
Summary 
. .  

The Eastern European  regimes  appear generally Iess hopeful 
about economic prospects  than  they were a year  ago,  Performance . in  
1965 re f lec ted   l i t t l e   p rogress .   in   so lv ing   bas ic  economic .problems9 
although  the  economists may now.have  acquired a bet ter   grasp of the  
problems. The-re a r e  new .signs o f  doubt and disagreement  within the 
regimes  over economic pol icy,   especial ly  with regard t o  decisions on 
reform, foreign  trade,  and goals f o r  1966-700 

Economic Growth. 

' 2, The general   pattern o f  economic growth in   Eastern Europe i n  
the 1960s IS f o r  the  highly  industrialised  c-ountries t o  grow  more 
s l o ~ ~ l y  than  th'e  l-ess  industrialised  c.ountrieso Thus, the .gap  between 
these tivo groups i-s slowly closing a s   t he   l e s s  developèd countries 
become  more indus t r ia l i sed ,  - .  

30 In 1965, the   pat tern  held i n  general f o r  indus%ry but not  
agriculture,  Some of  the l e s s  developed  couotries - Albania, 
Bulgaria, and Yugoslavia - did poorly i n  agriculture. 'and one o f  the: 
h ighly  industr ia l ised  ones - 'the  Soviet-ocdupied'Zone - had an 
unusually good year, Thus the  countries with the  lowest  rates o f  
econouic  growth include  not  only two o f  the   re la t ive ly   indus t r ia l i sed  
.countries  (Czechoslovakia  and-Hungary) with a poor  year i n  
agr icul ture ,  b.ut also  Albania and Yugoslaviao' The r a t e  o f  growth - 
as measured by o f f i c i a l   na t iona l  income f igures  o r  by our  estimates 
of  increases  in  gross  national'   pr.oduct (GNP) - was not ab-ove three 
percent   in  any o f  these  four  countries, On the  other hand, the 
Soviet Zone, the most industrialised  region  in  Eastern  Zurope9  had a 
r a t e  o f  growth o f  4*5 percent,  almost  as high as  tnat of  Bulgaria and 
Poland (5 percent) and substantia. l ly exceeded  only by Ziumania 
(.605 percent) = (See Annex). 
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Industry 

40 In  industry,   the s l o v ~  r ise   in   the  product ivi ty  o f  labour and 
c a p i t a l  that occurred from 1960 through 1964 continued  in 1965- The , 
overall   increase  in  industrial   output  (about 7 percent,  adjusted f o r  
comparability with Western s t a t i s t i c s )  was only s l i g h t l y  higher  than. 
the aGUal .average f o r  1961-65, However, i n  1966, Eastern European 
leaders  ha.ve decided t o  hedge,  following  the example of Hungary and 
Yugoslavia, which allowed  the  rate o f  growth t o  drop sharply  in  1965 
in   an  a t tempt  to , . pu t  t h e i r  economies on a sdunder  basis, Most o f  them 
are  planning on lower r a t e s  o f  growth i n  1966, in   the  face o f  similar 
problems. . .  . . .  . . .  

Agriculture . . . . . .  

5, Agricultural   output  in  Eastern Europe has  been inc reas ing . .  . 
more slowly than demand f o r  food, and uni t   cos t s   in   agr icu l ture  
continue t o  r i s e ,  -The mixed r e s u l t s   i n  1965 stemmed primarily from 
local  differences  in  weather,  O f  the  main-agricultbral  producer- 
countr ies ,  -Rumania had a good year  and  Poland a . f a i r  one, A s  a r e s u l t ,  
there  was apparently a small overall   increase - est imated  a t  1.5 
percent - i n   n e t  oukput 0.f agr icul ture  f o r  the  'area,  excluding 
Albania  and  Yugoslaviao 

. . .  

60 This s l i gh t  r i se   l eaves  no room f o r  increasing  exports,.  
except i n  Rumania, o r  f o r  reducing  agr icul tural  imports., .except . . 

perhaps f o r  some cutback in   Eas t  German importa o f  meat and b u t t e r o  
Mor.eover, production.  increases  in  recent  years- have been.  obtained with 
disproportionate  increases.   in  investment,   industrial   inputs.  
( f e r t i l i z e r ,   d i e s e l   f u e l s ,   e t c , , )  and ag r i cu l tu ra l  incomes., The 
regimes,  nevertheless,  have l i t t l e  choice b u t  t o  p e r s i s t ,  hoping  that 
they a r r i v e   a t  a formula f o r  ra i s ing   e f f ic iency ,  

Economic Reform 

. 70 One of the main reasons why Eastern-.European  planners have 
reduced  their   expectations o f  , i n d u s t r i a l  growth  over the  next few 
years  is  tha t  they have  been learn ing   the   d i f f icu l ty  of economic I 

reforms., The Yugoslav Government decided t o  take new steps t o  increase 
the   ro l e  of market:forces i n  the economy, beginning with basic reform's 
o f  the  banking and  investment  systems.  Although strongly  support'ed 
by most top o f f i c i a l s  and economic enterprises,  such  steps  are 
qu ie t ly   r e s i s t ed  by some middle-level  administrators and regional 
leaders  who favour  the  continuation o f  direct   s ta te   controls   over   the 
economy, 

80 In  most of' the  other  countries where limited. economic  reforms 
are  being  discussed,  experincnted with,  o r  already begun, the  leaders 
are  proceeding with caution  and  considerable  perplexity,,  During  the 
las t  year  they seem t o  have become  more aware of the  problems of 
changing t h e i r  systems, more aoubtful  that  reform m i l l  help much 
unless i t  is fundamental,  and more f e a r f u l  o f  t h e   p o l i t i c a l  
consequences of any e s sen t i a l  change, 
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' 2  . g o  Nany o f f i c i a l s ,  economists, and enterpr ise  managers remain 
convinced,  howeverp  th'at  reform i s  the  only way out o f  present 

. economic d i f f i c u l t i e s ,  Thus, differences  in  policy  are  being ..... 
accentuated.  Policy  differences  are most  evident  in  'Czechoslovakias 
where prolonged  debate,  forced compromisep and t imid  reform  have 

.served  only t o  sharpen  disagreements  about  the  scope and u t i l i t y  of 
the reform programme now adopted,  Behind-the-scenes  disputes  exist 
in , severa l  o f  the  other  countriesa Only  Rumania s e m s  t o  have . 

suppressed  any conf l i c t  over  tha  matterg f o r  the  time  being, 

IOo Diff icul t ies   in   fpreign  t rade  a lso  pressed  heavi ly  on 
economic policy  throughout  Eastern Europe i n  19@j0 The Yugoslav 
Goverment  devalued the  dinar  and continued  import  restrictions t o  
curb  balance-of-payments p re s su resp   a t   t he  same time  embarking on a 
programme o f  gradually  giving market forces  a great  influence on 
economic decisionso  Albania  sought t o  improve t rade  re la t ions  with 
Eastern and Western  European countr iesg  in   an  apparent   effor t  t o  
supplenent a id  from China, which evidently is not  giving  adequate 
support t o  Albanianindustrialisation; no dras t ic   reduct ion   in  trade 
with Communist China is foreseenp however; trade  with  Zastern  Europe9 
which i n  1964 regained  the 1962. l e v e l  a f t e r -  decl ining  in  1962-63, is  
expected t o  grow s l o w l y ,  judging f r o z  the  trade ggreene-nts recent ly  
negatiated. 

11, The other  Eastern European  regimes  faced  harder  bargaining 
than  they  had  expected  in.negotiating  trade  agreements  with  the USSR 
for 1966-700 The new agreembnts s t i l l  cover much o f  t he i r  needs f o r  

they  can  generally  get  in  the  i7esto Thë terms,  however, are  apparently 
less  favourable  than i n  the  recent  past.  i~oreover,  .the  negotiations 
-brought home the   po in t   t ha t   a f t e r  20 years of increasing economic. 
depcndcnce on the USSR, the  Eastern European regimes will have t o  
l earn  t o  fend more f o r  themselves,  as  the Iiumaniens have already 
begun t o  do, Czechoslovakia,  the  Soviet Zone  anG Poland  have  had 
t o  turn Westward for a larger   share  o f  the i r   g ra in ,  as a r e s u l t  of the  
cutbacks in   Sovie t   g ra in   de l iver ies   s ince  19630 Over the  long  run, 
all the  Eastern European countr ies  mill hme  t o  deperd on t h e i r  own 
resources - which a re   r e l a t ive ly  small - and t rade with the   f ree  world 
t o  supply an  increasing  share o f  t he i r   i ndus t r i a l   ma te r i a l s  and 

. indus t r ia l   mater ia l s  and focdstuffs,  at.. terw..mare  favourablc  than- 

foods tuf fso  

12, The necessi ty  t o  l o o k  t o  the West f o r  industr ia l   mater ia ls ,  
in   addi t ion t o  the  need for 'Jestern  help  in  modernising  industries 
and  meeting grain  requirements, i s  already  having an e f f ec t  on 
Eastern European plans and policy, It gives added weight t o  economic 
considerat ions  in   deal ing with the   f ree  world, It reinforces   the 
recommondations o f  planners f o r  much closer  economic r e l a t ions  with 
the  industr ia l  West, For pol i t ica l   reasons ,  however - and because 
i t  l o o k s  eas ie r  - the   leaders  of Eastern Europe would prefer  t o  re ly  
as much as possible on the  less-developed  countries Tor materials. 
Besides  the  effect on foreign  pol icy,   the  need f o r  increased  trade 
with  the West adds t o  the  domestic  pressure  for  effective economic 
reform, Thus, policy  differences  tend t o  sharpen, Those who urge 
be t t e r  commercial r e l a t ions   a r e  i n  some cases 
pol i t i ca l   conf l ic t   wi th   sen ior   po l icy  makers. 

brought in to   d i rec t  
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Goals' f o r  1966-70 

i n  most countries was brought t o  a head i n  1965 by the reqLlirement for 
decisions on the  five-year plans f o r  1966-70, These decisions,  . .  
which  were expected  to  be  reached.by mid-year, were.  delayed u n t i l  t h i s  
spring,  except  in Rumania, which brought out i t s  plan on schedule. l a s t  
sumrncr.  The depth o f  fee l ing  is considerable,  as  indicated by two 
sensat ional   incidentS. in  1965 - the  Bulgarian coup attempt  last   April  
and the  suicide o f  the  Soviet Zone's chief planner Erich Ape1 i n  
December. Both incidents   ref lected  deep-seated  internal 'd i f fercnces '  
within  Bulgaria and the Soviet-occupied Zone of  Germany on economic 

14. The "real is t ic"   pol ic ies   favoured by some Eastern European 
economists are  disadvantageous i n  that   they  involve  specific measures 
l i k e l y  t o  provoke popular  dissatisfaction,.  F o r  example, public. . 

pro te s t s  and  grumbling resu l ted  f'rom reform  measures  announced i n  1965 
by Hungary and Yugoslavia which invo lved   r i s e s   i n   t he .p r i ce  of consumer 
goods and c u t s   i n   t h e  take-home pay of some grou2so Thg concern of.. 
t he   l eade r s   i n  bo th  countries  has been indicated by elabora.te 

,propaganda,  including a s e r i e s  o f  speeches  by key o f f i c i a l s .  

13. The division o f  opinion between " l ibe ra l s "  and "conservatives" 

p o l i c y  
, .  

150 On the  other  hand, the  adoption o f  measures strengthenin 
central   controls .  - for example, in   the  Soviet  Zone following.Ape1 S 
su ic idé"  tends- t o  demoralise  the  middle-level  planning and.-management 
o f f i c i a l s  who make mose economic decisions. The consequences of' such 
shifts in   pol icy  can  usual ly .be checked  before  th,ey become t o o  ser.ious, 
but Eastern  European  leaders.  are  evidently  anxious  about even s l i g h t ,  
unfavourable  reactions.  Continued drift i n  economic policy is. l i ke ly  

Y 

. t o  r e su l t ,  

O?AN/NATO, ,' 

Paris XVIe. 

. ., . 
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A,  OFFICIAL C L A I I . 9  OF ECONOIZIC GFO'XTH 

(PercentaRc increase over preceding year) 

B, UoSo ESTIMATES OF ECONOMIC GROWTH 

( I n  percent) 
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