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il-· The year 1m haa bro~t conf~t1.on that" 41U1-
cul.t18}1 are conth'W,h,& in tr.y~ to ftllfU. the ~ual. . . , 
obJectives of 1;h~ ,SOw-et Plan-f - Dw · yeer! s~ P.ro.1ected ~ 
rate or 4.11', 'td1ich was lower then the acUiel -Q'OWtO of VIe 
previous year, was not met: where •• pro,ress 01' some ~ was 
aclifevH in 1976, a ~ rate of~ onlT 3.~ was reelian in 
1977 ana thus one of the lowest rates sinCe World War II was 
recordea : - 'i"he mediocre perf'O!'lll8ftce of agriculture ha1S been 
a -detem1n1ng factor in the fdlUZ'i Of· the aggregate results 
in relation to the .Plen. - ~ . 

• 1.; ... . .:a..,.. ",r 

- - ,. (lnf thi! . other baiid, the - industri81 growth rate 
{5.~', slightly higher-than the Plan j appeued to be rela
tively satisfactory. However, the performance in several 
sub-sectors was lower than the plana for tm~ SUch ",&:is the 
case in energy (except natural gas), md in investments, 
which are of fundamental importance for growth, in IIteel, in 
cement, and in fertiliZer!!. P-roreover, considerable quantities 
of the best re8Qurces have c:Ontinued'" to 'be ,devoted to dei'eace, 
tbus depriving the civil1,m economy otllODIe of the most 
valuabl-. :IIeans of developll!!nt. In the absence of large in
crementll in manpower, ~ctiv1ty haJj become the key taetor 
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in growth: it has not been up to expectations, reaching only 
4~1% for intklstry, and although clearly ~bave the rate for 
1976 It was nevertheless significantly below the target which 
had been fixed at 4.9;j . 

4. The delays i n relation to the Plan W1ch the results 
reflect; the unsatisfactory gains in labour and c apital 
productivIty in 1m; the increasing difficulty of allocati.ng 
resources, where growth is small, between sectors where the 
need for iDvestments is rising, jeopardize the fulfilment 
of the Tenth Plan. The Soviet leadereblp recognize these 
difficulties, and many of the deficiencies of the econemic 
systems: It is open to question whe1her any 1ile8SUE'eS intro
duced will remove the siladow cast on growth in the 1900s by 
the economic d evel 09 nent revealed for 1977. 

5~ In Bastarn rurope generally the si tuation has been 
little better and in all these natlons, with the exception of 
Hungary, the growth in National. Inoome bas been below target. 
AB for the USSR, the major element appears to be the failure 
of the econoinles to respond sufficiently to appeals f or 
producti vi ty increases. Current Five-Year Plans are intended 
to offset the continuing decline in the r ates of 6row1:b of the 
basIc elements (labour , capital, and productivity). Agri
cultural production general~y continues to fall short of 
plenned lev91s, in part because of adverse climatic conditions. 
At the same time, the relatively cheap energy and raw lII2terials 
available in the l:Jestern regions of the USSR and in Eastern 
~urope are being depleted and replaced by considerably ~e 
exPensive resources. 

6. The continuing sluggishncss of the econom c decand 
which charactarizes the world economy has affected trade in 
Sovht and East Europeen goods, as has world infla tion; some 
two-thirds of tha 1 m improvement in exports can be accounted 
for by increased world pric es fo~ Oil, r aw materials or seQi
l:Ianufactures. However, this sluggishness has alla.red the USSR 
and Bastarn :Europe to obtain some iJ!Jports on favoul'1'..ble terms 
where there has been less demand for such goods in the West. 

(b) Prospects for 1978 

7. It r emains to be s een whether the mod,.est S<wiet tar-
gets for 1978 refle ct grea t er realism on the p~ of the plan
ners or whether they still contain, L"1 their v arious sectors, 
elcl:lents of over-optiLl1sm. A cocpar1son of the original 1960 
goals wi th 1977 r esults and 1978 plans indicat'3s tbat the Flve
Year Plan , in practice, has been scrapped. The consumer, ~t is 
intended, will be provided with better services and more desir
able products - possibly a t higher prices - and agriculture ls 
planned to do better in 1978 than in 1m. but success in that 
sector will, as usual, depend very much on wenther. 
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8. In Eastern Buro.:pe. al80..J · e general drift towards 
lower growth rates has resulted.1n far more cautious lllanning 
for 1978, with lcr .... er rates ot.l'i1ves~eot ~a m~ realistic 
targets. A ~ey factor in all six East EUfOpean countries ~llll 
be fore1gn trade ~1!th emphasis on boostlng elq)Orts to the 
Western nations in order to ''Pt'Ocure aore hlil"d CUl'NIlCY ' ·for 
techn"~ogy l'W'cbasea -needed to !ll8et growth targete in 'the 
las:t tv,) years of tile current Pl:m peri04. ' 

(c) [ Qreip Trade and Indebtedness 

9. During 1977 the atl;veJ'Se SOViet and lJast Euro~ean 
trade gap wi t:l tbe OECD countries was halved tilrough a ali ght 
reduct10n in 'P'.!I"chases and S ' concurrent increase in exports, 
the narrov1l'.8 of t-be.,g~ bei~ 1II0J1t-- mar~ed for SOIliet trade. 
Nevertheless, the govtu'D!:!ents ooncerned take an unfavourable 
view of such trade ieb-danee and-thelr efforts to redress the 
a1 tllaU on \1111 continue. The total indebtedness of the 
regt-(il-is-dtfficult to assess-and according to various esti
mates ~ow amounts -::0 ~5-50 billion; this re;;reaents some 4f' 
of GNP or about tvro years' e:l<.1>orts, :;~t it snOuld be noted 
that at least -part of this dect is seU-liquidating ~ 
repayment in kind. By \1estem standards tile amount~ though 
not negligible, is not llkel7 to g1 ve caus'e for- serious 
concern - except pe~aps tor Poland - but, in contrast to :r 
most of the large ~!estern tradi" nations, none of the. 
Communist countries considered haa any significant assats 
abroad. 
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II. CO\rnrRX Rl!."""'VIE",;r - USSR 

(a) 19V EC2nomic PerforlJBnce 

10. Ini'l rmation now available on the USSR's ecanomc 
p erformanc e in 1977 confirms the trend '<4:l.ich appeared to 
develop throughout tmt ye ar of a reduction in the CNerall 
srowth rate. National Inco oe utilized rose 3.~ in 1m 
l1976: 4.7%) - aga1~st a Plan f or 4.1~ - one of the lowest 
r a tes achieved sinc e o:iorld ~iar II and estimted to be equiva
lent to under % in ·.e stern GrIP terms(1). An inpartant 
contributory f actor. once again, was the poor performance of 
agTi culture. 

Industrial Performanc e : Selected Indicators 

r Growth over 1976 

1977 !f!an) 1977 'J..ctual) 

Aggregate growth 5.6 5.7 
Producer goods (A) ( 2 ) 5.8 6.0 
Consumer goods (B) (3) 4.9 5.0 

steel 5.0 1.4 
Cement 5.6 2.4 
Chemical s 8.0 7.0 
Labour productiv i t y 4.8 4.1 
Capital investment 
(Total. incl . all sec+,or s) 3.0 3. 0 

11. The t a rget fo r industrial growth is clair.led to have 
been slightly overfulfilled but was also onz of the \'iea..ltest 
rates since the 19505. Available data indica t e that th e actual 
volume of production of :;!any key sectors Wl:.S belo?1 Plcn. 
Specifical ly. t he critical steel industry's output was con
siderably below Plan; this fact , coupled with the need to 
export more steel f a>, nard currency, probab ly contribut ed 
substantially to iooustry's poor showing. Cheo1cals, another 
leading sector , refle cted shortfalls in a number o~ iDpartant 
cat ~gories including mineral fertilizers, plastiCS and sul
phuric acid. Togethe r ,,1i th the steel shortfall , th e ,·/eak 
sho,,"1ng in the c eDent L"ldustry 15 likely to aggravata the 

(1) She National Income . 'i!e stern GNP lric!tdes the vB1ue 
of the non-productive sectors of the economy, e.g. 
services. 
Producer goods : 
CODSUIOIel" goods: 

l! A T 0 

machinery, energy, etc. 
food, clothing, consumer durables, etc. 
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problems of the vI tel construct! on' sector but, u so, 2.y dis ... _ 
courage starting new- projects In favour- of completing .old _ _ 
ones. Iiq)rovemeilt ill :!'obour productiv!'ty was bet'ter tflan 1h 
1976 but was still aGIO\!. the planned' "'1ncrease 'and ·e.c aunted 
for only' 75')0 of aggregate lnd1lstria! growth instead cf:the 
planntjd 85:::'905. , The Inc! l1aSe .1n cap1:tal 1,nves~t ;"as belCN 
target, and the value' of .~1,sbed construction agaL"l rose 
in 1977 despite exhortations to c6l!lpIE:te old projects before 
starti~ new ones. ~ - J • __ .. k 

12. The ener!O'. sector r~nect~d a mixed performance in 
1977: oil- reached 546 million tonues, -up 5~ . over the 1976 ... 
fi8W=e, - but was . SQmB 4 milllon tomies !bort of tarset; .coal 
outprt; increased ~ a 1~· 1. 3" and was around 11 'Dillion 
tonnes beloW" targetj electric1ty out{»ut increased by; some 
3.5,.;: less than half of ttllr 197~ , rate, and one pe .. centage' '1' 
point below ~ Plan. Both coe,). - and e1e~tri~l ty, -th~refore, ,
fell wel~ behind the g~ rate I9r indUstry"and ,barely ~apt .. 
up wi th the growth of the economy ' as a whole; m().raover, 1;bifrlt' 
appears -to be Httl:e chance at coal replacing 011 to ' any ~b- ;) I 

stant! al extent Defore th4p :l99Os. • A '-nW!lber of 011 proC!Ucing 
complezes, inclucU.~ the ODe et the important Me.ngyshlak 
fields, failed to neet objectives to the e.::rtent "of several 
million tonnes, and oll output AZ'OW1:b in 1977 came pl'imarily 
from l~-estabMshed depoaits ';In Wl]stem Siberia. OIl the 
positive Side, natural gas output corrtl-nwd -to rise end • 
reached 346 billion m3, up 8% over 1976 and SOli1e - l f b~ion m3 
above target. ~ ~ ~ • 

. . 
13. :-~Outp~ of e.gr1ci11ture, lIhich QQ_ntributu about one

sixth of the Natto"'s' Income, -l'Ose by ;~ agdnst the ~pl2nned 
7.750;,. The grain c~p ""as 18 iilill10n toI'l.nes be1!7.il tartet --
10% sbol't in terms of f ood and cattle feed -requirements - and 
in the period 1977-1978 up to 15 million tonnes a~ least will 
probably be procured froo the United States to pr~vant e. s et- · 
back in the livestock sector which has not yet recov~ed fUlly 
from the 1975 harvest failure. Meat p:oductlon shONed a 10. 4~ 
up1Urn, but eggs and o llk o, by contrast ,. showed reQard leve.J.s. 
Altho\:gh m~ of total mves1:ment vent to the -f aro sector last 
year to belp improve the rural road 'Jletwork 8lld boost, -amotlg 
others, the use of che!il~cals. the o\..'tp~ per _ruble fnpUt 
rema1ned very low -in cany -crops: ~ thougb potatoes remaj, n • 
a."l 1mportant .. staple, outp'.rl: registered a ~ drop coopared with 
1976 and a 7.1% decline cOlilPBred' with the last Plan per1-od 
(1971-1975). One conseguence of continuing weaknesses in th.1s 
sector in 1977 was a shift in official attitudes hl fc.vour ~ 
private plota eV4m -to U1 ~t tbat-, ieleologically, 'IllCOIil- ~-r 
fortable, the. new Constitution incorporates s. provision i:or 
aSSistance to persons 0Il1t1vat1ng ~cb piots : J 
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14. 'I~le lot of the conSUDer again showed little ilIIprov9-
!Dent: IIlVellies of food, footwear end clothing remained in
adequate even though coml1mer goods Foduction increased by Sr.. The increase of 3.51' in income per capita " .. s absorbed 
substantially by inflation and there was, therefore, little 
real improvement in living standards. llevertheless, in spite 
of low wages, consumer liquidity remained higt! bE:ca.ase of the 
continued shortages of desirable consumer goods. 

(b) 1978 Plen Objectives 

1S. The 1978 targets (1) announced by the Central 
Colllll11ttee on 13th December, 1m show a dramatic 8Ca1tnS-
down of the growth expectations for National Income, IndIJ8t!y. 
end per capita real incomes, compared to the projections liB ... 
when the current Five-Year Plan was lallnc:bed in 1976. National 
Income 18 to rise by an Wlai:lbit1ous ~ (orlgJnelly:. 4.~). 
This reduced objectiYe reflects the low growth target for 
industrial output of 4.5~ (6~), one of the snallest increa SeS 
proposed since iJorld " ar II. The reductions seem even c ore 
dramatic men it i8 con sidered that in 1971-1975 , the National 
Income rose by en average of 5.6,~ and industrial output by 
some 7.4% a year. 

16. Heavy industry is to rise by 4. ~ (orig1nally : 6.lf"; ) 
and production of consucer goods by only 3.7" (5 . 1%). Equally 
critical, but perhape oore realistic. is the growth planned 
for industrial labour productivity at 3.S", well below the 
original 5.4%. Although GOSPLAN Chairmen Baibakov considered 
last year's perfonaance of the steel j nmJstry h1ghly UD
satisfactory, the 1978 plr.nned increase in output of crode 
steel is set et only 1 ~ ; the icportant steel pipe sector is 
targeted at 17.7 million to nne s , aome 4i6 h1gher than the 
estimeted output last year of 17 clllion tannes but still 
well below requirements. 

17. In the 1cportent energy sector, the 1978 targets 
are more ambitious. 011 is to .iD::rease to 575 . million.1Danes: 
wh1lst this target is down on the original goal for the year 
by S million tonnes, it nevertheless represents en increa8e of 
a1most JO million tonnes over l a st year's output. Itlost o~ 
this increase will co me froo Western Siberia , but problems in 
br1ng1ng recote fields into production continue to arise and 
may ~l'WItrate this objective. Tha leading energy branch will 
still be natural gas with an 8';. increase planned, whereas coal 
is planned to increase only ~ome ~ aver the 1m Plan figure 

(1) A iiiiiIi&Ir ot iridUStrial c.ategorles were deleted from "the 
1978 Plan report, i ncluding pig iron, machine tools, 
heavy Elachinery, vehicles and ce:-tain cheoicals, e.g. 
caustic soda and sulphuric acid . 
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ot 7'3 million tomes. '!be Scwiet planners bave annour~ed the 
digging of new shafts in the DonblUI£ end output of hith volUl:le 
qpen -cast· lII1nlng in an- attampt 't9 boost coal tJr0duct1on by the 
f1nal year of the current P~en. ,. -

18. The grllin target set for 1978 is 220 mlll10n tonnes. 
After the disappointi. ng 1971 ~rop: f1gur,e of 195 mi1l1on t')nnes 
(Plan: 213 million to,nnes.), it 1~ likely that Sil.eci.a1. care 
w11~ be -devoted to the more effic1ent use ·of inve sUllDts with 
top pr1or1~ to be given to con.stnaction Of grain elevators, 
cQ,mpound tOddeI: plants ana mechaniZed livestocK breeding 
complexes." and nth ,the . ecpDasia Clearltl' on agro-:.1ndJJstrial _ 
tm1t5 • • UIllees the grain tuget 1a reaCbed thiB ,year .. it ·'is 
highly unJlke~y t~t the Five-Year Plan average of 215-220 
mUllon ~rmes can be e~:ta1D8d, let alcne the hlgh 'fiFe of 
235 mp.l~aIl ~nn~& PO.E!,tula teci a~ ~ t1-ce by Br"ezhriev for 1~. 
The impact could be a further- deceleration in .1Dd1str1al growth 
and Natiooal InCCIll8, in view of the effeeta ,which a bad harvest 
has on the general level ·of act1.,v1~ in the Sovi.!t eCS!~. 

- -. ... ,... /. 

19. OIlce r4are the ·conatmer is unlikely to beneflt' 
greatly. _ Consllil¥!r goods pro~tion, is to r18J:l by 3 .• 7",0 and ml. 
attempt- will be ua_de~ to -prov-Lde be~er l!8I:V1cee end mare . 
desireble products - although at -:!IU2eh D!8her prices, a~ 
entl..Y. to judg~ fro_iii the, '1n!;:reases) *iCb c~e into_ ef;re~t on 
18t March, 1978 for a series ~ items, ,inclUding cot iee, 
chocolate, SOiDl! wi.nes, je't:ellery, gasoline anc:l. car repairs. 

(e) Impii.cations 

20. The Plan indicators for 1978 suggest that more 
realise will be reflected in economic planning throughout the 
year. The progressiva loss of econ~ic dynaoiso is reflected 
in the reduced pace of growth of industr1es a s So uhole, ot 
labour productiv1ty end in both coal end ele ctricity pro
duction • . The most urgent task of the plenners reca1ns that 
of increasing factor productivity in order to offset de
clining c apital re1urns. Protraction in coiJlilission1ng new 
fixed ~Gets and an i r.:erease in the backlog of unfinished 
projects, coupled with the fact that both 1976 end 1971 were 
generally oediocre grO':lth years, suggest that .fUrther
downward-revisions of the onginal Plan targets Imtil 1980 
may mve to take place, thereby frustrati ng the hopes of the 
leadership. Heavy industry, and by implication, def ence, -.all 
continue to take priority over light 1ndustry a:ud the overall 
slower growth for 1978 could well 11m1t t h e options for 
resource all.ocetion mor e critically than hitherto. If the 
retio of production between hea"IY and light industry is 
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maintain<;!d lUltil the end of this Plan period , the gap between 
taco could ~~ov e v ery di f fi cul t to bridge Wlless con aumer item 
shortages are co open s <lt s d by higher imports: the consequence 
could well be an ev~, slo'der i oprovecent in Soviet liv1~ 
st;mdards. 

21 . Nev Ertheles s, the lower growth for 1978 could 
reflect atteEpts at adjustment to the shortco;;Ung s or the 
economy and qualitative preparation for a period of faster 
grC7 . .,1;h in the l e. st t~· .. o years or the Plan. The e:!phasl s 
appears to be on high er energy end fuel production to assist 
industry in boosting flrture ou-q,ut: the oil i ndustry is con
fronted with extraction and transpor"ta ti c>n probl ems , but 
these could well be ove. come in the short-te!"lJ without re
course to domestic €:Jcrgency measures more serious than those 
already anLl)WlCed. Thus r e1urn to higher grO':rth rates in the 
l a tter part of the ye ar seems unlikely . bl.>t 1978 could see a 
ne.., wave of procureme nt of selective Western technology later 
in the year =d in 1979; by the end of next year, mld L,to the 
final year of the Pla.}. . Soviet planners will be under e-len 
greater pressure to iuprove the nation's industrial 
efficiency. In Slch procure cent , the accent will doubtless 
be on advanced technology to iLlpI'Ove productivity and to off
set labour shortages together with acquisition or critical 
capital equi~nt possibly under product buy-back contracts 
or, perhaps at e slower rate , against credits. There is n o 
indication that the :Qternative of appreciab l e t:-er..sf ers of 
wmlpower and cat er ial ::llocations from the defence s ector is 
env isaged by the Soviet l e adership. 
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" III. COUNTRY REVIEW -:EAS'BRN :BtmOP:6 . 
2 

22. 2be economIc perfOrillUlCe of "the EeaternJ!uJoopean 
cOWItriea In 1977 ranged fra. a rise in Nat10aal Income of 
8.~ for Rollllmia to Ii corre8pCnl41~ 4.5" for .cz6choslwlikb. 
Except tor Hungary 1hIs general 1:nil11cator vas below targe"t 
and retlects continued reduction in tha growtn rate of each 
cOuntry. - 1'he underlying causes are:mucb 1:I1e sam& as for the 
USSR but Wi ttl different weIghts applY1ni to each factor: 
energy S1ppl~ problems; Ullllatisfactory la1)our product:l.V1ty 
not dttset bY updated, tecbJlology; labour IUl'Ply problems; 
lnadequ£t.te modernization in agriculture; end the inabilIty · 
to "bal.Mee foreign trade. WIthout better aupplies -1)f_fIIOre 
desirable comumer goods, worker ineC!l.tlves will rEein low. 

23. Attempts are to be made in 1978 to correct some of 
tbesd deficiencies by· nodify1ng Plan .targets. to very~ 
extents in the different coUDtrles, but, lUI 1il the lESR, 

' there -seems little likelihood Of , ma,1or eco~ow1c re-foI'lllS 
which would be necessary if aore lasting solutions are to be 
foUnd. - r evertheless, there is - el?;dence · ttiat Czechoslovakia 
and ROIIImlia are attewptlng to Introduce soD8 -ceasure of 
economic refona in plannIng ..... agiIDent, ineentlves . and the 
performance indicators. OD lID exper1.mentel be.s1s. "libetber 
they 1Id.ll be substantial enough to have- e radical ~c't:Ia 
more doubtful. --

G!R!Wi J!!!I9(7RA1'IC REPUBLIC 

(a) 1977 Results 

24. In 1971 the GDR achIeved a HetionalwInCOriie growth 
of 5.~, thus recovering from the law 197..6~fJ.gure of 3.7%, 
but still slightly below Plan (5.5~). Growta of 5.4% in 
indu8trial productioa . however, xceede4 the 1m a1lil (5.1%). 
W1111in 1ncllstly, the tulfilment of aectoral goa"1-8 is- laj~ 
clear, bUt nine-monttl f18Ur-'JS maw .U-O~est "production 
advances in the electl."n1cc lJdu.try, in cachine-Du1l.d1ng, 
and in chanicals and build1I€ _teri81ll. The growth r 1n Value 
of industrial output as & - .... ole fonawed 1IIe declining tnDd 
of previOUS years (6. ~ 1Dcreaae in 1915; 5. ~1n f9'76). 

25. .Much of the gain in industrial prowct1on in 1971 
came from increased productiV1 t;y, .... ic:b .rose at a rate ot 
5.~G (0.1" ahead of Plan). '!'be 1-977 1i:lcrease occurr~ sil!Jul
tana.ously with a sbor~t~ of the hourly work -weak ' end ? 
leng1:hen~ of the ar.nual vacation aUoted to ah1f"t workers; 
both lOIeasures were 1r.lplementad cainly in Ray 1977. I~ s not 

-- - ~ --
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known to 1Iih2.t extent the gain in output resulted from more 
efficient use of work time or from overtime working. A rise 
in pena10ns at the end of 1976 contributed largely to the 
above-Plan 5.4~ advance in personal. incomes in 1m. and 
cauaed personal savings to grow, particularly amongst the 
elderly; retail trade 1urnover grew by only 4.3~. 

26. Agriculturzl yields iu 1m were up sbarply from 
1976 levels for potatoes, sugar beet, and feed crops. '!'be 
grain harvest of 8.65 c illion tonnes (1976: 8.2 lailllon 
tonnes) was lower than Plnn expectations and sisnel.s the 
possibilIty of grain imports in 19'78 gree ter than anticipr.ted, 
adding to the GDR1s foreign trade deficit. 

(b) 1918 Plan 

27. The Plan shows the GDR ioeadership try1llg to readjust 
economic growth core closely to the levels of the Five-Tear 
Plan, although abov e-Ple.n performance is required if the poor 
relllit for 1976 is to be overcome. National Income is to grow 
by 5.~ (Five-Year PIal! rate: 4.9-5.4% p.a.), and industrial 
production by 5.7% (Five-Year Plan rate: 6-6.3~o p.a.). 
Strongly above-Plan investcent growth in 1976-1m is to be 
corrected by cuttiT.g it back sharply in 1978 to 2 . 1,. (Five
Year PlaJl:lrate: 3.6%)(1). Both personal incoc e growth and 
retail trade turr.over are to be slowed and brought into 
balance: they are each to increase by liJI,. Continuing efforts 
will be made to correct the deficiency in the crucial foreign 
trade sector. 

CZECHOSL(TY' AKIA 

(6) 1977 Results 

28. 1m was a more successfUl year then 1976; nonethe
less, the perfo rcance of certain sectors showed deficiencies, 
and long standing problems remained. National Income grew by 
4.~ over 1976, f ... ster than the 4% increase in the latter year, 
but short of the target of 5.2%. As a result, the Five-Year 
Plan goal af a V-29% increase will: probably nat be met. The 
principal sectors holdir.g baclt National Incoce gl'CI'Jl tb lIere 
building constructi on and transport. As usual a number of 
plants were nat cOlilpleted in time to reaeive equipment. 

29. Industrial !lI'oduction i.."lcreased by 5.7% - 0.4 
percentage points over the 1m target and 0.2 percentage 
p oints more than in 1976 , but still short of the projected 
Five-Year Plen rate of 5 .8% a year. The largest increa seD in 

(1) EiCiudlDg GDR Inve stment abroad 
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In&1str1al outout in 1977 occurred in the engineer1I'~ (7.7';). 
cha:nIcal (6.cr,~'. and wood-processIng (6.4%), fndIl8t~1.es - that 
1s, in 'Iilose industries fil..ngled out for prlon1:y! deYeloplOlent 
under tile current FJ.va-Year Plan.. Bost other, 1ndustr181 .. 
sectors ,rev at~ slOwer ra~es then they ,,!d- in 1976 8nd notable 
drops oc'curred 1noutput ... o~ eo81. _1;Iecause--'ot~:two tU.ne cp.s;;. 
asters; cd automobiles, because of re;.toOl~ at ~ ". , 
Cze~oa1O'1 _18 I s' prine! pill automobUe ' PJ,aht: - lIork~l:,' ;produc~ 
tivity, a key problem in' C~ec:boslO'.Iak1il~ continileQ. to gr.ow 
but .t a deClining rate; iDcrease& acCOUDtecL.for B3~ ot the_' 
growtb~ 1n '1ndLlstrial pro&1c~on and ~"' in bUll<l1~con- ,. '-' 
stlUCtion. ,Indnstrj,al .vag«1s rose- faster" a\, !$, tben . pJ arined, _ 
as d1d net person8J. .1tlc9l!1es at '4::$ .. R.ta1i: t.rade tUmave.r, 
hOlllev.r, ~.lncreasea by oLly 3.81 Plrtlt because o;t- some 8h9l"~ 
&ges 1ri;.consulter goods. _ It is estitl8.ted tbat un.pent pur- . 
chas1~ power reachf,d ' the equ1valent~Of abbut -n1ile months' 
retatl- tr~de 1urnov~r, Wbi-ca- III8.Y, ':cwsa ' probl.ems arisl~ frOm 
UU;r'eased ' coru.uraer frv..st~tion and"'g.tssa~ls:!'e.c't!on. Ji.r ~, 

_ ~. Agr1culttir~· output' \'l8 s. J:1!ii-kIKU1 better th~ ' in 1916 
when it suffered-troo a serious d~"." Overall lI='Qduction -
rosa 7.~, 'or 1~ over Plan. The grafn harVest 'of ' 10: 4 :.-
mi1l1On tonnes wea en all~tlme recdrl1. Ho8't. 1I!!P0l"t$DtJ.y, -' 
livestock production increased bJ .3.2% - a Ml 2% over ' Plan 
- help~ to ~ake _up_tor' her4 depletions ~!ered "a.·a result -
of 1he drought ot 1976. oJ 

(b) 1978 Plans 

31. Preliminary Plan figures for 1978 sbow · tba~~theu 
Czechol!lovak leaders!Jip has , all but pven up hope of reaching 
many of its original Five-YellJ', Plan goals; Grotrth ~ National 
Incol:le i& set at only ·4.~ - stUl Ihort of 121e 5~2r. .rate 
needed to reach a five-year 1rlCreue of ~-29, . - and in ~ ,-; 
1ndIlstr1al prodUction, at arouDd ~, the ' low.est plum,ed :!,n;.. 
crease in_ tc years. Agr1cu1tural ~ut is achecllled~to grow , 
by 3.4~.Increases in investment, too, have been cUt back. to --
5.~, aa compared to the 1m target of 5.8%. Investcsnt is '
to be re-channelled into critical energy and r elated S3CtorS, ~ 
includ1ng fuels and petro-chem1cals. largely at the-elleDse -
ot the mach1ne-bU1J.d1ng and coMtructiClll sectors. Clearly, 
Czechoslovak planners are I'la v1ng to - reorient priod ties to 
take account of 1ncrcesiugly expensive anergy and ra~ 
IlBterials imports. 
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E~ 

(a) 1977 Results 

32. The authorities have made large investments, as well 
as considerable economc innovation in aD attempt to malte 
Poland a highly industrialized nation lid. th a fair degree of 
genuine consumer affluence. However, the record growth rates 
of 1971-1975 started to slow down in 1976 and the 19'18-1980 
Plan targets reflect a greater need for consolidation of 
existi~ achievements. Overall growth in 1977 was satisfacto!'J: 
the rise of 5.~ in National Income just failed to readl the 
target of 5.~. Industrial production sales(1) increased by 
8.~ - compared to the Plan range of 6.3-7.~ - productivity 
increases accounti~ for most of the rise in outiJUl;. The 1m 
Plan was not met by the following key industries; cement, 
paper, chemical fertilizers, agricu1tural equlp!:leDt and elec
trical power; nontUlfllwent of the latter has led to numerous 
power cuts. Gross investment outlays in the socialized sector 
lIIhlch averaged a yearly increase of 17~ in 1971-1975 were held 
to a 2.~ rise in constant prices. The share of National In
come represented by gross investmant, lIbich many experts 
thought had been zvnn1ng too high (1975: 34.2%), fell slightly 
to 31.~, though with continued et1phasis on the iJach1ne!'J and 
consumer sectors. In agriculture, grain production dropped 
7.fi1, below 1976 levels: almost 8 m11lion tOrmes of cereals had 
to be imported to ceet demands, that is equivalent to some 401 
of the 1m grain production. 

(b) 1978 Plan 

33. The overall Plan for 1978 is to put core life into 
the new export production capacity Poland has bUilt up over 
the last five years. National IncolDe growth is to fall 
slightly over 1977 to 5.5,S with industrial production growth 
set at 6.3-6.~. The Plan calls for a reduct1Qn in the large 
rises of recent years in investment, thus consolidating present 
achievelilents. The consumer sector will remain one of the most 
critical in the Polish economy because of the population's 
volat1l1ty as demonstrated in June 1976 over the abortive 
government effort to raise food prices. It is apparent that 
the success or fa1lure of Poland's intensive efforts to moder
nize the economy depend on the country's abll1 ty to absorb new 
imparted technology and to make the best use of increased 
capacity. However. the cowrtry does to SOllie extent enjoy an 
"escape hatch" in the form of its CMEA trading r elationships 
(especially with the USSR in view of the increasing trade 
deficits she has been allowed to accUl:lUlate on this account 
in the past two years). 

(1) No figures for gross outpd Increments avatta6Ie. 
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HUNGARY 

(a) 1977 Results ...... _-
• 34. FigU1-es 80 far- released for 1977 indicat.e that the 

cwerall ecoDOulc perfol'lll8llCe w.s a success and coClJ8rad~ to the 
preYlous year It cannot- but please tbe planners. National . 
Income rose.a% over 1976 _ ,;xceediD6 the Plan-.target ,ot 6.5"'&. 
Indus.trial output increased 6 .~:- ( Elan: $; 1976: 4~1~) and a 
good increase was reg1steI'ed both In . i>e'!' . caplt!! . real: inCo lte 
and consu!ll1!tl on (4-4. 5%). ~ric:ultUFa1 output recoveNd'~_ 
significantly ov er tbe ,_poor-191~ r e if.ilts. 'ihe- lII8:jor':'wobl8IDs 
for thEi year were excesslv.e. 1m7e"fIJlt~ (up 1~1~ instead of 
the plalmed 55i) and a large Dalece 'of It.,.uts.. defiCit. .. 
Severel. indUstrie'll regist ered qUite accepta))le grOWtli 1:n- . • 
cre .... s: the food prodUcts indUstl'7 up 19:7%. anglneeritl! "up 
·7 .~. part18lly as a rellllt: ot tncreas6d~expart.:t:rade, , 
.cbem1cab up 6. 9S' and~bu11d1'1)£~lIaterials 6.1"~ ( Indwrtr1al 
Sl1ec181:ization and technical quality continued to -'1Dp:rov.e, 
altllough many items fell below.:WI11d>ataDdards. _, ,'. 

-
(b) 1978 Plan 

..,.. ~ ... "-
35. Partially as Ii resul-t of 'tbe > continuing energy ,..o~ 

18111 ,-- slacknes& in world ec.oDOllllc - gl owth and an , extremel:1 tight 
labour supply. the emphasis in HUngary -in .1978 >ls If a con- -
sol1dation of the pre 8eDt econoaic capac! tY. tIli'!ou#l-.1nCressec:t 
efficiency and quality ·or ·~'t1on.. Rat£onal."1ncoliie gt"bwtb 
is, therefore , to be reduced to 5.5", with industrial pro
duction set at 5.5-6%. Investment may exce~5:U8htly :the 
1977 level as stress wi1l be 011 the colJplet1.on of p::'Ojects 
Ii1.ready w.14er way, peI'ticeularl.y those devoted' primaril y :to 
1ncreasi~ prof itable expor:ta": Aa °a r e 3Ult...o1' the aecsptab"le 
1977 harvest. co.ntlnuecl emphasis 1s placed on "Pl'iva"i;a ;;vege- -
table, frult'- and 1.1vestock ...p!'Oduct1.on. .The abillty..c or tll 
Hungart an sta te end privetI!' .agr,£c::ul ture -to.. mast gro;ting CO~, 
sumer d~ds will continue to ltive a llelleflciaI e;r:f8C:t ~ 'T-

th1'ou8tJ.Out 121e economy. The naUon is seriousLy affected OJ 
Inc::raailng energy pr:icea:' government guidelines ~st~S' ::thr:rt 
the sateguard1~ of _energy BU-pplie'S la, .of ,key !81gn:ifi c:811c:e far 
the coUntr,y' s :fUture wen belng, and that .the' greatest possibl.e 
a't'tentlon .ahoW:d.be 'given to tbe .e8rch... of new. local. .i"u:il ~ 
reserves. Nevertheless, im:reasea J:n'the :domestic :production 
of 011, gas ana electricity Will be -of the order. of, 4~~ - a: ~year, 
fordng f,mSlty , to ~rt ·lts.4lDergi: shortfalls (mailiJ;y:buIl 
the USSR. It remains to be seen 1ibe:t:hE!r,. aa a _ re8Ult" of 
Hungary',a 1917101 revalue.t1..on~ o!t .1he fod.nt age1.!J151; the ... " 
transferablE: ruble. the. cost -of .sov,iet energy 'SUpplies: will 
not rise at an even rdgher, rate 1n 1978-1.979. ~eDeby 
increasing the cost of production and ult1mataly making 
Hungarian goods, leslL.c2m~tlt1ve Onl ~!! ~ ?Efrkets. 
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ROMANIA 

(a) 1977 Re~~lts 

36. Although most planned targets were not reached and 
the economy mowed its worst performanc e of the currant decade 
the 1977 remlts confirmed that Romania has the fastest grow
ing economy in Eastern ):,Urope. National Income increased by 
8 . 656 (Plan: 11.3";), per capita r eal income 5. 'm ( 5 .9-6.~). 
investment 11. 5% (16.75. ), r etail sales 6. 750 (8 . ;'5; ), f areign 
trade turnover 14.~ (15.5%). A sectoral analysis reveals 
sustained erowtb i ii industry at 12.~ (Plan : 10.~) compared 
with 11.~ for 1976 with particularly high achievemants in 
shipbuilding and preciSion Engineering. The main obstacles 
to Plan fUlfilment were depletion of the agricul tural l abour 
force. especially in skilled labour because of the movement 
of workers from farming to more lucrative industrial 8IllplOJ
Llent; lower than planned investment mich resulted partly from 
the consequences of the earthquake in March 1977; poor labour 
organization, lack of discipline SIld high material consumption. 
The overall labour force does not appear to have increased, 
and manpower can be s een as becom1.llg an 1crportant bottleneck 
in the economy. In agri ell I ture ~ there was a setback with 
output being 1.% below the 197b record against the planned 
increase of 1. ~ to 13. Ei5'. Inadeqllate machin ery utillzati on 
and low productivity r esulted, in part, from the shortage of 
skilled labour ..mich is thus seen as one of the main causes 
of the fall in agricultural produ.ction. 

(b) 1978 Plan 

37. In most sectors, except incl1stry, the gra;;th targets 
set are higher than the 1977 performance and the five year 
provisions. National Income is to increase by 11-11.5%, per 
cap i ta real income 7 . 9'1., retail sales 10%, investments 16.~, 
industrial output 10. 6% , agricultural output 6.9- 16.1'; , labour 
productivity in incl1stry 9'"~ , foreign trade 19.1~~ . Thus with 
the 1976-1977 results lower than the targets s et for the 
current Five-Year Plan , 1978 is planned to be a yeer of re
covery and progress. The causes of the 1977 failures are 
unlikely to be removed . however, and this suggests that the 
target f or the ye ar. and therefore for the Five-Year Plan as 
a liIbole, will be very di fficult to raeet. especially m. agri
culture, in inves"bnent and pemaps in National Incon;e. The 
realization of these problems may have been at the root of the 
reshuffle at Party and s tate level announced by Ceausescu on 
7th March. 1978 and of the financial and administrative 
cbange in the economy <!hich he forellbadowed. The se i.ncreases 
are aimed at decentral i zation and at increased worker 
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participation in enteI'Pr1se pl:9fJ,tb 1:1. the wake of Ro.aanla's 
socio-economic problems the mea6Ul"es will concentrate efi"Oi'ts 
on improving the econ0my -but it 18 pema:ps doubtfUl that they 
can be quickly and efflctLvely 1IIIpl.ented; lncleed. 1:be r.e
organizattoD might even bave adverse -effects on the ach1eve
meut ot· the plan targets - • 

BULGARIA 

(a) 1m Results . . 
36 .• - once -again -BulgBr1a ranked.. high in Nafl.onal Incoae 

growth:6 .• ~. lievertbdellll, -for tb~ lIecond year I'UmIIng 811 
l11830r iDdexell of the sUll eXpmd1~ -economy fell short of ' 
Plan llil"Ovi 51 onll. Nat! 0DBl. Ihcome -was bel:)lt Plan- bY 1 . 9',&, 
retail ,salell. were up. 3.~ as againSt a planned 7*. -1Ji\res:tment 
3.~ (Pl-an: 10.-6'~), labOUr p,rodueuvitt "" (Plan: 8.1~) ;- -
agricultural! o\ltllUt dec~easecf l)y-6.35' (Plan: -f4tj) and 
industrial output 1Dcree,sed by 6'.~ (Plan-: 8.9-9.2%). 1he 
available iDtol'lilation suggests tha-1; the -Bulgarian -economy -iS 
in the m1ddle of a dormturn . particu1erly severe in agri
culture and· invest:lent. . - ,., t· ~ .. 

(b) 1978 -Plan • ro. ': rot . . • 
39. The difficulties encounte~ by "tbe .... conO'-'lY stretch 

beyond ·the uswll- amcurt of mismanagement. f..n. eneIV Cl'i~:!s 
threatens seriously to aggravate the country's trede -detio1 t 
and 1:119 ~reaae in labour product! v1ty I s not eUf'flcieat to 
offset sbol·tage in nenpower where mmbers beve '1'aU:en 1Jy -
27,000. For ~978' the planners have IHlt goals l~er" than bave 
been. seen at any t1~ dunng this decade - thus reflecting 
-the low' economic rewms" Of. 1m.- ' Ilideed ' the 197Ek Nat1onal 
Income is to increase -by 6.W,' (as against the 1m Plan -of 
8 • ~), consumption 5%, !·~l;a1'l. sal.es 4. ~, per cap!.ta real • 
income 3.6~';· 1.mrest:lent --4-.~, laliour productivity 6'.7~ .. 

- foreign trade 11.5%. agrico.11tural, output ~-and industrial ... 
prodUc"t1on '7.7%. The Fiv-e~ear- Plan. targets are very 'Un
likely to be realized. Increasing economic d1f'ficul~ies My 
well be refiected in even greater dependence- an, and,.: closer 
h.ell w1tb .• tbe USSR.- • 4 

--------
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IV . EAST-~ST TRADE 

40. An extrapolation of available ' iest::rn statistics (1 J 
clearly ahc-"s the Llarked trend in 1977 tow~-ds a r eduction in 
the trade deficits of the USSR and East European coWItr':'es 
wi th the '[est. Sovie t inports from t.'le OECD area (a-pproxi
mately _13.3 billion) dropped some 3% ~ompered With 1976 whilst 
exports (around $12 billion) increased by 1~'; . Thus, tae 
Soviet trade deficit jn 1977 was probably around $1.3-1.5 
billion against 1>3 billion in 1976. As regards Bastern Europe, 
the total negative balance is likely to have declined from 
~3.6 billion in 1976 to approximately ,2.7 billion last 
year(2). nowever, the pictl;re is not identical for all 
countries: in 1977 Poland, the GDR and Czechoslovakia managed 
to reduce their deficits substantially with the OECD area 
througb the combined eff ect of i cport cuts and export incTeasea. 
Bulgaria1s deficit also declined out to a lesser degree be
cause of that country1s stable sales. By contrast, both 
Hungary and Romania r ecorded a sharp deterioration in their 
trade balances which arose froe a rapid increase in procure
ment. 

41. The external paYl:lents position of the COMECON 
countries continued t o worsen in 1977 even though the rate of: 
~wth of the debt slc-ded down in r elation to 1976: it is 
est1.lz ted that the total net indebtedness of the area to the 
West increased by $5 billion l a st year~ rea~~ing some $45-50 
billion accord1!l'; to various sources(3J. However, for the 
USSR and to a lesser extent for Poland, an iI:lpcrtlmt part of 
the debt derives fro m self-l!qUidatl.ng credits, \lIhose repay
ments are to be made L'1 the form of goods . In order to contain 
their indebtedness within maI!ageable lic1ts the East :Ruropean 
coWItries will continue to limit their purchases frog the West 
in 1978, although th ey will be obliged to liJport SOIilB ~-3 
billion of cereal s, whilst cxlncurrently attempti~ to boost 
their s ales to Western ma rk ets. To s ecure outlets, they will 
try to channd their i ports via cocpensation deals . However, 
this fonlUla often pres ent s difflculties for their ~fc stern 
partn~rs. Moreover, it t ends to gi v e rise to conf'l i c t s of 
interest betweeU'those s ec j;C' :;>s of the Western economie s ex
porting to the COI!IIiIUIlist countries and those producing goods 
in competition ~~th Soviet and East 3Uropean pr oducts delivered 
under co mpensati on abre rents. 

ata re a ng mos y • 
including i ntra-Geroun transactions. 
UN EC}:; r ej:ort gives a lim! t of f,lJ) billion but this 
f igure could excl ude some short-tere credits . 
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