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THE YUGOSLAV ECOKOMY: 
RECENT D E V E L O P N E X T ~ ~ D  PROSPECTS 

SUMMARY AND- CONCLUSIO?JS 

(a)  Recent trends 

l. The perfomlance of the YQgoslav economy in 1974 with 
a 7::5 voXm'e increase  in  social   product as against 5;; the year 
before and an  increase  in  industrial   output o f  1156 as  agaiilst 
G $ ,  was i n  many respects a noteworthy  achievement,  given the 
changed international economic circumstances o f  the   past  
13 months. However,, these   resu l t s  must not be allowed t o  
conceal  the  very  real problems confronting Yugoslav development 
& f o r t s ,  viz.   inflation,,  unemployment, the  balance of payments 
d e f i c i t  and sharp regional  inequalit ies.  

2. Inf la t ion,  which has been a problem f o r  a long  time, 
is getting worse. After a 20); r i s e   i n  1973, the o f f i c i a l  cos t  
o f  living  index  rose  again by 21:d i n  1974. The pr ice  rises noted 
during these t v o  years  are  mainly  the  result o f  the  increased 
cost  of imports, the unit value o f  which went up by 20:;; i n  1973 
and by 4672 i n  1974, A t  the same time, the economic upturn 
noted l a s t   yea r  probably  also  contributed t o  the  s i tuat ion by 
sharply boosting  investment  expenditure, wages and consumption. 

i n  sp i te  of satiszactory  progress  in 1974 (up 5% by comparison 
w i t h  1973) . Unemployment, which is  s t i l l  on the increase y 

affected 10% of  wage earners a t  the end OP the  year, a very high 
proportion f o r  a s o c i a l i s t  economy.  The enigration OP workers, 
OP whom some 900,000 were employed abroad i n  1973 (chief ly  in 
iks te rn  Europe) ha.s gyeatly  slackened.  Fortunately,  the number 
of  home-comings has so  f a r  been small i n  spite of  the economic 
d i f f icu l t ies   fac ing  most o f  the Vest krropean  countries  in which 
-L'lie Yugoslav immigrmts work. Between 50,000 and 80,000 people 
came  home i n  1974 and most of them s e t  themselves up i n  the 
private  sector,  mainly in  trade,  tourism and agriculture.  This 
t " p e  of  reintegration has the advantage of not increasing 
enplopent  problems i n  the state-controlled  sectors,  although 
the  private  sectorts  absorption  capacity is limited. A r ea l ly  
large-scale  return, which would swel l   the   off ic ia l   f igure OP 
5OD,OOO unemployed, cannot be wholly  ruled  out if the  economic 
s i tua t ion   in   the  Mest continues t o  deteriorate.  This inflow 
of labour might well  create a c r i t i c a l   s i t u a t i o n  with which the 
economy would f ind  it hard t o  cope. 

3 .  O n  the employment f ront ,   the   s i tuat ion remains diffioult 
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4, In  order  t o  contain  the  price  rises,  the  goverment 

i s  aiming to  curb  the growth of  consumption i n  1975; %OS t h i s  
purpose it seems t o  be counting  essentially on the  social  
agreements  concluded  under  the  self-nanagement  system. In  
s p i t e  of  the wish t o  moderate the increase i n  consumption, the 
economic growth rates f o r  1975 have  been set f a i r l y  high: r 

industr ia l   output  and 57; f o r  employment. This growth plan 
w i l l  depend essent ia l ly  on a continuation OP the  .investment 
drive and the  expansion of  exports. However, it could be very 
adversely  affected by a continued  deterioration  in  the  inter- 
.national economic climate,  since t h i s  would e n t a i l  foy Yugoslavia 
bo-th an  increase  in the cost o f  the   cap i ta l  goods reqdired foi- 
i t s  inves'cment pro jec ts  and a stagnation of exports because OP 
the drying up o f  ou t le t s ,  

more than i n  1974 f o r  soc ia l  product, between 750 and 7.55: for 

(b )   Ex temauqade   r e l a t Jons  

5. Tile chronic fox-eign t rade  def ic i t   has  become one of 
the chief problems of  tie economy. In  1974, imports ($7.5 
milliard) were only 509; covered by exports, with the r e su l t  
tha-t  there was a big d e f i c i t  of $3.7 mil l iard  as   against  
$7.6 m i l l i a r d   i n  1973. This worsening o f  the  trade  balance 
i s  largely due to t he   f ac t   t ha t  the increased  cost of imported 
paw materials,  energy  products and semi-manufactured goods was 
n o t  o f f s e t  by a suf f ic ien t   increase   in  Yugoslav sa les  abroad, 

6. Exports t o  the  tkstern  countries grew ,by- only 1-1:; 
whereas  imports Prom the  same source wen-L up 6 2 ; ,  mainly becau-se 
o f  the drop in. the  volume of Yugoslav sales '!c the countries 
O P  the European Comunity, On the other hand, trade with the 
Third World continued the upward t rend  s tar ted i n  1973 and the 
b i g  disproportion between the  r ise   in   imports  (up  113$) and 
t h a t  of exports  (up 549:) i s  partly  explained by the  increased 
cos t  of pe t ro l  and basic commodities. Lastly, trade w i t h  the 
Communist countr ies(?)  expanded appreciably, with the  exports 

Tup 59:;). In terms of  Yugoslaviats t o t a l  world trade,   the 
posi t ion of  the Communist countries was v i r t u a l l y  unchanged 
(295; i n  7974 as coapared with 28;;; i n  1973) and i s  s t i l l  well 
below t h a t  of the Western countries (567;), which are  Yugoslavia's 
main trading  partners.  

rowth r a t e  (up 645;) only  sl ightly  higher  than  that  o f  imports 

7. Yugoslaviats  foreign  trade  targets Tor 1975, viz. (. 

an increase  in   exports  by 107; in   real   terms and a 4; limit on 
t h e   r i s e  in the  volume of imports, are   not   very  real is t ic .  
11% s p i t e  of  s teps  -to encourage exports, the l a t t e r  may well - 

(1) Including ChiEa and Cuba 
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-6- AC/I 2 7 - D m  

feel the  e f f ec t s  of  the  reversal  of the economic s i tua t ion  
which i s  becoming evident   in  most of the OECD countries,  
tougher  international  competition and the  domestic  inflation 
which makes Yugoslav goods less competitive. To &mprove t h e i r  
competitiveness and although  they  are  not  thinking of taking 

. ..such-.a measure im~nediately,  the Yugoslavs could  decide t o  
devalue the dinar,, a step which might a l so   t r igger  off a 
reappraisal  of import  requirements. However the government 
has l i t t l e  room for Danoeuvre where imports are concerned if 
it wishes t o  pursue the large-scale  investment programme i n  
the  basic  sectors and agriculture,  one of the aims of which is  
t o  bring  about a loag-term  reduction of purchases .from  abroad. 
Yugoslav economists  are  therefore  faced with a dilemma because 
there i s  a cer ta in   contradict ion between t h e i r  growth ta rge ts  
and the i r   des i re  t o  continue  the  process of t rade   l ibera l i sa t ion  
on the one hand, and the need t o  reduce the t rade   def ic i t  on 
the  other. 

8. Thanks t o  invisible  earnings,  mainly from t he   t ou r i s t  
trade and from remittances by Yugoslavs working abroad, t h e r e '  
vas a large  surplus on current  account for the f irst  time i n  
1972 and 1973 ($419 raillion and $327 million  respectively).  
Although well up i n  1974, these  receipts,   estimated  at  $2,7 
mil l iard a s  against $1.9 mil l i a rd   i n  1973, were not enough 
t o  bridge  the  trade gap, with the r e s u l t  that  the d e f i c i t  on 
current  account was about $1 milliard.  Uncertainty  about the 
development of foreign  trade,   private  transfers and t o u r i s t  
earnings owing t o  the economic s i tua t ion   i n  Western h3rope. 
probably ulean tha t   the   pos i t ion  w i l l  continue t o  be bad in 
1975. 

9 ,  As i n   t he  past, Yugoslavia re l ied  heavi ly   in  1974 
' oil foreign  f inancial   aid,  mainly from the Western countries 

and special is t   bodies   l ike the World Bank,  The fresh  inf lux 
of medium and'long-term c a p i t a l   i n  1974; estimated  at '$l ,300 
mil l ion  (as   against  $1,200 mi l l ion   in  1973) made it possible 
t o  finance  the  deficit  on current  account and conserve a 
Large proportion ($1 .l milliard a t  end-December 7974) of the 
reserves accumulated ia 1972 and 1973. This year,  Yugoslavia 
i s  i n  a p o s i t i o n  t o  meet i t s  foreign commitments; debt 
servicing does  not  exceed 201; of  current  external  receipts 
and the Yugoslavs intend t o  keep within t h i s  percentage i n  
'l975. A t  the same time, however, i f  the new c red i t s  were t o  
be used  not only  t o  pay f o r  development projects  but  also t o  
absorb an increasing  balance of payments def ic i t ,   then   the  
debt burden  could become a problem i n   t h e  comparatively  near "- 1 
future 

~ ." 
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( C )  StructuLal  factors 

10. Yugoslavia's economic i l l s  stem not  only from the 
ur ren t  economic d i f f i c u l t i e s  which are  shared by the Vest, buL 
Is0 from cer ta in   s t ruc tura l   fac tors  which are  linked with the 
ountryts  stage of development and which the government i s  
t r iv ing  t o  put  r ight.  

luctuat ions which are  a destabi l is ing  factor  for general economic 
,rowth, Although this can  mainly be a t t r ibu ted  t o  geographical- 
nd c l imat ic   d i f f icu l t ies ,  it is  i n   a l l   p r o b a b i l i t y   n o t  wrelzted 
O the backwardness o f  the private  sector, The Latter,  whbh 
o l d s  847; of  the  cult ivated  land and accounts f o r  two-thirds 
P agricultural   output,   has a leve l  of productivity which is 
Fe11 below t h a t  OS 'Che  more go-ahead Pams  in  the  State-controLled 
ector.  The diffeî-ences between the two vary  greatly, however, 
rom one area t o  another and s o  it is dangerous t o  generalise. 
'or several.  years now the  authori t ies  have  been seeking t o  hasten 
odernisation i n  both sectors, Proof of t n i s  is the IlGreen P1a_rst1 
hich was adopted i n  June 1973 and seeks t o  improve the situation 
-7 agricul ture  as a whole, 

.11 , Agricultural  output  has  .been-  affected by sharp 

1.2. The rapid expansion o f  Yugoslav industry  has been 
.oncentrated on a number of processed products, par t icu lar ly  
.n the mechanical  engineering and electrical  construction  branches. 
k t  %he same time, however, l e s s  at tent ion  has  beeh paid t o  
!?stream inCustries l i k e  metal extraction and production and t h e  
mergy sector.  Although  such a pol icy was understandable when, 
1s was the  case f o r  a long  time, most of the raw materials and 
;emi-finished goods were obtainable  cheaply from abroad, it 
lay have caused the Yugoslav economy t o  become f a r  t o o  dependeat 
GI imported goods of this type, and therefore more vulnerable 
;O world pr ice   increases ,  whereas the  country had i t s  own 
besources,  albeit  inadequately  developed.  Henceforth, by means 
)f an increased  investment  drive,  the  emphasis i s  being  put 
ln the development 02 energy and the  basic  sectorso with the 
;win  aim 69 ' lessening  national clependence on. the  outside world 
!nd making more rational  use of natural   resources,  which include 
'cry large  ore  deposits (chrome, nickel,  copper,  zinc,  lead 
md bauxite).  

13. Although generally  speaking  the  efforts made to   he lp  
;hem over the l a s t  few years have brought  about an improvement 
.II the economic poslt ion of t he   l e s s  developed  republics and 
lz-ovinces, the  regional  inequalit ies  are s t i l l  pronounced, 
'he per   capi ta  income of Slovenia was s ix  times  higher than that 
)P Kosovo î n  1973, Only gradually w i l l  it be possible   to  
lemove these disparities f o r  which there  are  several  reasons, 
;he main one being that the mouiltain ranges have created 8. 
barpier  between the  north or" the country, which i s  t r ad i t i ona l ly  
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influenced  by  Western  economic  growth,  and  the  south,  where 
virtually  nothing.was  done  to  promote  development  until 1945. 
However,  the  priority now assigned  to  accelerated  expansion of 
the  energy,  mining and metallurgical  sectors  should  do  somethiilg 
t o  reduce  the  inequalities,  inasmuch as the l e s s  developed 
regions  are, to a l a rge  extent, industrially  geared to this 
type of sector. 

14.. -The constitution of February "174 markedly  changed 
the form  of  the worker self-management  system  which  .is a feature 
of Yugoslav  economic,  social  and  political  life,  The  new 
arrangements  aim  at  greater  rationalisation  and,  improv.ed econoac 
performancep while increasing  decentralisation and the rights 
02 the  workers, and at  the  same  time  allovd.ng a freer  play 02 
market  forces,  The rôle of the  Federal  authorities  has been 
reduced  and  national  economic  planning is to  be  based  first 
and  foremost  on  agreements  between  all  the  parties  concerned 
and particularly  between  the  regions  and  the  self-managed work 
organizations o r  enterprises. It w i l l  be  some  time  before  any 
assessment can be  made of this new and complicated  system  which 
carries  with it the risk of a fragmentation of centres  of 
activity  and a break-up of the  decision-making  process  which 
could disrupt economic  co-ordination. 

(d) Defence . exEndi-ture 

15. In spite of unfavourable  economic  conditions, 
Yxgoslavia has set  itself  very  ambitious  defence  targets  which 
uxderline  the  country's  sensitivity  to  anything  touching on 
i t s  national  independence.  Military  expenditure,  which  has 
increased by 4893 accounted €or $29.1 milliard in the 1975 Federal 
budget as against $19.6 milliard  last  year.  Because of 
inflation,  however,  the  increase in real  terms is  less  (someW1ing 
Like 20% to 2%). The  transfer to the  Federal  authorities  of 
responsibility for part of the  countryts  defence,  formerly  the 
responsibility of the republ-ics and communes, is a. further . . . 

explanation  of the increase. At the  same  time,  the bigger 
defence  appropriations  reflect a desire on the part of the 
authorities to modernise the armed  forces  and  improve  conditions 
for servicemen. 

(e) Outlook and  concluding remark2 

16. Like a n a b e r  of other  countries,  Yugoslavia will be 
facing  serious  economic  problems  this  year. The extent to which 
these  are  solved and the  fairly  ambitious  targets  met, w i l l  
depend largely  on  international  economic  developments,  since 
Yugoslavia  will  continue to be  heavily  dependent  on  the  outside 
world f o r  some  time to corne. 

N A T O  e N T I A L  
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17. In this  connection,  the  way in whish  relations  with 
the  Western  world  develop  will  be of overriding  importance; 
if the  advantages  which  Yugoslavia  derives  from  these  relations - 
supplies of credits,  outlets f o r  goods,  employment fo r  surplus 
Labour  and  the  provision of technology  and  equipment - remain 
awhanged, or  virtually so, it  should  be  able  to  get  through 
the present  period of recession  without  any  really  serious 
difficulty. But should  the  help  which  some of these  factors 
bring stop  altogether o r  diminish  substantially,  then 
Yugoslavia's  economic  problems  could  become  really  acute. 

t 

18. Were  this  to be so, and it is purely  speculative, 
Belgrade's links with  the  Soviet  Union  and  COMECON  would  take 
on an  importance  which  they  do  not  at  present  have.  They  woull? 
not,  however,  provide a lasting  and  satisfactory  alternative 
to the  close  relations  already  existiag with the  West,  which 
remain of fundamental  importance.  The  Communist  countries  are 
hardly in a position  to  replace  the  West for credit  facilities 
and the supply of sophisticated  capital goods of which 
Yugoslavia  has a growing  need in order  to  promote  its  economic 
development.  The  Yugoslav  leaders  are  particularly  anxious 
t o  avoid a degree OP economic  interdependence  with COMECON which 
would  jeopardize  their country@s political  independence. 

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

20. The  Yugoslav  economy  would now seem  to  have  entered 
a capital  phase in its development  which  could  take  it  beyond 
its present s ta tus  of a developing  economy. Among the  positive 
factors  which  could  help  to  bring  this  about  are a high  level 
of natural  resources in relation to the countryvs needs, a 
regulerly  expanding  industry,  well-developed.  services 
(particularly  tourism  and  transport)  and a very  large  labour 
2orce. On the  other  hand,  the  measures  taken  to  change  the 
emphasis in industrial  development,  in.crease  agricultural 
output,  reduce  the  differences in living  standards  between  the 
different  regions  and  decentralize  economic  decision-making 
and  management - and  these  measures  will  continue  to  be 
applied - can  only  produce results in the medium term. In the 
neantirne  Yugoslavia  will be unable  to do without  substantial .. 
aid from abroad. It is with  this in mind  that  the  government 
in its economic  relations  is  bent  on  making  the  most of every 
opportunity  that  comas  its  way,, not only in the West but in 
other  parts of the  world t o o .  
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A. #ormance i n  1974 

21, In  1974 the  social  product  rose, An constant  prices, 
by 7% as  compared with 5% i n  1973; t h i s  was an improvement 
on the 1974 ta rge t  o f  6 ~ 4  s e t  by the Economic Policy  Resolution 
and reflects  the  smart   recovery  in domestic demand, I n   r e a l  
terms  the  aggrepate  rate  of growth was 87; a s  compared with 
only 376 i n  '1973(1). The main reason f o r  this development was 
the switch t o  a policy of  expansion  adopted by the   au thor i t ies  
as from the second ha l f  o f  1973(2) .  

22. Reductions in   t he   f i nanc ia l  burden on enterpr ises  
and the  easing of c r ed i t   r e s t r i c t ions  were followed by a strong 
upward trend  in  investnents;  gross  formation of fixed capi ta l  
rose by 9% a s  compared with 2.576 in  the  preceding  year, 
Furthermore,  there was a change in   t he   ac tua l  composition of 
these  investments with the  emphasis on the  reinforcenent of the 
country s production  capacity:  exsenditure earmarked fo r   t he  
F'econornicll ac t iv i ty   sec tor   (up  by T l ? ; )  increasing more rapidly 
"cilan expenditure i n   t h e  %on-economicir ac t iv i ty   sec tor  (up by 
39%) (3)  in emtrast w i t h  '1973 when the inoreasa in %&qmxlilnre 
in the  "non-economic" sec tor  U b 1376) was .grea te r   . than   in  
t h e  "economicff sector (up by &8(43. 

Source: OECI?, 1975 d r a f t  economic study on Yugoslavia 
Steps t o  stabilise the  economy and ho ld -  it in re in  were 
taken by the Yugoslav government i n  1972 and ear ly  1973, 
Their puzyose was twofold: on the one hand, $;O c w b  the 
r i s e   i n  demand and i ts  inf la t ionary  effects  and on the 
other hsild t o  dissuade  enterprises from commiting them- 
selves t o  equipment expendAtUres without  the  necessary 
wherewithal. VhiLe it proved possible t o  put  a-number .of ': 
firms on a more even keel,  financially  speaking,  the 
e f f ec t  of  f a l l i ng  demand was more t o  limit the growth i n  
the ou-tput of non-agricultural  sectors  than t o  reduce 
inflationery  pressures.  

( 3 )  "Non-economic" investments  consist, mainly of investments 
i n  the  housing,  goverment  department and public  service 
sectors;  ffecoizomicft investments  are  those made i n  sectors  
where output i s  regarded as forming par t  o f  .the soc ia l  
product  (cf OECD - Yugoslavia, 1974) 

(ti) Source:  Indeks, Janmry 1975 
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23. Private  consumption in 1974 was another  area  of  hZgh 
growth: 8% in real terms  as  compared  with 3% a year  earlier, 
The buoyancy of retail  trade  with a turnover in volume  terms 
which was more than twice as high  as in 7973 (7% as compared 
with 3%)(1) ,  is a further  reflection o f  this  revival of 
consumption, due in the  main to the  increase in real  income, 
estimated  at 6% following a decline of 3% in 1973(2) .  

24. The  substantial  increase - 11%(3) - in induetrlal 
output  further  emphasises  the  recovery of the Yugoslav economy 
in 1974. This  figure  needs  to be compared  with  the  figure f o r  
the  previous  year, 6F6 which  was  the  lowest  since 1967. Chemistry, 
the  timber  industry  and  electrical  engineering  gave  the best 
performances.  The  leather  industry  and  naval  construction, 
on  the  other  hand,  remained in the  doldrums(4). 

25, Last but not least, agricultural output,  after itq .-. .. , 

commendable  performance in 1973 (up 996) showed an increase in 
volume terms  of 396 mainly as the consequence of excellent  wheat 
( 6 . 3  million  tons or 33% more  than in 1973) and  sugar  beet 
harvests ( 4 . 3  million tons or 29% more than in 1973)(5). 

B. Present  economic  difficulties 

26: Last year's  economic  growth  notwithstanding,  there are 
two persistent  black  spots,  namely  inflation and the  employmen% 
situation.  The  problems in this f i e l d  have  been  exacerbated by 
the present  world  economic  situation. 

27. As throughout  the  West,  inflation has gained  momentum. 
The  official  cost of living  index  rose  yet  again in ?g74 (see 
table  below).  There  was  continuing  pressure on  prices,  largely 
due to  imported  inflation,  Domestic  prices  suffered  the  effects 
or" the  spectacular  rise in the  unit  price of imports,  reflectixg 
the  higher  cost of energy  and of certain  commodities  which 

Source:  Indeks,  February 1975 
Source: Study  on  the  Yugoslav  economy in 1974, furnished 
by  the  Canadian  Delegation,  The  drop in real  income in 
1973 was  caused  by  the  combined  effects of monetary erosioiz 
and  the  restrictive  policy  on  incomes  hitherto  applied by 
the  authorities 
Source:  Indeks,  February 1975 
Table J at Annex I gives a breakdown by branch of the  rate 
of growth of industrial.  output  since 1972 
Source:  Le  Courrier  des Pays de 1 'Est,  October 1974 
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Yugoslavia has t o  buy abroad. The impact was a l l   t h e   g r e a t e r  
because  imports, i n   t he   ca se  of the Yugoslav economy, represent 
a re la t ive ly  heavy burden - 26% i n  1973 and about 30% i n  1974 - 
by comparison with the  estimated  value of the  social  product. 
Apart from these  outside  factors,   the  recovery  in domestic 
demand and, in   par t icular ,   in   investments  may have contributed 
.to .even..greater  pressure on pr ices  l a s t  year. 

TABLE I 

TRENDS I N  THE MAIN PRICE I N D I C E S  

Producerrs  price: 
agr icu l tura l  produce 
Manufact?mer S price : 
indust:-isl prodwe 
Cost  of  l iv ing  
Unit  value of exports 
Unit  value of imports 

15.0 26.1 

9.0 15,6 
11 .O 15.3 
9.0 4,6 

: 8.0 3.7 

24.1 

11.1 
16.4 
6.1 
5.4 

l- m 

i i 
25 .O 

12.9 
19.5 
19.0 
20.3 

Sources : I I 1 OECD, Economic Studies,  Yugoslavia, April 1974 
Indeks , February 1975 
January-November 

28. Although l i t t l e  information is  available on t h i s  
subject, it is  believed  that   l iquidity  has once again become a 
problem for   enterpr ises .  The shortage i s  due t o  t h e   f a c t   t h a t  
a  number of investments have  been made before  the  funds have 
actually  become.available. The consequences inclxde,   in ter  
alia,  overlapping of  reciprocal  debts between enterpr ises  and 
an increase in  the  indebtedness of  these  enterprises  outside 
the banking  system. The Yugoslav authori t ies   are   bel ieved t o  
be considering  changes i n   t h e   r u l e s  for payments between 
concerns a s  a means o f  forcing  enterpr ises  t o  exercise  greater 
f inancial   d iscipl ine.  Commercial banks would moreover be given 
a la rger   par t   to   p lay   in   the   g ran t ing  of credi ts .  This should 
lead  to  better  co-ordination and to   greater   mobil i ty  of cap i ta l  
and thereby  assist   the  f inancing of investments. 

29. The growth of t he  Yugoslav economy i n  1974 was matched 
by a s izeable   increase  in   the number of jobs  which rose by 576, d 

as  compared with 2% i n  A973 and 4% i n  1972. Monetheless, the 
mmbers o f  unemployed went up a s  a consequence of the almost 
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omplete s tandst i l l   in   emigrat ion,   h i ther to  a regulating  factor.  
he average number o f  unsuccessful  applicants f o r  jobs during 
he first eleven months of the  year was up  by 17% by comparison 
i t h  the  corresponding  period of 3973; it accounted for 10% OS 
age ea rne r s   i n  1974 a s  compared with 9% il1 the  previous 
ear(1) .  

30. While 100,000 Yugoslav workers are   reported  to  have 
one abroad i n  1973(2), there  was.undoubtedly a sharp drop i n  
ew departures l a s t  year  follcwing the ban on immigration 
ntroduced by Germanys Switzerland and Austria, the main hos t  
ozmtries. It might  have  been  expected t h a t  a large number of" 
,orkers would re turn  home, inasmuch as the economic d i f f i c u l t i e s  
eing  encountered by most Western countries  normally  rebounds 
n the  first place on the  employment of immigrants. This i n  
a c t  was not the case. A number of  unemployed workers  probably 
hose t o  extend  their   s tay i n  the hos t  country where they  are 
l i g i b l e  f o r  unemplolpent benefits ,  O f  the  900,000 Yugoslavs 
,orking  abroad i n  1973, only 50,000 t o  80,000 went home l a s t  
ear  and were apparentl-y  able t o   s e t t l e   i n   t n e   p r i v a t e   s e c t o r  
f the  economy (par t icu lar ly   agr icu l ture ,   t rade  and tourism) 
n which they have invested  their   savings,  The a b i l i t y  of t h i s  
ector   to   absorb manpower i s  however limited. A large-scale 
.omeward  movement which could  not be ruled  out i f  the economic 
i t u a t i o n   i n  the West were t o  get  worse, could  create a labour 
,az%et s i tua t ion  with which the Yugoslav economy would f ind  it 
.ard t o  cope. 

7 
. . .  

C. Outlook f o r  1922 

31. The 1975 Economic Resolu%ion  emphasises the Reed t o  

I 

.ea1 with dclmestic in f la t ion ,  To keep down t h e   r i s e   i n  demand, 
:he ra te  of increase   in  budget expenditures by the  Republics 
nd comrrunes w i l l  be kept a t  three-quarters o f  the   ra te  o f  
ncrease i n  the  value of the  social  product(3). The Federal 
lu-dget, which i s  up by 23% t o  a t o t a l  of 58.2 mill iard  dinars  
about 563.4 mil l iard)(4)   a lso  appears  t o  have  been  planned w i t h  
:his aim i n  view ; the  gap between expenditure. and. income I .  

4 )  Source:  Indelis. Employment and unemployment trends  since 
'l971 are  as sl~own a t  Annex I, table  C 

2 )  Source: Ekonomiska Pol i t ika,  8 th  July, 1974, drawn on i n  
the  OECD 1975 d r a f t  economic study on Yugoslavia 

3 )  Source:  Study on the Yugoslav economy i n  1974, furnished 
by the Canadian Delegation. This f igure will however be 
adjusted  according t o  the  Republics and communes 

4 )  Within t h i s  budget,  defence  appropriations had r i sen  
considerably. This point i s  discussed i n  paragraphs 78 
and  79. 
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(3.5 milliard  dinars or $200 million) will be  covered  by a bond 
issue.  The  Yugoslav  authorities  also  plan  to  damp  down  growkh 
in private  consumption(1). To this  end,  Slovenia  has  agreed 
t o  restrict  the  increase in real  income  to 7% for this  year 
and the  other  republics  to  between 2.5 and 576. 

32, The 1975 Economic  Resolution  nonetheless  contains 
ambitious  growth  targets  which  have  been  motivated  by  the 
leadeFship,!s.  determination to  speed up the country's  development 
and to improve the job  situation; the aim is to secure a rise 
in the  social  product in volume  terms  by 696, in fndustrial 
production  by 79ii'7.5% and in the  number of wage  earners by 3%. 
This  policy is based on continuing  expansion of productive 
investments - the  rate  of  growth. of investments in plant has 
been  fixed  at 9.5% - and on a drive  to  boost  exports  which 
should r i s e  this  year, in volume terms, by ?O%. There is some 
uncertainty  about  the  attainment of these goa l s  given  the 
international  economic  situation,  The  decline  of  economic 
activity in the  Western  countries  importing  Yugoslav  goods 
could  constitute a se r ious  impediment to efforts to promote 
sales abroad;  at  the  same  time, the continuation of world 
inflation  could lead to an increase in the cost of the  imported 
capital goods on  which  the  proposed  investments will be 
dependent . 
IART SI: - FOREIGN TRADE RELATIONS 

A. Commercial transactions 

(a)  Quantitative  trends in 1974 
General  situation 

33. The  ups and downs of  foreign  trade,  where  there is 
chronic  deficit, now form one of Yugoslavia's  chief  economic 

. headaches, In 1974, imports ($7..5 milliard)  rose in value  terns 
by 67% over  the  previous  year,  whereas  exports ($3.8 milliard) 
were rising only half as  fast (33%). This  being so, the  trade 
gap  widened  considerably,  from $1.6 milliard to $3.7 milliard, 
o r ,  in other  words,  by 130%. Imports  which  had  been 63% covered 
in 1973 where  only 50% covered in 1974. In that  same  year,  the 
relatively  larger  increase in the unit value of imports by 
compari,son with  exports (up by 46% as compared  with 32%) led 
to a deterioration in the  terms of trade(2). 
- .  "- " - .~ ~~ . 

(1) According  to  the O E D  draft 1975 economic  study on 
Yugoslavia,  consumption  did in fact  begin to drop  towards 
the  end of 1974. Statistics  showing  the  extent of the 
drop are  not  yet  however  available 

(2) Source;  Indeks, Febmary 1975 

N A T O  C O N - F I D E N T I A L  
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34. In   July 1974, faced with t h i s  worsening s i tua t ion  on 
t h e  foreign  trade  front,   the Yugoslav leadership  brought i n  
what were in   p r inc ip l e  temporary  measures t o  hold down imports, 
A system of import  licences was introduced  for a cer ta in  number 
of items;  currency  allocations f o r  the second half  of 1974 were 
cut  by 1796 i n  the case of consumer goods and by 10% in  the  case 
of raw %materials and semi-finished goods.. These measures . . .  
appeared t o  have  been applied  to  only a small proportion of 
Yugoslav purchases  abroad. They were not at odds therefore 
wi th . the  firm move towards the   l iber iza t ion  of trade which had 
been made the  previous  year(1). In addition, on 29th  October, 
the dinar was devalued by about 7% i n   r e l a t i o n   t o   t h e  major 
currencies. (The new r a t e  was f i x e d   a t  17.2 d inars   to   the  
do l l a r  which is roughly the r a t e   i n   fo rce   be fo re the   d ina r  
severed i t s  connection w i t h  t he   do l l a r   i n   Ju ly  1973.)(2). 

(ii) Imports 

35. Yugoslavia has been hard h i t  by world inf la t ion;   the  
s ize  of the  increase,   in  the  value of i ts  imports is  due f i r s t l y  
t o  the higher  cost  of energy, raw materials and semi-finished 
goods which i n  1974 accounted for 61% of t o t a l  procurements(3), 
"he sharp upward swing i n  economic a c t i v i t y  has undoubtedly 
also contributed t o  the build up in   fo re ign  purchases. The 
continuing  increase  in i m  o r t s  of cap i t a l  equipment  (up by 397; 
i n  1973 and by 38% i n  197 f :  ) amply reflects  the  determination to 
boost the country's   industrial  development but also  reveals   the 
inadequacy of home production of machinery for   industry,  

iinbalance,  the  increase i n  the cost of energy  has a l o t  t o  
answer for, In 1974,  Yugoslavia  bought 7.4 million  tons of 
crude oî1(4), l million  tons o f  o i l ' d e r i v a t i v e s ,  2 mill ion  tons 
OP coal and 0.6 million  tons of coke from abroad,  In  the  case 
of the l a s t  two items,  the main suppliers were the USSR and 
Poland which, i n   a l l   l i k e l i h o o d ,  brought their  p r i ces   i n to   l i ne  
with world rates. 

36, O f  the  various  factors  contributing t o  the  present 

The proportion o f  imports'  freed i n  1973 rose from 28$ t o  
52% of the n l u e  of  purchases in  the  previous  year.  In 
addition, the ru l e  whereby imports were linked -to the export 
performances of firms was abolished on 1st January, 1974 
The relationship between the dinar and the d o l l a r   i n  1973 
and i n  7974 i s  shown a t  Annex I, t ab le  L 

The structure by product of Yugoslav foreign  trade and 
changes  since 1972 are shown a t  Annex I, t ab le  G 
I n  1973, 28% of the  crude o i l  imported by Yugoslavia came 
from the  USSR and 12% from Irak (source: Yugoslav 
S t a t i s t i c a l  Yearbook, 1974), Yugoslav statist ics give no 
detailed  account o f  purchases from other  suppliers, 

N A T O  C O N P T D B N T T A T .  
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37, The increase i n  the   p r ice  of  crude oil W R S  xspons ib le  
for additional  expenditure in 1974 of about $530 million(7) 
which accounts f o r  one quarter  o f  the increase  in   the  t rade 
def ic i t .  Although the Yugoslavs success€ully  reduced  the volume 
of  their  purchases by 1196, a t  a time when the economic situa”cion 
was looking up, o i l  a.s e proportion o f  t o t a l  imports  increased 
%‘ro3.5% i n  1973 t o  996 i n  1974. The Soviet ‘Union supplies 
Yugoslavia with a substantial   proportion of i t s  crude o i l  which 
i s  delivered a t  world prices,  Since Soviet-Yugoslav t rade i s  
conducted  within  the framework of  b i la te ra l   c lear ing  agreements, 
the  increase  in   the  pr lce  of  Soviet o i l  d id  not  involve an 
equivalent  outflow i n  convertible  currencies.  Nonetheless, 
Yugoslavia was- forced t o  s tep-up  i t s  de l iver ies  of  other  items 
t o  t he  Soviet Union and t h i s  made irLroads on resources  available 
f o r  domestic  requirements o r  f o r  export t o  other countries. 

38. The agreement with Hungary and Czechoslovekia, the 
precise  contents o f  which are  urikno-m and which re la ted  t o  the 
building of  the  Adriatic  pipeline t o  supply each cf Yugoslaviats 
par tners  with five  mill ion  tons of o i l  per annum a s  froizl 1979 
o r  1980, should  offset  the  increased  cost of o i l  Lo some extent 
and i n   t h e  medium -tern through  invisible  earnings  in-the shape 
of transport  charges. In  addition,  the Yugoslavs plan t o  double 
their   ref ining  capaci ty  t o  23 million  tons by 1978. I L  seems 
l i k e l y   t h a t  a proportion  of  the  refined  product w i l l  be expol-ted. 
Thus, the bulk (80%) o f  the  outpput of the Kopas: refinery i s  
expected t o  be marketed abroad, T h i s  refinery with a yearly 
capa.city o f  8 million tons will, according t o  r e  O X ’ ~ S ,  be 
financed i n  part  by Libyan and I<uw.aiti cap i ta l (  2 P . 

(-tii) ~xpor-l;s 

39. Yugoslav ~2cp0r-t~~ half of  which consist  o f  raw 
materials and semi-finishe6 goods ( s e c  Annex I, tab le  G )  a l so  
benefited .from the  increase-   in   the  pr ice .  of  these items con. - . . . 

world  markets, Exports of semi-finished goods went  up i n  
roughly  the same roportion  as Imports of  t h i s  same t y - ~ e ;  
33% i n  1973 and 6&6 i n  1974, i n  the case of exportsp as compared 
with 287; and ?’l?$ respectively i n  %he c888 cl” Sxqosts(3). Since 
t h e  e f fec t  09 price increases probably worked both  ways, the 
figures re f lec t  a conparable real increase. (The best 
evidence is pmvided by metals whsre Yugoslavials sa les  i n   D
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1975  covere3 85% of i t s  purchases  as compared with 72?6 i n  1972 
and 40% i n  1971(7), This i s  a posit ive development of which 
account  should be taken and which i s  p ~ o b a b l y  not  unrelated 
t o  the  recent  increase  in the production of non-ferrous  metals. 
By and large,  Yugoslav exports of these semi-rnantlfactured goods 
remain well below imports  i n  terms of  absolute  values. The 
trade  balence i n  these goods contributed  in rio small measure 
t o  1.as-t year *s  overal l   t rade  def ic i t  as. shown .in Annex -I, . . . . 

table  H. 

40 , The sharp drop (16%) in  the  value o f  agriculturnl 
exports   las t   year ,  as compared with 1973, i s  mainly due t o  the 
reduction and subsequently t o  the  sus   ension,   in   July,  of  beef 
purchases by the European Community(2 P This decision  null izied 
a large  par t  of the  trade agreement reached with the Community 
in 1973. 

(b) Changes in-the  geopraphical  pattem of t r ade   i n  1974 

41, The European Cornunity was once again  Yugoslavists 
nain  t rading  par tner   in  19'14: nonetheless,  the  Droportion of 
Yugoslaviafs total exports  taken by t h i s  gro:.lp of countries 
(27%) was l ess  than that  taken by the European Communist 
countries (38%). On the  other hand, the Common Market held on 
to i t s  posit ion of leading  supplier, providing Yugoslavia with 
40% of i t s  imports  as compared with 22% i n  the  case of the 
Soviet Union and Eastern Europe combined(3). This u3evep: 
development i n   t r a d e  with the EEC r e f l ec t s  a stagnation  in 
Yugoslav exports which rose by only 2% i n  value terms by 
comparison with 1973 and by cornparison with imports which P'ose 
by 58% during  the same period, Trade with the non-Communist 
indus t r ia l i sed  world a s  a whole expanded more rapidly  (exports 
up by 11% and imports up by 62%) as a consequence of improved 
t rade   re la t ions  wi th  the USA and Japan(4). 

" 

( ? >  Source: Yugoslav 1974 S t a t i s t i c a l  Yearbook- No figures 

(2) In  1972, the  las t   year  for which de ta f l ed   s t a t i s t i c s   a r e  
are   avai lable   for  1974 

available, the EEC took 75% of  Yugoslav beef expwts  which 
to ta l led  $92.5 million. These sales accounted f o r  29% 
of Yugoslav agricultural   exports 

and i n  percentages is shown a t  Annex I, tab le  G 

36% and '191% respectively, The figures f o r  Imports were 
90% and 74%. (Source:  Indeks) 

( 3 )  The geographical  pattern of Yugoslav trade  in  value terms 

(43 In 1974, Yugoslav exports t o  the USA and t o  Japan rose by 
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42. The development of trade with the Third World continued 
into 1974. Yu os lav   sa les   to  t h i s  group of countries  rose 
l a s t   yea r  by 5 f %; imports  rose  twice as f a s t  (113%) but this 
was largely due t o  the  increased  cost o f  o i l .  The share of 
Yugoslav trade held by the Third World has thus  increased 
considerably,  rising from 7Y6 i n  1973 to lOY6 l a s t   y e a r ,   i n  
the case,'of  exports, and from 10% t o  13% in   t he   ca se  of imports. 

43. Yugoslav exports t o  the 
jumped by 59% i n  cornparison with l 
country's  leading  trading  partner ahead of I t a l y ,  A s  a supplier,  
however, the  Soviet Union ranked  only third,  well  behind  Italy 
and, in   par t icular ,   the   Federal  Republic of  Germany,  The r a t e  
of increase of Yugoslav imports from the European Communist 
countries,  although  likewise high (557;) was nonetheless below 
the   ra te  of increase of  i t s  purchases i n   t h e  West o r  i n   t h e  
Third World. 

44, Yugoslavia a l so  strengthened its commercial t i e s  
with China during the year  under  review;  exports  (iron and 
steel,  non-ferrous  metals and Shi ping i n  the main) rose by 
132%. These exports,  valued a t  sp 110 million  accounted f o r  
oae-fifth of Yugoslav safes t o  Africa and Asia combined(1). 
Despite  an 89% increase,   ChinaJs  deliveries  to Yugoslavia 
($28 million) were on a modest scale. 

Outlook f o r  1975 
45. The 1975 Economic Resolution  provides f o r  an  increase 

in   exports  of 10% i n   r e a l  terms and f o r  a ce i l ing  of 4% on the 
increase   in   the  volume o f  imports. These f igures  seem 
unrea l i s t ic (  2) . 

46. Despite  considerable  aid,   particularly  in  the form 
o f  export credits, Yugoslav s,ales  could well be affected by . 
the adverse economic winds which continue t o  blow i n  most 
OECD countries,  Yugoslavia's  nain  customers,  particularly  since 
del iver ies  t o  t h i s  group of countries seem re la t ive ly   sens i t ive  
Lo economic fluctuations(3).  The Yugoslavs are moreover believed 

Source : Indeks [;{ The t rade   def ic i t   fo r   the  first two months of 1975 was up 
19% by comparison with the same per iod  in  1974; t h i s  
however i s  a p a r t i a l   r e s u l t  and cannot be extrapolated 

( 3 )  Certain  estimates made  on behalf of the EEC s i x  show t h a t  
the  following main branches were f a i r l y  impervious t o  
economic fluctuations;   agriculture and the food industry, 
chemistry and rubber,  leather and shoes, t e x t i l e s  and 
clothing. Goods produced by these  branches  accounted for 
only 40% of exports t o  the OECD countries in 1972. It 
must be  remembered however that  these  estimates,  from which 
it is  d i f f i cu l t   t o   gene ra l i s e ,  must be taken a t  their  

.-h -. . . ~ I ..I ".l *,l -~ 1 ~ -  -~ - . . n e  -_I_. _ "  
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;O have  misgivings  about  the  changes  made  by  the  Commission in 
;he  system of  general  preferences  for  1975:  the  freezing of 
:ertsin  '1ceilingsV'  could  curb  the  upward  trend in sales of 
iertain  industrial  items on the  Cornunity  market,  Furthermore, 
.ncreasing  international  competition - exports  are  more  than 
!ver a priority  target for most  economies - and  inflation  at 
Lorfie could  take  the  competitive  edge off  Yugoslav goods on 
loreign  markets. Vdhile this  possibility  has  receded for the 
resent, the  authorities  might  have  to  devalue  the  dinar s t i l l  ~ . . 

bther to recapfxre the  competitive  position of Yugoslav 
xcorts and  this  could  have a deterrent  effect  on  imports, 

md agricultural  produce  should  make it possible  to  reduce 
mports of this  type of goods in 1975. Despite  this  favourable 
'actor, it seems  unlikely that the increase in the  volume of 
'oreign  purchases  can be kept  down  to W e  4% aimed at withaut 
;he introduction  of  restrictive  measures.  Such  measures would 
un counter to the leadership*s intention to continue  with the 
.iberalisation of trade  but  might  be  forced  upon  them  by 
:ircumstances(l). For the  present  the  government  is  banking 
.E the  first  instance, on a voluntary  cut-back in imports 
rithin the framework  of  "self-management  agreements"  between 
traducers, consumers,  exporters  and  importers. 

just to imports of consumer  durables  would  have a limited  effect 
$veri the relatively  small  proportion (4% in 1974) of this type 
)f product as a percentage of total  imports.  Furthermore,  the 
wtension of possible  restrictions  on  purchases of raw materials 
tnd capital  goods would be  hard  to  reconcile  with  the  goals 
Xxed by  the  authorities  with  respect  to  economic grow"  - 
Iarticularly the increase of 7 to 7.5% in industrial  production - 
tlzd the  ambitious programe of  investment  planned in the  basic 
sectors  and in agriculture. This programme, one of the  aims of 
rhich is to reduce  economic  dependence on external  resources 
-3 the medium term,  calls for a continuing  high  level of imports 
)f capital  equipment. 

47. The  creation in 1974 of  large  stocks of commodities 

48, Assuming  the  introduction of controls,  their  application 

. . .  

:l ) It. should  be  noted  that  the  National  Bank in an attempt to 
damp down demand, no longer  provides  enterprises  automatically 
with  the  currency  needed to pay for imports  from non-Comuaist 
industrialised  countries.  Funds  are now only  granted on 
a case-by-case  basis  after  careful  consideration  of  each 
application 

" " " " " " . C  
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49. The Yugoslav au thor i t ies  have adopted a consistently 
pragmatic a t t i t ude  t o  the  geographical  aspect of  the i r   t rade ,  
They have given p r io r i ty  t o  the  build-up of business with the 
non-Communist world rather   than  the COMECON countries, There 
i s  nothing to   ind ica te  any change i n  t h i s  pol icy  but  present 
circumstances  are  forcing  Yugoslavia t o  make addi t ional   effor ts  
t o  increase  trade with a l l  i t s  partners whether they be OECD 

COlYECON countries  (preferably  the small East Ehropean s t a t e s ) ,  

c.ountries par t icu lar ly   the  EEC and the USA),  Third World 
‘cowtr ies  par t icu lar ly   the  oil-producing s t a t e s ) ,   o r   t he  

B. The balance of payments. . . .  . . _ .  , . . .  I 

(a) Balance on current  account 

50. Invisible  earnings,  the two main components o f  which 
are remittances from Yugoslavs  working abroad and t o u r i s t  
earningso  rose t o  about $2.17 mil l ia rd   ne t   in  1974 as compared 
with $1.9 milliard in  the  previous  year. These earnings were not 
suf f ic ien t  however t o  o f f se t  the  adverse  balance o f  payments 
which to t a l l ed  $3.7 mill iard.  As a r e su l t ,   t he   de f i c i t  on 
current  account was about $1 milliard  although  in 1972 f o r  
%he f irst  t ime,and  again  in 1973 Yugoslavia had managed t o  
obtain a substantial   surplus ($419 million and $327 mill ion 
respectively) , 

some $1 $65 400 million 
in 1973. i n  view o f  
t h e   f a l l   i n   t h e  number of emigrants and of the   fac t  t ha t  the 
s i tua t ion  i s  becoming precarious f o r  a number of expatriate 
workers. One explanation f o r  t h i s  s i tua t ion  i s  t i ia t   par t  of 
“Le savings  invested by emigrants i n   t h e  hos t  country may have 
been transferred t o  Yugoslavia, par t icular ly  by those who have 
gone  home f o r  good. According t o  certain  estimates(1) funds 
dep-osited -by Yugoslavs in   t he .  German. banks. t o t a l l ed .  about , . . 

$3.2 m i l l i a r d   a t .   t h e  end o f  1974 ( o r  more than  twice the amount 
transferred  that   year).  

52, The government is  conscious of  the  potential  advantages 
f o r  the  national  balance o f  payments o f  these  deposits abroad. 
Herein l i e s  one of the main reasons f o r  the  recent  l iberalisatiokl 
of  the  regulations on foreign  currency  deposits  in Yugoslav 
banks(2). In the short  term,  Yugoslavia  could fur ther   benefi t  

51 t o t a l l e d  

. .  . 

LIC 

C f ,  R.F.E. - 12th Decemberp 1974 - No. 2146 
The other  reason f o r  this easing of r e w l a t i o c s  could be t o  
draw o f f  
currency 

i&o”the  banks  the large amount of foreign 
c i r cu la t ing   i l l ega l ly   i n   t he  country 

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

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



53, Income from the tour i s t   t rade  - $700 million - rose 
l a s t  year. by 11% by comparison -with 1973.. Despite this - . .  
apparent   increase,   receipts   fe l l  back i n   r e a l  terms a s  a 
consequence of a 19% increase(1)   in  the r e t a i l   p r i c e  o f  hotel  I 

services.   In  addition,  the number o f  fore ign   v i s i to rs  t o  
Yugoslavia  dropped by 11% i n  1974 in   con t r a s t  with the 20% 
i nc rease   i n  1973. The drop in   hotel   business  was less 
pronounced(2) as a conse'quence o f  longer  stays by tour i s t s (3) .  
Yugoslav tourism i s  mainly a t   t h e  lower  end of the market and 
this makes it more sensit ive t o  f luc tua t ions   in   the  economic 
s i tua t ion  of  the countries of origin.  

54, Exports 05 serv ices   in   the  form of  en ineer in  
contracts now being  signed in   increasing numbers w1  
?!eveloping countries  are also making a growing contr ibut ion  to  
the  balance of invis ibles .  During the first half  of 1974 
Yugoslav enterpr ises   are   bel ieved  to  have done work i n  29 of 
these  countries and earned about $100 million  thereby;  the 
value o f  the new contracts  obtained  during  the same period was 
estimated a t  $265 million(4).  Other major  agreements are  
understood t o  have  been signed  including one f o r  the   ins ta l la t ion  
of two m i l i t a   a i r f i e l d s   i n  Kuwait a t  an  estimated c o s t  of 
$230 m i l l i o n ( 3  . Co-operation with Kuwait has moreover increased 
with the creation  there i n  January 1975 of  a j o i n t   c i v i l  
engineering  concern with a reg is te red   cap i ta l  of $6.9 million, 
40% of  which i s  held by Yugoslavia.  Libya and Iraq  could  also 
provide  a t t ract ive  out le ts  f o r  Yugoslav engineering  services. 

Capital  account 

55. Yugoslavia has turned to capi ta l   t ransact ions where 
necessary t o  make good i t s  d e f i c i t  on current  account and t o  
provide  funds f o r  i t s  investment  drive. It is ,  i n   f a c t ,   d i f f i c u l t  
t o  .see. how the country can promote 2ts. development without 
financial   assistance from abroad:  the  inflow  of  long-tern funds 

Source: Indelts, February 1975 
.Source:  Indeks,  February 1975, the number of nights  spent 
i n   h o t e l s   f e l l  by -only 7% J 

( 3 )  Source:  Indeks,  February 1975, the  average number of nights 
spent i n   h o t e l s  by foreign v i s i t o r s   i n  1974 was 5.45 a s  
compared with 5,21 i n  1973 

[5] Source: "Le Courrier des Pays de l ' E s t " ,  September  1974 
4 Source: Economic  Review,  December 1974 

N A T - 2  C O N F I D E N T I A L  
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(loans to  the  goverment,  plus  suppliers'   credits,  plus  the 
balance of  f inanc ia l   c red i t s )   to ta l led  $1,100 mil l ion   in  
1972(1) (which represented 75% of  the  gross  fixed  investments 
i n   i ndus t ry   fo r  that  year) and $1,180 mil l ion   in  1973. Accord-ing 
t o  IMF' estimates,  the  long-term  inflow of cap i ta l  las t  year  cane 
t o  some $1,300 miLlion. These f igures  need t o  be seen  against 

"dl'mct -foreign  investments which amounted a t  31st January, 1974 
t o  only $145 million, 

56. The Western countries  oontributed  the  l ion's  share.  
Or" the $944 million  received by the Yugoslav government i n   t h e  
form of  long-term loans  over, the  period 1968-1972, only 
$222 million (i.e. 2396) came from the  Eastern  countries. Eo 
deta i led   s ta t i s t ics   a re   ava i lab le  on the  or igin of  suppliers 
credi ts(2)   but   the  breakdown i s  probably much the same. Up t o  
1974 a t  l e a s t ,  it appears  that  the $540 million  granted by the 
Soviet Union i n  1972 had hardly been drawn. The West's 
f inancial   contribution  to Yugoslav economic ac t iv i ty  was kept 
up last year ,   as   witness ,   in   par t icular   the   credi t  of 
DN, 700 mill ion frora the German Federal  Republic t o  be provided 
in. four  annual  instalments a s  well  as a $1?6 million  loan by 
the US =port-Import Bank for the  part  funding of  a nuclear 
power s ta t ion   es t imated   a t  $518 million;  the  balance w i l l  be 
provided  almost en t i r e ly  by Westinghouse, act ing  as   project  
manager and a consortium of 37 European and North American 
banks. Furthermore, and according  to World Bank calculations,  
the  credits  obtained by Yugoslavia on the Euro-currency  market 
t o t a l l ed  $516.5 m i l l i o n   i n  1974 a s  compared with $235 rnillion 
in 1973. 

57. Yugoslavia a l so   ge ts   a id  from t'ne specialised 
ins t i tu t ions .  The combined t o t a l  of the  loans  granted by the 
World Bank had reached $1,100 mil l ion   a t   the  end of l a s t  year. 
The International Finance Company has been helping  since 1970 

.. 

(1 ) Source: IMF', Balance  of Payments Yearbook (September 1974). 
Of the $?,IO0 million  received by Yugoslavia i n  1972, 
$%7 million (22Yi) were accounted f o r  by long-term loans 
tg the goverment $697 mill ion (63%) by suppliers '  credits 
and $156 million (14%) by the  balance of f inanc ia l   c red i t s  
( the  f igures  have been  converted in to   do l l a r s   a t   cu r ren t  
r a t e s  on the basis ole SDR figures  supplied by the II") 

(2)  The INl? s t a t i s t i c s   g ive  a breakdown in net  terms only. 
For 1972, t he   l a s t   yea r   fo r  which s ta t i s t ics   a re   ava i lab le ,  
the  balance of  the  suppliers '   credits  received from the 
Communist countries amounted t o  $9 million as  compared 
with $237 million from OECD member countries 
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r i t h  loans ($52 mill ion) and the  purchase of shares ($14 
n i l l ion) (?) .  Drawings on the IMF to ta l l ed  $225 mi l l i on   a t  
51st December, 'l974, including $170 million i n  application 
)SI f a c i l i t y (  2). 

reducers, mainly Kuwait and L i b  a,   In  addition t o  a 
!-l10 million  loan  granted  in 197 1 , Kuwait will also provide 
me-third o f  the  funds f o r  the  Adriatic  pipeline o r  about 
$150 mill ion,  and pa r t  of t he  funds f o r  the Kopar refinery  the 
:os t  of  which has been p u t   a t  $300 million. Libya i s  also 
?&Tected t o  help to pay f o r  t h i s  re f inery   as  we.11 as  to   contr ibute  
!70 million t o  the Adriatic  pipeline,  

58, Financial  support  has  likewise corne from c e r t a i n   o i l  

59, The long-term net  capital  inflows,  coupled with the 
;urplus on current  account in 1972 and 1973,  have enabled 
kzgoslavia t o  boost i t s  reserves from $212 mi l l ion   a t   the  end 
r f  1971 t o  $1.5 mil l i a rd   a t   t he  end of 1973. Fresh  recourse 
;O outside  loans  in  1974 has made it possible t o  finance  the 
; reater  par t  of t he   de f i c i t  on current  account with the   r e su l t  
;hat reserves - $1,139 m i l l i a r d  a t  the end of  December(3) have 
tardly f a l l en .  Nevertheless,  the  size of the  reserves i s  
lomewhat i l lusory  since  the  debt burden has kept  pace with the 
5 s e   i n   c r e d i t s .  (In 1972, the l a t e s t   y e a r   f o r  which s t a t i s t i c s  
me available,  debt servicing i n  connection with the  reimburse- 
lent of long-term  loails  received by the government and of 
:uppl iers t   credi ts  amounted t o  $569 rnillion,)(4) According 
;O Yugoslav  staternen-ts,  debt se rv ic ing   a t   p resent  does not 
m e e d  18-207; of external  receipts;   the  leadership is however 
ware of t he  problem and the Economic Policy  Resolution  for 
975 s e t s  20% as  the  ceil ing,  To t h i s  end, the  number o f  
l r i o r i t y  sec tors  f o r  the  allocation o f  c r e d i t s  from abroad 
r i l l  be reduced, 

'&T III - STRUCTURPJ, FACTORS 

60, As a country which i s  par t icu lar ly   sens i t ive   to  
- a r i a t i o m   i n   t h e  economic climate,  Yugoslavia i s  perhaps more 
ulnerable  than others t o  economic d i f f icu l t ies   ou ts ide  i t s  
' ront iers .  It must a lso be sa id   tha t  some of  i t s  d i f f i c u l t i e s  
.re rooted   in   s t ruc tura l   fac tors  which are linked with the 
omtry's  present  stage of development and which the government 
.S s t r i v i n g  t o  put r i g h t .  

7 )  Cumulative  data a t  30th June, 1974 - Source IFC; 1974 Annual 

2 )  Source : IMF, Internat ional   Financial   Stat is t ics ;  

3 )  Source : Il", Internat ional   Financial   Stat is t ics ;  

4 )  Source: IMF - Balance of Payments Yearbook - 7974 figures 

Report 

February 1975 

February 1975 

converted  into  dol lars  on the basis  of SDR figures 
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A. &riculture 

61 A number o f  recent  studies on the Yugoslav economy(1) 
point t o  a cer ta in  weakness in   agr icu l tura l   ou tput .  The r a t e  
of growth in   recext   years  does  not  appear t o  have kept pace 
with the  increase i n  food cpnsumption gem?erated by a higher 
standard o f  l i v ing  and by tourism;  the  annual  rate o f  increase, 
volume--wise, in  the  social   product  derived from agriculture 
i s  far behind  the ra te  in  other  branches as can be seen from 
tab le  II below.  F’urthermorc, the growth in  agTicultural   output 
has been beset by sharp fluctuations.  These have ‘Co some 
extent had a destabi l iz ing  effect  on the  economy i n  general 
(cf  table III) by reason o f  the impact of  agr icul ture ,  which 
in 1973 contributed 18i.ci to the  formation of  the  social  product. 

62. Natural  conditions - res t r ic ted   agr icu l tura l  
potential   (only a th i rd  o f  the   comtry i s  i n   t h e  plains) and 
the imponderables  connected with a Nediterranean-type  climate - 
are primarily  responsible f o r  t h i s   s i t ua t ion .  In addition, 
Yugoslav ag r i cu l tu ra l   d i f f i cu l t i e s   a r e  undoubtedly  due, a t  
l e a s t   i n   p a r t ,  t o  the disproportion between the  state-controlled 
sector and pr ivately otmed land, The -former enjoys favourable 
conditions  ( the  large  state  farms are concentrated i n  the 
9e r t i l e   p l a ins )  and better  access t o  investment a t  a l l  events 
i n  the   pas t ,  whereas t h e   l a t t e r  i s  more heavily  taxed End has 
few c r e d i t   f a c i l i t i e s  even i f  allotvance i s  made f o r  the  easier  
conditions  introduced  in 197162). 

63. It will be seen tha t  between 1963 and 1973, the 
pl-ivate  sector grew less quickly  than  the  Socialist  sector 
( t ab le  T I ) .  Furthe?.more, and although t h e   s t a t i s t i c s  should 

be taken  as gospel, there  mens t o  be a considerable 
difference  in   the level. of productivity between the two sectors. 
Taking the c r i t e r ion  09 the  social   pro2uct per worker (in 
r e a l  terms) as a yardstick of output. The prcductivitjr of 

-p”” . ma;:. . ..clu.e- L ” 

(l) Attention i s  ca l led   In  particular t o  Vourrier  des Pays 

( 2 )  State-controlled sector:  16;; of cul t ivated land-, one-third 
de I f E s t v v ,  Par is ,  December 1973 

of  agricultural   social   product , 54;:; o f  investments . 
Privately owned !.and: 84,; of  cul t ivated land, two-thirds 
of  agr icu l tura l   soc ia l  product p 467,; of  investments. 
1972 - data  source Yugoslav S t a t i s t l e a l  Yearbook, 1973 
and 1974 
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privately-held  land  in 1971 equalled  barely  one-fiftb of  the 
productivity of  Xhe Soc ia l i s t   s ec to r ( l ) ,  I t  should be 
rernembered  however t h a t  9OYA o f  a l l  l ivestock, which makes a 
major  contribution t o  agricultural   exportsI  i s  t o  be found on 
peasant  small-holdings, The posit ion of privately-held  land 
as compared with the   s ta te  farms does however vary  very 
considerably between one region and another and any attempt 
a t  generalization must be ruled  out. 

TABLE II 

A M A L  GROWTH RATE OF THE SOCIAL PRODUCT 

Social  product 
of which: Industry 
of which: Agriculture (total) 

State  sector 
Private  sector 

of which: Building and 
construction 

of which: Trade and tourism 
5.3 
7.7 

- 
. (  7 ) Sources: Yugoslav S t a t i s t i c a l  Yearbook (1974) and 

S t a t i s t i c a l  Pocket Book of Yugoslavia (1974). The year 1971 
has been  chosen  because it was a census  year and figures 
are therefore  available f o r  the working population on 
private  landholdings a t  that time.  Expressed i n  1966 prices,  
the  social  product per worker in   the   Soc ia l i s t   sec tor  was 
32,400 dinars,  which is about  the same as   in   indus t ry ,  
whereas i n  the private  sector it was only 5,500 dinem, 
However, these two figures must be regarded as indicative oii ly 
since  social   s-t ;ztist ics do not  give  an  exact  portrayal 
of the   rea l  employment s i tua t ion ,  (I t  is probable  that 
the  agr icul tural  working population on privately-owned 
p lo t s  has been overestimated by the inclusion of workers 
engaged only part-time i n   ag r i cu l tu re , )  
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TABLE III 

-~ ~~~- . ~ -~ ~ ~ 

Source: Yugoslav S t a t i s t i c a l  Yearbook f o r  'l974 

64. Be t h a t   a s  it may, agricul tural  imports are  tending 
t o  r ise   fas ter   than  exports :  between l968 and 1973, the yearly 
i n x e a s e   i n  imports  (value-wise) was two and a half times as 
high as exports.  In  addition,  there was greater dependence 
on outside  sources and purchases of agricultural   products  in 
1973 accounted for 15% of the  sect0rr.s social  product as 
coEpared with 8% il1 -1966(i ), The agricultural  trade  balance 
began t o  de t e r io ra t e   i n  the second half of  1973 and fn 1974 
only 51% of imports were covered by exports(2).  

extent, t o  extraneous  factors. The phenomenal increase o f  
world p r i ces   i n  1973 and 1974 fo . r  a number 09 imported 
agricul tural  commodities and foodstuffs  (sugar f o r  example) 
was one of  these, &tother ,   the   res t r ic t ions  placed b.y the 
&ropean Commission  on beef, had a d i rec t   e f fec t  on Yugoslav 
agricultural   exports which'indlude a substantial   proportion 
of beef  products. 

66* The agricultural  balance o f  payments i n  1975 should 
benefit  f r o m  the . sz t i s f ac to ry  1974 harvests ,   par t icular ly  OP 
wheat and sugar  beet,  as well a s  of the downward trend, which 
agpeared a t  the end of  l a s t  year, i n  the  pr ices  o f  a cer ta in  
number of foodstuffs, 

Sources: Yugoslav S t a t i s t i c a l  Yearbook and Indeks [L]  Source: Indeks, February 1975. If allowance i s  made f o r  
beverages and tobacco where Yugoslavia  has  always been 
a n e t   e q o r t e r ,   t h e   r a t e  o f  cover of imports rises t o  
6ai 

65. These developments are  admittedly  due, t o  some 

. 
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67. F'urthermore the Yugoslav Authorities have embarked on 
the modernisation of  agficulture with the  implementation of the 
Green Plan,  adopted i n  June 1973, This plan  provides  for the 
release by the  Republics of  the  Federal  State of resources 
wbich would be specif ical ly   a l located t o  the  financir_g of  
agricultural  investments.  In 1974, c r e d i t s  were granted  both -to 
- k e   S o c i a l i s t  (500 mill ion  dinars) and t o  the  pr ivate  (450 

-mil l ion  dinars)   sectors(1) .  The plan  also  provides $or yearly 
adjustments i n  guaranteed  agricultural  prices and f o r  special  
bonuses t o  be allocated  exclusively t o  productive  investments. 
Special Customs tar i f fs  (reductions of 15$ t o  5;;) will be 
allowed on imports of agr icu l tura l   cap i ta l  equipment. 

- 

B. Indus t r ia l  growth 

68. In  i ts  e f f o r t s  t o  build up i ts  industry,  Yugoslavia 
has concentrated on a number of processed  products  derived 
primarfly from the  light engineering,  electrical   construction 
and transport   industries.  O n  the other hand, the development 
09 the %p-stream" sectors ,   par t icular ly  those concerned with 
energy and with the production and in i t ia l   p rocess ing  of metals, 
has not been given  equal  importance. 

69, It is ,  of course,  not  possible t o  achieve an ident ica l  
r a t e  of  growth i n  every  branch of the economy. Nonetheless, w i t h  
hindsight,  and given  the  recent  increase  in world pr ices  f o r  
most basic commodities, the  question arises whether the s l o ~ m r  
development of industr ies  such as i ron  and s t e e l ,  and 
uar t icu lar ly  L non-ferrous  metallurgy has not weighed too  heavily' 
on the  trade  balance of a country with favourable  natural 
conditions. The Five-Year Plan 1971-1975 places emphasis on 
new p r i o r i t i e s  i n  production; i n   p a r t i c u l a r ,  it provides f o r  ale 
accelerated  expansion of  the i ron  and steel and non-ferrous 
metals sector  i n  which additional  funds will be invested;  the 
contributipn of  these two branches to   t he  formation of the social 
product of industry should r i s e  from 7.55 i n  1970 t o  8.6.; i n  
1975 (in 1973# the percentage was 7,9& 

70. Recent  developments i n  the f i e l d  of indus t r ia l  
production  are  indicative of  the. increasing  a t tent ion being 
paid t o  non-ferrous  metals  output which rose by 11*5% per annu 
between 1971 and 1973 and by 10:; i n  1974 as compared w i t h  5% 
between 1963 and 1971. Yugoslavia thus seems t o  be expanding 
this sector  where it benefi ts  from substantial   natural   resources 
(chromium, nickel,  copper,  zinc,  lead,  bauxite). The i ron  
and s tee l   indus t ry  is  also looking up (an ll:< increase   in  1974 
mer  the  previous  year) ,  Added t o  this there  has been a strong 
r@c.overy i n  the  production of e l e c t r i c a l  energy which rose by 
13.';) in 1974 as against  5;;) in  the  previous  year(2). 

I 
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71, Some difr"1culty may, on the  other hand,  have  been 
encountered i n  the mechanical  engineering  industry, and 
pa r t i cu la r ly   i n  the production of machinery, The mechanical 
engineering  sector which i s  fair ly   highly  integrated through 
its purchases may have been  held back - although it i s  d i f f i c u l t  
"io say how fa r ,  given  the  lack of adequate s t a t i s t i c s  by 
bot t lenecks  in   the  supply  sectors ,   par t icular ly   in   metal lurgy,  
Ikchanical  engineering i s  a key fac tor  in Yugoslaviafs econornic 
development and the growth of  th i s   sec tor  would a l so  have a 
posit ive  effect   the  balance of payments (see Annex I, Table H), 

72, Certain "r"ugoslav studies(1)  lend  substance t o  the 
theory that the optimum use of available  capital   resources 
i s  f a r  from having been achieved  because of  the  inadsquate 
co-ordination OP industrial  production, This apparently  leads 
t o  an excessive  dispersal of  f inished goods and thus t o  over- 
supply i n  some sectors,  and a t   t h e  same time t o  s h o r t f a l l s   i n  
-bhe manufacture of  @%her i-kerns, such as spare  parts..  Foreign 
investors  could  contribute  to  the  introduction of greater 
ra t ional izat ion i n  indus t r ia l  development, 

73. By S l s t  January, 1974, ninety-seven  contracts 
creating El joint  venturest: had  been signed  although  representing 
an inflow of  only $145 million  in  foreign capital(2). This 
Last  figure is  equal t o  Oilly lo;<: of the  value of f ixed 
i;~ves.trnents i n   i ndus t ry  i n  1972(3). $ 7 0 ~ ~  of these agreements 

For  the 97 agreements  concluded by 31st January, 1974, 
the average  contribution of the foreign partner  was 17";. 
A t  the  neeting with experts on Yugoslavia,  held on 
10th A p r i l ,  1975, it was reported t'nat the numbsr of  
o m t r a c t s  of this t - p e  had now r i sen  t o  120. The amount 
o f  foreign  investment i s  unknown however. 
A re la t ively  recent  source ('ILe NondeFr ,, 27th January,, 1375) 
indicates  a forthcoming agreement between an American 
companyp Dow Chemical, and the Yugoslav INA Agemy f o r  the 
construction and- operation of  a large petrochemical combice 
a t  RiJeka, The project  will apparently involve  several 
hundred mill ion dol la rs  and provided t h a t   t h e  U S  
contribution i s  substantial , .  could r a i s e  the l eve l  of 
foreign invastmeats i n  Yugoslavia quite  considerably. 

N k> T O - C c ? N , F I D E N T I . A L  -e- 
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were with Western  companies and only two involved  Eastern 
partners  (East Germany and Czechoslovakia). A l i t t l e  over a 
t h i r d  of  these  investments  are  in  transport  equipment, 16::; i n  
the chemical industry and 8;;; i n   i r o n  and s t ee l .  The majority 
OP foreign firms have  opted t o  s e t t l e  in the developed  areas 
(Slovenia,  Croatia and Serbia),  where they  can  find  skilled 
labour, They have made v i r tua l ly  no contribution t o  the 
development of the less well-endowed regions. 

C. Regional-iFequalit ies 

74. Despite e f f o r t s  b y  the Yugoslav leadership t o  narrow 
the differences between the Republics,  the i x q u a l i t i e s   a r e  still 
pronounced. Apart from a s l ight  increase  in  Macedonia's share, 
the  contribution made t o  t h e  social  product by the Less-developed 
regions  (Bosnia, Montenegro, Nacedonia and Kosovo hardly 
changed between 1966 and 1973 (see  table IV below 1 , Furthernose, 
the difference between the er capita  revenue in   the   weal th ies t  
(Slovenia) and the  poorest P Kosovo) Republics widened s l igh t ly ,  
the  ra t io   increasiag from 1 t o  5 i n  1966 to 1 t o  6 i n  1973 
(see Annex I, tab le  F) 

75. Despite a general improvement in   the  poorer  regions, 
Yugoslav regional  policy has still not managed t o  reduce 
inequalit ies.  Historical and geographical  fac+ors  are  partly 
responsible f o r  t h i s  state of  affairs. The mountain ranges 
contr ibute   to  the cleavage between the  northern  part  of the 
country which i s  t r ad i t i ona l ly  Western-orientated and the 
south where, u n t i l  1945, virtually  nothing was done t o  promote 
development. It seems probable, moreover, t h a t  the re la t ive  
predominance of agriculture and of  the mining and metallurgical 
industr ies  which have grown more slowly in  recent  years,  have 
held back the development o f  the  southern ha l f  of  the  country. 

76. However, the   p r ior i ty  now assigned t o   t he  expansion 
of basic  industries  (as witness current  investment programmes) 
and Yugoslaviars  desire t o   c u t  down  on inports  and t o  replace 
them by locelly-produced goods, will i n   . a l l   l i k e l i h o o d  be t o  
the advantage of the less-developed  regions where there  are 
natural  resources  (coal and non-ferrous  metals) which could be 
worked f a r  more intensively  than  in  the  past .  

TABLE IV 
REGIONAL CONTRIBUTIOPJ TO TKE SOCIAL PROD'JCT 
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D. Developments in self-management 

77. The  February 1974 Constitution  provided for some 
major changes in Yugoslavia S unique  system  of  self-management ('1 ) . 
These  changes  were  introduced  with a view  to  rationalizing 
econoinic activities  through  the  allocation of greater  powers 
and prerogatives to workers  as a body.  This  modification o f  
the  machinery of self-mznagement  could  however  lead  to  the 
excessive  dispersal of decision  making  and  therefore  to 
greater  difficulty in economic  management. The Yugoslav 
authorities  are  engaged in a continuing  campaign,  waged  through 
-tile various  socio-political  organizations. .(the League,  the , . . , 

trade  unions  and  Socialist  Alliance) t o  bring  home  the 
Countryfs economic  difficulties  to  the  people  and t o  encourage 
the  self-managed units to  implement  the  directives  formulated 
at  federal  level by the  conclusion of Itsocial contracts" 
at regional  and  en%erprise  level. It is too  early as  yet 
however to form  any  judgement of the effect of these  changes 
ia the  system. 

gFLT IV - DEFENCE W3ENDITUEES 

73. This  year  has  seen a large  increase in Yugoslav 
military  expenditures,  Defence  appropriations in the  Federal 
bu-dget  are up by 48-1), rising  from 19.6 milliard  dinars  (about 
$1.15 milliard) in 1974 to 29.1 milliard  dinars ($'l .71 milliarci) 
:?or 1975. It is true that  part of the  increase is due simply 
t o  inflation and  the  rise in real  terms I s  about 20 to 25i's. 
13 addition,  the  transfer  to  the  Federal  budget  of  part of 
home  defence,  previously  financed  by  the  Republics  and comunesp 
provides  another  explanation for the  higher  expenditures, 
These  reflect  the  determination of the  Yugoslav  leadership  to 
modernize  the  forces and to  improve  conditions for servicemen. 
1°C is apparently  intended in particular  to boost the  production 
of national  armaments and of foreign  armanents  produced under 
licenceo  to  -3urchase  certain  type-s, of advanced  equipment.  abroad . , 

and to update  training  facilities, 

79. With  the  economic  situation as uncertain as it is, 
this defence  effort  may  seem  surprising  particularly  since it 
could  have  unfavourable  repercussions on the  economy as a 
whole. The  increase in military  expenditures  could  add  to 
inflationary  stresses  and  the  purchase of military  equipment 
abroad  seems t o  be in contradiction with the  reauirement  to 
reduce  the  trade gap. On the other  hand, an increase in local 
amaments production  could  have a positive  effect on the 
employment  situation, 

(l) The growth of self-management in Yugoslavia,  since  its 
introduction in 1950, is described at Annex II t o  this 
Paper 
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i 1974 Populatfon(1) 
.. 

Bosnia  and 
Herzegovina 
Nontenegro 

Croatia 

Macedonia 

Slovenia 

Serbfa 
I -~ ~ 

.> Mid-year estimates 

turce: Statistical Pocket Book of Yugoslavia, 1974 + Indeks 
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Agriculture, fishery and forestry 

Transport and cornunications 

Commerce  and the hote l  industx-y 

Cultural and social  activities 

- 
(1) Domestic workfn population, i.e. excluding Yugoslavs 

Source: Statistical  Pocket Book of Yugoslavia, 1974 

working abroad 7 589,000- in 3.971) . .  
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TABE C 

EMPLOYMENT 

c 

1 
L 

Number of employed(1) 
(in thousands) 

Registered  unemployed(2) 
(In thousands) 

Registered  unemployed as a 
percentage of employed 

Emigrant  workers (4) 
(in thousands) 

1: 

1972 

4,210 

315 

7.5 

(909) 

4,514 

446 

9.9 

.- 

Paid  domestic  employment 
Outstanding applications for employment  (average of figures 
recorded at t h e  end of each month) 
January - November 
later years 

1 .  1971 census; only varying estimates are available  for 

( ) Estimate 

Source: Indeks 

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



TABLE D 

Source: S t a t i s t i c a l  Year Book of Yugosl-avia, 1974 

TABLE E 

Agriculture and f o r e s t r y .  

Industry 

Building 

Transport and communications 

Commerce and the h o t e l  trade 

Other a c t i v i t i e s  

Social  product 

Source: Indeks 
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N A T O  C O N F I D E N T I A L  

TABLE F 

PER CAPITA INCOME 

(dinars  at  current  prices) 

1 ( ~ ~ ~ ~ ~ ~ ~ ~ ~ )  Macedonia 1 Slovenia Serbia(1) 
! I 

Excluding Kosovo [g) Provisional figures 

Source: Statistical  Yearbook of Yugoslavia 
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-7- AWNEX I eo 
AC/12'/-D/slO 

TABLE G 
FOREIGiJ  TRADE: BREAKDOWN BY COMMODITY GROWS ACCORDING TO THE  SITC  CLASSIFICATION 

PRODUCT  Year 

Amiculture  and  food 
of which:  live  animals 
of which:  meat  and  meat  preparations 

Drink and  tobacco 

Raw  materials 
(except  mineral  fuels) 
of which:  wood and cork 

Mineral  fuels 

Animal  and  vegetable  fats 

Chemicals 

Manufactured  goods by tme 
of which: textiles 
of which: base  metals 

Machinery and transport  equipment 
of which: non-electrical  machinery 
of which: electrical  machinery 
of which: transport  equipment 

(shipbuilding) 

Miscellaneous  manufactured  goods 
of which:  clothing  and  footwear 

Other  articles 

TOTAL 

1972 

14.9 
4.3 
6.7 

- 

2.6 

% 

0.8 - 
0.0 

6.4 

27.0 
4.6 
13.7 

24.4 

7.6 
5.8 

11 .O 
(7 .3)  

- 
- 

- 

- 15.2 
10.3 

0.5 

100. O 

1973 

14.0 
1.7 
- 
7.1 
2.1 - 

34 
- 0.8 

0.0 

6.2 

28.5 
4.6 
15.6 

24.7 
4.8 
8.0 
11.9 
(6.2) 
lfj.4 

- 
- 

- 

8.7 

0.7 

100.0 

Sources:  Statistical  Yearbook  of  Yugoslavia,  1974  and  Indeks 

COMMODITY Y ear 

Amiculture and food 
of which:  cereals  and  sugar 

Drink and  tobacco 

Raw  materials 
(except  mineral  fuels) 
of which:  textile  fibres 
of  which:  leather  and  pelts 
of which:  cores 

Mineral  fuels 
of which:  crude oil 

Animal and vegetable  fats 

Chemicals 

Manufactured  goods by type 
of which:  textiles 
of which:  base  metals 

Machinery  and  transport  equipment 
of  which: non-electrical  machinery 
of  which: electrical  machinery 
of which: trans  ort  equipment 

(cars7 

Miscellaneous  manufacturea  articles 

Other  articles 

TOTAL 

1972 

9.3 
4.0 

- 0.2 

% 
0.9 
1.2 

- 5.4 

- 1.3 

2.5 

10.8 

26.1 
4.3 
13.2 

- 31.5- 
19.2 
5.1 
7.2 

(1.5) 

4.7 

- 

- 
O. 3 

100. O 

N A T O   C O N F I D E N T I A L  
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TABLE FI 

TRADE SURPLUS (+) OR DEFICIT (-) 
BY TYPES OF COMMODITY 

1. Agriculture,  foodstuffs,  drink  and 

2. Raw materials,  mineral  fuels,  oils 

tobacco  (SITC O + 1) 

and f a t s  (SITC 2 + 3 + 4) 

4. Non-electrical  machinery (SITC 71) 

5. Electrical  machinery  and  transport 
equipment (SITC 72 + 73) 

6, Miscellaneous consumer goods 
(SITC 8) 

(millions of dinars) 

+2,265 

-2,960 

-3 651 

-4 9 931 

+l 352 

+l , 557 

1969 
- 

+2,402 

-3 673 

-4,109 

-5 503 

-1 9 691 

+l , 357 

Sources: Statistical Yearbooks of Yugoslavia and Indeks 

1970 

+l, 817 

-4,956 

-8, 581 

-6,753 

-3 , O09 

+l, 152 

1971 

+ 382 

- 6,467 
-10 9 O39 

- 8,202 
- 1,539 
+ 1,439 

1972 

+l, 410 

-5 972 

-7,602 

-a, 317 

+ 292 

+3,206 

- 831 

- 9,634 
- 9,189 
-10,481 

- 1,604 
+ 3,406 

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

1974 

- 4,515 
-27,204 

-16,787 

-18,290 

+ 3,037 
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h T A T O  C O N F I D E N T I A L  

TABLE I 

GEOGRAPHICAL PATTERN OF YUGOSLAV T W E  

ANITEX I to 

t a l  

I Estimate 
Millions of dol la rs  
Germany? Belgium, Denmark, .France, I ta ly ,  Ireland,  Netherlands,  United Kingdom 

) Bulgaria,  Czechoslovakia, GDR, Hungary,  Poland, Rumania, Soviet-  Union 

Irces: for 1972 and 1973: Direction of Trade (W) 
f o r  1974: Indeks and 'data taken from the study on  the  Yugoslav economy supplied by 
Canadian  Delegation 
The 1974 figures do not  come from the same  sources as the 1972 and 1973 figures  and 
are not, therefore,  strictly  comparable,  statistically  speaking,  However, t hey  givl 
8 good  indication of the geographical pattern of trade. 
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TAEU3 J 

INDUSTRY: EMPLOYMENT AND OUTPUT 

CIliLO 

4 

' Contribu- I 
force 

Sector at ion of , 

. .  . .  

social  pro- 

I 

lectricty 
oal and  coke 
rude oil and  by- 
'roducts 
ron and  steel 
:on-ferrous  metals 
[iscellaneous  minerals 
[echanical  engineering 
lhipbuilding 
:lectrfcal  industry 
bemical  industry 
Zuilding  materials 
rood industry 
'aper  industry 
'extile  industry 
.eather  industry 
tubber  industry 
?oodstuffs industry 
Ither  industries 

COTAL 

2 .? 
3 -7 

1.1 

3.7 
3.4 
2.9 
19.1 
1.6 
6 . 3  
5.8 
4.2 
8.8 
1.9 
16.3 
3.5 
1 . 3  
8. 6 
5.1 

-7 
! 
i 

J 

6.5 
2.9 

2.9 

3.9 
4.0 
2.2 
17.5 
1.6 
4.9 
7 . 3  
4.6 
7.4 
1.9 
12.4 
2.8 
1.0 
9.7 
6.5 

-"--l 
Growth rate of 
industrial  outpu 

I 

12 
O 

1 

8 
11 
1 
3 

25 
9 
13 
9 
8 
10 
10 
11 
11 
7 

5 
2 

6 

7 
12 

5 
8 

- 2  

7 
9 
5 
2 
7 
6 
2 
7 
6 - 

Yearly  average 1121 Current  prices 
Sources:  Statistical  Yearbook of Yugoslavia, 1974 and  Indeks 

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



?KJL-27-D/510 

TABLE K 

COMPARISONS 

t 

Note: It should  be  remembered  that only fairly  arbitrary 
estimates can be made of national product‘ln Eastern 
Europe;  the figures given are  therefore only 
approximations  and  are  unsuitable for strict  com- 
parisons.  The  results  obtained  depend in large 
measure on the exchange  rates  applied  for  the con- 
versions and the  methods  used  to  derive an estimste 
of National Product from the net material  product. 

4 

Gross  domestic  product  (Source: OECD, National  Accounts) 

product in 1972, US Department of State) 
f ; ]  Gross national product - (Estimates - Source:  Planetary 

~ T A T O  C O N F I D E - N T I A L  
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LEND OF PERIaD) 

r 
1 -1973 1st quarter 

2nd quarter 
3rd  quarter 
4th quarter 

l : 
i f i 

1974 1st quarter 

. I . 3rd quarter 
2nd quarter 

I 4m quarter 
I 
1 
f 

Source: In t e rna t iona l   f i nanc ia l   s t a t i s t i c s  - 
IMF February 19’75 
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TABLJ3 M 

THE PATTEkW OF DEFENCE EXPENDITURE 

Sources: L I 0  (Statistical Yearbooks and OECD (Economic 
Survey of Yugoslavia, 1974 1 
For 1975: Financial Timesp 16.1.1975 

Mote : The yearly  comparisons should be viewed with 
circumspection as a result of changes in 
budget responsibilities between the .  Federation 
and the Republics in the defence f i e l d .  
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"1" 

1. Apart from a shor t  per iod (1947-1950) when it was 
administratively mana,@ from the  centre on the  Soviet model, 
the Ycgoslav economy has  steadily moved towards a system of 
increasingly tmtonomous production units. The puypose o f  t h i s  
Annex is t o  describe briefly the progress of self-management. 

2. Self-management was formally  introduced by the Act 
o f  27th June, 1950, which decreed the handing over of the 
w a i n g  of  enterpr ises  t o  work co l lec t ives  and the  creat ion o f '  . 
Workers' CounciLs, which e l e c t   t h e i r  own executive body (Planaging 
Bcards) It was not until ,  1952, with the adoption o f  the  law 
abolishins centralized  planning an.d the  detailed  instructions 
t o  en te rpr i ses ,   tha t   the  new system really got  going. The organic 
law O% 3.953 fur ther   ref ined the ins t i tu t iona l  framework 0.f 
self-management and extended it t o  all. branches o f  socfal- 
act ivi ty ,   After  the first congress of the Workers' CounciZs, a 
new s e t  of  measures were t a k e i ' i n  ?-95,8 with a view t o  strengthening 
the  r ights o f  the co l lec t ives  and spell-iz~g out the s t ructure  and 
respons ib i l i t i es  of  the Workers * Councils. 

3.  Self-.-managernent was incorporated into the 19&3 
Constitution as the universa?- system of management f o r  a l l  
work col lect ives  in all branches and f o r  the socio-political 
communities; The Workerst Councils were confirmed 8s having 
prime responsibility f o r  qeneral po l i cy  governing the running 
of the  enterprise;  i ts members were elected  direct ly  by the 
workers f o r  two years and in   tu rn   e lec ted  M~akg~~~-Bosrds t o  
take  decisions on the operation and ac t iv i sy  O P  worr"--" 
organizations  (enterprises) Last ly ,  the Workers1 Councils 
took par t   in   the  nomination of the Director  whose task was t o  
carry ou t  the fiecisions of the CouncL1 and other  managhg - . . . 

bodies and t o  represent the wcrk organization.  Nonethzless,  the 
TZGTauthori t ies  and the Economic Chaubers s t i l l  retained scme 
control over the self-management o f  work col lect ives ,  

.. i_L,.li"y,. C"..".."", 

_..". .. ..."L_-_"I 9 

4 . Ln 19",5, economic reforms, which were in tmded t o  
i n s t i t u t e  a code of  behaviour more c lose ly  aligned on a market 
economy, increased t'fie r61e OP the enterprises fn decision- 
taking. A% the same time, measures wese taken  to,allow  the 
enterpr ises  mme 5-nternal autonomy, e.g. by giving  the Workers' 
CounciLs sovereign  responsibil i ty f o r  nominating the  Director, 
on the recomaendati-on of a select ion board on which the loca l  
authorities and the enterpr ise  were equally represented 
(pseviouslp, the local author i t ies  had the Last word), 
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5.  The process was taken a s tep   fur ther   in  1958. In  order 
t o  make the scope of self-management commensurate with the 
increased economic measures available t o  the  enteryrises,   the 
Government sought to   give the  la t ter   greater   la- t i tude with regard 
t o  t h e i r  managing bodies and the   l a t te r ' s   respons ib i l i t i es .  To 
this. end, AmeEdmenL XV t o  the 1-963 Constitution  stated.   that   the 
workers 1 of t h e .  work organlzaCion,  (enterprise)  should s e t  up the 
managing bodies,  determine  their f i e l d  of action and the length 
of  t h e i r  mandate and decide on the  conditions and procedures 
governing the i r   e l ec t ion  and resignation. 

6. In  prac t ice ,  however, t h i s  amendment seems t o  have  been 
counter-productive i n   t h a t  it has  often  led t o  a Porn of 
"bureaucratisation91 with the  directors and executive  staff 
monopolfzing power on the self-management bodies. This has 
happened because  there  has been a tendency on the   par t  o f  the 
workers t o  leave  the  running o f  things t o  persons  considered 
more competent in  questions of managementp and also because the 
economic trend has been  towards larger  and nore  concentrated 
enterprises.  Thus, while t h e  ea r l i e r   l eg i s l a t ion  provided t h a t  
three  quarters o f  the members of the Workers' Council and of the 
Managing Boards should i n  theory be  chosen Eroi?: among the 
production WOTkerS, t h i s  was no longer  the  caac i n  a larpe 
number of enterpr ises   af ter   they had  been reorganized i n  the 
l i g h t  of  Amenhent XV. 

7*  The const i tut ional  amendments o f  1971 b r o w h t  about a 
further  appreciable  reduction  in the ecoEomic powers OP the 
Federation  in  favour o f  the  republics and loca l   au thor i t ies  and 
thus  stepped up the  process OP d.ecentralization. The greatest  
novelty of these  consti tutional changes is the introduction of  
Ilsocial  contracts9t concluded between the  enterpr ises  and the 
socio-polit ical  communitfes a t   t h e   l e v e l  of the  republics. 

8 ,  The  new Constitution  adopted on 21st Februa.ry, 3.974 
markedly  changed the.form of self-management by fur ther  
decentralizing the centres of ac t iv i ty  and increasing  the self- 
management r ights of the workers,  thus impingin.g on the 
prerogatives of executive staff. 

9. By formally incorporating the Elementary  Organization 
of Associated Labour (OAL), which can  be defined as the smallest 
un i t  capable of producing  marketable good$ and services,   the 
1974 Constitution would seem t o  have taken  the  decentralization 
of economic a c t i v i t i e s   a s  far as  it can go. Henceforth,  each 
un i t  is expected t o  have a very wide measure o f  autonom::. While 
it w i l l  be possible  f o r  several EOALs t o  jo in  one and the same 
work organization  (enterprise), by a contract  of association 
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(self-management agreement)  these same ROLs will also be able 
to leave the en te rp r i se   t o  which they had previously been 
attached;  Article 37 o f  the  Consti tution  st ipulates however that  
such action may not be taken i f  there is m y  r i s k  o f  hampering 
or paralysing work i n  the  other  elementary  organizations  or i n  
the labour organization as a whole. 

10. The sa l ien t   fea ture  o f  the  internal  organization of: 
each unit seem t o  be the colnplete end continuous  responsibility 
of the  managing bodies towards the s t a f f  vrho set  them up. In  
other words, i t . appea r s  tha t  the Workers' Counci'ls and the 
other managing bodies merely relay  decisions  taken  entirely 
and d i rec t ly  by the s t a f f  assembly. 

11. It is still  t o o  earl-y to perceive  the  results and 
economic consequences of the changes made t o   t h e  system OP 
self-manaTement in   t he   en t e rp r i se s  under  the 1974 Constitution. 
The main problem of Yugoslav self-management - a unique  venture - 
is t o  combine a system which gives  the rank and f i l e   r e a l  power 
t o  take basic  policy  decisions .for the  production  unit with the 
s t r i c t  and effect ive management essent ia l  f o r  national develop- 
ment. The Yugoslav Authorities hope that the changes introduced 
i n  l974 will make it possible t o  achieve a balance between these 
two driving forces and thereby bring about a more ra t iona l  
organization of  the economy with increased  participation by a l1  
workers. However, such a system  could also lead t o   t he  
fragmentation of centres OP ac t iv i ty  and 8 break-up of the 
decision making process which would vir tual ly   rule   out   the  
economic co-ordination  essential  to  rational  organization. , 

""*" "., ~ . " " ~ - . * _ _ C U I " Y L . ~ ~ ~ ~ ~ " " L " L - Y . " _ I . - C U . ~ " ~ . ~  

Main works consulted:  "Constitutions e t  documents polit iquestt ,  
&r."D%~e%?ge?=-Lm??~" ttSocialisme e t  autogestion", A .  Plerster - 
1964. Vorkers  Management and Workers' !;rages i n  Yufrosl-avia9* 
H.M. Wachtel - 1973. "Les cinq communismestf, G. Martinet - 197l. 
Notes e t  études documentaires No, .3885-3889 of 10th May, 1972. 
Financial Times. Le Monde. Le Monde diplomatique 
(February 1975). Radio Free Europe research papers. Constitution 
of the Socia l i s t  Federal Repu'Slic of Yugoslavia Beograd - '1974. 
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