong potentizl growth factors will be a continuing
feature of the NATO countries during the period 1977-1984 in the
shape of human resources, capital resources and new technological
breakthroughs. The growth process will however continue to be
heavily dependent on supplies of rew materials: and particularly
energy, which are both costly and relatively wvulnerable.

I - Growth factors

Human resources

11. The population of the NATO countries, 554 million in
1975 including 318 million in the NATO Europe countries will
continue to increase at an average yearly rate of about 1%
topping 610 million and even coming close to 620 million in
1985. These figures compare favourably with the figures for
the Warsaw Pact where the total population is much smaller
(360 million in 1975) and will continue to grow at the same rate
as in the NATO area to 394 million in 1985. :

12. In Europe, the population increase will be greatest
in Turkey (2.5% per annumg; In most other countries in the area
there will be only a small or zero rate of demographic growth
and even a negative rate in Portugal and possibly in the

Federal Hepublic of Germany.- :

- 13. The working population which alone constitutes a2
growth factor, will increase from around 350 -million to some
392 million in the NATO countries, making an average rate of
increase of 1.,2% per annum which is about the same as in the
Jarsaw Pact countries (about 1%) with slight differences from
one country to the next, except Turkey where the average yearly
increase will probably be about 2,8%.

NATO CONFIDENTIALAL
wlpm




DECLASSIFIED - PUBLICLY DISCLOSED - PDN(2012)0003 - DECLASSIFIE - MISE EN LECTURE PUBLIQUE

NATO CONFIDENTIAL

AC/127-WP/499. ~5m

14, Additional manpower resources will therefore have less
of a hearing than hitherto on the process of expansion.
Furthermore, and if growth 1s generated mainly by new industries
which will be less vulnerable than the others (textiles, light

‘engineering and so on) to competition from countries only embar-

king on industrialization, fresh arrivals on the labour market
from the Southern part of the Alliance may have difficulty in
finding jobs either locally or as emigrants.

15, lMobility of labour either in the form of migration or
in the form of transfers to other Jjobs will play an important
part in bringing pre-1974 growth rates back. If a high degree
of productivity is to be obtained, the willingness to acquire
new skills will have to be matched by a continuous effort to
prepare and train the work force to meet new market requirements.

16. Despite the foreseeable difficulties of adapting the
work force in the NATO countries, and more particularly in
Europe, to the new demands of growth during the period under
review, there can be no question about the qualitative superior-
ity of this labour force over the working population of the
Warsaw Pact countries. As explained further on, the problems
of regional migration and of the adaptation of the labour force
to new forms of industrial development is keenly felt in the
Fast and act as a break on both productivity and growth,

Additional investment capacity

17. Overall demand should, in all likelihood, remain
relatively high in the NATO countries given the volume, the
diversity and a certain transformation of requirements, These
will remain extremely varied, some of a social nature, others
stemming from urban development, others still arising from the
prospection for new resources and the protection of the envir-
onment or else from the need to increase research/development
and innovation or to cover the higher cost of energy and com~
modity imports by greater exports.

18, VWith the growth of the labour force restricted to
1.2% per annum, new investments together with increased labour
and cepital productivity will constitute the main growth factors;.

19. In 1976, productive capital in the NATO zone was well
above the level obtained in the VWarsaw Pact area. This quan-
titative advantage should persist though on a somewhat reduced
scale. 1In fact, the rate of growth of this stock of capital
has dropped markedly in recent years and, in any case, more
steeply than in the East, for a number of reasons which include
the reduced share~of profits as a proportion of receipts.

NATO CONFIDENTTAL
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20. The propensity to invest could well remain slight if
the present trend towards lower profits continues. In addition,
the relatively slow growth of the population and the slow-down
in the flight from the land combined with a certain saturation
of available housing, will act as a break on new building.
Should the proportion of fixed capital remain unchanged in

- reTation- to gross domestic product, industrial investment could

go up more sharply. This increase will be all the more necessary
in view of the fact that heavy investment on the protection of
the environment and on the development of energy resources will
be required throughout the period under review.

21. However, the existence of idle capacity at the start
of the period, estimated at about 20% at the end of 1976 in the
case of the most powerful of the Alliance countries, should allow
for a fairly sustained period of expansion in the traditional
sector even though financial capital remains scarce. On the
other hand, the need for finance will grow rapidly in step with
the launching of new investment programmes., : :

. 22, This overall view must however be adjusted in the light
of the disparities between the different countries as regards the
volume and effectiveness of available per capita productive
capital., These disperities which influence the productivity of
national industries msy well grow inasmuch as such financial

-capital as there is may be ettracted towards economies and indus-

tries which are competitive because of the advantages which they
derive from economies of scale, technological advances, innov-
ative capacities and the capability to invest extensively in
research and development.

Probable rate of technical nrogress

23, The NATO countries have an undeniable lead over the
Warsaw Pact countries in the field of civilian technology %o
which the present study is confined. This leead is Ttorne out by
the large surplus on trade in capital goods with the rest of the
world and more particularly with the Varsaw Pact countries (which

 in 1975 accounted for #4.5 milliard-worth of exports of this type).

24, This superiority seems unlikely to be challenged since
the efforts put into reseerch/development and innovation iAin
recent years has produced s number of potential spin-offs for the
period under review in areas as wide apart as new metallurgy,
biochenistry, communications and management methods.

25, 1In addition, the direct or indirect productivity gains
to which it will give rise and the prospects of harnessingg new

resources which it may open up, mean that this technologiccal lead
represents a growth factor which must in no case be overlooked.

NATO CONFIDENTTIAL
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Energv and raw material resources

26. The steep and repeated increases in oil prices applied
by the OPEC countries, initally after the Yom Kippur War and
then in response to the rise in world prices of capital good
exports, increases which were matched by rises in a large number
of raw materials, have had a strong impact on the terms of trade
to the detriment of the West and, ipso facto, of the NATO coun-
tries. 1In addition, and within the context of the present
international situation in the Near and Middle-East and in
Africa, the sources and lines of supply of the Llliance count-
ries, particularly its Luropezn members, hesve become vulnerable,

27. There is no likelihood of any change in the situation
until 1980 at the earliest. For the present and in the foresee-
able short-term future, the distinguishing features comprisee:

1) a cartel sellers' market with the vendors seeking, in the -
great majority of cases, to maximise their receipts. 2) inc-
reasing energy requirements, particularly for oil, engendered

by the widespread growth of industrialization extending to the
main 0il exporting countries. 3) the relative scarcity of supply
which prompts producers to present a common front on prices and
quantities. &) the relative inertia of the West which partly
because of the high marginal costs of prospection and explabt-
ation are hesitant to embark on a quest for alternative sources
of energy.

28, The situation in Norway and to a lesser extent in the
United Xingdom, is beginning to look up following the gradual
harnessing of domestic resources. In the case of the United
States and the Federal Republic of Germany, there is little
cause for concern given the economic, ond in particular the
finencial, strength of those two countries., On the other hand,
countries like Italy and even France and, generally speaking,
the countries of southern Furope which hzve no o0il of their own
and which are continuing to build their industrial growth on tii
this form of energy are a2t a serious disadvantage which could
increasse if international competition were to become more acute.

Estimate of potential growth

29. The conclusion to be drawn from this survey is that
the growth factors in NATC countries are considerable, but
unevenly spread., By comparison with the vears of buoyant econ-
omic expansion (1960«1973), the situation and outlook are less
favourable, both as regards the working population whose skills
are nov always in line with requirements and as: regards-access %o
gource:z of energy and to the basic products which nhave become
more vulnerable and more costly since they must be paid for by

‘higher exports which make corresponding inroads on availabil-

ities. On the other hand, the FATO countries can rely on a
crnsiderable fund of potential new technology and con substan-
tial‘iﬁle capacity in terms of %o th manpower and capital. . --
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The combination of all these factors should lead to further
productivity gains in a number of sectors and generally spesaking
to steady growth.

30. This being so, the potential rate of growth up to
the end of the decade can be put at 5% and perhaps 6%. A fore-
cast for the period 1981-1984 is more difficult however since
the number of unknowns is greater, viz: the volume of available
capacity in 1980, the drain on resources constituted by the
redistribution of resources in implementaticn of social policies,
the protection of the environment, foreign investment, investment
propensitivs, trade situstion. It would seem wiser therefore to
anticipate a slightly smaller potential average growth rate for
that pericd. :

IT - Economic options

31. Following this evaluation of potential growth, three
major questions must be answered., The first relates to the con-
ditions in which this rate of growth can be achieved, in other
words, to the chances in the NATO countries of reconciling fairly
substantizl growth with the preservation of a fundamentzl balance
of prices, public expenditure and payments; the second is whether
growth on this scale would solve the employment problem in the
£1liance countries, a problem which, were it to continue, could
undermine their political and social structures., The third ques-
tion relates to the chances of spreading this growth throughout
the Alliance with the major industrial powers acting as the
motive force. This propagation is essential to the continuing
cochesion of the Alliance; it woulid likewise play a positive role
in the improvement of the employment situation in the less-
developed Alliance countries. '

32. There-is even a fourth question; namely, whether the.
relations between the Alliance and the rest of the world, parte
icularly the less-developed countries, will be such that intere
national trade can expand peaceably, if not buoyantly, and will
not cause political tensions which could have a grave effect om
the NATO countries' security of supply.

Inflation and rising prices

33, The inflation which was a feature of the early
Seventies has continued to undermine the economies of most
Alliance countries where it is fuelled by rising prices and the-
enormous public sector deficit, VWhile it is true that the rate
at which price increases dropped between 1975 and 1976 from 11.33
to 7.5 per cent OECD-wide, this rate is still twice as high as

NATO _CONFIDEBENTTIAL
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it was during the Sixties. The OECD outlook for 1980 is based
on the forecast of an average price increase of 5 per cent that
year. In 1977, this rate is only likely to be achieved in
Germany and in Switzerland., The efforts mzde in most of the
other OECD countries %o draw closer to this figure could well
lead to higher unemployment. The system of floating exchange
rates adds a further element of fluidity by removing the brake
on monetary upheavals in the form ocfifixed parities.

34, Certain inflationary pressures could die down during
the period under review such as, for example, increa:ses in
labour costs (which are normally held in check during periods
of unemployment but which could resume theilr upwsrd course in
the event of a sudden recovery) and excessive domestic demand.
On the other hand, the recent and foreseeable increases in the
price of o0il and other basic products will push up costs and
because the producers enjoy additional revenue this will cont-
ribute to an increase in demand (external demand which will
help NATO country exports).

35, The outlook therefore is one of continuing inflation
which will however slow down by comparison with recent years
without perhaps settling down at about 5 per cent before 1980.
This average rate will irevitably embrace sherp discrepancies,
particularly between the industrialized and the southern
European countries and there will be a2 number of intermediate
stages. The case of Norway will be 2 special one inasmuch as
the upward pressure on prices may be fuelled by the oil boom.

36. The revamping of the internationzl monetary system
and the return to more stable exchange rates would obviously
contribute to internal monetary stebilisation in member coun-
tries but this solution will be pointless unless matched by
some co-ordination of economic policies, failing which monetary
commitments would have to be paid for in some instances by an
extremely high level of unemployment. '

Public finance

37. The recession has led to a slower rate of increase
in fiscal receipts but also to a much larger redistribution
of resources for social or economic eads, to provide a guaran-
teed income for the unemployed and in some cases sssistance
for firms in difficulty. £s a result, there were large public-
sector deficits in most Alliance countries in 1976 and these
deficits constituted a further inflationary factor.

NATO CONFIDENTTIAL
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bBalance of Payments

38, The steep rise in the price of o0il and other commodities
at the end of 1973 sparked off a big and widespread deterioration
in the terms of trade of the Alllance countries which was only -
partly off-set by the subsequent increases in their export prices.
The recescion added to the imbalance by hampering the exports of
the smaller Alliance countries to the hard currency countries,

The récovery which took place in 1976 stimulated sales to some
extent but also generated an increase in imports, particularly

of energy. The 1976 deficit of the NATO Europe countries could
therefore total $12 milliard as compared with g5 milliard in

1975 and $13 milliard in 1974, which was the peak year.,  In -the .
United States alone, the 1976 deficit could total some $8 milliard
whereas in 1975 there was a surplus. L

39, In one of its recent forecasts, the CECD anticipated
that the external payments and receipts of member countries would
be balanced by 1980, This forecaszt is based, however, on an
assumed increase of 4.3 per cent up to 1980 and of 4 per cent
between 1980 and 1985; figures which would reflect a 33 per cent
increase in demand for 6il by member countries between 1976 and
1085 despite the eight-fold increzse in the production of nuclear
energy, the 45 per cent increase in the output of solid fuels and
the 27 per cent increase in the production of natural gas. 1In
the event of an annual growth rate of 4.8 per cent up to 1980
and of 4.5 per cent thereafter, requirements would increase by
about 12 per cent, rising to 37 million barrels a day. However,
these requirements could only be met from national resources up
to maximum of 80 per cent in the case of the United States or of
50 per cent in the case of Europe (as compared with 40 per cent -
at the present time). The prospects for the OECD zone (and for.
the NATO zone) of balancing external receipts and payments are
therefore somewhat limited. Furthermore, as in the case of
inflation, these general prospects would mask extremely wide
variations between the different countries which would be an
aggravating factor., VWhile the United Xingdom and Norway would
be in an increasingly strong position, wvhereas the Federzl
Republic would keep its priviledged status and whereas the
United States, because of its special internationel financial
strength could cope with large deficits, the indebtedness of
certain other countiries, including Italy, Portugal and even
Prance, lacking as they are in energy and basic resources -
could reach a critical threshold which might compel their gover-
nments to adopt restrictive policies that would be harmful to
expansion and generate even greater unemployment,

NATO CONPIDENTTAL
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The problem of emnloyment

40, At the end of last year, there were 14 million unemp-
loyed in the OECD countries which represented 5% of the working
population, and there 1s little likelihood of any reduction in
these levels in the short term., The growth forecast issued by
the OECD in the summer of 1976 which was bssed cn the assumption
that fairly stringent anti-inflation and trade policies would
be followed, gives an unemployment rate of about 4% for an
everage annual growth rate of 5% up to 1920. This rate or even
a slightly higher figure would be acceptable 1f it were spread
uniformly over the NATO zone. However, it is in fact an average
rate taken from the OLCD inmplicit model. In actual fact, and
if international trade continues to be dominated by insufficient
mobility of labour and capital, much higher rates of unemploy-
ment will prevail in the less-advanced economies, in those less
able to stand up to international competition and again in
those which overreact in their attempts to correct the situation
through the adoption of deflationary policies. The Southern
Furopean countries have most to fear in this respect. Yet an
unemployment level of 10% or more over a long period could have
dire internal political and social consequences with possible
adverse effects on the choice of defence policies.

Fconomic development and cohesion of the Alliance

41, This review of economic policy problems shows that the
ability to cope with them successfully varies considerably fron
one country to another. The United States and Canada will un-
doubtedly continue to be faced with inflationary pressures and
with bzlance of payment deficits but these are unlikely to lead
to a serious economic crisis given their economic wealth and
the privileged financial position enjoved by the United States.

42, In Europe, the outlook is less promising although the
situation will differ from one country to another, with Germany

..and. Norway.in the strongest positions.. In most of the other

countries, the growth of foreign trade supplemented, where app-
ropriate, by different forms of co-operation and aid appears
essentlal if the momentum of expansion is to be sustained in
conditions where the national base has become inadequate. This
Judgement =pplies in particular to those European countries
which will probably be coping simultaneously with public-sector
deficits, trade gaps and unemployment and which can only hope
to overcome their difficulties if neighbouring countries are
once again willing to take their surplus manpower and products.

43, The OECD forecasts for the 1980 timeframe highlight
the sustained level of trade and imports required of the United
States which will continue tc act as the main pacemaker for the
world as a whole,

NATDO CONFIDENTTIATL
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Table 1

OUTLOOX FOR WORLD TRADE 1975-1980 IN THE MAIN 7

OECD _COUNTRIES

Growth of
exports(a)

Growth of
imports(a)

—

4Lverage yearly rate of variation in

volume ;
Early 1975- Early 1975~ %
1970s 1980 1970s(b) 1980 %
|Canada 10.3 8% 4.3 9 |
United States 5.4 9 9.8 8
| France 1.4 1% 1.3 9%
Germany 10.8 9 1.0 . 8
Italy 7.9 7% 8.4 9
United XKingdom 7.4 L 6.8 7
Belgium 10.0 10 . 9.8 9'
Denmark 6.7 6% 7.1 6%
Netherlands 5.1 8 8.3 ) 7%
Norway 7.0 L 5.1 11
Total —_gtg— 8 9.5 8%

(a) Goods and services according to national accounts

definition,

(b) For details of the periods taken into account, reference
should be made to table 54,

NATO
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As for the prospects of growth and price increases in the
OECD forecast for the timeframe 1980, these also differ widely
and in the most favourable circumstances the position for the ten
NATO countries would be as follows S .

- 13 -

CONFIDENTTIATL

TABLE 2
FORECAST OF GROWTH AND PRICES FOR THE PERIOD
1976~-80
Early 1974~ 1975~
1970s 1975 1976
Canada 5.4 0.6 6 8 = 5 %
United States 3.0 -2.0 5 2 5 4
France , - 5.3 ~-2.4 6 11 6
Germany 4.3 ~3.4 5 3+ 4
italy 4.5 -3.7 4 3 72 7
United Kingdom 2.7 -1.6 3 % 16 6
Belgium 5.0 -1.4 5 10 5 %
Denmark 3.8 -0.8 4 9 6 :
Netherlands 3.8 -1.0 4 8 5
Norway 4.3 3.3 7(%)
Total OECD 3.9 -1.3 5 % 7T 2

(c) 4% % excluding the oil sector.

44, Since then, prospects have ' deteriorated somewhat, mainly
as a consequence of the scaling down of the 1977 overall growth
rate to only 4 %, in relation to 1975. With the average rate at
this level, certain of the Alliance countries face the risk of a
low rate of growth leading to social and economic difficulties

which could threaten the cohesion of the Alliance.

NATO
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The Alliance and the rest of the world

45, Another of the conditions for prosperity in the
Alliance countries during the period 1977-1984 is the development
of international relations, particularly between the industriali-

~=~ged. countries and the Third World 'in a climate of trust. The fact

that a growing number of countries will start to expand as a
result of the acquisition of technology, the investment in new

~areas of oil revenue and the probable increase in Western aid to

the less developed countries means that world demand for energy
and basic products will rise and that the difficulty of balancing
the market will be heightened. In addition, the harnessing of new
resources such as those on the seabed will only be appreciated
and accepted by the less well-endowed countries which ipso facto,
will get less out of such operations, on condition that they de-
rive additional berefit from their trade with the rich countries.

46, In a situation of this kind, the West, and particularly
the European countries whose major trade routes, particularly
those round Cape Horn, are already relatively vulnerable, will
have to take special care to protect their supply lines. Success
in this endeavour will be commensuprate with the increase in
trade with the less developed countries and with the contribu-
tion which they make to the economic development and even to
the harnessing of certain, as yet an untapped, resources in those
countries. This means that there must be no deterioration in
the terms of trade of the povrer countries which are already
handicapped by a high level of indebtedness and have been cdeprived

- of the ability to maike external. payments following the increase
y pay

in the price of energy and certain raw materials.

47, To stimulate the economic development of the less
favoured nations, the richer countries will ako have to step
up their aid. As matters now stand, and in the years ahead, the
advantage will lie with the West, and in particular with the
NATO countries whose efforts are far greater than those made by
the Warsaw Pact countries ($ about 1.9 milliard as compared
with § 0.9 milliard in 1974) and who will probably be able to

"draw on larger hard currency reserves over the decade.

48. The efforts and financial sacrifices which will have
to be made by the West will be easier to bear if they are spread
between the different countries in relation to their resources
and capabilities. Effective co-operation in the West and par-
ticularly between the NATO countries is thus another prerequisite
for success.

NATO CONFIDENTTAL
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Conclusions with regard to the NATO countries

49. This brief review of the fundamental economic data
which will probably determine the future of the NATO group of
countries and of the economic problems which require slution,
shows that there is a possibility of fairly strong growth. A
potential rate of 5-6 % which seems feasible for the period
1976-1980 and even beyond and which, in the light of all the
evidence, is the minimum compatible with the avoidance of grave
crises engendered by underemployment, will however prove diffi-
cult to achieve as witness the very modest recovery at the start
of 1977. New forms of economic policy will no doubt have to be
devised if the countries are to throw off stagflation and to
pave the way for growth beyond 1980.

50. In the domestic area, and particularly in the major
industrial countries which act as pacemakers, there will be
a need to stimulate innovation and capital formation, by fiscal
and other measures which will likewise provide the basis for the
improved distribution of the factors of production to meet
demands of all kinds (protection of the environment, harnessing

"of new.basic resources, redistribution of resourses to social

ends and so on). This policy will have to be combined with
measures to boost employment and keep up a high rate of domestic
demand while avoiding the pitfall of excessive inflation.

51. On the international scene, the sine qua non for such
growth will be increased co-operation particularly within the
OECD group of countries, so that the beneficial effects of growth
and improved employment figures in the economically and technical-
ly more advanced countries, particularly the United States,
spread to those countries which do not share the same potential
assets and protect them from excessive distortion of their balance

of payments or labour market.

52. The capacity of the NATO countries to preserve and
even to increase their defence effort will obviously hinge on
the pace of economic growth but will also depend on the ability
of States to ensure that excessive overall demand does not force
them to introduce public expenditure cuts which would inter alia
affect the military budgets.

53. The problem of the volume of resources required for
defence can however only be tackled in the light of an analysis
of military expenditure trends in the Warsaw Pact countries
during the period under review. This matter is discussed in fine.
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PART II

Leconomic Prospects in Warsaw Pact Countries

54, The aim of this Part II is briefly to describe the
projected economic eveolution based on the 1976-1980 Plans for
the Warsaw Pact cutlining possible strengths and weaknesses.. .
The development of the economies of the Soviet Union and the
Zast Buropean countries has not been similar over the 1971~
1975 Plan period; the former experienced a slowdown in growth
over the previous period while the latter generally witnessed
a satisfactory increase in their NMP despite the fact that in
1975 their performance was disappointing. The current Plan .
period 1976-1580 is marked by greater caution and by a scaling
down in the rate of growth for all these economies.

I -~ Main Growth Factor

Population and Manpower

55. The population’of the Warsaw Pact areas reached 360.3
million in 1975 and is projected to rise slowly to 393.7 :
million, or 0.9% a year, by 1985. This is. a continuation of
the slow growth trend reglstered which emerged in the mid 1960s.
The population growth in the USSR will be slightly above this
average or 1.0y a year and total Soviet population in 1985 will
reach 280.4 million: IZast Buropean growth will be somewhat
lower at 0.69% per year and will reach 113.3 million¥*.

56. This low rate, coupled with the desire to maintain
very large armed forces and general propensity towards over-
employment in agrlcultufe, factories and services, will nmean
that there will be difficulties in obtaining sufficient
additional labour, though the size of the problem will vary - A
from country to country. Severe manpower shortages will con-
tinue in Hungary and Czechoslovakia and NMF growth will have
to occur almost sclely through increases in product1v1ty and
new technology. Labour shortages will be less evident in
Poland, the GDR, Romania and the USSR in the present Flve—Year
Plan pezlod, although there will continue to be a shortage of
skilled workers and absence of inter-COMSCON labour mobility.
It is unlikely that the system of "Gastarbeiter?®, prevalent in
the West, will be established .due to the on-going national and
cultural differences within East Burope.

* bigures Based on UG Department of Commerce, Proaeéfionu of
Populations of Communist countries of Fastern urope
(’asnlagton, T976), and "Joint Zconomic Committee (ed}

Scviet Beonomy in a New Pevspective (Washington, 1974
using the medium range.

\,.."w
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57. In the Soviet Union, for which projections of the
labour force are available, the working population will in-
crease at an average annual rate of 1.2% between 1975 and
1985, However, in the case of East European countries, pro-
jections are only available for the population of working age
{15 to 64 years); although this concept does not correspond
to that of labour force, the trend over a decade is more or
less similar in both cases. For the six East European
countries, the annual average growth rate will be of 0.7%
(highist rate for Poland: 0.9%; lowest rate for Hungary:
+0.1%) . '

58.- More serious for the Soviet Union;,; both economically
and militarily, is the steep drop in new manpower availability
after 1980 and the prdjection that the increase in the able-
bodied ages will mainly originate in the less technologically-
oriented Central Asia and Kazahkstan. In addition, there are
the factors of the incessant urbanization, perennial housing
shortage and soaring divorce rates which provide little scope
for the population's growth rate to improve. Given the in-
creased labour demand for the development of Siberian
resources, the USSR also faces the need to solve the problenm
of persuading workers to remain in Siberia and not to return
to the relative comforts of Buropean Russia. If this diffi-
culty is not overcome, Siberian development may be seriously
hampered. '

Investment Patterns

59. Over the 1976-1980 period, a slower, more cautious
econonic growth is anticipated in COMECON countries with tar-
gets generally below 1971-1975 results. Vith growth prospects
reduced, the average yearly COMECON investment increase will
drop from 9.6% in the last plan period to 7.4% in 1976-1980,
and the amount of new construction will drop quite fast. 1In
the case of the USSR and Poland, targets are dramatically
lower than those of 1971-1975. There are several reasons for

- these lower investment projections: the low factor product-

ivity in the investment structure (i.e. poor labour product-
ivity, under-utilization or obsolescence of equipment, lack of
spare parts, general deterioration of the economic value of
lend due to erosion, poor fertilizers); the scarcity of
capital as the Pact!s fast growing interest in foreign loans
shows; the necessity to complete the large number of un-
rinished projects rather than continuously embarking on massive
new ones as had been the pattern of the past, and the increas-
ing cost of raw materials, energy supplies and manpower which
require much more Judicious use of existing assets. Lastly is
the realization by all countries that substantial investments
do not always guarantee success but rather may encourage waste
and inefficiency. The 1976-1980 Plans are determined to avoid
following this pattern.

NATO CONFIDENTTIAL
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60. The consumer or non-productive aspects will continue
to languish as productive investments in 1976-1980 will make up
78 % of COMECON investment total of $§ 1,287.7 billion (1). The
stress on investment for COMECON will, however, vary according
to the need for ecach member to remedy particular weaknesses.
Both Poland and the USSR are allotting 30-34 ¢ of their produc-

tive investment to agriculture in yet another effort to overcome

the deficiencies: e.g. the share of capital inputs allotted to
their industrial sectors will be considerably lower than in the
case of the other COMECON countries, especially the GIR and
Romania. Nevertheless, industry will still have first claim on
investments and most countries have realized the need to increase
investments in fuels and raw material supply, expansion of metal
and engineering incdustries, as well as the chemical and electronic
sectors, and continued purchase of Western technology.

Technology and Productivity

61. The Warsaw Pact suffers in the civilian sector from
technological backwardness in comparison with the West, in-parti-
cular in regarc to automated production technology. Obsolescent
plants, lack of incentives, non-diffusion of available know-how,
poor market conditions, low educational standards in several
countries, have all contributed to this in the past. It has become
apparent that to compete and develop effectively the Warsaw Pact

‘has to rely on technological imports from the West. Veakness has

been evident in those fields that require very sophisticated R & I
programmes and a market economy in which to test the products:
electronics (computers, micro-circuitry), automated machinery,
wood and mineral processing equipment, fertilizers, chemicals and
all aspects of advanced hydro-carbon extraction. Moreover, and
this applies more to the Soviet Union than to Eastern Europe, the
system of incentives based on quantity instead of quality growth
in the economy trends to have a negative effect on technical
standards, innovation and resources at hand. There also exists

a very weak link between institutional R & D and commercial exploi-
tation by State enterprises as well as a lack of well-trained
technical support personnel in both science and industry.

62. The principal aim of the planners apart from any covert
military implicaticns, is to incorporate the new technology into
each country's industrial strategy , to improve efficiency and to
raise labour and capital productivity. This is especially necessa-

ry for plan fulfilment in the GDR, Czechoslovakia, Hungary and

the USSE . In the latter country, factor productivity in the. GNP
registered a minus growth of -0.3 % and contributed significantly
to the drop in the growth level (2) during the period 1971-75.

(1) D. Lascelles, COMECON to 1980 (London, 1975), p. 17

(2) USA Delegation paper "Soviet economic plans for 1976-1980:
A First Look%, lMarch 1976, p. 46 as corrected by Errata sheet.

NATCOC CONFIDENTIATL

- IR -




DECLASSIFIED - PUBLICLY DISCLOSED - PDN(2012)0003 - DECLASSIFIE - MISE EN LECTURE PUBLIQUE

NATO CONFIDENTTIATL

AC/127-4P/499 - 19 -

63. Recent purchases in the West of entireplants (e.g. Kama
truck factory) reflect a conscious bloc decision to forego ex-
pensive and time-consuming indigenous R & D. Examples of cousi-
derable economic COMECON progress made possible with Western
technology are especially noticeable in the Soviet 0il/gas pro-
duction in Siberia, using Western pipe, compressor stations and
pumps. Hungarian agricultural output is increasingly dependeqt
on specialized Western machinery. Another example is the projected
increase in the Polish export trade based on new Western plants
and equipment.

64, At the same time the Warsaw Pact shows a certain degree
of economic co=-operation within the context of various COMECON
institutions such as Interinstrument, Interatompribor and others.
Technological consultation and harmonization oI long-term plans
help eliminate some duplication of costly R & D or. investment
programmes; this is evident in East European contributions to

. the development of Soviet energy sources.

Energy and Natural Resources

i). Energy

65. The availability of energy for the USSR is not considered
a major domestic problem area in the period under review, unlike
Fastern Europe which is dependent upon the USSR, and the OPEC
countries for oil and an increasing amount of natural gas.
Nevertheless, for the Warsaw Pact as a whole, the huge natural
energy resources of the Soviet Union as well as the on-going
Soviet efforts to integrate COMECON joint energy projects, has
given the Pact a large degree of self-sufficiency in the major
fuel materials. The USSR is the world's largest crude oil producer,
yith an output forecast to rise by 5 % a year to 640 million tons
in 19580. Natural gas production is scheduled to rise at an even
faster rate with exports to reach over 60 billion cubic meters
in 1980. ‘

66, Soviet exports of oil to both Fast and West Europe will
continue in 1976-1980. This trade gives the USSR a very definite
economic leverage in East Europe and is the country'!s largest
earner of hard currency (g 3 billion in 1975). Although the West
seems willing to meet Soviet requests for o0il and natural gas
fechnology imports necessary to expand output, a major difficulty
facing the USSR could be the industry's inability to grow fast
enough to meet the projected increases in both domestic and
iﬁpoggagemands: this could lead to shortfalls in supplies in

e s . .
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67. In addition, there is some doubt about the country's
“blllty to meet the Five~Year Plan targets for electricity, as
on-going administrative delays and inefficiency in the supply
of the necessary power plant have delayed construction of both
conventional and nucleesr stations.

68. The energy situation in Zastern Zurope will continue
causing concern. This area has set itself {two main goals:
achieving large savings in fuel and power and adapting the
energy balance to the new (higher) price structure set by both
the USSR and OPEC. Principally this means reducing their
dependence on hydrocerbons. Most countries are therefore busy

- reversing or at.least halting the decline in coal production

and copbanptlon, and building thermal power stations. Tbls,
however, is not an easy task as coal is generally poor in
guality (except for Poland), hard to extract (Céechoslovakla)
or of limited supply {(GDR). Consequently, East Zurcpe 1s also
going ahead with nuclear power projects using uranium from
Czechoslovakia, Poland and the USSR, with Bulgaria presently
taking the lead in construction of reactors.

69. The 1976-1980 period will also see a relative re-
duction in Tast Europe!s dependence on the Soviet Union for
0il because of Russia's inability fully to meet the require-
ments of her Warsaw Pact partners. The East Zuropeans, how-
ever, will continue to invest in Soviet energy projects to
ensure a primary flow of fuels in the coming decades and the
Orenburg gas pipeliine, due for completion in 1979, is an
exanple of this type of co-operation. At this stage the USSR
is encouraging ELast Xurope to turn to OPEC for some of its oil
needs. It is estimated that OPEC deliveries of o0il to East
furope may be as much as 33 million *tons a year by 1980. This
will take the pressure off Soviet export demands, a conmpre-~
hensive new Zast European-Middle Zast economic link-up could,
however, cause some political and economic implications in face
of Soviet determination to maintain COMECOIl as a tight ecoriomic
unit.

ii;  Natural Resources

70. The COMECCLl area contains many, though not all, of
the most important raw material resources, but here agein it
is the Soviet Union and not East IZurope that possesses the
bulk cof the wealth. The former has a large share .of the world's
most critical metallic raw materials including copper, tungsten,
chromium and vanadium, although it is poorly endowed with
bauxite and fluorspar, and her production of tin is not
sufficient., Some East Furopean countries are producers of
certain materials such as bauxite (Hungary, Romania), lead
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(Bulgaria, Poland), copper (Poland), zinc (Bulgaria, Romania),
but the GDR and Czechoslovakia depend almost entirely upon im-
ports, Overall East Buropean output however does not meet
increasing demand and the region has been forced to import
metals and ninerals from the Soviet Union, the West and the
1DCt!'s for currency or commodities.

71. Products the area does frequently lack are grain and
fodder due. to the fluctuating state of CCMECON agriculture.
Up until now, the West has teen able to meet COMECON demands
fron its own large surpluses. It is possible, however, that a
series of mediocre VWestern harvests, coupled with poor
Communist crops, could be disastrous for the Yarsaw Pact and
lead to a period of severe belt-tightening and econonic slow-
down.

II - Zconomic Evolution and Relations
with the rest of the viorld

Potential Growth: 1976-=1985
i) 1976-1980

72. Over the 1976-1980 Five-Year Plan geriod an average
NMP* growth rate of 5.4% a year (1971-1975: 6.4%) is forecast
for the Varsaw Pact area. Romania, Bulgaria, Hungary and
Poland targets are above this average, while the GDX and
Czechoslovakia have rates scmewhat below. The Soviet Union,
still suffering from the crop failure of 1975, also forecasts
:educed growth in NMP on the order of 5% a year in 1976~
980%#*,

73. Caution also tends to permeate growth targets
throughout the various sectors of the economy over the next
five years: for example, industrial production in the Warsaw
Pact area, except for Bulgaria, is expected to increase at a
yearly average of some 1-1.5% less than in 1971--1975.

Poland's industrial growth rate in particular is substantially
less than the last periodis achieved target. 1In all cases,
stress will e on expanding the engineering and chemical in-
dustries which are to represent 41% of the total Varsaw Pact
area share of Group A (heavy industry) production. Agricul-
tural growth will not differ substantially in the Iiast Furopean
countries from the 1971-1975 rates, except in the case of
Romania and the GDR, both of which have set rather more
ambitious targets. The Soviet Union has revised its estimates
upwards due to the record 1976 crop, but this target can easily
be untenable if poor weather and continued bad management are
much in evidence.

* NiiE 1s estimated to be about 1-2 percentage points higner
than the Western concept of “GNPW, :

x In 1976, despite an excellent harvest, economic results have
been mediocre. NMP rose 5% and fell short of the planned
target of 5.4,
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ii) 1981-1985

74, During the first half of the next decade it is -likely
that the rate of growth of the Soviet economy will be lower
than that achieved during the present decade. Investment will
remain a critical matter; in this respect it cannot be alto-
gether excluded that, after the reorganization which should take
place in the present Five-Year Plan period, the planners may
allocate-a - larger volume of resources to the light industry and
to those industrial activities aimed at meeting consumer demand.
Greater emphasis will be put on the development of the resources
of Zastern Siberia and the Far Bast, the more so as the BAM
railway line should be completed in 1981.

75. This anticipated decline in growth is based on a
number of developments. First the rate of growth of the labour
force is estimated to drop to an annual rate of only 0.9% in
1981~1985 compared with 1.5% in 1976-1980. There will even be
a decrease in the numbers of the populations of 18 and 19 years
of age; this will create a problem of manpowsr allocation to
the military and civilian sectors of the economy. The con-
ditions of growth will not be met uniess labour productivity
rises above its present low level. Secondly, although agri-
culture should continue to receive investment priority,
structural weakness, inevitable adverse weather conditions and
the inefficient labour remaining on the farms nay well impede
a regular and sufficient increase in production, the developnent
of which nay continue to be erratic. Thirdly, investment should
result in smaller returns as the Authorities allocate it for
capital expensive develcpment in Siberia, environment protection,
and infrastructure for the auto age. Fierce competition from -
other resource claimants will preclude allocating a larger share
of GNP to investment in crder to compensate for the lower
returns.

76.. US experts have nade a baseline projection for average .
annual GNP* growth rates of 3.7% over the period 1981-~1985%:
Soviet economic expansion can easily deviate from these pro~
Jecticns if domestic and external conditions change markedly.
The US experts have formulated a model of the econoumy based on
four alternatives for the Five-Year period 1981-1885:

(a) Dasy conditions, both domestic and externsl - v1z.,

good Féchnological progress in all producing sectors in-

cluding agriculture, favourable terms of trade, no undue

political pressures. Result: average annual growth rate

of 5.5%.

(b) Hard conditiocns, both domestic and extermal - viz.,
negative technological provress, crop failure, poor labour

productiv1ty rates, sluggish foreign trade and adverse
terns of trade. Result: évewagg annual growth rate of 2..4%.

#* Western concept - in constant prices.
% Joint Xconomic Committee, US Congress, Soviet mLeconony in a
New Perspective (?lashington, 1976) p. 203 IT.
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(c) 3Sasy domestic and hard external conditions - viz.,

high Tevel of investment, good agricuI%uraT results, but un-
favourable developments in foreign trade. Result: average
annuzl growth rate of 5.4%.

(d) Hard domestic and easy external conditions - viz.,
lower aggregate consumption, and poor agricultursl results;
trade grows at predicted rate. Result: average annual
growth rate of 2.6f%.

77. One factor that will further influence these rates is
the level of defence spending. It is clear that reductions in
Soviet defence outlays release resources that facilitate the achie-
vement of the main Soviet economic objectives - greater consumption
and greater investment in industry and agriculture. :

78. The overall assessment is that Soviet cutput expansion
will slow down over the next 10 years and the economy will be that
described as "sluggish stability®. This could happen particularly
if domestic conditions are less then Yeasy'. Favourable foreign
trade patterns will not be enough to overcome a major defect such
as poor agricultural results, or slow rates of technological or
productivity progress., »

79. For Eastern Europe in the 1981-1985 period the growth
rates are likely to vary considerably. Romania and Bulgaria, the
less ceveloped countries of the area, are likely to continue their
high annual NMP growth rates of 8-11 %. Poland, which registered
a high growth rate in the 1971-1975 periocd has already announced
a much reduced rate of 7.2 % a year over 1976-1980 due to the on-
going economic problems. The rate at which the Polish economy
will grow between 1981-1985 will very much depend on the success
or failure of the present Plan and ¢f current policies to control
the growth of foreign indebtedness, reduce the large delays in
plant construction and to improve the lot of the consumer. It can
be expected, however, that the Polish Authorities will try to
maintain an even growth through the first half of the next decade
and their objective could well be of the same order as that set
for the present Plan. In the case of Czechoslovakia and the GDR,
the expense of importing almost all their hydrocarbon fuel and raw
materials as well as the tight manpower situation will continue
to act as a brake on any high growth rates, and an NMP growth rate
on the order of 4-5 % is realistic for the 1981-1985 period. Hun~-
garian growtn could be 5-6 { given an upswing in foreign trade and
a lessening of worldwide inflation, both of which significantly
influence her growth potential.

Prices, Inflation and the Consumer

80. Living standards in the Warsaw Pact vary considerably
from country to cauuntry but are overall lower than in the indus-
trialised NATO countries despite improvement in the 1971-1975

eriod (1). The general tendency of the population in the recent

515 If GNP per capita (1975 US estimates) is taken as a standard
of comparison we find : USSR $2,175; Eastern Europe $2,189;
highest GDR 2 3,250, lowest Romania $925. NATO : US $6,317;
UK # 3,285, (Source : L. Lascelles, op. cit., p. 38)
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past has been not to show dissatisfaction (Poland being the
conspicuous exception) due to various factors cf threats, poclice
action, Job loss, etc.., with prospects of inmmediate consumer
relief, betterment lying mainly in parallel and, even black.
market activities. Nevertheless, the tensions ana stresses
within the social fabrac are undeniable and there are reports
of growing domestic criticism espec1ally in Czechoslovakia and
East Germany, and a contlnuance of unrest in Poland over tighter
consumer supplies. If the present Five-Year Plan targets are not
achieved and the consumer is once again asked to sacrifice his
evpectations for the sake of heavy industry and to put up with
poor qguality goods, there could be an acceleration of social
unrest in some East European countries and even possibly distur-
bances in some Republics in the USSR.

81. For the most part, staple items such as rent transpor-
tation and basic food products remain low in price thanks to
State subsidies. Even these prices can be increased as the

“ Janueary 1977 Soviet increases have shown, but many products

considered routine and essential in the West (good apartments,
cars, household goods, etc..), are scarce and carry prices far
beyond the value of Western equivalents.

82. The so=called official lack of inflation in COMECON
conceals a different reality. Repressed inflation has tended to
distort certain sectors of the economy. Consequently, both
Poland and Hungary have increased some pricos sharply in the

ast three years because of the need tc pay for more expensive
1mports and curb domestic cons umpt¢on All countries also suffer
from hidden inflation illustrated in the latter instance by the
introduction of so=called "higher quallty" goods at higher
prices which replace identical lower priced items. ioreover,
the prices cf goocds in the parallel market, especially in the
USSR, are usually higher than official 1evels, indicating a
truer value for the goods.

83. The present imbalance between real parnings and
desirable consumer goods has led to massive savings in all
countrles which represents a form of repressed purchasing power.

Based on available evidence it is c¢lear that the consumer in

‘Warsaw Pact countries is either expected to wait still longes
for greater consumer satisfaction or, as in the case of POL&EG

and Hungary, is now required to pay a most unwelcome price for
goods provided by the State sector.
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Balance of Trade

84, The overall Warsaw Pact +trade deficit widened substan-
tially rising from $2.15 billion in 1974 to $9 billion at the end
of 1975 and total publicized accumulated debt (export credits,
Eurodollar loans, etc..) for the Warsaw Pact stood at about
£30 billion at the end of 1975, and may have reached #40 billion
at the end of 1976.

85, The priority given in the Warsaw Pact area to moderni-
zation of the economy and improvement of productivity means that
there is an on-going necessity for the importation of Western
technology and equipment. It is therefore unlikely that the Pact
countries will 'be. able significantly to reduce their imports from
the Jest without endangering the implementation of their current
economic poiicies. All countries plan to make greater efforts
to increase hard currency exports earnings in order to be able to
reduce their overall indebtedness without having to restrict the
volume of their imports.

€6. All the ‘farsaw Pact 1976-1980 Plans were supposed to
have special sections on integration but little has been concre-
tely stated due to the difficulties over the reformed pricing
system of 1975 which is the heart of inter-COMECON trade. Under
the new pricing system for energy and raw materials, prices are
adjusted annually on the basis of a five-year moving average of
world market prices. 4s the Soviet Union and Poland are the Pactis
largest exporters of energy and raw materials, terms of intra-
COFECON trade have moved in their favour; for the others, par-
ticularly Hungary, the terms of trade have worsened and contribute
to the growing balance of trade difficulties. These are likely
to persist until the 1980s.

Warsaw Pact economic self-sufficiency

87. The Warsaw Pact appears to be both reasonably unified
and self-sufficient in economic materials. It hzs ample energy
reserves, vast bacic products resources, and a fairly broad
industrial base. Although the transportation systems have lagged
behind, they are in the process of improvement and should not re-
present a drag on a quick military mobilization. It is very likely
that stocks are maintained for the few raw materials that it does
not produce or that it lacks in quantity (mainly lead, tin,
rnatural rubber, bauxite), as well as for essential grain supplies.

88. The USSR, the dominant Warsaw Pact power, meets most
of the Fastern European (excluding Romanian) demends for impated
fuel. It is also an important supplier to the area of raw materials
and manufactured goods. It provicdes equipment for nuclear power
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projects and promotes, in the COMECON context, numerous joint

ventures which tie East Europe into a compensation arrangement
with the USSR (e.g. the Orenburg gas pipeline) and at the same
time allows for a pooling of resources.

The Warsaw Pact and the rest of the world

89. Several trends have emerged from the Warsaw Pact
trading activity over the last five years which will extend into
the 1980s. First and foremost is the fact that the Warsaw Pact
countries, like those in the Alliance, rely on a recovery of
world trade and export activity to finance a part of their . future
projects for modernization and economic growth. Any sluggish
recovery, or even downturn, in wWestern Europe may have repercus-
sicns in those countries, notably in Poland and Hungary, that are
relying on heavy export increases. Secondly, the 1976-80 projected
trade figures indicate that in spite of the growing Pact trade
with the developed West (1), intra-COMECON trade will continue
to retain a major share of total trade flows of the area. Trade
between the Pact and the less developed countries is also expected
to risey though at a slow rate. There has recently been a number
of reports discussing the proposals of the Soviet Union to set up
a transferable rouble, to be used in trade with the West. It is,
however, unlikely that this system will be established in the
foreseeable future. ' '

90. In assessing the Warsaw Pact, one should consider -the
global aspect of its strength: over the past five years the Pact
countries have progressed in their economic penetration in cer:-
tain areas of the Third World. The inevitable concomitant is the
strengthening of their political influence in key areas that
straddle important shipping routes for the West: Angola,
Mozambigue, Somalia, in Africa, Syria and, possibly, Libya in
the Mediterranean. Soviet and East European merchant and fishing
flets, together with the Soviet Navy, constitute a significant
part of the Pact economic activities and of its military potential.
As pointed out in a recent article by Admiral Xidd, the Pact now
has "the ability to interdict or pressure international trade
at points well outside the NATO area’”, and interfere with the
supplies of energy and raw materials needed by the West-and with
the flow of trade (2).

(1) All Warsaw Pact countries are endeavouring to raise the
share of manufactured goods in their exports to the West.

(2) Admiral Isaac Kidd, Jr. "NATO Strategy and the New Dimension
at Sea", NATO Review, December, 1976, p. 7
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III - Conclusions with Regard to
The Varsaw pact Countries

91. During the current Plan period, and probably well into
the 1980s, each country'!s economy will still be affected by in-
escapable constraints - higher import prices, expensive energy,
scarcity of skilled labour, and a philosophy that demands
centralized decision making in planning and investment, that has
in the past led to great waste and inefficiency.

92. 1In the period under review the chances of extensive
deployment of production factors - especially nanpower already
critical in several countries - will become more limited; so
that econonic growth will depend increasingly on gains in labour
and capital productivity. Consequently, growth will become more
uncertain than in the past, when spare capacity was still avail-
able in the economies of many of the Warsaw Pact countries.
These elements cannot but have an impact on economic trends in
1976~-1984 which include the sensitive areas of private con-
sumption and personal incomes. These internal and external
restrictions suggest that caution and restraint in Warsaw Pact
countries' economic development are to- be the watchwords.

" Poland in particular faces an austere period with the thieat of

greater Russian "management” hanging over it until exports pick
up and her massive hard currency debt is reduced.

93. The per capita national product of the Soviet Union
is already lower than that obtaining in most Fast Iuropean
countries. The gap may become greater between 1977 and 1984
and reveal a growing degree of divergence between the standards
of living of the Soviet and East European populations. This
phenomenon could have a non-negligible impact on the cohesion
of COMECON and on the economic policies of the countries
belonging to it.

94. To strengthen their economies and to give a real
}mpetus to consumption the Soviet leaders, as well as the East
Zuropean ones, should carry out in depth reforms of the econonic
systemn. These would aim at restoring the réle of prices as a
yardstick for measuring value and introduce more flexibility
and competition in production. But such reforms would,
ultimately, remove the bureaucratic and ideological con-
straints and have repercussions which might be difficult to
control. This is why the Soviets and most of their Allies will
not allow any substantive chenge in the working of thelr
economic systems.
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