
e/ 
c N A T O  C O N F I D E N T I A L  

ORIGINAL: ENGLISH 
25th II.. May, 1973 

WORKING PAPER 

ECONOMIC CONI'4ITTEE 

RECENT ECONOMIC DEVELOPNENTS IN THE USSR AND EASTERN 'EUROPE 

Note bv the Chairman 

The attached report is the latest in the series o f  biennial 
summaries of economic developments in Warsaw Pact countries. 
reports have for several years been submitted t o  Ninisterial sessions 
of the Council as background papers in the form of  Reports by the 
Chairman of the Economic Committee. 

These 

It is suggested that this practice be continued. 
Delegations are invited to contact the Chairman if they wish to make 
changes or additions to the renort. 
comments received as of 4th 
the paper into a "Report by 
placed on the Agenda of  the 

On the basis of all such . 
June, 1973, it is proposed to revise 
the Chairman1' which would then be 
Ministerial meeting of the Council as - 

a background paper. 

(Signed) Y. LkULAN 

NATO, 
1110 Brussels. 
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Economic ,grovr;J.f;h i n  l!arsaw Pact countries _in I972 YICS 
the slowest i n  20 ye8rs9 largely because of stagnation In  %lie 
Soviet econom (which represents over three-quartem 02 the 
%astern t o t a l  3 . Unfavourable weather, and misdirection oL 
iilvestment, conbined with the fundamental handicaps of  labour 
shortages, resource de-letion, and econoiriic centralization, 
yo6-uced an agricultural  c r i s i s  , construction delays a record 
-os-har low i n  growth of  industr ia l  production, and slior-kf aLls 
i n  output of  consmer goods i n  the USSR. 
I n ' l - 75  y l a n  are probably unattainable. 
hoirever, maintained the i r  scheduled ra te  of growth under five- 
year ulans because o f  generally more favourable perloilriaiice i n  
a:;'rFcirlture and investraea-t. A need f o r  basic ecoiiorriic rez"oms 
t o  reduce waste s t i l l  ex is t s  i n  the East but faces possi'nle 
o--osition from vrorl-ers as well. as central planners. In ?07and 
=and Hungary, promising experiments w i t h  wage reform xi-e a:3:xtreiitly 
regarded as threats  t o  $ob security. 

The major goals of the 
East European couiltries 

2. Clearly, the USSR md its a l l i e s  are loo!;iri,g ?-ncreasFnglt,r 
t o  ;.'es-tern technology, p a i n ,  and credi ts  on favouï-able terms as 
the main remedy l o r  economic stagnation - and are coluiting on a 
7ono-tem supporting framework of  Eas-t-:?est pol i t i ca l  detente. 
The Soviet Union a l s o  probably cal-culates that  mounting Yestem 
C-emnd f o r  energy and minerals might f ina l ly  remedy its pr imfpal  
ti-ading hand-icap - a shortage of competitive exports. In 1372, 
p o v t h  of Soviet conmerce w i t h  industrialized Western coux-bries 
accelerated- as purchases of bo'ch grain and machinery in the 'Jest 
bFoke past records 
i n  -;;he price o î  Soviet gold so ld  on the f ree  market- The most 
iimportant factor,  however, has probably been the conclusion of  
Zia j o r  po l i t i ca l  agreements with Western governments and the 
strbs equent spread o f  industri  ab-co 0pera.t ion arran&anei?t s -khat 
- emi t  -;;he USSR t o  ?ay over time for Western machinery with 
Soviet commodities, lmgely minerals. 

Pinaicing vas fac i l i t a ted  p a r t l y  by the j?9se 
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ummrd trends i n  Eas-t-West trade and indus-Lrial 
cooperation havê continued i n  êai-ly 1973. 
East-lkst economic relat ions has a l s o  been prornoted by i-ncreasing 
Eastern contact w i t h  international economic organizâtfons aid by 
fur ther  agreements with Vestern compmies and governments, sone-times 
v i th  Eastern concessions. NosL important a recent Soviet prass 
caïpaign encourages domestic expectations for Western aid 2.n rais-  
ing Soviet l iving standards. These developments ho16 advatages 
f o r  the Alliance i n  the framework o f  both trade and negotiabions 
with the East. 

Normalization 09 

A. Domestic Production and Growth 

(i) The USSR 

4. a i e  Soviet econoniy i s  i n  the m i d - s t  of i t s  aost severe 
s7ot.rdovm since the -i9ms0 While average annual growth o f  5;: o r  
aom has been projected i n  the @an fo r  1971-75 and regzitm3.y 
achieved i n  the past ,  GNP is estimated to  have r isen about I .5li 
i l2  I972 af te r  an increase i n  the neighbourhood OZ 3.55: the yea?  
ber'ore . The basic, long-term problems are j-ncreashig inves-btlent 
costs,, declining grovrt?? of  employment, and high-level Golicies o f  
centralization ani! self--sufficiency that create waste and i p h f b i t  
technical advance. Additional causes of  the slowdown 5% 1972 were 
(a) unusually unfavourable agricultural  weather ant! (b) increzsing 
nisnmagement and ùisyersion of investment funds. 
accordingly f e l l  behind schedule and labour produc-LivFtg (the main 
driving force or^ industr ia l  output) rose considerably l e s s  t i i ~ ~ i  
e i ther  planned for 19'72 o r  achieved i n  1971 Similar slozrdoï,r-.s 
occwred i n  such ]:e production sectors as chemica2.s (ii?,ClLidinig 
nineral f e r t i l i z e r s  , t ractors ,  and even natural  gas; s low  deveiop- 
nent of gas deposits i n  Siberia apparently prompted a visf.-k by 

exyamion of  output i n  1972 was a t  a record low f o r  ineustyy and 
I"e2.3- almost 5;; i n  &solute terms i n  agriculture. 
Irere reported for grain and several foodstuffs. 

ayid foreign exchange reserves. 
recext years t o  consuner goods i n  industr ia l  pro&xt,i_oi? was 
discontinued. Output of  steel, coal, e l ec t r i c i ty  w d  sroducer 
goods generally - t radi t ional  leading sectors prior t o  the 1960s - 
rose. on o r  ahead of schedule. 
industr ia l  consmer i t e m  f e l l  below both plan and 1971 ~~erfomance .  
Eie same was t rue  of  housing, consumer services, rea7 income ,ver 
ca-ita, r e t a i l  trade and output o f  fabrics. Substantial, s~-oird~oams 
froin 1971 growth rates were registered for social  welfare, 
yoduction of cer ta in  household appliances, and outgut of 1ii;h-t and 
f 0 0 G  industries (which rose only 355). 

- 

P l a i t  co:qletionç 

~~ ~ -~ 
~ 

3 
n las t  J5ijua-V-T As &Tesu1 t-of =théSëshoc!%;- 

Poor 1ia.rvests 

5. These setbacks were reflected primarily i n  l iving standards 
In 1972 the pr ior i ty  assii-iled in 

But growth of  production o f  
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6. Li.ttle hope fo r  recovery this year is  generated by the 
yub7ished portions o f  the 1973 economic plan, which rep-esents a 
substantial cutback from the original targets  f o r  t h i s  year in 
the Five-Year Plan. 
September respectively, F i r s t  Secretary Brezhnev aid.  3renier 
Xosygin signalled an increasing auster i ty  i n  resource allocations 
tha t  is  borne out by the relat ively low growth ra tes  targeted Eor 
key indices re la t ing t o  consumption, investment, employment and 
productivity. The solution proposed f o r  reported nisnana~ensnt 
OP investment i s  a reversion t o  greater central  control, t~h ich  
has in  the past beex generally recognized as  a major cause 02 
vaste and inefficiency i n  the USSR. Not surprisingly, econotiic 
per2omance showed no improvement i n  the first quarter of  1977. 

T n  major sseeches of l a s t  December and 

7. The principal basis f o r  the 650 overall ra te  o f  e:q,usion 
-lamed i n  1973 is  clearly agricultural  output, which has an 
mbitious growth ass ignent  o f  12.6:; that  w i l l  be difficu-lt  t o  
neet wi-bhout unusually favourûble weather , The famii?g sectoi-, 
however9 remains a highly uncertain basis f o r  the forecast o f  
ra2i.d Soviet economic growth - particularly since the ares  02 
triiz-ter wheat which P i a s  seeded las t  autumn was 2% Less tlian Fi?, 
the previous year . 

8. The consumer is  again evidently scheduled t o  absorb 
ifiLLCh of  the result ing economic slowdown. 
"c're reversal of re lz t lve  p r io r i t i e s  as between grotrbli rztcs: 
output O€ producer goods i s  projected t o  r i s e  6.3;is "chat o f  
cOnsuner goods is  cut back t o  a 4.5s: pace. 
cttûined l a s t  year is  also projected f o r  money wages, re-tai7 -i;rad.e, 
socia.1 welfare, and l o o d  production. In March, Soviet o f 3 c f a l s  
aCiU?it-i;ed tha t  butter and potatoes  were being ratioued- in sone 
areas. 
on the uncharacteristic themes o f  the relat ively hizh l iving 
standards i n  industrialized Vestern countries a d  'Che  ?ossAbiLi%y 
or^ increasing Yestern economic assistance to  the üSSR. 

The 1973 -1an consolidates 

Slower exxms3oii tlian 

while 

A t  the same time, a press campaign was being develoL3ecl 

(ii) Eastern Europe 

9. During 1972 economic espansion i n  Eastern Euro;?e as a 
vho1e con-tinued on schedule, nearly equalling the uoderately 
i-a$(?- average annual rate (6.8% i n  terms of IJet Xaterial 'YroCuct) 
poJected i n  Five-Year Plans. 
registered by Foland, East Germany and Czechoslovakia, where ,ii?wth 
of iiivestment and agricultural  output accelerated. 
the pace of emansion sl.otzred somewhat from the 12 . 5;; growth 02 
Ket Tkterial Proiluct attained i n  1971 but - a t  10;: - renaiiiect the 
fas tes t  i n  the Kamw Pact. 
sv~bstantlally i n  these countries. 
successive years 02 mediocre agricultural  resul ts ,  has fa l len  C a r  
shor-l; of i t s  Five-Yem objectives. 
Yroduct was lowest (55:) i n  Hungary, where investmen-k, irii~~o;?ts ând 
rea l  income were held back by policies of constrain-t and receii-bal- 
ization that had been applied t o  curb inflationary demand aiü t o  
U-nit the experiment with economic reforms tha t  accoinpanied it. 

Even higher ra tes  than ;Jlmied were 

fi?, ZWMII%~, 

Indices of l iving stmdarcts a l so  rose 
Only Bulgaria, with bro 

Growth of Net Ih t e r i a l  
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f o r  1973 appear generally consumer-orientated. 
Increases of 6.5:; o r  more-in real incomb are projected f o r  
Rumania, Poland, and Bulgaria. In the GDR, production of 
consumer goods 
as tiell as domestic markets, is scheduled t o  grow a t  accelerated 
rates, s q a s s i n g  that o f  producer goodsy and t o  receive a 
massive increase in investment. 

vdiich face considerable demand Lron foref-gn 

E. Problems: Refprm and Inflation 

4 1 .  No f i r m  indication ha5 appeared of a genuine ecoiiolllric 
reform along the l ines  of a decentralization o f  ecoiiûiilic -over 
md unleashing of market forces .  
re-establishing central  controls 
value have been cormenced by Poland i n  January and the USSR i n  
April. In  both. cases E associations of industr ia l  enterprises 
have been granted nominal decision-making authorlty (as i n  the 
i n i t i a i  T-Iwigarian reform of 1968) . 
vhether (as i n  the 'rIungarian case) t he i r  activities,would be 
cramped o r  subsidized by the centre. 

subject t o  opposition fron workers as well as  central  p7amers. 
A new Polish wage scheme would make wages dePenCent on seles ,  
vhereas a Hungarian experinent w i t h  *Qbloc-payrnents:c involves 
parient of a lmg s m  t o  the smallest group o f  workers caFable of 
performing a given task. 
productivity and thus offset labour shortages . Both, hovlre-,m-, are 
apparently regarded- by workers as threats- t o  -3ob securi-by and .may - 
Zierefore not be widely applied. 

The sensitivity o f  -East=Europear- consuners =to rising -~~ .= - ~ = ~ ~ 

-rices of  basic necessit ies has a l so  inhibited noves t o  cm3 
excess demand and inflatioiiary pressures. 
13ungaria.n dairy products were raised 14-28$ i n  January i n  response 
t o  excess market demand; wages o f  certain industr ia l  workers 
turn were boosted 8;: i n  March. 
frozen through Novenber, but inflationary pressures are consider- 
cble: 
booa i n  investrnent, which had risen 21:; i n  1972. 
were reportedly a l s o  administered i n  Czechoslovakia but vithout 
nuch success. 
l a s t  year i n  the USSR; personal savings rose 14;; as ccnsuÏ.iem 
refused t o  spend these funds on the goods available. 

Yhile Hungary tias been 
new experimefits of  ~3-ubious 

it remains unclear, however 

12. The process o f  economic reform i n  the East is a]?sa.rently 

Both ideas are designed -Lo spur 

7 
__ -? 3. 

Retail prices 02 

i n  
Pol ish food prices are curjrcxtly 

in March, central  controls were re-applied t o  slorr down a 

Latent inflationary pressure contkued t o  build-up 

Such constraints 

C. East-lfest Economic Relations 

( i )  Trade 

14. The foreign trade of Warsaw Pact countries Last year  

P.luch o f  the Soviet import boon 

recovered somewhat from the retrenchment of 1971 risiiiz qO% The 
saue pace was achieved by the USSR and the GDR and eveii lasteer 
r a t e s  by Poland and Rumania.  
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apnarentlv oriainûted i n  commerce with industrialized- I.!estem 
countries; whiCh rose  a record 14?< i n  ? 72. The Triilcipal 
Vestern trading partner of  the  USSR las -& year was the PRCI, 
closely followed-by Japan. Soviet imports o f  grain and o-klier 
coi?smer goods grew about $1 b i l l ion  while imports 02 14es-krn 
naclihiery increased by 259; ($250 million) over the 1971 level. 
The main factors responsible were probably poor econonic ger- 
foniance a t  home and easier financing i n  the Vest, where goLd 
y i c e s  rose and where c red i t  terms eased as demanc? f o r  e;-ort&le 
Soviet minerals mounted. 
Soviet trade def ic i t  last year was financed by sales OP gold 0v.t 
02 current Soviet production, While Soviet machinery orders  f o r  
future delivery spurted t o  a record i n  1972, a t  l ea s t  half OP 
-7nFs t o t a l  (which included $400 million i n  gas-pipeline ecru:-prient) 
vas covered by industrial-cooperation agreements imolviiig 
TYestern credi ts  renayable i n  goods instead o f  hard curreizcy. 
According t o  a recent ECE report, such East-West agï-eertlents  OPT 
iiwber about 600 and account f o r  15% o f  the exports o f  certain 
Zast Zbropean countries. 

Probably a t  leas t  $300 ni l l ion  of the 

15. East-West trade prospects f o r  1 and beyonù -?car 
:?avourable, particularly as regards the U . Comerce w i ? - l  
probably continue t o  benefit indirectly from schecluled. liigl?--- 
level East-West v i s i t s ,  from the discussions i n  the Îï-ariiei;ork o f  
a CSCX:, and from the attendant atmosphere of  detenbe o r  ûgreeiieïits 
on cooporatfon, In the purely commercial sphere, Soviet e:z>orls 
are benefitting fron the continuing se l le rs '  market for  fuels ,  
~~la- t inwi ,  diamonds, and gold. Soviet earnings i n  '..Testem Ewwoy? 
will- be augmented by a recently completed natural-gas pipeLiire 
Sroa Western Siberia. The USSR has a l so  recently s o l d  idis f i rs t  
ci:-iched uranium i n  the IJest. 

16, Indications are considerably more dramatic as regards 
Soviet impor t s .  
p;-o+rarmes the Sovict Union w i l l  probably impor% $2 billion OP 
grain t h i s  year, par t ly  uider e,xpected orders f o r  ai additio:îul 
IO million tons of cereals o r  nore froin the Vest. The Soviet 
y e s s  build-up on the theme o f  increasing Soviet-7es-Cern economic 
cooperation has beex valid-ated by events. In Apr i l ,  a record 
$4 bi l l ion  inùustrial-cooseration agreement with the Cccidentaal 
Coqoratioiz of the US vas announced: 
m t s  reportedly t o  be Grovided under cred-its repayable vit11 Soviet 
chcm?-cal f e r t i l i z e r s  over 20 yec?'ç s ta r t ing  i n  1978. The USSR 
lias also been ofs^e;-ed 2bout $600 million i n  new lii1es of crec'it 
by ;,Testern banks so Zar -Unis year, In March, Preniei- Taïielra 
z-egoFizedly promised favourable consideration o f  a Soviet request 
foi- about $1 b i l l i o n  i n  Japanese equipment and long-term credi ts  
for: a Siberian pi-eline t h a t  would eventually provide oil i n  
repyriient . 

To f u l f i l  i t s  ambitious livestock and. dietai-y 

Fer t i l i zer .  p l a i~bs  ancl :$--e 
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77. in Eastern Europe, Poland has been the beiie2iciajj 02 
about $65 million i n  bank credit  l ines  since January and h2.s 
continued t o  order Yestern machinery a t  the $300-million aimual 
r a t e  achieved i n  1972. A Polish government statemzit 02 i4arcli9 
however, hinted a t  possible res t r ic t ions on imports 8s part  
o f  -the anti-inflationary programme. In the GDR, i q o r t s  fro21 
the Vest are expected t o  r ise  strongly th i s  year i n  su9po-i; 02 
a ?lanned 9$! increase i n  investment. 
I<uigary, Rmaniû and Bulgaria have benefitted Iron the recen-i; 
r i s e  i n  world prices of meat. 

On the export side, P o l a d ,  

(ii) Contacts and Agreements 

I 8. Bogress totrards normalization o f  East-TlJes-t ecoiionic 
relations continues. 

kizilania and Hungary, new legis la t ion perinits VesteLm firm t o  
9urchase up t o  a 49:; share of joint  ventures, though Huiizarian 
snokesmen claim tha t  such foreign investment w i l l .  be  only narglnal 
a d  exceptional . 
sroperty was sim-ed i n  Ifarch. 
?:'est Gemany and Poland concluded the first EastgYest double--i;ax 
agreeKent las t  December. 
the next East Ewnopean aFproach is expected t o  come frob : iui~;ary. 

The first Euro-loan ($50 mfllion f o r  7 
- III years) was made t o  Yi?e CONECON Investment Ssnk i n  1:arcli. 

A US-I-Iungarian claims settlenen% f o r  nationalized 

Following Rumaniar s admission t o  -the IM?, 

To f a c i l i t a t e  industria7 c o o y ~ a t i o n ,  

19, In May the Soviet Union reportedly agreed t o  open Siberian 
p - i r  space t o  Vest  Germai? flights t o  E a s t  Asia and Jco ackmvledge 
t he  FRGts r ight  t o  1-epresent West Berlin i n  cooperation ~ 5 t h  the 
'LSSSR. 
economic cooperation agreement - the l a t e s t  i n  a series concbd-ed 
~i i - th  lbestern governments - signed during F i r s t  Secretamj Brcuhrrevt s 

_ _ _  t o  Bonn--Since__January , -additional=West cs+FLve _ _ _ ~~ 

opened offices i n  ?loscot(r and signed technical cooperation E^i;reenents 
with Soviet organizations, which have extended shipping service 
t o  New York and s l i&i t iy  widened Vestern access t o  Soviet economic 
information (e.g. output of  individual factor ies)  

These Soviet concessions are aaid t o  be included i n  %he 

20. In  mult i la teral  dealings ~ Sovie t  readiness in practice t o  
conduct commercial transactions with the Common 1.b.rLe-t was 
denonstrated i n  a recent butter purchase amounting to  $ô5 DXLLion 
aid l a  the nuting 02 Soviet criticism of the EEC a t  ;m Last-:Test 
trade conference. 
Coyright  Conven-tlon, which may hinder publicatioa abroad by 
6-issident Soviet writers, but a lso  obligates the Soviet at?thori-ties 
t o  pay royal t ies  on Yestern writings published i n  the USSR. 

In March, the USSR adhered t o  the Universûl 

D. Conclusions . .  

27. Tke implications o f  these developments a r e  c lear ly  . 
fwourable f o r  the Alliance i n  the framework of  both tra6-e aid 
negotiations with the East. Economic stagnation has increased the 
SovLet need f o r  cooprat ion w i t h  industrialized Kestcrn couiltries, 
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is helping t o  consolidate the Soviet policy o f  detente, anfi is 
pshizig iLloscow i n  -the direction o f  economic interdesendence w L t h  
tlie West. The importance attached by the USSR t o  improving 
economic relations with the industr ia l  Vest i s  reflekted- i n  
(i) a press campaign tha t  tends to  increase domestic emectati-onç 
Tor Xestern aid i n  raising Soviet l iving standards; (ii) a recent 
s-urt of  Soviet oïders for Vestern grain and for Ifestcm mcliLne-ry 
wider long-term industrial-cooperation arrangements; a i d  (iii) an 
Increase i n  Eas-Lem econociic contacts and agreeaents w i t h  'Che i fest .  

N A T O  ieaw C O . ~ = ~ E ) E N T I A L  
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