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

-2- ACftV-rP/615 ( R e v i s i d )  

Introduction 

1. This peper highlights signif~cant developments i n  the  
economies of t h e  USSR and Eastern Europe during the  first par t  of 
1979. It does not give par t i cu la r  a t t en t ion  t o  long-term develop- 
ment trends. since they have been dea l t  w i t h  i n  d e t a i l  in  other  
Economic Committee reports .  I t  emphasizes, r a ther ,  current r a t e s  
of economic growth a s  they conform t o  or  deviate from plan goals, 
since these are  the  most readily avai lable indicators  of whether 
the countr ies '  planned economies a re  functioning a s  intended. In- 
d i r ec t l y  the economies' performance with respect t o  plan a lso  
suggests how well they can support planned leve l s  of defence ex- 
penditure without undue s t r a in .  

SUWMARY 

2. P a r t i a l  1979 r e s u l t s  f o r  t h e  economies of the  USSR and 
Eastern Burope suggest a continued slowing of economic growth, due 
principal ly t o  labour ~ D P ~ Y  shortages, inadequate harvests,  rising 
cos t s  of energy and cap i ta l  equipment, and the  severe winter of 

9. which d i s m ~ t e d  the  economies in neneral and t r a n m o r t  . 
i n  par t icular .  Throughout the  area. constnrction of indus t r i a l  
projec ts  and res iden t ia l  housing appeared to continue the  p a r t i c e  
l a r l y  poor showlng of previous years. In many countries,  1979 has 
seen the introduction o r  extension of reforms designed t o  promote 
labour productivity and management eff iciency through incentives 
and tightened planning controls.  A l l  of the  countries show a pre- 
occupation w i t h  t rying to improve t h e  qual i ty  and range of production 
in order be t t e r  t o  s a t i s fy  increasingly exacting domestic and f o r e i m  
demand. Eastern Eumpe's t rade balance w i t h  the  West ameared t o  
imorove somewhat, although it deteriorated with the USSR. 

3. Since 1975, the  S w i e t  economy as a whole has mmm a t  a 
moderate r a t e  averaging over 4% a year, i n  tenns of constant-price 
u t i l i z ed  national lncome(1). Total indus t r i a l  production has 
exceeded planned output eath year ,  growing a t  a - r a t e  of over 5% 
annually. according to reduplicative Soviet accounting methods. 

21 )  Soviet national income is broadly colpparable Do t h e  Western 
concept of CNP a t  market pr ices  l e s s  depreciation and so- 
cal led  nnon-productiven a c t i v i t i e s  such a s  administration 
and most services.  Using the  Western concept of CNP, the  
Soviet economy may have grown by about 3% in 1978. 
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N A T O  R E S T R I C T E D  

4. During the  first nine months of 1979, although industrid 
oduction Rrew a t  a r a t e  of only 3.y w e r  January-September 7 m  

%put, it was allegedly expanding according to plan. Plans c a l l  
f o r  the  year ' s  total production to increase by 5.s w e r  t h a t  of 
1978. although this now appears unlikely to be achieved. 

5. A s  in the  vas t ,  increases i n  indus t r i a l  out& sear ta be - - - - . - - - 
due in la rge  pa r t  to' the-use  of addit ional  labour and' cap i te l  in- 
ves twn t ,  ra ther  than to gains i n  worker o r  management efficiency. 
Labour productivity f o r  a l l  of the  USSR advanced only 2.4% i n  t h e  
first nine months of 1979, a s  compared t o  a planned gnnth of 4.7% 
f o r  the whole yeas. Its growth vas generally higher, however, i n  
republics having more p l en t i fu l  labour reserves or r e l a t i ve ly  lower 
leve l s  of accumulated cap i t a l  stock, where new investment can pro- 
duce more s t r ik ing growth i n  output. 

6. Nonetheless, the  first all-union census taken since 19'70, 
which was released on 22nd April 1979, confirmed a marked slowdown 
i n  powlat ion ~ r o w t h ,  especial ly i n  the RSFSR, Belorussia, the  
Ukraine, and the Balt ic  republics,  all of which shwed a nine-year 
population increase of only 6-3. The census r e s u l t s  tend t o  con- 
firm t h a t  the USSR can no longer count on economic g r w t h  simply 
through increased labour inputs ,  but must make be t t e r  use of 
exist ing resources and of advanced technology and production methods. 

7. Continuing 1978 trends, leading growth areas  i n  i n d u s t q  
in t h e  January-September 1979 period included numerically con- 
t r o l l e d  machine tools .  vetrochemical equipment, automation con- 
t r o l s .  and computer equipment and spares,  dl of which regis tered  

increases i n  the value of t h e i r  output. and a re  v i t a l  t o  
fu r ther  Soviet indust r ia l  development. Production of machinery f o r  
rais ing livestock also increased substant ia l ly ,  and output of 
colour te levis ion s e t s  rose by 29%. These increases point t o  t h e  
Soviet leadership's continuing i n t e r e s t  in  enlarging supplies of 
meat and ce r ta in  types of consumer durables fo r  the population. 

8. Some indus t r i a l  sectors ,  par t icular ly  the  chemicals, and 
iron and s t e e l  industr ies .  la& i n  the first nlne months of 1979. 
Chemical products below 197 pro uction l eve l s  included mineral 
f e r t i l i z e r s .  insect ic ides  and-pesticides,  su l fu r ic  acid. synthetic 
res ins  and p l a s t i c s ,  and chemical f ib res .  The production slowdowns 
might cause future d i f f i c u l t i e s  i n  such areas a s  agricul ture.  
metallurgy, and p l a s t i c s  fo r  mass consumption. Cment production. 
too, was 4% behind 1978 production, suggesting fu r ther  shortcomings 
in  the  already beleagured constxuction industry. 

9. Output of enerm-uroducing materials  i n  the  first nine 
months of 1979 w a s  reportedly above t h a t  the fo r  same period i n  
1978, a s  was generation of e l ec t r i ca l  energy, except f o r  coal  pro- 
duction, which was a t  the same level .  Nonetheless, unless  monthly 
production of o i l ,  natural  gas, and coal exceed the  l eve l s  a t ta ined 
in August fo r  the balance of the  year, 1979 t a rge t s  cannot be net .  
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N A T O  R E S T R I C T E D  

O i l  output a t  t h e  August r a t e  of prodwAto~~, for i n m e ,  appeared 
that it might f a l l  6 million t o m e s  shor t  of t h e  1979 goal of 593 
million tonnes. Even i n  t h i s  eventuality,  however, it would s t i l l  
be 3% ahead of 1978 production and enable the USSR to export a t  
l e a s t  65 mil l ion tonnes to the West, for convertible currency 
earnings of around $7 b i l l i on ,  o r  just under half  its current  l eve l  
of convertible currency earnings. 

10. Capital  investment increased only dligh in the  first 
half  of 1979 over the  former veer ' s  f i r s t - s e w s t e  . i n  l i n e  . - -- 

with government e f f o r t s  to hoid investment cost  increases --no 
more than 4.5% f o r  the whole of 1979. Investment expenditures 
continue to be pushed upward, pa r t l y  by ever-rising prices f o r  
imported equipment and technology, and by high costs  associated 
with large  development projec ts  in Siberia ,  including o i l  and gas 
f i e ld s .  Indust r ia l  areas which received large  shares of investnrent 
funds in 1979 were chemicals and petrochemicals, metallurgy, and 
agr icul ture ,  the l a t t e r  of which takes  w e r  one-fourth of all in- 
vestment resources. 

1 Tran6mn-t has received suedel aamhsis in 1979, in order  
t o  remedy transport-related shortcomings which have hindered the  
development of other  economic sectors.  After a decline i n  1978, 
new o i l  and gas pipeline capacity is being expanded by w, o r  
10.000 kilometres. In addition, 770 km a r e  being added t o  t h e  rail 
network, which continues t o  be burdened i n  par t i cu la r  by loading 
d i f f i c u l t i e s  and heavy usage f o r  t h e  t ransport  of bulk commodities. 
220 lan of t h e  new trackage represents addit ional  trackage on the  
Baikal-Amur-Uagistral (BAM) Line, which w i l l  improve access to 
Siber ia ' s  mineral resources. Nearly 20% of a l l  1979 investment 
expenditures. or  25 b i l l i o n  rubles,  is beilg put into transpor- 
t a t ion  projects .  

12. Because of a harsh r i x t e r  follmed by severe spring 
flooding and an unusually dry summer in most of the  Western portion 
of the Soviet Union, agr ioul tura l  harvests i n  1979 are expected t o  
be d i s aupo in t iq .  Grain production is expected to come to no more 
than 175-180 million tonnes, down sharply f m a  1978's record l eve l  
of 237 million tonnes. As a r e s u l t ,  the  USSR u i l l  i o r t  a t  l e a s t  '=I 25 million tonnes of US gra ins ,  a t  a cos t  of around $ b i l l i on ,  and 
additional amounts f r o m  other  Vestern suppliers ,  t o  feed t h e  
country's groving livestock herds. S w i e t  agricul ture continues to 
be hindered by t h e  mineral f e r t i l i z e r  industry's f a i l u r e  t o  meet 
plan t a rge t s  and by lack of g ra in  storage space. which makes it 
d i f f i c u l t  to o f f s e t  poor harvests  by surpluses in record years. 
F e r t i l i z e r  requirements i n  the most important agr icul tura l  re@- 
may be met somewhat more e f fec t ive ly  by the  completion i n  1979 of 
the  Tolsyatti-Odessa ammonia pipel ine,  the biggest project  of its 
kind i n  Europe. 

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

-4- 

 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



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

13. Thrpa-puarter 1979 meat vroduction, including pr iva te  
production, was 1% ahead of l % ~ r o d u c t i o n  ia the 
social ized sector alone was behind tha t  of 1978. The r a t e s  of 
expansion rill have to improve, i n  any case, i f  Soviet planners 
are  t o  reach t h e i r  goal of having a t o t a l  meat production in 1985 
35% greater  than t h e  1974-1976 average. Mid-seventies meat pro- 
duction has been considerably belov t ha t  needed f o r  t h e  l eve l  of 
per capi ta  meat consumption recommended by Soviet nu t r i t i on  
experts . 

level  during the  corresponding period i n  the previous year. In- 
creases i n  r e t a i l  t rade  turnover have i n  general been slowing in 
recent years, i n  l i n e  with declining growth in t h e  economy a s  a 
whole, and with apparently unsat is f ied  consumer demand. 

15. Allegedly to  bring consumer damand fo r  sought-after 
"luxuryn items more nearly in to  l i n e  with exis t ing  supply capa- 
b i l i t i e s ,  and apparently also to absorb excess conarmer pttrchasillg 
p a e r ,  t h e  USSR on 1 s t  July 1979 announced conlprlper p r ice  increases 
on automobiles, jevel lery,  f'urs, carpets ,  ce r ta in  types of 
furni ture ,  and evening meals i n  restaurants .  Perhaps p a r t i a l l y  aa 
a r e s l l t ,  consumer savings increased by only 5.6 b i l l i o n  m b l e s  
during the first half  of 1979, in cont ras t  to a 14.4 b i l l i o n  ruble 
o r  1296 yearly increase i n  1978. 

16. In August 1979, the  S w i e t  newspaper nSocial is t  Inbustzy' 
ennormcad that wholesale =ices rnuld also be increased on mineral 
f e r t i l i z e r s ,  pes t ic ides ,  and new types of p las t i cs .  Wholesale 
pr ices  of coal,  gas and petroleum are  to be ra i sed  to r e f l e c t  
growing cos t s  i n  fue l  extraction. and t o  stimulate e f f i c i e n t  coal 
production i n  par t icular .  The i n t en t  of the  pr ice  revision. which 
it is claimed w i l l  tend to lower the  price of indus t r i a l  machinery, 
is t o  stimulate e f f i c i en t  production by bringing firm p r o f i t s  more 
nearly in to  l i n e  with production cos ts .  

17. The m i c e  chanaes a r e  the  first tana ib le  stems toward 
effect ing t h e  kconomic reforms decreed a t  the-end of J ~ X .  The 
reforms. rh ich  a r e  t o  take e f f ec t  mainlv a t  the b e n i ~ i n K  of 1981. 
take a three-pronged approach to improve Soviet e~&omic-~rawth: 
improving the  planning process, la rgely  through more ef fec t ive  
performance indicators;  more t i g h t l y  control l ing cap i ta l  invest- 
ments; and providing more material incentives f o r  e f f i c i en t ,  high- 
quality work. Under the reforms, the government seeks t o  combat 
the i n e r t i a  t h a t  has heretofore made it sa f e r  and more prof i table  
to turn out ever larger  quant i t ies  o f  low-quality goods, w d  t o  
force plants  and workers a l ike  t o  more e f f i c i en t  production by 
threatening a reduction of t h e i r  p rofa t s  and bonuses. Nonetheless, 
the  effectiveness of the  reforms, which will depend i n  large  pa r t  
on the  leadership 's  p o l i t i c a l  w i l l  t o  carry them through, w i l l  not 
become evident fo r  several years. 
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N A T O  R E S T R I C T E D  

18. In t h e  first half of 7979 S w i e t  fareinn t rade  maintained 
its ~ s i t i v e  overall balance, and its U s u a l  t rade  Q e f f c i t  with 
aeveloped Western countr ies  narrowed somewhat t o  7.7 b i l l i o n  rubles 
($2.6 b i l l i o n ) ,  a s  compared w i t h  2 b i l l i on  rubles ($2.9 b i l l i on )  i n  
the  first s i x  months of 1978. The convertible currency d e f i c i t  
w i l l  probably deepen, however, h e n  impending grain i e r t  contrac ts  
a r e  consumeted. It  may also grow if t h e  USSR continue8 t o  cu t  back 
on i ts de l ive r ies  of o i l  to Western merkets, i n  order t o  f u l f i l  
cammitments to other  CMEA members and t o  meet growing domestic 
needs. Trade with t h e  developing world, on the o ther  hand, con- 
t inues  to produce increasing earnings fo r  the USSR: i n  the  first 
ha l f  of 1979, t rade  with the  area  yielded a surplus of 1.2 b i l l i o n  
~ b h s  ($1.8 b i l l i o n ) ,  a s  compared t o  a pos i t ive  balance of 0.9 
b i l l i o n  rubles ($1.3 b i l l i on )  i n  the  first s i x  months of 1978. Ths 
USSR's t rade  balance w i t h  o ther  members of the  CMEA i n  1979 more 
than doubled i n  the  f i r s t  half of 1979 i n  comparison w l t h  the  same 
period in 1978, to reach the  equivalent of $0.9 b i l l ion .  

19. The Bulgarian economy continues to follow a path of 
declining, although comparatively high growth i n  both aggregate 
(hW) and indus t r i a l  production. Plan underfUlfilment has been 
the xule s ince t h e  beginning of the  current  Five-Year Plan 6- 
W-d the  quar ter ly  re turns  suggest that t h i s  i s  the  c a s x i s  
year a s  well. Indeed, the o f f i c i a l  communiqu6 on nine months per- 
formance s t a t e s  t h a t  agricul ture production i n  1979 is expected to 
be only marginally l a rger  than i n  1978, while constmction t a rge t s  
were unde r f i l f i l l ed  by 2.7%. Indust r ia l  output i s  6.4% up on the  
corres?onding period i n  1978, but from similar  t rends i n  preceding 
years it is l i k e l y  t o  end up with l e s s  than the  7.8% annual in- 
crease foreseen i n  t h e  Plan, the  more eo a s  cap i ta l  investment 
l a m e d  f a r  behind schecble (Annual Plan: 6.1 b i l l i o n  leva; 9-wmth 
r e g r n s :  3.3 b i l l i on ) .  The -consumer's l o t  vlll ce r ta in ly  be 
n e ~ a t i v e l y  af fec ted  by steep pr ice  hikes,  announced on 12th 
November (UD t o  40-50% o r  more f o r  many basic goods and services) ,  
despi te  accbmpanying wage increases (averaging-about 25%). A l l  i n  
a l l ,  a s  t h e  economy develops, it is losing its growth impulse: it 
i s  experiencing lower increases i n  labour productivity and even a 
decline i n  cap i t a l  productivity,  exacerbated by a dearth of raw 
materials ,  pa r t i cu la r ly  o i l .  The Bulgarian government has begun 
during the  course of 1979 t o  implement long-discussed reforms t o  
improve i n h s t r i a l  planning end management, but it is too ear ly  to 
judge whether these changes w i l l  provide a solution to the  
country's economic problems. 
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N A T O  R Z S T R I C T G D  

20. Thc extreme winter of t h i s  year retarded p rhc t l~13  in 
both agr icul tura l  and indus t r i a l  sectors. Durlng the  first half 
of 1979, total inchastrial production rose by 2.696, shor t  of the  
annual plan di rec t ive  of 4.2%. The 1.9% r i s e  i n  labour produc- 
t i v i t y  is a lso  under the scheduled annual t a rge t  of 3 . S .  Un- 
favourable weather conditions throughout 1979 have caused a serious 
decline i n  agr icul tura l  moduction. n e c e s s i t a t i w  m a i n  i.wrts - - - 

from the ~ e s t  of around two million tons. The most immedike  rob- 
lem facing Czechoslovakia is t h a t  of fu tu re  enerw shortages. 
x i c i ~ a t i n ~  no s ian i f i can t  I: ncrease n ifuture~wietoi~iss - .-- - - - - . - - - - - . 
the coktry-has  i n i t i a t e d  programmes for  the  d e v e l o p ~ n t  of nuclear 
power s ta t ions  to supplement the one a t  Jaslovske Bohunice. More- 
aver, the Czech government i n  July 1979 ra ised  p r ices  of coal ,  gas 
and e l e c t r i c i t y  by 50% and gasoline by somewhat l ess .  Pr ices  of 
chi ldren 's  clothing and footwear, with the abol i t ion  of the  s t a t e  
subsidy, were also increased by 720% to a s  much a s  XW$, although 
pensions and family allowances were likewise augmented. Czecho- 
slovak productivity continues to  be hampered by out-dated 
machinery, i ne f f i c i en t  management and poor worker morale. The 
ncomplex experiment of effectiveness and controln i n i t i a t e d  i n  
January 1978 i n  150 plants  is  claimed to  have achieved posi t ive  
resu l t s .  Three of Slovakia's leading economic production u n i t s  of 
chemicals, wood products and lea ther  succeeded i n  f u l f i l l i n g  (and 
i n  some cases over fu l f i l l ing)  plan quotas, a s  well  a s  improving 
product quality.  The r a t e  of grovth in exports and imports f a i l e d  
t o  meet plan requirements. although i n  t rade  with non-socialist 
countries,  Czechoslovak exports increased 11 -5% and imports grew 
only 4.4% aver last  yearis half-year levels .  

THE CERMAN DEMOCRATIC REPUBLIC 

an increase i n  wholesale fue l  p r ices  by 30%. e f f e c s v e -  ~anua ry  l*, 
and t h e  introduction of programmes to reduce consumption. Although 
plan t a rge t s  were real ized i n  some sectors ,  increases i n  t o t a l  in- 
dus t r i a l  production during the first half  of 1979 measured 4%. 
ra ther  below the a ~ u a l  goal s e t  a t  5.5% and the 1978 t a rge t  of 
5 . a .  The growth r a t e  i n  the produced national income f o r  1979 was 
prajected a t  4.3%. but the  a c k a l  increase during the f i rs t  s i x  
months was estimated a t  2-36. Likewise labour productivity growth, 
calculated a t  4%. is uoder the scheduled annual 4.6%; the  reason 
for  t h i s  stagnation appears mainly due to a lack of incentive and 
motivation among E a s t  German workers. The system of Intershops, 
catering to those with access t o  hard-currency and providing the  
Sta te  with considerable convertible revenues, a s  well a s  the  s to r e s  
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N A T O  R S S T R I C T E D  

sell-  good qua l i ty  products .at  Ugh dDmestic prices,  have exacer- 
bated the gap between conumer r e a l i t y  and expectations. M n g  
Brezhnevts v i s i t  i n  October 7979, a tan-Year coouerative mgrarpoe 
was announced between the  GDR and t h e s ~ .  I n  addftion to raw 
materials end ?uel. the  GDR is t o  receive machine too l s ,  micro- 
e l ec tmn ic  a r t i c l e s ,  constmct ion equipment, machinery for  the  
manufacture of ra i l road  cars ,  and the  i n s t a l l a t i on  of atomic p e r  
s ta t ions .  East Germany vlll lend its expert ise i n  the  production 
of armatures, t e x t i l e  and footwear machinery and high q w i t y  g l a s s  
products, and v i l l  provide the  USSR with ships,  machine tools ,  
instxuments and chemical and print ing equipment. 

MMGARY - 
22. The Hungarian economy is extremely dependent on foreign 

trade (in 1978, foreign t rade  turnover exceeded m) md is rmique 
in t h e  Soviet bloc i n  t ha t  it r e l i e s  on a semi-market mechanism. 
Both of these  fea tures  make for greater  i n s t ab i l i t y ,  due t o  a more 
d i r e c t  impact of in ternat ional  economic trends. After a peak in 
1977 (S), N?lP growth has gone in to  a sharp decline, which has 
continued v e l l  in to  1979, pa r t l y  a s  a r e su l t  of successful measures 
taken to eliminate the convertible currency trade de f i c i t .  In  t h e  
first half  of this year agr icul ture  was s igni f icant ly  h p e r e d  by 
bad weather, although the damage is par t ly  o f f s e t  by be t t e r  than 
anticipated gains i n  animal husbandry. Industry. with a 3.694 in- 
crease, lagged behind the  (reduced) plan target .  Construction was 
up by an above-plan 3.3%. but recorded major delays i n  housing. 
As a r e s u l t  of the l a t t e r  unfavourable development and t h e  massive 
price hike i n  July 1979, conmmers a r e  feel ing the g r ip  of t h e  
uasi-recession i n  which t h e  Hungarian economy has found i t s e l f  
gn the f i r s t  months of t h i s  year. Needless t o  say, this year 's  
plans - dthough unambitious - are  unlikely t o  be met. 

23. The Polish economy has entered i n to  a fer iod of c l e a r l y  
declining economic umvth: a t  2.896, the  g r ~ t h  n ree l  terms of 
national income i n  1-aa half that of 1977 (5.6%), and approxi- 
mately half  of t h e  plan goal.  For t h e  first s i x  months of 1979, 
w a i l a b l e  da ta  reveals  a continuation of this trend. In par t i cu la r ,  
s a l e s  of indus t r i a l  goods stagnated (0.6% abwe f i rs t -hal f  1978). 
and so will not l i k e l y  meet t h e  yearly t a r g e t  of 4.996. The slow- 
down can be p a r t i a l l y  a t t r i bu t ed  to the r6gimegs i n c r a a a l y  
r e s t r i c t i v e  investment pol ic ies ,  designed t o  redress imbalances in 
domestic consumption and foreign trade.  As a consequence, six- 
month 1979 investment expenditures i n  the  social ized sectbr  
diminished by 14% from those of first-half 1978. Moreover, fm- 
portant d i f f i c u l t i e s  in t ranspar t  and energy production put a brake 
on the development of other indus t r i a l  branches. 

24. Because of an adverse winter and spring. Poland suffered 
agr icu l tu ra l  setbacks in 1979, especial ly in the  production of 
gra ins  which, a t  1'1.5 mil l ion tonnear was the  l a e s t  y ie ld  gince 
1970. The bad harvest w i l l  have adverse e f f ec t s  on the  balance of  
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N A T O  R E S T R I C T B D  

m s  by necessitating abwe plan convertible-curnmcy grain 
inports, and probably also on domestic consumption a s  fodder 
shortages w i l l  adversely af f a c t  meat supplies. Discrepancies 
continue between avai lable consumer supplies and demand, despi te  
the  o f f i c i a l l y  admitted fa l l  in r ea l  incomes f o r  ce r t a tn  sec t ions  
of the  population i n  1978 cnd the apparent continuation of t h i s  
trend i n  1979. The average nominal wages i n  the social ized 
sector  increased 7.796 i n  the first s i x  months of 1979 compared 
vi th  the  same period i n  1978; the i n f l a t i on  r a t e  i s  not ye t  known. 

25. In both 1977 and 1978 Poland succeeded in effect ing a 
reduction of i ts  hard-curren t rade  balance d e f i c i t ,  w h i c h  never- 

e less  remaine g on a e en o ). The 
Erd-currency t:az :a:%? but t h e  
current account did not improve i n  those years. Trade continued 
to improve i n  January-August 1979, when exports to non- 
Communist countr ies  increased by I%, while imports from the sane 
area grew by 8%. However, the need t o  import la rge  quan t i t i e s  of 
grain,  and increases i n  the  pr ices  of OPEC o i l ,  uhich current ly  
provides about one-fourth of Polish o i l  needs, could boost the  
hard-currency import b i l l  subs tant ia l ly  i n  the  second half  of 1979. 
A t  the  end of 1978, Polish ne t  convertible-currency indebtedness 
stood around $17 b i l l ion .  Poland has so  f a r  arranged to service 
i t s  convertible-currency debts,  and i n  addition possesses large  
undravn export c r ed i t  commitments guaranteed by Western governments, 
although such commitments cannot be used f o r  balance of payment 
purposes. F3ut t h e  y r t i c u l a r l y  heaw repayment deadlines vhich 
w i l l  occur i n  1979- 981 w i l l  necess i ta te  refinancing a portion of 
the debt, which current ly seems t o  be a t ta inable  without great  
d i f f i cu l ty .  If internat ional  f inancia l  markets should become l e s s  
l iquid ,  hbwever, or if Poland fails t o  continue showing progress 
i n  reducing its convertible-currency t rade  d e f i c i t .  i t S  sources of 
internat ional  c r ed i t  might become severely r e s t r i c t ed ,  producing 
severe repercussions on the  Polish economy. 

26. Romania continues to be t h e  f a s t e s t  growing economy i n  
the Eas t .  Although o f f i c i a l  optimism is not t o  be taken a t  face 
value, indicat ions a r e  that t h e  8-85 owth rate f o r  NMP w i l l  be 
met. However, barvest d i f f i c u l t i e s  w rans la te  i n  e s s  than 
-ed (5.1-5.696) g m t h  i n  a g r l c ~ l t ! k . ~  Indust i?e&ected 
t o  show t h e  11.3% mouth r a t e  foreseen in 4 Investment, 
especially i n  housing, lags  f a r  behind plan, while r e t a i l  s a l e s  - 
&e bulk of which a re  personal consumption - seem t o  be growing 
a t  a r a t e  compatible with the 8.3% annual ta rget .  The l a t t e r  is 
an indicat ion t ha t  the regime is slowly putting g rea te r  e m u h s i s  
on consumers' welfare, which i s  also witnessed by the  launching of 
a credible uroaramme f o r  "im~rovim the l iv ina  standardn. The = - 
economy may come close t o  an'average growth asove 70% i n  the 
current Five-Year Plan 1976-1980, a s  Romanian o f f i c i a l s  claim. 
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N A T O  R E S T R I C T X D  

However in a longer term perspective, dower  productivity gains,  
manpower bottlenecks, and declining o i l  ou tp l t  have l ed  t h e  
Romanian planners t o  acknowledge that the  age of record grawth is 
coming to an end. The t a rge t  s e t  f o r  NMP grorth i n  t h e  1981-1985 
plan draft is 6.7-7.496 - still  very high but substant ia l ly  l e s s  
than the nabwe 1 0 J 6 W  posted f o r  t h e  current  Five-Year Plan. 

27. Future energy provisions were i n  the forefront  of dis- 
cussions a t  the  CMEA1s th i r ty- th i rd  general annual session held i n  
Moscow, 26th-28th June 1979. The USSR, Poland, Czechoslovakia, and 
Hungary signed an agreement f o r  the  constmction of a 4000 M'd, 
1.5 b i l l i o n  ruble nuclear vower ~ l a n t  i n  the  Ukraine. o a r t  of a 
l a rge r  programme of build& rnudal nuclear vower vl&s, princi- 
pa l ly  i n  the USSR, i n  the 19- period. which w i l l  u l t imately 
~ r o v i d e  an addit ional  37.000 HW of aeneratina c a ~ a c i t v  f o r  Eastern 

or  over two-flft6s of i n s t a i l e d  1978-genkratlk cavac ig .  
The ~ l a n t  w l l l  be l inked t o  Poland bv a 7%-volt transmission ne. 

~ .. ~ - 

h i c k  was also agreed t o  a t  the session; the l i n e  is the second 
sect ion of a high-tension network which w i l l  eventually c i r c l e  
Central and Eastern Europe to supplement the s imi lar ,  but now 
overloaded CMEA "Peacew gr id ,  and a l so  form a power feed l i n e  t o  
Western Europe. An addit ional  dozen agreemnts were signed a t  the  
session serving to implement the  now approved f ive  t a rge t  programmes 
serving a s  a framework for CMEA cooperation &ring t h e  1980-1990 
period i n  p ro jec t s  dealing w i t h  the production of fue l s ,  energy a d  
raw materials ,  indus t r i a l  machinery, agr icul tura l  products, trans- 
portat ion f a c i l i t i e s  and consumer goods. 

28. Fragmentary six-month t rade  r e s u l t s  throughout the CMEA 
continuing success ?m many countr ies  i n  r e s t r a i  
the  i n d u s t r m t  to reduce convertible-curre? 

e f i c i t s  and corresponding convertible-currency debt. 
Similarly,  many of the  c o h r i e  apparently had success i n  boosti 
the six-month value of t h e i r  hard-currency e F* AS a resu 4 
Poland reported t h a t  it had reduced i t s  har  -currency d e f i c i t  f o r  
the first s i x  months of 1979 by 21% from its corresponding 1978 
leve l ,  and Hungary by 5096. On t h e  other  hand, the  hard-currency 
t rade  balance of t h e  CDR and Romania appear to have deteriorated,  
a s  a r e su l t  of substant ia l  increases i n  imparts from the OECD 
countr ies ,  adversely affect ing t h e i r  debt position. A t  the  end of 
1978 the  ne t  convertible currency debt of the  CMEA member countr ies  
amounted to some $53 b i l l i on ,  approximately one-fifth of which was 
owed by t h e  USSR(1). The debt service burden appeared t o  be still 
within the  f inancim cavab i l i t i e s  of each member nation, although 
na r t i cu l a r lv  heaw i o r  ~ o l a n d  and Bulgaria. During 1978, moreover, 
the  r a t e  of- incre ise  i n  ne t  hard-currency debt of a l l  of the O E A  
countr ies  except Romania appears t o  have slowed somewhat, a trend 
which shoved signs of continuing into l c  

T l )  See Table 3 f o r  country-by-country sulmary of debt posi t ion 
through 1978. 
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R A T 0  U N C L A S S I F I E D  

NmExto -2- 
-/615 (Revised) 

(in Billion US a) 

USSR 
Exports 8.2 8.4 10.3 12.2 13.0 
I~portS 8.1 13.5 14.4 13.4 16.2 
Balance 0.1 -5.1 -4.1 -1.2 -3.2 

BULCARIA 
Exports 0.5 0.5 0.6 0.6 0.7 
Imports 1 .O 1.3 1.0 1.0 1.1 
Balance -0.5 -0.8 -0.4 -0.4 -0.4 

CZECHOSLOVAKIA 
Exports 1.7 1.7 1.7 7.9 2.2 
Imports 2.1 2.2 2.4 2.6 2.8 
aalance -0.4 -0.5 -0.7 -0.7 -0.6 

EAST GERlUNP 
Exports 2.6 2.6 3.2 2.8 3.3 
Imports 3.5 3.7 4.6 4.2 5.0 
Balance -0.9 -1.1 -1.4 -1.4 -1.7 

HUNGARY 
Exports 1.4 1-3 1.5 1.7 2.0 
Imports 2.0 1.9 2.0 2.4 3.2 
Balance -0.6 -0.6 -0.5 -0.7 -1.2 

POLAND 
Exports 3.0 3.3 3.6 3.9 4.3 
Imports 5.3 6.2 6.8 6.4 6.2 
Balance -2.3 -2.9 -3.2 -2.5 -1 .9 

ROMANIA 
Exports 2.1 1-9 2.2 2.3 2.7 
Imports 2.5 2.3 2.2 2.7 3.3 
Balance -0.4 -0.4 0.0 -0.4 -0.6 

TOTAL 
Exports 19.5 19.7 23.1 25.4 28.2 
~mporta 24.5 31.1 33.4 32.7 37.6 
Balance -5.0 -11.4 -10.3 -7.3 -9.6 

1 nc u es 
imports are on a f.0.b. basis except Hungary, which 
reports its exports on a c.1.f. basis. 

(2) Preliminary estimate. 
Source: Handbook of Economic Statistics 1 , US htional 
Forcfgn *ssessmmt c e n v  
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N A T O  R E S T R I C T E D  

(End of Year Situation) 

Estimated Net 
Hard-cufiancy 

Exparts to 
Developed 

Debt ($ bi l l  Vest ($ bi l )  

EAST GERMANY 

1971 
1975 
1978 

HUNGARY 

1971 
1975 
1978 

POLAND 

ROMANIA 
1971 
1975 
1978 

Sources: Indebtedness: US Government 
Exports: Hardbook of Econdc  
US ~ a t i o n a l  Foreign Assessment 

(1) Ratio is generally lower d e n  exports of services md to 
develop* countries i s  considered 
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