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PART l 

Note by the Chairman 

The attached appreciation of the economic position of 
the NATO and Warsaw Pact countries for the period through 1988 
has been prepared by the Economie Directorate in accordance vith 
the agreed procedures for the NATO defence planning review. 
It de scribes the economic situation and prospects of both the 
Alliance and Warsaw Pact countries and includes an evaluation of the 
implication of economic development on Allied defence and Warsaw Pact 
military efforts. 

The report submitted to the Economie Committee for review(1) 
consists of three parta: 

Part l - comprising "Main Findings" and an 
evaluation of the current economic 
situation and outlook for the 1980s 
in NATO and the Warsaw Pact. 

Part II - review of selected economic factors 
hav1ng a major influence on the 
development of NATO economies and 
their implications for defence. 

Part III - review of selected economic facotrs 
having a major influence on the 
development of the Warsav Pace 
economies. 

Part II and Part III of the Appreciation will be circulated 
separately. 

(Signed) J-N. GIBAULT 

NATO, 
1110 Brussels. 
(1) Sëe DPC/D(7i)iO aB~a ,~~ May, 197,. For thls purpose the 

Economie Committee i8 considered to be composed of the ~9me 
participating countrlell BII those represente .> in the Defence 
Planning Committee. 
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APPJUX:IATION OF THE fX:ONOJIŒC POSITION OF HAro AND 

PART 1 

A. THE CURRENT SITUATION AND OUTLOOK FOR THE 19808 IN: 

- NATO 

- WARSAW PACT 

B. MAIN FINDINGS 
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A. THE CURRENT SITUATION AND OUTLOOK FOR THE 19808 

NATO 

Introduction 

The forecast horizon of the OECO for its on-going 
analysis of the economic situation and outlook for member 
countries ls currently elghteen months and ln their latest 
report(1) thelr analysis extends to the middle of 1982. 
This authoritatlve report covering the OECO area, including 
ell the Alllance member countries, ls presented by the OECD 
as one judgement out out of a range of possible developments. 
For the remaining years of the decade of the 19805 there is no 
information available that taken together can offer a sufflcient 
degree of reliability for projecting economic developments. The 
approach adopted in this report has been to draw on available 
authoritative economic studies and reports concerning the medium 
and long-term with particular attention given to the main 
elements that are likely to influence the formation of the future 
economic environment that will serve as the basis for NATO 
countries defence efforts over the period under review. 

The economic situation in the short-term 

2. The increase in world oil priees of 150~ over the elgh
teen months to mid-1980, jeopardised the success that many 
industrialised countries were beginning to achieve in counteract
ing the inflationary effects of the flrst oil priee shoek, and 
Im?osed a real income loss upon the area equivalent to more than 
2% of GDP similar in magnitude to the effeets of the 1973/74 oil 
priee rlse. It was not untll 1978, five years after the first 
011 priee rise that most eountries were growing satlsfaetorily 
again, albeit more slowly than in the 1960s. In 1978 the economic 
growth rate in OECD member countries averaged 3.9% followed by 3.3% 
in 1979. However, in 1980 the rate was down to -1% with declining 
GDP recorded in many member countries in the second half of the 
year. The current recessionary trend prevalent throughout the 
OECD area that has led to rislng unemployment, and huge eurrent 
account imbalances coupled with b1gh inflatlon rates has reduced 
the scope for an increase in consumption not only for prlvate 
households, but also for public authoritles. 

3. According to the OECD, the prospects over the short-tere 
are for a weak recovery starting in the flrst half of 1982. This 
recovery is expeeted to be extremely attenuated. The projeeted yeâr 
on year growth of the are a GDP for 1981 at 1% is no higher than that 
of 1980. GDP in 1981 will probably be 6;%, some e550 billion, lower 
than it might have been without the latest bout of oil priee inereasel 
(1) Economie Outlook No: 28, December 1980 
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The tempo of growth may increase throughout, so that in the 
first half of 1982 it may be running at some 3% annual rate, 
below the average for the 1973-1978 period, and would entail 
in many countries widening margins of excess capaci ty in 
plant and labour force. The OD:D growth forecast is based on 
certain assumptions, the most important of which ls no increase 
in real oil priees. Should such increases take place the growth 
prospects would deteriorate. 

4. Ubder the given assumptions inflation seems likely to 
slow dovn, although even by mid-1982 the rate in many countries 
is unIikely ta have fallen back to the level prevailing in 1978 
prior to the latest oil priee rise. Lower rates of inflation 
are a primary condition for securing sustained real growth and 
top priority ia being given to reducing exceptlonally high rates 
now currently prevailing. In the second half of 1980 the rise 
in the aggregate GDP defiator in the OECD area was some 11" and 
the rate in 1982 ia expected to be around 9". 

5. The weak economic growth foreseen through 1982 will 
r~sul t in higher unemployment rates. The number of unemployed 
in induatrialised Western countries who are members of the OECD 
could approach 26 million in 1982, nearly 12" more than at the 
end of 1980. The rate for the OECD area Is expected to rlse to 
the historically high level of 7.5" in 1982. This figure com
pares wi th an average rate of unemployment of less than 3% of 
the labour force in the 1960a. The effect of this massive 
increase of unemployment falls unevenly on the labour force. 
Much of the brunt has been, and will probably continue to be 
borne by young people, whose unemployment rate is typically 
double or treble that of adulta. 

6. The deficit on the current account of the balance of 
payments of OD:D countries increased from US $35 billion in 1979 
to us $73 billion in 1980. It will possibly decline in 1981 to 
some US ~ billion. The deficit will dim1n1sh in larger countries 
with the United States moving into significant surplus. The out
look for the smaller countries is less favourable and for the 
countries as a group very little improvement is foreseen. The 
distribution of the deficits in these countries may become more 
uneven and for the smaller countries whose external positions 
have been difficul t for many years the defici ts may continue to 
widen. In particular, the less developed NATO member countries 
will continue.to face serious balance of payment problems that can 
only be solved through close co-operation vith the ri cher member 
countries of the Alliance and assistance trom international economic 
organ1zations. 
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7. Following the first eoergy crisis the policy response 
dlffered considerably between countries. After 1980 the reaction, 
a tight stance of both monetary and fiscal policy has been quite 
uniform and the OECD are of the opin1on that such pollcies may 
prove more successful in containing the second-round inflationary 
consequences of the oil priee rise, particularly iD the major 
countr1es, and for the time being at least the OECD area'e current 
defic1t i3 distributed in a way that bas not raised particularly 
difficult fiDancing problems. 

8. In the course of 1981 a number of countries may be in 
the position of having improved somewhat the inflationary situation. 
However, in the OECD view the scope for individual action to lift 
the curb on domestic demand growth may be limited by external 
constraints (e.g. balance of payments, and imported inflation) which 
et present bear heevily on the conduct of economic policy in all 
countries. An additional constraiDt on a more rapid resumption of 
economic growth is of a more general nature and bears upon aggregate 
activity in the OECD area as a whole, and on the ability to expand 
trade with the developing countries with whom there is a growing 
int erdependence as concerns export markets and raw material supplies 
that is increasingly characterised by growing competition in the 
production of less sophisticated manufactured goods. Furthermore, 
any attempt et fester-than-forecast OECD are a growth would almost 
certainly entail iDcressed oil importe, the risk of sharply rising 
oil priees, an increased OPEC surplus and accelerating OECD inflat
ion, leading to lower GDP in 1982 than currently seems 11kely. 

Possible mediuc-term developments 

9 . Although it is hoped that the economic strategy adopted by 
OECD members(1) will provide the basis for economic recovery and 
sus t ained growth there are many uncertainties, and any major set
back to an economic improvement through to 1982 could have far
reaching consequences. The level of unemployment through 1982 will 
r each crltlcnl levels with adverse socio-econoroic repercussions. 
Resumed growth from 1982 will have to be adjusted to the 
product ' on potential of different countries and on effective energy 
policies, if the transition is to be iD any way a smooth one. 
Failure to adjust to the changes in the world economic enviornment 
during thls early transition perlod, notably through iDadequate new 
investment, 15 likely to have very damagiDg effects on the potential 
growth rates of member countries. This potential is already lower 
th an 1t was in the 19605 and inadequate new investment5 could bring . 
the potential below 3% for the rest of the 19805 for most countries. 
Productivity growth recently unusually low or even negative in a 
number oi countries has to be stepped up if recovery over the longer 
term 1s to be sustained. Another danger 15 tbat recovery will al 50 
be unsustalnable if it leads to a tbird energy crisis. In fact, 
the need to restore a viable balance ln energy supply and the unavoid
abl e time lag before dependence on oil can be significantly 
reduced, are key themes that recur in recent reports on the economic 
orospects through to 1985. At the Waah1ngton meeting of the I~W and 
Î<iorld Bank in Se tember last ear the Hans i Director of the IMF 

opte a . n 5 erla 'ee ng , une • t requlres ln 
the flrst phase that demand be restrained to reduce inflation. 
In the second phase resumption of economic growth i5 foreseen. 
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su:med up the importance of energy developments vith the vords 
"no anti-1n!1ationary efforts, no sustained policy of growth, 
no plan ta organise the vorld's monetary system could succeed 
if the present energy situation vere to persist. The problem 
of energy has become all pervasive, measures to deal with it 
must embrace the vhole process of formulating the conducting 
policies at both national and international levels." The IMF 
has also varned against any easing of policy. At the meeting 
in September three main scenarios for the future of the vorld 
economy through to 1985 were considered. Firesly, with policy 
remaining tight, .recession will continue through 1981, 1982 
and then ooly a limited degree of up-turn for several years 
after than and, hopefully, by 1985 a break in inflationary 
expectatlons, that vould permit the resumption of steady growth. 
Secondly, should there be an easing of pol1cy there could be a 
eharp recovery in 1981/82 qulckly followed by a new surge of 
1n!1ation vhich vould require a new clamp down on demand vith an 
even grimmer outlook for the period through to the mid-1980s. 
The third scenario, considered a boost to demand now with no 
tightening up when inflation reappears, could be expected to 
lead eventually to a huge crash in the period 1985-86. 

10. A report made by the Yorld Bank on the economic out
look concludes that the most probable outcome for at least the 
next five years viII be sign1ficantly lover growth rates with 
both developed and developing countrles facing dlfficult 
adjustment problems. 

Economlc prospects over the longer term 

11. The phenomena descrlbed ln the foregolng paragraphs 
have orlgins that can be traced to the early 1970s and often 
to the late 1960s ln some member countrles. They have created 
circumstances ln vhlch It is extremely difficult to deploy 
conventional economic strategies. The oil crisis has compounded 
and aggrevated the problems faced, but some features such as 
inflation, were already deeply rooted in the social systems of 
the West before the oil shock of 1973. Reliable projections of 
developments beyond 1982 cannot be made in present circumstances, 
but some of the views expressed in various reports(1) that have 
been made can provide a certain guidance concerning likely future 
developments. 

12. While economic developments in the early years of the 
19BOs viII be very much in!luenced by the responses made to 
current probleme, the second balf of the 1980s will be Increaslngly 
influenced by more fundamental changes that are ta king place such 
as population trends, development of productivity, changes in 
tecbnolo avareness of environmental limitations etc. 

o y: er u ures - ac ng e ure, ; 
"Technical Change and Economic Policy", OECD 1980; "The 
Global 2000 - Report to the President", US·1980; "The Report 
of the Independent Commission on Development Issues", Chairman 
w. Brandt 1980; Hudson Institute Studies, 1980. 
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13. Governments will be more obliged to formulate their 
pollc1es with due allowance for the emergence of new values 
and new social demands that could slow down economic growth. 
Population increases from 4.3 billion today to 6.5 billion 
by the year 2000, that will be particularly strong in the 
Third World countrles will raise serious problems necessitating 
considerable capital transfers from developed countries in the 
agricultural sector if famines are to be avoided. Primary 
stimulus to growth offered by technological change are hindered by 
constraints of a political and social nature, which may retard 
or even paraliae the introduction of technical innovations. 
None the less, technical and structural changes offer the best 
hope for the developed countries to break out of the current 
economic impass of slow growth and persistent high levels of 
unemployment. 

14. The developed societies of the West are on the verge 
of a fundamental structural transformation. The distinction 
be~Neen private and public production sectors will become more 
blurred and the growth of public expenditure which has marked 
the last thirty years will probably slow down. The transition 
now being experienced will have major implications for the forms 
and methods in which resources are allocated. How the developed 
countries will respond to the pressures for adjustment is an 
open question. World economic conditions have been transformed 
by the fact that Europe and Japan have "caught up" vith the 
United States, and by the industrialization of countries which, 
until recently, were under developed. 

15 . The pattern and development of world trade has also 
created an interdependence of entirely new dimensions between 
countries of very different backgrounds and stages of development. 
The Emergence of an overwhelming dependence of advanced countries 
on external ail supplies is only one facet of the interdependence 
of countries through raw mate rial supplies and Export markets, 
that imply radical structural changes. The severity of the 
necessary structural adjustments varies from country to country 
and there 15 a real danger that unless much greater efforts are 
made through co-ordinated action, the responses made could lead 
to growing disparities and conflicts of interest that would 
greatly weaken the economic prospects for the West. 

16. AlI the above-mentioned factors will affect the economic 
growth prospects and although ooly a range of possible developments 
can be foreseen, the view generally held is that economic growth 
rates wl11 be "significantly lower in all member countries in the 1980s 
compared with the two preceeding decades. For the advanced member 
countries a range of yearly GDP growth rates (nnnual average) of 1.5% 
to 3% Is often used as a refereoce basis. The lower rate would almost 
certainly give rise te dangerous reprecussioos affecting the economic 
foundations of AllIance member countries and their cohesion within 
the period under revlew. The higher end of the .growth rate will only 
be BttBinBble with SQme radical adjustment pol"icies for the advanced 
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member countries, the full implications, social and economic, of 
vhich are hard to foresee, but would in any circumstances exert 
very strong pressures on government policy decisions and on the 
availability and use of government funds. For the newly industrial
ised cembers (Creece, Portugal and Turkey) the range of growth rates 
generally quoted could be somewhat higher if growth rates of close 
to 3~ are attained in developed countries, but remain weIl below 
the grovth objectives of these countries. Given their population 
growth and their stage of industrialisation, such developments 
could have far-reaching economic and social repercussions. 

Implications for Alliance defence of economic 
developments tbroügh 1990 

17. An economic situation during the period under review, 
characterised by slow growth rates of member countries' economies, 
mounting unemployment, associated social unrest, inflation, balance 
of payments and serious structural problems, is a difficult environ
ment in which to pursue policies aiming at strengthening the 
Alliance defence effort. Nevertheless, total NATO defence exp en
ditures took only 4.4% of the total NATO Cross Domestic Product in 
1980. This share of total available resources represents a 
considerably lesser burden than in the early 19505 when the defence 
share of CDP between 1949 and 1952 increased from 5.1% to 13%, at 
a time when member countries' economies were faced with severe 
difficulties of post-war reconstruction and living standards were 
considerably lover than today. Moreover, the defence share of total 
budget expenditures has been strongly reduced, in many cases to 
betveen one-third and one-half of the level twenty years earlier . 
The impact of defence on the economy is on the whole much lower 
today than it was in the early 1960s and 1970s, and the economic 
efforts or "sacrifices" for meeting security needs, even with 
prospects of low economic growth rates in the future, should be 
manageable. This vas clearly illustrated in the 1980 Defence Review, 
country chapters. They showed that full Implementation of the NATO 
3% target for defence would require additional resources correspond
ing to some 0.1% of the Gross Domestic Product or 0.3% or less of 
total budget expenditures for most member countries. In the case 
of the Soviet Union the defence share of GDF in 1980 of 11 to 13% 
was three times higher than the NATO average and the yearly realincreases 
over the last ten years averaging 4 to 5% probably exceeded the yearly 
real growth in NATO Europe's defence expenditure by more than ten times. 

18. Total availability of real resources is overwhelming in 
relation to the defence needs of the Alliance . If necessary, a 
considerably higher defence effort could be supported without 
c~eating scarce real resource constraints following decissions to 
increase longer term c11itary demand for manpower, metals, energy, 
industrial capacity, etc .. The amount of real economic resources 
taken by defence is, however, decided by the priorities given by 
the Authorities to the different sectors of the Central Budget . 
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Following very unfavourable world economic developments "over 
several years, the freedom of movement of the Authorities as 
concerns budgetary policies has been severely restricted. 
For the period under review the foreseeable economic p~bleas 
of member countries will tend to increase further the bUdgetary -
difficulties. In such a situation, political initiatives to 
protect the defence sector will be necessary if member countries 
wlsh to satisfy their securi ty requirements. It .. not, constraints 
derlvlng trom the difficult t1naDcial situation will result in 
underful!llment ot the " 3" target for .ost lIember countries. 
Defence expenditures durl~ the perlod under -review may none -the 
les8 exceed the economlc growth rates of ~st countrlés. The ' 
consequence will be a slightly increas1n« ahare of resources 
taken by defence in the NATO area ae a whole trom the "lèvel ot 
4.4% "attalned in ' 19BO(1). 

(1) For a more co~lete review of the implications of economic 
develonments on Alliance defence efforts see Part II of this 
report~pages 40-47. 
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VARSAlf PACT 

Introduction 

19. Dle outlook for the Varsaw Pact econolll1es in the 1980s 
is one of deelill1D& growt.b in the total output of goods and 
services and probably in output per man. Primary reasons for the 
slowdown are .dwindling labour reserves and increasing difficul ties 
in developing raw materials and energy supplies. For these reasons, 
barring radical changes in labour or management practices, or the 
suceessful widespread adoption of technological innovation, annual 
increeses in total econolll1c output will probably average no more 
than 2-'" in the 1980s. SUch a rate of gl'owth implies that the 
Varsav Pact will probably continue annually to produce around two
fifths the volUllle of goods and services of the NATO member countr1es, 
and in per capi ta tenDs, balf as IIlUch. 

SectoraI Prospects 

20. IndUS~. Althougb agricultural output and rapidly expand
ing service sec~s will play an important part in detenDining the 
rate of economic growth in the Varsaw Pact countries, the main factor 
will continue to be industrial production. Besides manpower constraints 
and iDVestment limitations development will be hindered by labour 
and management inefficiencies induced by central planning and control, 
and slowness in adopting new technologies. In addition to being 
affected by the degree of success in developing of energy and raw 
material sùpplies, growth in industrial production will also depend 
on illprovements in transport. agricultural output, and stocks of 
consumer goods; the la st two items are essential to promote worker 
motivation and productivity. 

21. Soviet energy resources are so vast and diversified 
thst the can probably meet practically any energy contingency for 
itseIf, and partially at least for its Warsaw Pact Allies in the 19808. 
It might have to do so, however, at great investment cost, and 
possibly with considerable reliance on imported Western technology and 
materials for oil and gas extraction and transport. In order to 
continue its current h1gh annual level of oil production 

. the ussa will rap1dly have to supplant dwindling reserves in the 
Vestern part of the country with production from new wells in Siberia, 
whose reserves are large butunclearly known. and can be developed only 
at great coat and after lenghty lead time. Soviet natural gas. whose 
production is expanding rapidly, may ta some extent become a sub
stitute for oil supplies in the 1980s, and by the end of the decade, 
an abi tioua prograIIIIe for the construction of nuclear power plants 
should begin to have ·a perceptible effect on Varsaw Pact electricity 
supplies. 
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22. Ra,.. materials. As a .... hole, the Warsaw Pact should also 
have adequate supplies of most Inudstrlal raw materials throughout 
the 19805, the USSR being the most important source of supply. 
Because gro"1:h of domestic demand is beglnning to outpace that 
of production for some of the mineraIs, however, the USSR will 
have to devote considerable investment funds to the exploitation 
of new deposits; alternatively, for some raw materials, notably 
bauxite, fluorspar, and super-phosphates, the US SR may rely 
increasingly on imports. Eastern Europe will, as in the past, 
look to imports to fulfil most of its industrial raw materials 
needs. 'ilhere the5e cannot be purchased from the USSR or other 
CHEA member-countries, preference will be given to obtaining 
them from the developing world under long term barter or project 
agreements, in order to avoid outlays of scarce convertible 
currency. 

23. Agriculture, Subject to the vagaries of the weather 
and a short growing season, Soviet agricultural output has 
tended generally to expand over the pa st fifteen years, as a 
result of extensive mechanisation, additions and improvemehts 
to arable land and increased fertiliser use. Nonetheless, the 
growth has required huge investments, and the USSR still does not 
harvest enough grain to generate increased meat supplies. In the 
19805 the USSR ,üll attempt to improve its grain harvests in 
partlcular through continued high investment and more fertiliser 
use; in addition, it will give more material encouragement to 
privace agricultural activity, which supplies more than one
fourth of the USSR's total farm output, including more than 
30% of its live stock products. Nonetheless, agricultural output 
will undoubtedly continue to be hindered by management problems 
and unproductive use of capital, by limits to arable land 
expansion, and by a shrinking agricultural labour force. In 
Eastern Europe in the 19805, Poland, Czechoslovakia, and East 
Germany will follow the Soviet example of using more machinery 
and f~rtiliser to improve grain production in particular; and 
Hungary, Romania, and Bulgaria will continue their efforts to 
promote exportable agricultural surpluses. 

24. Transport. Throughout the 19805 transport deficiencies 
will adversely affect economic growth, particularly that of the 
Soviet Union where increasing demands on the rail system, still 
the principal means of long-haul goods transport, have outpaced 
improvements and modernisation: rail capacities have become 
choked and the average time required for a rail journey lengthens 
yearly. Increasingly large investments are to be devoted to 
solving these problems, but they must be shared with other forms 
of transport, notably oil and gas pipelines. Further, aIl the 
({arsaw Pact's transport systems continue to be hindered by wide
spread administrative, labour and management shortcomings, which 
cannot be quickly rectified. 
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25. Consumer fOOdS. In the absence of heightened inter
national pOlitlcalension, increasing attention will be devoted 
throughout the 1980s to satisfying consumer demand. partly in 
order to meet growing expectations, but also to promote labour 
productivity by providing additional goods and services for 
purchase vith wage incentives. Although more frequently recurring 
strikes may become a potent expreSSion of consumer discontent. 
in the decade, they may have a negative impact on welfare by 
giving rise to st ronger instruments of political and economic 
repression. The .Hungarian example of allowing priee mechanisms 
to affect consumer goods production may become more widely 
adopted in the other l'/arsaw Pact economies. 

26. Forei~ trade. Finally, foreign trade considerations 
play an importan role in the outlook for the Warsaw Paét 
economies in the 1980s, especially for those of Eastern Europe. 
Most probably, the USSR and Eastern Europe will import less 
capital equipment from the West than they did in the 1970s, but 
Eastern Europe will be faced with the need for continued energy 
and raw materials imports. As a consequence, the Soviet balance 
of payments should improve, but those of Eastern Europe will 
probably vorsen, either with respect to the West or to the USSR. 
the latter, as the most likely supplier, may insist increasingly 
on payment in hard currency or potentially hard-currency generat
ing merchandise. 

Longer-term Trends 

27. Demogra~hic. The Soviet Union and most of its East 
European allIes lâce during the 1980s the prospect of a growing 
labour shortage. In the Soviet Union, prospective additions 
to the able-bodied population throughout the 1980s will average 
only some 600 thousand a year, as compared to 2.4 million 
annually in the 1970s. Soviet industry. which employs 40% of 
the total workforce, will feel the effects of the trend most 
sharply, althouth it may continue to see the addition of some 
agricultural workers. To offset anticipated stagnation in 
labour force gro~rth, the \'Iarsaw Pact' s principal options are 
to employ more pensioners and to increase labour productivity. 
primarily through additional capital investment. There is 
little proSpect that the USSR will be able to move significant 
amounts of labour from its southern labour-surplus regions to 
the worker-short regions of the vlest and Siberia. 
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28 . Investment. Growth in total investment will doubtless 
continue to decline in the lIarsaw Pact economies in the 19805, 
along with a general slowdown in economic growth. The proportion 
of investment as a share of national income will probably continue 
to remain high, but it will most likely not be allowed to increase 
at the eÀ~ense of national consumption, in view of rising 
materials costs and prevailing consumer attitudes. Hence 
investment will be directed increasingly to priority eeonomic 
sect ors and the modernisation of existing facilities and the . 
completion of projects already begun. Because of these limita
tions, the possibilities of using investment to promote long term 
gains in labour productivity will be more restrieted than they 
have been in the pasto These limitations may be offset, however, by 
imports of technology from the West. 

29. Labour trOductivity. Besides eontinuing to rel y on 
capital lnvestmen , the leadership will also attempt to stimulate 
worker productivity by improving labour attitudes and management 
practices, primarily through wage incentives and bonuses; in 
Hungary, indicative planning and a freer market mechanism may 
also serve to promote labour productivity by giving greater play 
to individual initiative. Tc make inceDtives meaningful, the 
Warsaw Pact governments \o,ill have to offer more and better 
consumer goods, and in attempting to do 50 may come into eonfliet 
with other economic development priorities. Existing political 
conditions will probably prevent the extensive growth of free 
trade unions as instruments for promoting labour productivity 
by boosting morale, and the exigencies of central planning will 
probably continue to reward management's traditional over
mannlng of factories. 

30. Industrial restructurinâ' To the extent that profit
ability might Iricreasingly oe use as a measure of a firm's 
performance in the 1980s, the ~larsaw Pact economies may see 
sorne industrial restructuring in favour of industries whieh are 
competitive in foreign marl:ets, or on domestic ones within the 
framework of current government prieing po1iey. Export-oriented 
industries will probably receive ev en greater priority then in 
the past in Eastern Europe, because of the area's persistent 
trade imbalance with hard-currency areas in partieular. 

3 1. TeChnolo~. In the 1980s the Warsaw Pact may 
import less techrio\ôgy from the West then it did L~ the previous 
decade, partly because of frequent lack of immediate visible 
gains in output as a result of sueh imports, and partly because 
of the deterioration of the East-West trade climate. ~~ere the 
Warsaw Pact eeonomies cannot rapid1y deve10p thelr own 
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technologies, however, they will doubtless continue importing 
from the West, as the less costly course for economic develop
ment. On balance, technological progress should not see any 
more rapid advance in the 1980s than it has in the past, and 
its potential for promoting economic growth may be offset 
increasingly by investment limitations. 

32. Pro~ects for reforme Current reforming trends in 
the Warsav paê econollies poInt to increasing reliance on 
incentives to promote labour productivity, and to graduaI 
decentralisation of operational decision-making, but subject 
to continuing strong central control. In the future, efforts 
will doubtless be made to follow the Hungarian example of 
reducing plant workforces without corresponding declines in 
output, and the other Warsaw Pact members may attempt to give 
their pricing mechanisms the flexibility which has helped to 
make the Hungarian reforms successful. To encourage further 
industrial efficiency throughout the Warsaw Pact, computers 
viII increasingly be used to strengthen central verification, 
admir.J.l:tration, and control. 

lm lications for the ~larsa", Pact' s .. 11l10:a Dotent1.al 
o econOmŒC eve opmen s Ouge e 1 ~ S 

33. During the 1970s Soviet military spending grew at an 
average annual rate of 4-5% in real terms, according to Western 
estimates. The rate of economic growth was somewhat lower than 
this and consequently the burden on the Soviet economy as measured 
by the ratio of military expenditures to estimated GNP rose from 
11-12% in 1970 to 12-13% in 1979. In certain sectors military 
spending absorbed an even greater percentage of available resources. 
the claims on scientific personnel being especially high. 

34. For the 1980s increases in the economic output of the 
Soviet Union are likely to remain relatively lov: weaknesses in 
raising agricultural output; the slowing of population growth; rising 
consumer aspirations; the probable levelling off of oil output and 
~imits to the availability of capital for investment purposes. will 
restrain economic growth. Such developments, however, are not 
expected to greatly influence commitments made concerning the 
military capabilities of the Soviet Union. On the contrary, the 
evidence on weapons production and testing, as weIl as on construct
ion in defence industries, points to a commitment to continued growth 
in defence spending through at least the mid-1980s. 

35. There are a number of factors which argue for a continuation 
of the upward trend in defence spending. These include the traditional 
high priority which the Soviet Union attaches to military strength, 
the Soviet leaders professed belief in a potential military threat 
from China and the West, which they use to justïfy a military posture 
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weIl ln excess of defensive requirements; the repercussions of 
continued involvement in Afghanistan; the continuing Soviet 
concern to upgrade their forces, and to match or surpass 
technological developments of major weapon systems in the West; 
and the ability of a totalitarian régime to impose considerable 
economic and social sacrifices on the population as a whole. 

36. Unlike the situation in the West, Warsaw Pact expenditures 
on mi li tar] man power remain relati vely low, and the principal coinponent 
of increases in defence eÀ~endlture arises from research and develop
ment and putting new weapons into production(1). In the USSR the 
machine-building sector. which implements such programmes, receives 
around one-quarter of aIl industrial investment and its output has 
grov.n at an average rate of over 10% yearly throughout the 1970s. 
The USSR 15 i n a position to continue substantially increase the 
va l ue of go ods produced for defense even in a Deriod of generaly 
de clin i np: to'ta1 economic g.owth. 

37 . ~ith raw materials and energy supply prospects generally 
good, al though requiring increasing expenditure for their develop
ment, the principal problem affecting Soviet militarI capabilities 
both directly and indirectly in the 1980s may be manpower requirements. 
Indirectly new military equipment production programmes might require 
additional personnel at production plant~, but since su ch a programme 
woul d pr obably use machinery embodying labour saving technology, and 
since most Soviet factories have exce~sively large and under-
employed labour forces, there is scope for considerable managerial 
improvement, which is being gi ven close attention by the Soviet 
authorities. The decline in 'the growth of the labour force now 
being experienced, will have some repercussions on the manning levels 
in the f o.ces. However, cutbacks in the numbers directly engaged 
i n the a rmed forces which currently total some 5 million, would 
not help in solving the overall manpower problem, since even large 
reductions i n the forces would add less than 1% to the total civilian 
labour force. There would . in fact, be a loss to the economy if the 
large numbers of troops involved in construction, agriculture or 
railway building were eut back; they provide a cheap form of labour 
more easily di rected t o work in unpopulated regions. 

38. For the other Warsaw Pact countries, the repercussions of 
economi c deve lopments can be expected to have a greater influence 
on thei r military spend i ng . On the other hand the level of such 
e~~enditure does not appear to weigh as heavily on the!r economies 
as it do es in the case of the Soviet Union. ~lilitary expenditures 
by the non-Soviet Warsaw Pact countries as a whole have been 
estlmated to be equivalent to sorne 10% of the Soviet Union's 
expend i ture. Armaments account for about 15% of non-Soviet Warsaw 
Pact countries military expenditure, but the proportion of manu
facturing capacity set as i de for defence 15 probably limited in as 
much as mi li tar e ui ment 15 mostl bo ht from the Soviet Union. 

Procuremen 0 weapons an equipmen an cons rue ion 01 
f ac j ljti es takes about hal f of the Soviet m~litary budget, as 
agalnsl: sorne 20% of Allied member's defence budgets. 
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39. OD tale buis of the develo~ents outlined above, 
Soviet 1I111tarJ Ci1itl..ys are expec:ted to grow, at least through 
1985, at aD amn.' rate of over 4" iD real teMS. ID such 
circtaatacea the ahare ot II1li tary expeDdi tures in Soviet GNP 
would ri .. to about 1~ by 1985 .. the rate ot econOll1c gt'Ow'th 
slows dOVD. nua would put SOM turther straiD on c1v1lian 
c~t1on 8Dd 1nVeabient ad iD order to sillultaneously maiDtain 
e2pSDdi ng II1litary capabil1t1e. vhile mobil1siDg the other invest2ent 
requ1red for ecoDaic g:t'ovth, the cr1t1cal factor v1ll be the 
fe .. 1b1lity of holdiq back the des1red 1ncrease in c1v1l1an 
couwrptian. 
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B. MAIN FINDINGS 

40. From the overall review contained in this report(1) 
of the economic situation and outlook ln NATO and Varsa.... Pact 
countries for the 1980s attention is drawn to the following 
main flndings: ' 

(ii ) 

(111) 

The need for structural chan~e both in Alliance 
and Warsaw Pact countr1es .... 1~ become of prime 
importance in the 1989s. ' In NATO d!lays to 
structural change through growing protectionism 
.... ill hinder the shift of labour out of non 
competitive traditional' industries into those 
where labour productlvity ls high,implying slow 
economic growth and persistently high unemployment 
and inflation ,rates. It will &lso adversely affect 
the growth prospects of developing countries. 
There is a real danger that unless considerable 
efforts are made through co-ordinated international 
action, the responses of indiVidual countries could 
lead to growing disparities and conflicts of inter
est that would ,further ,~eake~ the ~c~nomic prospect 
for the West and wi th i t :the fl.~~en~lt,potential of 
the Alliance. In the Warsa .... Pact countries the 
rigidi ties of the central planning system are the 
main handicap ta higher productivity in industries 
not directly geared to military produqtion. 

If yresent ener~ ïroblems are not resolved no anti-
1ri1 at10nary ef or s, no sustatried p011cy of growth, 
and no eff ect jve stabilization of the world monetary 
system can be expected ta succeed. In particular, 
among the wide ranging implications, the foreign 
policy and defence options open ta the Alliance will 
be severely handicapped. In the case of the Warsaw 
Pact, the Eastern European members are vulnerable 
while the Soviet Union is in a position to open up 
new gas reserves that can compensate the decline i n 
growth of indigenous oil out put. 

Interdependence with the Third Yorld countries has 
tâken' ona entirely new 'dImension. The consequences 
of overwhelming dependence of advanced countries on 
external ail supplies is only one facet of growing 
interdependence of countries throughraw material 
supplies and export markets. Political initiati"es 
on the part of Alliance members to foster benefic i al 
relationships with these countries will be of increas
ing importance for Alliance securi ty and will have a 

(1) More detailed informatiôn Is contâ1D~d tri Parts II and III, 
which are circulated separately. 
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considerable influence on the future development 
of Vestern economies. For the Varsav Pact 
countries the relationship vith the Third Vorld 
ia ~re of a political/military characterbut wi th 
a growing degree of economic interdependence. 

Serious balance of a ents roblems can be e ected 
o ~ers s no a y 1:n ose COUD r1:es a reaoy experlenclng 

dIt lcûlties arising from external indebtedness. 
Mèmber countries still in prosess of industrialization 
viII be partlcularly vulnerable and support and 
co~operation viII be vital for maintaining the 
cohesion and defence capabilit~es of the Alliance, 
The Eastern European me~bers o. the Warsaw Pact vlIl 
also be severely affected by the difficulties of obtain
ing sufficient inflows of hard currencles to meet import 
needs and rising debt servicing and repayments. 

(v) "I~ .. :::f:.:l",a~t_iio~n~i~s~l.:oirk~e;.l"-lrlt~o~r:-;e::.:m:::a~i~n~a~t;.,.;h~i;..:s~t""o~r,.i~c:.:;a:.:I:;:I~T~ 
eve s ou e 

(Vi) 

1:ng pro 
of sustained economic grovth. It is at the root 0: 
severe constraints in the defence sector and only an 
effective compensation can make a defence planning 
system based on agreed real increases vorkable. In 
the Warsaw Pact countries inflation is increaslngly 
a matter of concern, but under central planning 
s,stems has les8 impact. 

The freedom of movement of the Authorities as con
cerns bUd~e$âfY pOlicies vhlch has been severe!y 
restricie ~ receni years viII vorsen given the 
prospects of lov grovth. Increaslng social dis
content as a conse"quence of economic developments 
pose a serious challenge to the ability of member 
countries ta give the necessary political priority 
to defence. Initiatives are called for to inform 
public opinion in NATO countries on the realities 
of the dangerous veakening of the defence and the 
deterrent capabilities of the Alliance. 

(vii) The frosoects of a fairl~ sharo decline in growth of 
theabour force 1:n the ParsaW*Paci Vl:ll adverse!y 
âffect thel:r econom1:C capab1:11:t1:es 1:n the 1980s. It 
viII have some repercussions on the Manning levels of 
the armed forces that can, hovever, be corrected by 
priority measures such as increasing the length of 
military service. In NATO countries rising personnelcosts 
for the armed forces and the need for ski lIed personnel 
for sophisticated equipment are the main problems to 
vhich more attention viII have to be given. 
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The stark contrast in the allocation and use 
of resources in NATO and Warsaw Pact countries 
w~11 continue to account for significant differences 
in future developments of economic and defence 
capabilities. The total available resources in NATO 
is over-whelming in relation to defence needs. 
NATO's to.al ?roduction is about three times highe~ 
than the Warsaw Pact countries, whe~eas the defence 
share of total resources is only one-third that of 
the Sovi et Union. During the perioe! under rev i e~ 
the re:'ative strength of the two Si :'"" will no. 
change significantly and the potential of NATO to 
match the Warsaw Pact military effort cannot ~e 
questioned . However, the priority given to equi;,mel'~ 
?rocurement and R & D in the Soviet Union in the 
mi l i tar" sec.or. which accounts for some 60ll> of 
to.al mllitary expenditures against 20 to 3O~ in 
NATO cou.~tries i3 expec'ted to continue to have a 
major impact o~ equi~ment procurement capabilitie~ 
compared with NATO. 

41. In conclu3i~n 'this report. which ?rovides a summary review 
of 1ikely deve lopments f~r the ~ 960s clearly indicates the fundamen,al 
nature of changes in ,the eC0nom , C and po:'i tica!. c l !.mate that t-ega..'1 
to emerge in the e3.rly 197Cs. The economic developments have 
been such 'tha't behind the ~oli't~cal decisions now having to be 
taken. economic / soc i 3.1 cons ider3 t lons h3. ,'e beco!lle 0 f lIa,jor iru::-crt3...'1<: e 
compared with earlier years. Such changes pose a serious challenge 
to the effectiveness ~f the dec is:ons taken in ~~e Alli3...~ce 3...'1d as 
defence related econo:!l i c stud i es are not covered by ':Jthe!' in'te!"Ilat~ ~·!E.'. 
organ:zations means by wh : ::h A:liance cOllsultations coul:i be effecti .... ,,~v 
reinforced should be ~iven ser:ous attention. 
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