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N A T O  R E S T R I C T E D  

The attached r epor t  i s  the second revisioa or" 
ZD/ZC/75/30, and includes changes  suggested a t  the meeting 
of 21st May, 1975. . 

(Signed) J. BILLY 
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I. MAIN FEATUFCES 

In  l974 Warsaw Pact  countries  maintained more s tab le  
domestic  prices and external  balances than did  most indus-izial- 
fsed Western nations. Eastern economic growth was moderately 
rapid,  although slower *an i;n 1973. . In Eastern Europe  however, 
this pa t te rn  might well  change  considerab3y i n  the near   future  
because of the  delayed impact o f  the sharp r i s e   i n  world pr ices  
i n  1973-1974. Such a developnent m i g h t  pose some dilermas  for 
t h e  USSR. While i ts  terms of t rade have  improved draraatically 
with developed  countries - Communist as well  as  non-Commist - 
uninhibi ted  exploi ta t ion o f  t h i s  economic leverage on &stem1 
Europe  might increase  Weir  economic problems. 

2. To date,  East-Yest  trade is the   aspect  of  Eastern 
economic a c t i v i t y  where  worldwide inf la t ionary  forces  have had 
t h e i r   g r e a t e s t  impact - generally  favourable  for  the USSi'r, un- 
favourable  for  Eastern  3umpe. Although  a r e l a t i v e l y  small 
market,  the Warsaw Pact  area  provided NATO .countries with a 
favourable  trade  balance of about $2.5"4 f o r  the  
second  successive  year. Last year this surplus was eamed 
en t i r e ly  in Zastern where t rade  def ic i ts   in   col>vept ible  
currencies rose con y a s  a r e s u l t  of stm:lg den,?;d f o r  
Western  machinery  and  technology (espec ia l ly   in  P o l a d ) ,  p r i c e  
i n f l a t i o n  of  Western exports, and a recess ion   in  Western denand. 
The  same fac tors   l imi ted   the   t rade   def ic i t   incur red  by KAT0 and 
o ther   indus t r ia l  Western countries with the  USSR, p a r t i a l l y  off-  
s e t t i n g  the rapid  increase  in  Soviet  earning= CO, ?lver-2ible 
currencies   resul t ing from higher  world  prices f o r  Soviet  energy, 
mater ia ls  and gold.  According to   t he  BCB (Geneva), t h e  physical  
volume or^ foreign t rade  of Warsaw Pact  countries rose  nore 
rapidly with each  other  than with the   i ndus t r i a l  Vest. The 
improvement i n  i t s  t e r n s  of trade  thus  enabled  the  Soviet  Union 
simultaneously  to  earn its first t rade   surp lus   in   years   in  the 
Me.st,- and t o  increase i t s  commercial- dea l ings   in  real terms with 
i t s  Allies.  

3 .  L i t t l e   r e f l e c t i o n  of  these  external  st imuli  and shocks 
has ye t  appeared in  Zastern  domestic  economies, trhicl? a l loca te  a 
re la t ively  small   proport ion of  GNP to   t rade  w i t h  non-Cor'wist 
countr ies  and ( in   the   case  of the  USSR, Romania and Poland) 
have  sizeable  domestic  energy  resources. The Bast i s  a l so  
par t ia l ly   sh ie lded  from outside influences by pr ice   controls  
and subsidies,  although  these also tend  to d i s t o r t  resowce 
a l loca t ion .  In 1974 moderate  increases i n   r e t a i l   p r i c e s  were 
experienced by Poland (5.6:;) and Romania and Hunga-ry (aboui; 256) 
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4. Moreover,iS  should be reca l led  that repressed o r  disguis! 
in f la t ion ,  ca-dsed par t ly  by excess demand, e x i s t s   i n  a l l  VarsaVI 
Pact  countries. These imbalances and the   r i s ing  e;rten?al 'irade 
d e f i c i t s ,  however,  have been less   severe   in  most Zast Ztwopean 
countries  than  in  the  Vest.  They have been a l lev ia ted  by 
Western c red i t s  and did not have a s igni f icant   e f fec t  oil r a t e s  
of Xastern economic growth i n  1974. 

5 .  Soviet ecoaomic growth  slowed down l a s t  year t o  about 
3$ in   ' terms of r e a l  GNP and may a t t a i n  an average o f  t h e  order of  
496 f o r  the  years  1971-1 975 - credi tab le  by !lestem standards 
though short  o f  the  over-5$ rate  implied by the  Five-Yea;- Plan. 
Zastern Gurope on the  whole i n  l974 maintained a 1-apid expansion 
that seeas  to  place n a j o r  five-year-plan targets wi-thin reach, 
In  Poland, however, despite  strong  overall  performance,  local 
disturbances were reported  because of meat shortages. The 
decisive factor in   t nese  developments  appear.s t o  have Seen the  
c r i t i ca l   agr icu l tura l   sec tor .   Harves ts   tha t  f e l l  sl1ol-t of  plan 
constrained  ;Polish meat supplies and handicapped o v e r d l   S o v i e t  
performance  while an exceptionally good crop apparen-kly acceler- 
ated growth i n  Xast Germany. 

'6. The economic e f f ec t s  o f  worldwide infls-tion on the  Zast 
should become  more pronomeed in   t he   fu tu re .  Zconomic growth 
w i l l  probably be affected t o  a greater  degree by ex-kerm.1 t rade  
balances, which  promise t o  be more favourable thaa i n  t h e  pas t  
f o r  the  USSR but  unfavourable f u r  Xasten-n Gu.rope, in an e f f o r t  
Lo promote industrial   modemisation,  the USSR coatinues Lo 
accelerate i t s  advance 01-ders f o r  Westem  equipriext i n  IS74--: 975. 
In  Zastern,  3urope p however the  terms of t rade wi-%l'1 the USSR have 
recently been  reduced by an increase  in   Soviet  ener,.;y al2d 
rnatsrials pr ices   tha t   t ransmi ts   par t  of t h e   e a r l i e r  rise i n  world 
prices.  This change has been comtered but no t   bdmced  by t he  
increased  prices for X s t  Xuropean machir,ery and ecpipnen-k, 
agricultural  p.roducts aid consmer-good  exports . The resu l t ing  
pressure may lead most _?;'ast Erzropean countries t o  dive& expor ts  
froln the  West t o  the  USSR, and t o  slow down growth of  i:^.dustrial 
aad  consuner  prograrmes + The considerable  econonic  levemge 
t h a t  world pr ice  movements have  given the USSR over its. Al l ies  
may accordingly  be  exercised with discrekion and be aimed as 
mach a t  politfc&zl  obJectives - e.g. CONZCON in tegra t ion  - as a t  
commercial advaatage 6 

-_  

( a )   " t e m a l  Zconomic Rel_ations( l ) - 
v 

Soviet commerce with Lhe "industrial   Kest"  than do OZCD 
data because of  d i f fe rences   in   cowtr les   inc luded ,  methods 
of  valuation,  types of t ransact ions,   e tc .  
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6. Indus t r ia l  1;Testern countries(?)  continue t o  lead  other  
a reas   in   regard  t o  r a t e  of growth  of t rade  with the  Soviet Union 
in  value  termso  although  3astern Zurope i s  still the   p r inc ipa l  
t rading  par tner  of the  USSR. These t r e n d s   a r e   r e f l e c t e d   i n  
Soviet   data  recently  released 019 the   fore ign  cormerce of the  
USSR i n  1974. Soviet-Vestern  exchanges  rose 50:; i n   cu r ren t  
p r i ces ,   f a s t e r  than world trade,  reaching ;616,5 b i l l i on ,  This 
value i s  s t i l l  small i n  conparison w i t h  the   scale  of iiitra- 
Western commerce, but it represents, 31% of,  Soviet l oba l  t rade  
i n  money terms,  while  Eastern Europe accounts for f The 
shares had been  converging  since  1972, when t h e  Vesteri1 portion 
was only 2396, the  Zast European 55s;.  Much of this treild, a t  
least  i n  1974,  stemled fmm an inf la t ion   in   Ves te rn   p r ices  tha t  
was no t   ye t   r e f l ec t ed   i n  COMECON exchanges, 

7. Most of the  increment  in  Soviet commerce trith the  
indus t r i a l  West l a s t  year was di rec ted  a t  XATO countries,  Japan 
and Finland. A decrease of about $600 mi l l i on   i n   t r ade  t r i t h  
the  United  States was outweighed by a $4 b i l l i on   i nc rease   i n  
exchanges w i t h  o ther  members.  The  dynamism of this comerce was 
the  major f a c t o r   i n  a fur ther   accelerat ion of growth of Soviet 
g loba l  trade which rose 20$ i n  1973 and 267; l a s t  year, (See 
t ab le  annexed) . 

8. This expansion i n  Soviet-Western  cormercial  exchanges 
has resu l ted  from ( i )  long-standing  needs f o r  advanced tech- 
nology in  the  USSR and f o r  basic   mater ia ls  i n  iAie Ves t ,   ( i i )  
the  expansion of  PTestern c r e d i t s   i n  a period of de"tente and, 
most r e c e n t l y ,   ( i i i )   t h e   s h i f t   i n   t h e   t e r m s  of  trade.  In  1974 
t h e  chronic   def ic i t   in   Sovie t  merchandise t rade  was coxverted 
t o  a noderate  surplus(2) . The considerable  increase il? world 
pr ices  of e n e r a  hnd rafa materials  (e  .g,  timber and- non-ferrous 
metals) , has  correspondi.ngly  boosted  Soviet exqor-t earnings; 
this in   turn  has   enabled  the USSR t o  import a much higher 
volume of the  Western  machinery,  technology and fooctstuf9s needed 
f o r  econom!.c modernisation and consumer sat isfact ion,   In   regard 
to   o i l   expor t s ,   f o r   i n s t ance ,   t he  USSR apperently  emulated OPEC 
c.ountries.  (though it i s  not itil OPEC member), reducivlg i t s  
de l ive r i e s  t o  non-Comulist . markets by six n i l l i o s  JGoils a ?;ever- 
theless,   Soviet   earnings i n  the  industrial  Vest  increased  about 
loo%, o r  $1.5 b i l l i o n ,  as a r e s u l t  of t h e  sharp r i s e  i n  world. 
p r ices .  Adverse e f fec ts  on the Western t rade  balmce with the  
USSR i n  1974  were mitigated by (i) the  small am0Un-t; of o i l ,  
compared with Middle %astern  exporters,  supplied by the USSR, 

Tl 1 I n  the  Sovie t   def in i t ion   the   l f indus t r ia rVes%t~  comis ts  of 
,, Common Market cou1tr ies9 Canada,, Nmwayo thc  Urli-bcd 

S ta tes ,   Aus t ra l ia ,  New Zealand,  Austria,  Finland, Japan, 
Sweden and SwiLzerland, The UK Delegation a%so includes 
Iceland, Greece, Spain and Malta 

more according t o  OSCD data 
( 2 )  AbOut $250 million  according  to  Soviet data, considerably 
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and ( i i )   t h e  pronounced  Western surplus ~- more than $1 b i l l . i o n  - 
tha t  had resu l ted  from increased.  exports of g ra in  a i d  machinery 
i n  1973+ With i t s  rela.t;ivel advanced technica l   l eve l ,   the  
USSR has a correspondingly U g h  v absorptive  capacity f o r  Yestern 
technology and equipment, Last year  Soviet  imports  continued 
t o  rise &rongly,  with a decline i n  the   g ra in  scc'cor outweighed 
by an increase of about 506 ($1 b i l l i o n )   i n  imports of Yestern 
machinery, 

9 0  Strength was also evident in 1974 i n   o t h e r  components 
of  the  Soviet  balance of payments including ~ ~ i n v i s i b l e s ' ~ .  

increased with surpr is ing  rapidi ty .  Almost IO$ of  the  t o t a l  
volume o f  shipments between JaTan. and Western L-rope has been 
captured by a j o i n t  Soviet-Japanese-Swiss  venture,  started i n  
1971, that   t ransports   cargoes East and Kest on the  Trms-Siberian 
railway(1). Yith regard  to  new orders for 1::estern equipment, 
Soviet  contracts and agreements on future  deliveries  appear t o  
have doubled i n  1974, exceeding $5 bi l l ion(2)  and approaching 
the   l eve l  of total   Soviet   imports from t he  indus-tri21 T:!es?; i n  
1973. Soviet  financing  continues t o  be eased by rfproduc%- 
payback" arrangements where Western c red i t s   a re   u l t i rmte ly   re -  
paid with products o î  the  Western  machinery delivered - e,g,  
wide-diameter pipelines,   alumir, iw and timber  equipment,  Soviet 
gold  sales were reportedly of the  order of  $600 mill ion - only 
one-half of potential  proceeds from sa les  a t  curre:lt  prices of  
the annual Soviet  gold  production  capacity - estimated at about 
250 tons i n  1974. 

,. Soviet; competitiveness in   in te rna t iona l   t rmspor- t  h m  reportedly - . . 

I O ,  Growth o f  Soviet-Western t rade  seeas   l ikely t o  remain 
rapid i n  the couing  years. I n  'l975 the   increase mzy again reach 
2074 o r  more in   va lue  -terms,  Recession w i l l  no doub-t take some 
t o l l  o f  prospective  earnings of convertible  currency;  Soviet 
timber exporters offered a 20% reduct ion  in   pr ice  from previous 
leve ls  i n  the  Erit ish market las t  March. On tne  other hand, 
Soviet .   export   capabili t ies  are.   being  diversi .f ied,  e.g. with , the 
completion of  na tura l  gas pipel ines  t o  Western Gurope and also 
have favourable  long-term  prospects. For  examplet -Sie USSR 
agreed %n pr iac i2 le  l a s t  April t o  ship  about  ten b i l l i o i ?  cubic 
metres o f  na tu rd   gas   yea r ly  from Iran t o  the  Federal  Xepublic 
of Germany v ia   p ipe l ines  t o  be constructed  across the  USSR. 
Soviet  orders f o r  'destern  equipuent  have CoiltilTded a t  a high 
r a t e  in w 7 5 ,  paced by a $180 million  purchase 02 a hotel  system, 
To streng-f-km i t s  t rade  capabilities, -Che USSR also recent ly  
borrowed a t o t a l  of $350 million on five-year - term i n  the  Euro- 
currency  market; some  Vjesterm experts expect further Soviet  
borrowings of t h i s  type,  although  gold  reserves of  the  USSR 
cculd allow cash paymen'cs 

. .  . 
ments i n  principle  regarding  the ICursk s t e e l   p l a n t  and 
Siberian  coal and timber  projects  are  excluded 
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(b) Domestic  Developments 

-11. Economic growth i n  1974 i s  estimated at about 3;; i n  
terms of r e a l  GNP (see Panex) . For 1971-1975, it i s  expected 
t o  average  about 4% per  year. While such an expansion would be 
c red i tab le  by present Western standards, it would f a l l  f a r  
s h o r t  of the rates  impligd by the  Five-Year Plan anil achieved 
i n  1973. 

12. The 1975 economic plan  published last  Decmber t a c i t l y  
revised downward most Qf the   pr incipal  growth t a rge t s  of  the 
or ig ina l  Five-Year Pl= announced i n  1971 . Perfomance th i s  
year i s  now scheduled Lo exceed the  1970 l eve l  by  159'3 in t h e  
case of agricultural   production (compared with an or ig ina l  
t a r g e t  of 21:; i n   t h e  Five-Year Plan) by 4276 (formerl 475) 
for industrial   production, and by 337; (previously 39$7 f o r  
industrial  labour  productivity.  Reductions  of  original  goals 
i n  the  revised  plan  are   especial ly   large in the  case o f  production 
of natural  gas,  chemicals, lumber and paper. Only t h e   l a t t e r  
two sec tors ,  however, a r e  t o  grow l e s s  th= 40:; over  the  f ive- 
year  period. 

13. Over-ambitious  planning and erratic  weather  appear t o  
be the  major  factors in these  projected  shortfal ls .  'Ille agri- 
c u l t u r a l  progralme was s e t  back by meteorological  condi-bions 
that  caused a poor harvest i n  1972. Although the  195 mil l ion 
ton  grain  harvest   of 1'974 was the  second l a rges t  i n  h is tory ,  it 
f e l l  considerably short of the  bumper crop of  the  year  before. 
Total agricultural   output  declined 3.7c/o, completions of invest- 
ment pro jec ts  were IO:$ behind  schedule i n  1974 and t h e  volme  of 
unfinished  construction was increasing. Such d i f f i c u l t i e s   i n  
capital   formation and agr icu l ture  both re f lec ted ,  and contributed 
to productivity  problems which  have  been the  major handicap i n  
recent  performances. 

14- The Five-Year Plan has a l s o  been less   than   accura te   in  
i t s  ind ica t ions  of resource  reallocations t o  the  const", 
though living  .standards have continued. t o   r i s e .  .The revised 1975, 
plan, which i s  based on actual  achievements  through 1974, 
ind ica tes  that  output of heavy industry is scheduled t o  illcrease 
44% during 1971-1975 - much more rapidly than tha t  of CoilSUer 
goods,   al though  the  lat ter had been  accorded a slight advantage 
i n  growth r a t e   i n   t h e   o r i g i n a l  plan. Achievement o f  the  
polit ically  important  "high-protein d i e t "  promised by the Soviet 
leadership depends on fulf i lment  of ambitious  targets f o r  agri-  
cultural   production this year.  Disguised  inflation  continues 
t o   e x i s t   i n   t h e  form of a displacement o f  lower-priced consumer 
goods w i t h  nearly  identical   ones with higher  prices.  The in- 
provernent i n  the  consurnerfs l o t  planned f o r  1975 i s  nevertheless 
noteworthy; if it i s  f u l f i l l e d ,   r e a l  income per   cap i ta  and out- 
PU* of. l i gh t   i ndus t ry  would be 21-2496 r e a t e r  thaa i n  'l370 - 
representing  average  annual  growth  of f-4.36. Such r e s u l t s  
however, . . . -  would represent   shor t fa l l s  o f  5-10% f r o m  or ia i i la l  
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EASTXRN %UFIOPX 

(a )  X:rter..al ~colaomic  .Relations 

15. Although Soviet  foreign  trade  continued -to grow  more 
rapidly with t he   i ndus t r i a l  West than w i t h  Warsaw Pact  countries 
i n  money terms, l as t  year growth t rends   in   regard  -to volunle of 
commerce favoured  Xastem Europe .(see. Annex). The 3:CG i n  Geneva 
r epor t s   t ha t ,   i n   r ea l  terms9 the  growth of  East  3uropem. commerce 
with the  developed Zes-i; was both  slower  than  in 1971 a i d  l e s s  
rapid than the   increase   in   in t ra  COIDCOPJ t r a d e   i n  1974. The 
slowdown, mainly in   expor t s ,  was presumably  caused i n   p a r t  by the  
recession  in I;res.tern demand and. was accompanied by i1:lbalances. . . 

amounting t o  an estimated $300 mill ion  in  convertible  currencies 
f o r  Hungary and $2 b i l l i o n  f o r  Poland. In   t he   l a t t e r   ca se ,   t he  
principal  fsrctor was probably a subs tan t ia l   increase   in  volume 
of  machinery  imports prompted by the  l a rge  Polish  domestic 
development programme. On the  other  hand, de t e r io ra t ioa   i n   t he  
terms of t rade  was probably the  main problem f o r  Czechoslovakia, 
Xast Germany, Hungary snd Bulgaria, which import aost  of the  
a r t i c l e s  whose world pr ices  have recent ly   r isen,  

16, With the  exception of  Poland, however, ZSSteiT1 Xurope 
has probably  suffered  less damage from such external  imbalances 
than have most Vesteri?  countries.  Eastern economies a re  
re la t ively  shielded from outside  events. A s  a large scGle energy 
producer, Romania has some extra  protection?  against worldwide 
inf la t ionary  pressures ,  The p r i c e   r i s e s   i n  the Vest  have  been 
par t ly   benef ic ia l  t o  Zastern  Europe,  notably as regards  prices 
of t h e i r  meat extorts. A large  share of their   imports of  
machinery froril th.e West are  covered by c r e d i t s   t h a t  defer t h e i r  
impact on Bast European external payments. i n  any case,   the 
bulk o f  the  foreign "vonmerce of  3astern Europe (exceptiilg 
Romania and Polznd) i s  d i rec ted  t o  other  Communist countr ies  - 
principal ly  the Soviet ,Union - .a t   f ixed  pr ices  which I n  1974 were 
not  chargeable  in  convertible  currency and had  been l i t t l e  
affected by inc reases   i n  world pr ices  of  major  commodities, 

(b) D.omestic Developments 

17 While causing some external gpobleas the  coiztinuing 
import boom l a s t  year  enabled  Bastern Europe t o  main-hin a rapid 
pace o f  econoaic  expansion. Growth slowed down s l i g h t l y   i n  
BLilgaria and Hungary but 1973 ' r a t e s  were maintained o r  increased 
i n  the  other  Xast European c o w t r i e s ( l ) ( s e e  Amex). U l .  these 
countries seem t o  be within reach of  t a rge t s  in respecti;.: yve 1971- 
1975 plans as regards average &ilual r a t e  o f  growth of ?Jet 
Ma.teria1 Product (1~4P) - 1 l , 50/5 .-for Romania and 5-5.55 % o r  Hungary, 
3ast Gemany and Czechoslovakia, Pol i sh  LIMP i n  
par t icu lar  w i l l  probably a t t a i n  an average well over -the piaxled 
r a t e  of 7%. 
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18, The r i s e  in  world commodity pr ices  and associz.ted 
shortages have contributed to moderate s ing le-d ig i t   in f la t ion  
of some r e t a i l   p r i c e s ,   p a r t i c u l a r l y   i n  Hungary (where an 
experiment with economic reform  has  increased  price  f lexibil i ty) 
and i n  Poland and Romania (see Annex) , Even there ,  however, 
p r i ce   l eve l s  have r i s en  much less than i n   t h e  :lest  because  they 
are   adminis t ra t ively  control led  in  most domestic t r a l s a c t i o a s  
and i n  a t  l e a s t   h a l f  o f  t h e i r  external   t rade - i , e  I t h e  portion 
t h a t  i s  directed t o  o ther  Communist countrieso Such conkrols 
tend t o  shield  the  domestic economy from outside  influonces 
although  they also dis tor t   resource  a l locat ion and oxly repress 
inf la t ionary  forces   instead of eliminating them. 

19.  Agriculture,  chronically a c r i t i ca l   s ec to r ,   zppea r s  t o  
have  been  a more important  influence  than  external  price move- 
ments in   recent  East European performance and problems. Nuch of 
the  acceleration of  econonic  expansion l a s t   y e a r  WÛS a t t r ibu tab le  
t o  growth of  agr icul tural   output ,  which apparently  speeded up 
considerably  in  East  Gemany while slowing down i n  Polmd.  The 
uneven Po l i sh  harvest ,  which was r ich   in   g ra in   bu t  yielded. less  
hay and root crops thaa expected,  led t o  public disturbances that 
represent   the  aajor   recent   instance of economically-rooted 
na la i se   in   Eas te rn  Europe, Popular dissat isfact ion  repoytedly 
stemmed from shortages of meat and dairy  products and, nore 
fundamentally, from the   sens i t iv i ty  of meat CGIlsWIIPtioil i n  terms 
of Pol i sh  social   values,  Although total.  agricultm-el  produc%ion 
rose  las t   year ,   output  of  beef,  pork and milk declined, FoLa.nd 
has,  since 1970, reg is te red  by far the  best   East  Europeax per- 
formance i n  expansion of  r ea l  wages (a t   douj le   the  plamod r a t e )  
and i n  consumer-oriented  production. However, popular  expect- 
a t ions  - a t   l e a s t   i n   r e g a r d  t o  meat supply - seem t o  have r i s en  
even more rapidly,   In  1970, a similar shock t o  dietary  hopes - 
a r i s e   i n  meat p r i ces  - l e d  t o  public r i o t i n g  a id  a chailge o f  
government , 

(c)  Prospects 

20, Growth-oriented  expectations and po l i c i e s  s t i l l  seem 
t o  have pr ior i ty ,   tending to increase East European econonic 
dependence on the  USSR and consequently t o  strengthen  .Soviet 
leverage, In  quest  o f  continued  growth, Poland quadrupled i t s  
advance  machinery purchases   in   the  industr is1 West i n  1974 m d  
has  placed  substantial  new orders  in  the  current  year,   Xast 
Germany recently  ordered a $100 mill-ion  meat-packing combine from 
West Berlin,  East European  rdgimes  borrowed a t o t a l  o f  $900 
million  in  the  Euro-currency  market  in  1974, Kuwai-i; lomed $40 
million t o  Hungary and has  agreed to  finance  one-third  (about 
$100 million) of  the  Adria pipeline which is t o   ca r ry  PEiddle 
Eastern o i l  through  Yugoslavia t o  Hungary and Czechoslovakia. 
Such assis tance has not ,  however,  been suf f ic ien t  t o  compensate 
f o r  the de t e r io ra t ion   i n  East European terms o f  t rade,  
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21 . The economic e f fec ts  o f  worldwide inKLa%iio:1 on  the 
j%st should become more pronowced in   the   Wcure ,  however. 
The terms o f  2ast 3urc;pean foreign  t rade  recent ly   kuEered 2 
fur ther   de te r iora t ion  0- t h i s  time  with  the USSR. The r e l z t ive ly  
low p r i ces   s t i pu la t ed   i n  COMECON agreements  covering 1971-1375 
%or Soviet  energy and mater ia ls  have  been revised a year ahead 
of schedule.  According -to new agreements t h a t  base  intra- 
COMECOM t rade  on a movfng average o f  pas t  Western pr ices ,  
charges f o r  Soviet  energy and materials  are  boosted  comiderably 
more than  the  prices OP Xast Zuropean exports. The Soviet o i l  
p r ice ,  f o r  instance,  has been raised  nore than I O O ~ ~ " ~ ~ 1 t l  i s  now 
pegged f o r  1975 a t  abou-t $7.50 per   bar re l ,  It i s  geae:?ally 
estimated, f o r  instance,  'chat the  average  price of  Hitlgarian 
imports of  Soviet  energy and .materials has been driven up 507;; 
p a r t  of -this increese  should be transmitted t o  domestic  prices 
or subsidies unless the   current  economic r e f o m  i s  modified. 
The  new COM3CON agreement  would,  according t o  one 1Tes-i;enî 
est imate ,   ra ise   the Cast European o i l  b i l l  by more t h m  one 
b i l l ion   roubles   in  1975, despite  only a negl igible   increase  in  
the  volume of  Soviet   del iver ies ,  P.loreover , Soviet c i l  ex9oT-t 
vo lme would reportedly n o t  be ra i sed   fur ther  unless  soue pay- 
ment i s  made in   convert ible   currencies .  

22. Such pressures w i l l  probably  induce most XES? 3nopean 
countries  gradually t o  d iver t   fur ther   t rade  from the  Zes-I; t o  the  
USSR, t o  slow down t h e i r   i n d u s t r i a l i s a t i o n  aid cons~iler-t.Jelfare 
programmes - and to run  the  consequent  domestic  political risks. 
Zven energy-independent Romania has indicated i t s  concern by 
cut t ing  i t s  new orders   for  Western  machinery - appreciakle  in 
past years - to   near ly   zero i n  1974. Elsewhere in   Zastern 
TWrope, the   reduct ion   in  GNP caused by de ter iora t ing  -i;ex-ms of  
t r sde  i s  estimated  to  raïge f r o a  0,Yh ( f o r  Poland) up t o  -i$ 
(Czechoslovakia).  In HLLr-gary, a reduction o f  $50 millLon in 
imports from non-Comunist  countries  has been m ~ o w ~ c e d  Tor 
t h i s  year and Fi rs t   Secre ta ry  Kadar has publicly  prescï-ibed  nore 
emphasis  on, central.  plamnia& and l e s s  on higher  living.  standards. 
In   the  case o f  Poland, however, recent  experience  suggests  that 
even a modest cutback in   personal  consumption - par t icu lar ly  
dietary --:.might be socially znd p o l i t i c z l l y   d e l i c a t e .  

23. In view of  the  existence of such risks, the  USSR may 
exercise i t s  economic leverage  with a ce r t a in   ca re .   L i t t l e  
Sovie t   in te res t  would appear t o  be served i f  Sovie-t  ecomnic 
pressures were pushed to the   po in t  of causing  social  upheaval 
or economic s tagnat ion  in   Zastern Europe; the USSIi mi&% even 
favour  maintenance o f  substantial economic r e l a t ions  wi"ch the  
West  by i t s  a l l i e s  as a Deans o f  stimulating and strengthening 
t h e i r  economies. X Soviet  readiness t o  'op*dl punches" t o  some 
extent has already been demonstrated i n   t h e  COM2CON pr ice  
revision. Ten-year c r e d i t s  have  been  extended t o  HuTaly -lo 

M A T , O  R Z S T R I C T E D  
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ease  the  r ise  i n  the  o i l  p r ice ,  This i s  still repor‘cedly pay- 
c.ble in   sof t   currencies   within  designated quotas and i s  Coil- 
s iderably   l ess  than tile $11 per  barrel charged XATO cou l t r i c s  
i n   t h e  Middle East siilce 1973. This Soviet  discount  my, of 
course, be compensated by East European pol i t ical   concessions - 
e.g. grea ter  compliance with Sov ie t   p r io r i t i e s  f o r  economic 
cent ra l i sa t ion  and CONECON integration.  Indeed, Zast 3wopean 
countr ies   are  of nect?ssi%y becoming increasingly ii1vcrlvod i n  
the  development of Soviet raw material  resGurces,  providing 
equipment, (some of  it bought i n   t h e  West fo r  convertible 
currency),   infrastruc-hre,  and labour, The USSR might regard 
such  cleasures its a i e  oil” the most sa t i s fac tory  meazls of pcyme;lt 
by Xast Lhwopean countries that  cons t i tu te   no t  on ly  important 
t rading.   par tners  but a l so  a sensi t ive  securi ty   area.  

N A T O  R E S T R I C T P E ~  
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t 
b 1 Economic Growth 1 Rise in 

i 

.Czechoslovakia 

"- 
Value 

26 

23 
* 

45 ( g )  

7(est . )  

l 

(a)  Principal. sou-ce: T h e  Guropean Bconomy in 1974ft p 

Chapter 2, (Advance copy) , European Bconomic C o m ~ i s s i o ; ~ ,  
Geneva, Apri l  1975 
)!!.:et Material  Product: see page 7, foo'cnote, above 
By In te rna t iona l  S-kaff and o ther  Western  sources 
For nine months of 1974 
For  II months of 1974 
Based on rise i n  r e a l  and noney incomes 
See AC/I  27-!E/420, Corrigendum 2, l st April ,  1975 
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