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The object of this paper is to examine the 1977
economic performance of e USSR and Zastern Zurope =nd to
assess the prospects for 1978 against the background of two
recent analyses of Soviet economic growth prospects(i) and
energy in COMZCON(2).

I. GLHERAL REVIEY
(a) 1977 Results

2. The year 1977 has brought confirmation that diffi-
culties are continuing in trying to fulfil the apnual
objectives of the Soviet Plan., The year's projected growth
rate of 4.1%, which was lower then the actual growth of the
previous year, was not met: whereas progress of some 5% was
achieved in 1976, a growth rate of only 3.5% was realised in
1977 end thus one of the lowest rates since World ¥ar II1 weas
recorded. The mediocre performance of agriculture has been
a detemm factor in the failure of the aggregate results
in relation the Plan. :

3. On the other hand, the industrial growth rate
(5.7%), siightly higher than the Flan, appesred to be rela-
tively satisfactory. However, the performance in several
sub-sectors was lower than the plans for 1977. Such was the
case in energy (except natural gas), and in investments,
which are of fundamental importance for growth, in steel, in
ccment, and in fertilizers. Moreover, considerable quoentities
of the best rescurces have continued to be devoted to defence,
thus depriving the civilian economy of some of the most
valuable means of development. In the absence of large in-
crements in manpower, productivity has becone the key factor

- s QlGate ’-TWB:
2) C=-M(78)15, dated 17th March, 1978
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? growth: it has not been up to expectations, reaching only
.1% for industry, and although clearly above the rate for
1976 it was neverthcless significantly below the target which

had been fixed at 4.8{.

4. The delays in relation to the Plan which the results
reflect; the unsatisfactory gains in labour and capital
productivity in 1977; the increasing difficulty of allocating
resources, where growth is small, between sectors where the
need for investments is rising, Jeopardize the fulfilment
of the Tenth Plan. The Soviet leadership recognize these
difficulties, and many of the deficiencies of the economic
systens: 1t is open to question whether any measures intro-
duced will remove the shadow cast on growth in the 1980s by
the economic develcpuaent revealed for 1977.

5 In Eastern Iurope generally the situation has been
little better and in all these nations, with the exception of
Hungary, the growth in National Income has been below target.
As for the USSR, the major element appears to be the failure
of the economies to respond sufficiently to appeals for
productivity incrsases. Current Five-Year Plans are intended
to offset the continuing decline in the rates of growth of the
basic elements (lzbour, capital, and productivity). Agri-
cultural production generally continues to fall short of
planned levels, in part because of adverse climatic conditions.
At the same time, the relatively cheap energy and raw meterials
avallable in the “estern regions of the USSR =2nd in Fastern
Europe are being depleted and replaced by considerably more
expensive resources.

6. The continuing sluggishness of the econouic denand
which characterizes the world economy has affected trade in
Soviet and East Puropean goods, as has world inflation; some
two-thirds of the 1977 improvement in exports can be accounted
for by increased world prices for oil, raw natserials or seni-
manufactures. However, this sluggishness has asllowed the USSR
and Eastern Zurope to obtain some imports on favourzble terms
where there has been less demand for such goods in the West.

(b) Prospects for 1978

7. It remains to be seen whother the nmodest Soviet tar-
gets for 1978 roflect greater realism on the p of thz plan-
ners or whether they still contain, in their various sectors,
elements of over-optimism. A comparison of the original 1980
goals with 1977 results and 1978 plans indicates that the Five-
Year Plan, in practice, has been scrapped. The consumer, it is
intended, will be provided with better services and more desir-
able products - possibly at higher prices - znd zgriculture is
planned to do better in 1978 than in 1977, but success in that
sector will, as usual, depend very much on weather.
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8. In Zastern Iurope, also, the general drift towards
lower rates has resulted in far more cautious ﬁlmm
for 1978, with lower rates of investment and more realistic
targets. A key factor in all six East European countries will
be foreign trade with emphasis on boosting exports to the
Western nations in order to procure more hard currency for
technnlogy purchases needed to meet growth targets in the
last two years of the current Plon period.

(c) Foreign Trade and Indebtedness

9. During 1977 the adverse Soviet and Tast Bl.lmpean
trade gap with the CiCD countries was Lalved turough a slight
reduction in purchases and 2 concurrent increase in exports,
the narrowing of the gep baing most marked for Soviet trade.
Nevertheless, the governnents concerned take an unfavourable
view of such irade inmbzlance and their cfforts to redress the
situation will contirnue. The total indebtedness of the
region is difficult %o =scess and according to various esti-
mates now amocunts o 545-‘»0 billion; this represents some 4%
of GNP or about two years! exports, tut it should be noted
that at leact part of this dett is seif-liquidating through
repayment in kind. ZEy Vestern standards the amount, though
not negligible, is not likely to give cause for serious
concern - except perhaps for Poland - but, in coatrast to
most of the large Vesterm tradigpg nations, none of the
Communist countries considered has any significent assatis
abroad.
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COUNTRY REVIEW - USSa
(a) 1977 Economic Performance

10. Information now available on the USSR'es econoaic
performance in 1977 confirms the trend which appeared to
develop throughout thet ycar of a reduction in the overall

rowth rate. Nationsl Income utilized rose 3.5% in 1977
%1976: 4,7%) = against a Plan fcr 4.1% - one of the lowest
rates achieved since "orld Var II and estimated to be equiva-
lent to under 3% in Vestern GNP terms(1). An inportant
contributory factor, once again, was the poor periormance of

agriculture.

Industrial Performance:
¢ _Growth over 1976

Selected Indicators

Aggregate growth

1977 ‘ggan) 1 Lctual

Producer goocds (&) (2)
Consumer zoods (B) (3)

Steel

Cement

Chenicals

Labour productivity
Capitel investment

(Total, incl. all sectors)

5.6
5.8
4.9
5.0
5.6
8.0
L.8

3.0

5.7
6.0
5.0
1.4
2.4
7.0
4.1

3.0

11. The target for industrial growth is claimed to hzave
been slightly overfulfilled but was also on: cf the weakest
Available data indiczte that the actual
volume of production of many key sectors wes Delow Plan.
Specifically, the critical steel industry!s output was con-
siderably below Plan; this fact, coupled with the need to
export more stecl ror nard currency, probably contributed
substantially to industry's poor showing. Chemiczls, another
leading sector, reflected shortfalls in a number of inportant
catogories including mineral fertilizers, plastics and sul-
phuric acid. Together with the steel shortfzll, the weak
showing in the cenent industry is likely to aggravatz the

rates since the 1950s.

e Nation:
services.

{2; Producer goods:
Consumer goods:

¥ATO

..CQme ’ !'. ':43 em
of the non-productive sectors of the economy, e€.g.

cludes the value

machinery, energy, etc.
food, clothing, consuner durables, etc.
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problens of the vital construction sector but, ciso, nay dis-
courage starting new projects in favour of ccmpletiing old
cnes. Improvement 1i lzbour productivity was better then in
1976 but was still bclov the planned increase and sccounted
for only 75% of aggregate industrial growth instead of the
planned 85-90%. The increase in capital investment 725 below
target, and the value cf unfinish<d construction zz2in rose
in 1977 despite éxhortations to complete old projects before
starting new onec.

12. The energy sector rcflectsd a mixed performance in
1977: oil reachedgg% million tornmes, up 5% over the 1976
figure, but was some 4 million tonnes short of target; coal
output increased by a low 1.3% and was around 11 nillion
tonnes below target; electricity output increzsed by some
3.5%, less than half of the 1976 rate, and one percentage
point below the Plan. Both coal =nd electricity, thcrefore,
fell well behind the growth rate for industry and barely kept
up with the growth of the cconomy as =z whole; morzover, there
appears to be little chance of coal replacing oil to amny sub-
stantlal extent before the 1990s. A number of oil producing
complexes, including the one at the important Mangyshlak
fields, failed to meet objectives to the e:tent of several
million tonnes, and oil output in 1977 ceme primarily
from long-established deposits Western Siberia. On the
poeitive side, natural gas output continued to rise and
reached 346 billion m3, up 8% over 1976 and some  billion a3
above target.

13. Output of egriculture, which contributes sbout one-
sixth of the Nationzl Income, rose by 3% agzinst the planned
7.75%. The grain crop was 18 million tonnes below target -
10% short in terms of food and cattle feed requirements - and
in the period 1977-1973 up to 15 million tomnes =% lecst will
probably be procured from the United States to prevent a set-
back in the livestock sector which has not yst recovered fully
from the 1975 harvest failure. Meat production showed 2 10.4%
upturn, but eggs and nilk, by contrast, showed record levels.
Although 27% cf total investment went to the farm sector last
year to help improve thz rural road network zmid boost, anong
others, the use of cheumicals, the output per ruble input
remained very low in nany crops: alth potatoes remain
an important staple, ocutput registered a 2§ drop cozpared with
1976 and a 7.1% decline compared with the last Plan period
(1971-1975). One consequence of continuing weaknssses in this
sector in 1977 was a shift in official attitudes in favour of
private plots even to the extent that, ideologically uncon=-
fortable, the new Constitution incorparates a provision for
assistance to persons cultivating such plots.
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14. The lot of the consumer again showed little improve-
ment: supplies of food, footwear and clothing remained in-
adequate even though consumer goods production increased by
5%. The increase of 3.5% in income per capita was absorbed
substantially by inflation and there was, therefore, liittle
real improvement in living standards. Nevertheless, in spite
of low wages, consumer liquidity remained high because of the
continued shortages of desirable consumer goods.

(b) 1978 Plan Objectives

15. The 1978 targets(1) announced by the Central
Committee on 13th December, 1977 show a dramatic scaling=-
down of the growth expectations for National Income, industry,
and per capita real incomes, compared to the projections made
when the current Five-Year Plan was launched in 1976. National
Income is to rise by an unambitious 4% (originally: 4.5%).
This reduced objective reflects the low growth target for
industrial output of 4.5 (6%), one of the smallest increasas
proposed since Yorld 7ar Ii. The reductions seem even nore
dramatic when it is considered that in 1971-1975, the FNational
Income rose by an average of 5.6% and industrial output by
some 7.4% a year.

16. Heavy industry is to rise by 4.7% (originally: 6.4%)
and production of consuner goods by only 3.7% (5.1%). Equelly
critical, but perhaps nore realistic, is the growth planned
for industrial labour productivity at 3.8%, well below the
original 5.4%. Although GOSPLAN Chairman Baibakov considered
last ;ear's performancz of the steel industry highly un-
satisfactory, the 197€ planned increase in output of crude
steel 1s set 2t only 1%: the important steel pipe sector is
targeted at 17.7 million tonnes, some 4% higher than the
estimated output last year of 17 million tonnes but still
well below requirements.

17. In the ioportant energy sector, the 1978 targets
are more ambitious. 0il 1s to increase to 575 million tomnes:
whilst this target is down on the coriginal goal for the year
by 5 million tomnes, it nevertheless represents an increase of
almost 30 miilion tomnes over last year's output. Host of
this increase will come from Western Siberia, but problems in
bringing reanote fields into production continue to arise and
may frustrate this objective. The leading energy branch will
still be maturzal gas with an 8% increase planned, whereas coal
is planned to increase only come 2% over the 1977 Plan figure

T of Industrial ccteporles were deleted Irom the
1978 Plan report, including pig iron, machine tools,
heavy machinery, vehicles and certain chenicals, e.g.
caustic soda and sulphuric acid.
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of 733 million tommes. The Soviet planners have annourced the
digging of new shafts in the Donbase and cutput of high volume
open cast mining in an atteampt to boost coel production by the
final year of the current Plen.

18. The grain target set for 1978 is 220 millicn tomnes.
After the disaﬁoﬁ.nt:.ng 1977 crop figure of 195 million tomnes
(Plan: 213 million tonnes), it is likely thet special care
will be devoted tc the more efficient use of investoents with
top priority to be given to construction of grain elevators,
compound fodder plants and mechanized livestock bresding
complexes, and with the enphasis clearly on industrial
nanits. WUnless the grain target is reached this year, it-is
highly uniikely that the Five-Year Plan average of 215-220
million tonnes can be a2itained, let alcne the high figure of
235 million tormes postulated at one tine by Brezhnev for 1980.
The impact could be a further deceleration in industrizl growth
and National Inccome, in view of the effects which a bad harvest
has on the general level of activity in the Soviet econony.

19. Once nore the consuner is unlikely to benefit
greatly. Consumer goods production is to rise by 3.7% and an
attempt will be niade to provide better services and nore
desireble producis - althcugh at mmuch higher prices, zappar-
ently, to judge from the increases which cams into effect on
18t March, 1978 for a serles of items, including coiice,
chocolate, some wines, Jjewellery, gasoline anc car repairs.

(c) Implications

20. The Plan indicators for 1978 suggest that more
realisn will be reflected in economic planning throughout the
year. The progressive loss of econonic dynanisa is reflected
in the reduced pace of growth of industries 2s =z vhole, of
lzbour productivity and in both coal and elsctricity pro-
duction. The most urgent task of the planners renains that
of increasing factor productivity in order to offset de-
clining capital returns. Protraction in commissioning new
fixed nseets 2nd =n ircrezse in the backlog of unfinished
p:ojects, coupled with the fact that both 1976 and 1977 were
generally nediocre growth years, suggest that further
downward-revisions of the original Plan targets until 1980
mey have to take place, thereby frustrating the hopes of the
leadership. Heavy industry, and by implicetion, defcace, will
continue to tzke priority over light industry and the overall
slower growth for 197€ could well limit the options for
resource allocation mo—2 critically than hitherto. If the
retio of production btetween heavy and light industry is

NATO CONTIDENTIAL
_7.




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

NATNOD CONFIDENTIAL

£C/127-4P/562(Revised) -8~

maintained until the end of this Plan period, the gap between
taen could pirove very diificult to bridge unlecss consuner item
shortages are compensated by higher imports: the consscuasnce
could well be an even slover inprovement in Soviet living
standards.

21, Nevertheless, the lower growth for 1978 could
reflect attenpts at adjustment to the shortcoaings of the
econony and qualitative preparation for a period of faster
growth in the last two years of the Plan, The enphasis
appears to be on higher energy and fuel production to assist
industry in boosting future output: the oil industry is con-
fronted with extraction and transportation problcms, but
these could well be overcome in the short-tern without re-
course to domestic cnergency measures more serious than those
already announced. Thus retum to higher growth rates in the
latter part of the ycar seems unlikely, but 1978 could see a
new wave of procurencnt of selective ¥Western technology later
in the year and in 1973; by the end of next yeer, and into the
final year of the Plan, Soviet planners will De under even
grezter pressure to iuprove the nation's industrial
efficiency. In such procurement, the accent will doubtless
be on advanced technology to improve productivity and to off-
set labour shortages together with acquisition of critical
capital equipuent possibly under product buy-back contracts
or, perhaps at a2 slower rate, a2gainst credits. There is no
indication that the ~lternative of apprecisble transiers of
manpower and material ollocations from the defence sector is
envisaged by the Soviet leadership.

NATO CONFIDENTIAL
-8-




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

NAT CONFIDIENTIAL

9= AC/127-uP/562{Revised)

III. COUNTRY REVIEVW - EASTERN TUROP:E

22. The economic performance of the Fastern Ruropean
countries in 1577 ranged from a rise in National Income of
8.6% for Romania to a corresponding 4.5% for Czechoslovakie.
Ixcept for Hungary this general cator was below tairget
and reflects contimued reducticn in the growth rate of each
country. The underlying causes are much the same 2s for the
USSR but with different weighis applying to each factor:
energy sapply problens; unsatisfactory labour productivity
not offset by updated technology; labour supply problems;
inadequate modernization in agriculture; and the inability
to balance foreign trade. Without better supplies of more
desireble consumer goods, worker incentives will remain low.

23. Attempts are to be made in 1978 to correct some of
thes> deficiencies by modifying Plan tergets, to varying
extents in the different countries, but, 2s in the USSR,
theres seems little likelihood of major economic reforus
which would be necessary if more lasting solutions are to be
found. Nevertheless, re is evidence that Czechoslovskiz
and Romenia are attexmpting to introduce some nezsure of
econoaic reforn in plaming, management, incentives and the
performance indicators, on an experimentel besis. ¥Whether
they will be substantizl enough to have e radical impact is
more dcubtful.

G DEMOCRATIC REPUBLIC

(a) 1977 Results

24. 1In 1977 the GDR achieved a Netional Income growth

of 5.2%, thus recovering from the low 1976 figure of 3.7%,
but still slightly below Pian (5.5%). Growih of 5.4% in
industrial productioa, howaver, exceeded the 1977 z2ia (5.1%).
Within industiy, the fulfilment of sectoral goals is less
clear, but nine-month figur<s show strongest production
advances in the electionics industry, in wachine-building,
and in chemicals and building materials. The growth in value
of industrial output as a whole followed the decli: trend
of previous years (6.4% increase in 1975; 5.9% in 1976).

25. Much of the gain in industrial production in 1977
came from increased productivity, which rose at a rate of
5.2% (0.1% ahead of Plan). The 1977 increase occurred simul-
taneously with a2 shortening of the hourly work week 2nd =
lengthening of the axnnual vacation alloted tc shift workers;
both measures were iziplementad nmainly in HMay 1977. It is not

NATO CONFIDENTTIAL
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known to what extznt the gain in ocutput resulted from more
efficient use of work time or from overtime working. A rise
in pensions at the end of 1576 contributed largely to the
above-Plan 5.4% advance in personal incomes in 1 y and
caused perscnal savings to grow, particularlz anongst the
elderly; retail trade turmover grew by only 4.3%.

26. Agricultur:zl yields in 1977 were up sharply from
1976 levels for potatoes, suger beet, and feed crops. The
grain harvest of 8.65 nillion tonnes (1976: 8.2 million
tonnes) was lower than Plan expectations and signzls the
possibility of grain imports in 1978 gredter than anticipated,
adding to the GDR's foreign trade deficit.

(v) 1978 Plan

27. The Plan shows the GDR deadership trying to readjust
economic growth morc closely to the levels of the Five-Year
Plan, although abovec~Plan performance is required if the poor
result for 1976 is tc be overcome. National Income is to grow
by 5.2% (Five-Year Flzu rate: 4.9-5.4% p.a.), and industrial
preduction by 5.7% (Five-Year Plan rate: 6-6.3% p.2.).
Strongly above-Plan invesiment growth in 1976-1 is to be
corrected by cutting it back sharply in 1978 to 2.1% (Five-
Year Plamrate: 3.6%)(1). Both personal incoue growth and
retall trade turmover are tc be slowed and brought into
balance: they are each to increase by 4%. Continuing efforts
will be made to correct the deficiency in the crucial foreign
trade sector. :

CZECHOSLOVAKIZ
(a) 1977 Results

28. 1977 was a more successful year than 1976; nonethe-
less, the perfecrmance of certain sectors showed deficiencies,
and long standing problems remained. National Income grew by
4.5% over 1976, f=ster than the 4% increase in the latter year,
but short of the target of 5.2%. As a result, the Five-Year
Plan goal of a 27-29% increase will probably not be met. The
principal sectors holding back National Incone growth wvere
building construction and transport. As usual a number of
plants were not completed in time to receive equipnent.

29. Industrial production increzsed by 5.7% - 0.4
percentage points over the 1977 target and 0.2 percentage
points more than in 1975, but still short of the projected
Five-Year Plan rate of 5.8)% a year. The largest increases in

TTT Excluding GDH investment abroad
NATO CONFIDENTILALL
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industrial output in 1977 occurred in the enginesrirg (7.7%),
chemical (6.8%), and wood-processing (6.4%) industries - that
is, in those industrics singled out for priority developnent
under the current Five-Year Plan. Most other industrial
sectors grew at slower rates than they did in 1976 and notable
drops occurred in output of coal, because of two nine dis-
asters; and automobiles, because of re-tooling at
Czechoslovakials principal automobile plant. Vorke:r produc-
tivity, a key problem in Czechoslovekia, continued to grow
but at a declining rate; increases accounted for 83% of the
in industrial production and 69% in building con-
struction. Industricl wages rose faster, at 4%, than planned,
as did net perscnal incomes at 4.6%. Retail trsde tumover,
however, incrgased by only 3.8% partly because of some short-
ages in consumer goods. It is estimated that unspent pur-
chasing power reached the equivalent of about nine nonths!
retail trade turmover, whica may causz problems arisirg from
increased consuner frustration and dissatisfaction. :

30. Agriculturai output was markedly better than ia 1976
when 1t suffered from a serious drought. Overall duction
rose 7.9%, or 1% over Plan. The grain harvest of 10.Z
million tonnes was an zll-time record. HMost inportantly,
livestock production increased by 3.2% - a full 2% over Plan
- helping to nake u&for herd depletions suffered as a result
of the drought of 1976.

(b) 1978 Plans

31. Prelj.m.‘l.nag Plan figures for 1978 show that the
Czechoslovak leadership has all but given up hepe of reaching
many of its original Five-Yecar Plan goals. Growth in National
Income is set at only 4.9% - still short of the 5.2% rate
needed to reach a five-year incrcase of 27-28%H - and in
industrial production, at around 5%, the lowest plarmed in-
creasé in temn years. Agricultural output is scheduled to grow.
by 3.4%. Increases in investment, too, have been cut back to
5.6%, as compared to the 1977 target of 5.8%. Investnent is
to be re-channelled irto critical energy and related sactors,
including fuels and petro-chemicals, largely at the e:pense

of the machine-building and construction sectors. Clearly,
Czechoslovak planners are having tc recrient priorities to
take account of incrcasingly expensive energy and raw
mterials imparts.

NATO CONFIDENTIAL
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POLAND

(a) 1977 Results

32. The authorities have made large investments, as well
as considerable economic innovation in an attempt to make
Poland a highly industrialized nation with a fair degree of
genuine consumer affluence. However, the record growth rates
of 1971-1975 started to slow down in 1976 and the 1978-1980
Plan targets reflect a greater need for consolidation of
existing achievements. Overall growth in 1977 was satisfactory:
the rise of 5.6 in National Income jJust failed to reach the
target of 5.7%. Industrial production sales(1) increased by
8.6% - compared to the Plan range of 6.3-7.3% - productivi
increases accounting for most of the rise in output. The 1
Plan was not met by the following key industries; cenment,
paper, chemical fertilizers, agricultural equipnent and elec-
trical power; nonfulfilment of the latter has led to numerous
power cuts. Gross investment outlays in the socialized sector
which averaged a2 yearly increase of 17% in 1971-1975 were held
to a 2.5% rise in constant prices. The share of National In-
come represented by gross investment, which nany experts
thought had been runaing too hizh (1975: 34.2%), fell slightly
to 31.5%, though with continued emphasis on the uachinery and
consumer sectors. 1In agriculture, grain production dropped
7.6% below 1976 levels: almost 8 million tonnes of cereals had
to be imported to meet demands, that is equivalent to some 40%
of the 1 grain production.

(vb) 1978 Plen

33. The overall Plan for 1978 is to put nore life into
the new export production capacity Poland has built up over
the last five years. HNational Income growth is to fall
slightlg over 1977 to 5.5¢ with industrial production growth
set at 6.3-6.8%. The Plan calls for a reduction in the large
rises of recent years in investment, thus consolidating present
achievenents. The consumer sector will remain cne of the most
critical in the Polish economy because of the populationts
volatility as demonstrated in June 1976 over the abortive
government effort to raise food prices. It is zpparent that
the success or failure of Poland's intensive efforts to moder-
nize the economy depend on the country's ability to zbsorb new
imported technology and to make the best use of increased
capacity. However, the country does to some extent enjoy an
"escape hatch" in the form of its CMEA trading relationships
(especially with the USSR in view of the increasing trade
deficits she has been allowed to accumulate on this account
in the past two years).

o gures Iior gross outpu rements av €.
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HUNGARY

(a) 1977 Results

34, Figures so far released for 1977 indicate that the
overall econounic performance was a success and coopared to the
previous year it cannot but please the planners. Hational
Income rose 8% over 1976 <xceeding the Plan target of 6.5%.
Industrial output increased 6.8% (Plan: 6§; 1976: 4.1%) and a
good increzse was registered both in.per.capits real incore
and consumption (4-4.5%). Agricultural output recovered
significantly over the poor 1976 resilts. The major lems
for the year were excessive investment (up 13-14% instead of
the planned 5%) and a large balance of payments deficit.
Several industries registered quite acceptable growth in-
creases: the food products industry up 9.7%, engineering up
7 .5%, partially as a result of increased export trade,
chemicals up 6.9% and building materials 6.1%. Industrizl
specialization and technical quality ccntinued to ioprove
although many items fell below world standards. :

(b) 1978 Plan

35. Partially as a result of the continuing energy mrob-
lem, slackness in world economic growth and an extrenely tight
labour supply, the emphasis in Hungary in 1978 is on a con-
solidation of the present econozic capacity, through increased
efficiency and quality of production. Nztional Income growth
is, therefore, to be reduced to 5.5%, with industrial pro-
duction set a2t 5.5-65. Investment may exceed slightly the
1977 level as stress will be on the completion of projects
already under way, perticularly those devoted primarily to
increasing profitable exports. As a r=sult of the occepteble
1977 harvest, continued emphasis is placed on private vege-
table, fruit and livestock production. The ability of the
Hungarian state and private agriculture to meet groving con-
sumer demands will continue to hcve a beneficial effect
throughout the econcmy. The nation is seriously affected by
incrsasing energy g:rices: government guidelines stress that
the safeguarding of energy supplies is of key significance for
the countryt's future wellbeing, and that the gresatest possible
attention should be given to the pearch of new loczl fusl
reserves. Nevertheless, increases in the domestic production
of oil, gas and electricity will be of the order of %4 a year,

orci to ort its ener shortfalls (mainly from
%he U ;. EIt! rema:{'g to be seen %ether. as a t('em.lltyof

Hungary's 1977 10% revaluztion of the forint against the
transferable ruble, the cost of Soviet cnergy supplies will
not rise at an even kigher rate in 1973-1979, thereby
increasing the cost of production and ultimately making
Hungarian gocds less competitive on the world markets.
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ROMANIA
(a) 1977 Results

36. Although most planned targets were not reached and
the economy showed its worst performance of the current decade
the 1977 results confirmed that Romania has the fastest grow-

economy in Eastern Iurope. National Income increascd by
8.6% (Plan: 11.3‘,‘.3%, per cepita real income 5.7% (5.9-6.3%),
investment 11.5% (16.7%), retail sales 6.7% (8.3:), foreign
trade turnover 14.8% (15.5%). A sectoral analysis reveals
sustained growth in industry at 12.5% (Plan: 10.5%) compared
with 11.5% for 1976 with particularly high achisvements in
shipbuilding and precision engineering. The main obstacles
to Plan fulfilment were depletion of the agricultural labour
force, especially in skilled labour beczuse of the movement
of workers from farming to more lucrative industrial employ-
uent; lower than planned investment which resulted partly from
the consequences of the earthquake in March 1977; poor labour
organization, lack of discipline and high material consumption.
The overall labour force does not appear to have increased,
and manpower can be scen as becoming an important bottleneck
in the economy. In agriculture, there was a setback with
output being 1.3% below the 1976 record against the planned
increase of 1.9% to 13.6%. Inadequate machinery utilization
and low productivity resuited, in part, from the shortage of
skilled labour which is thus seen as one of the main causes
of the fall in agricultural production.

(b) 1978 Plan

37. In most sectors, except industry, the growth targets
set are higher than the 1977 performance and the five year
provisions. National Income is to increase by 11-11.5%, per
capita real income 7.9%, retail sales 10%, investments 16.8%,
industrial output 10.6%, agricultural output 6.5-16.1%, labour
productivity in industry 9%, foreign trade 19.1%. Thus with
the 1976=1977 results lower than the targets set for the
current Five-Year Plan, 1978 is planned to be a year of re-
covery and progress. The causes of the 1977 failures are
unlikely to be removed, however, and this suggests that the
target for the yeer, and therefore for the Five-Year Plan as
a whole, will be very difficult to neet, especially in agri-
culture, in investment and perhaps in National Income. The
realization of these problems may have been at the root of the
reshuffle at Party and State level announced by Ceausescu on
7th March, 1978 and of the financial and administrative
change in the economy vhich he foreshadowed. These increases
are aimed at decentralization and at increas=d worker
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participation in enterprise profits. In the waks of Rouonia’s
socio—-economic problems the wmeasures will concentrate efforts
on improving the economy but it is perhaps doubtful that they
can be quickly and eifictively implemented; indeed, the re-
organization might even have acdverse effects on the achieve-
ment of the plan targets.

(a) 1977 Results

38. Once agaln Bulgaria ranked high in National Incone
growth: 6.3%. Nevertheless, for the second year ruming =11
major indexes of the still expanding economy fell short of
Plan provisions. National Income was below Plan by 1.9%,
retail sales were up 3.2% as against a planned 7%, investment
3.65% (Plan: 10.6%), labour productivity 7% (Plen: 8.7%),
agricultural output decreased 6.5% (Plan: +4%) and
industrial output increased by 6.8% (Plan: 8.9-9.2%). The
available informetion suggests that the Bulgariesn economy is
in the middle of a downturn, particularly severe in agri-
culture and- investoent.

(v) 1978 Flan

39. The difficulties encountered by the econouy stretch
beyond the usual amount of nismenzgement. in energy crisis
threatens seriously to aggravate the country's trede deficit
and the increazse in lobour productivity is not sufficient to
offset shortage in nenpower where numbers heve fallen by
27,000. For 1978 thc planners have sei goals lower than have
been seen at any tine during this decade -~ thus refliecdng
the low economic returns of 1977. Indesed, the 1978 Hational
Income is to increase by 6.8 (as against the 1977 Plan of
8.2%), consumption 5%, retail sales 4.4%, per cspita real
income 3.6%; investnent 4.4%, labour productivity 5.7,
foreign trade 11.5%, agricultural output 5% =nd industrial
production 7.7%. The Five-Year Plan targets are very un-
likely %0 be realized. Increasing economic difficulties nay
well reflected in even greater dependence on, and closer
ties with, the USSR.
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IV. EAST-WzST TRADE

40. An extrapolation of available Westcrn statistics(1)
clearly shows the rarked trend in 1577 towards a reduction in
the trade deficits of the USSR and East Iuropean countries
with the West. Soviet inmports from the OECD area (approxi-
mately $13.3 billion) dropped some 3% compered with 1976 whilst
exports (around 212 billion) increased by 12%. Thus, the
Soviet trade deficit in 1977 was probably around #1.3-1.5
billion against £3 billion in 1976. As regards Lastern Zurope,
the total negative balance is likely to have declined from
$£3.6 billion in 1576 to approximately $2.7 billion last
year(2). Kowever, the picture is not identiczal for all
countries: in 1977 Poland, the GDR and Czechoslovakia managed
to reduce their deficits substantizlly with the 0ECD area
through the combined effect of import cuts and expor{ increases.
Bulgaria's deficit also declined but to a lesser degree be-—
cause of that country's stable sales. By contrast, both
Hunga.% and Romania recorded a sharp deterioration in their
trade balances which arose from a rapid increase in procure-
ment.

41. The external payments position of the COMECON

countries continued to worsen in 1977 even though the rate of

r of the debt slowed down in relation to 1976: it is
estiueted that the total net indebtedness of the area to the
West increased by 35 billion last year, reaching some $45-50
billion according to various sources(}i. However, for the
USSR and to a lesser extent for Poland, an important part of
the debt derives from self-liquidating credits, whose repay-
ments are to be made in the form of goods. In order to contain
their indebtedness within manageable lirits the Fast ‘‘uropean
countries will continue to limit their purchases fron the West
in 1978, although they will be obliged to ioport some $2-3
billion of cereals, whilst concurrently attenpting to boost
their sales to Western nmarkets. To secure outlets, they will
try to channel their inports via compensation deals. HHowever,
this formula often presents difficulties for their "estern
partners. Moreover, it tends to give rise to conflicts of
interest between those secicrs of the Vestern economies ex—
porting to the Communist cocuntries and those producing goods
in competition with Soviet and Zast Turopesan products delivered
under compensation a2grecnents.

2 Including intra-Gernan transzctions.
3) UN ECE report gives a limit of $40 billion but this
figure could exclude some short-term credits.

z ata relating mostly an 11-month period.
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