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SUB-COMMITTEE ON SOVIET  ECONOI~IIC  POLICY 

EC0130MI.C FS"IEW OF INDIVIDUAL  EASTERN  EUROPEAN  COUNTRIES -. . n 

B U L G A R I A  

Draft  Report t o  the Committee 3f' Economic Advisers 

Note by the Chairman 

Having  completed,  by the middle  of 1965, the examinatien' 
of economic developments i n  each  of the Eastern  European  countries, 
the Sub-committee began a second s e r i e s  of  reviews with a meeting 
on Czechoslovakia(l) ,   In t h i s  new s e r i e s ,  a session held on 
27th April ,  1967(2)  was devoted t o  Bulgaria, 

2. A s  ins t ruc ted  by the Sub-committee, the Economic 
Directorate  has  prepared  the  attached d r a f t  summary repor t  on the 
Bulgarian economy and t rade   po l icy  f o r  t he   a t t en t ion  of the 
Committee of Economic'Advisers which, i n  accordance w i t h  the 
established  procedure,  may wish to  forward i t  t o  the Council, 

- I 
~ . ~ .  ~ " 

1) C-M( 67)l 
For a record of  t h i s  meeting,  see AC/89-D/57(Drzft) 
AC/89-~/89 , Item I( 2) (i) 
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. ... . . . . .  

ECONONIC REVIEW OF I N D I V I  

B U L G A R I A  

Draft   $eport   to the Committee ~ f '  Economic A d v i s e s  

The present   report  on Bulgaria's  economy,established  in 
t h e   l i g h t  of a-meeting o f  expe r t s   i n   Apr i l  1967, i s  in tended   to  
br ing up t o  date  the  previous  report   submitted  to  the  Council   in 
1965(z).,  It descr ibes   b r ie f ly   p rogress  made i n  the iKplementation 
of the economic re forms,   as   wel l   as  the main developments i n  the 
domestic economy and i n  the country 's   external  economic r e l a t ions .  

I, REE'ORY OF THE ECOEOI'IIC SYSTEM 

2. Bulgaria i s ,  with Albania  and Rumania, one o f  the less 
developed  countrLes of Eastern  Europe(1) , While the two l a t t e r  
countr ies  do not seem t o  have f e l t   t h e  need f o r  r e l ax ing   t he i r  
system o f  central   p lanning,   Bulgar ia   has  embarked on economic 
reforms. Although  her  planners  have  given a l o t  of thought   to  
them, i t  seems t h a t   t h e i r   i n t e n t i o n s   i n  this respect  were rein-  
forced by the example of the USSR, However, when i t  came t o  
implement the reforms,  delays  occurred, The first decis ion  to  
overhaul  the  system o f  planning and management  was t aken   a t  the 
eighth  Party  Congress  in November 1962, bu t  i t  was o n l y   i n  
December 1965  that  a complete and o f f i c i a l   desc r ip t ion  o f  the 
measures  envisaged was published. I t  WÔS then announced t h a t  
experiments would be ca r r i ed   ou t   i n   s e l ec t ed   en te rp r i se s .   In   h i s  
repor t   to   the   n in th   Par ty   Congress   in  November 1966, Prime Minister 
Zivkov indicated  that  the reforms were s t i l l  i n  the i n i t i a l   p e r i o d  
of appl ica t ion  and d i d  not   hide  that   obstacles  would have t o  be 
ovemome in   o rder   to   apply  them throughout the economy, A t  the 
eame time, the  Balgar ian  leaders  committed  themselves t o  do s o  and 
the reforms a r e  now being pushed  ahead a t  a f a s t e r  pace  than  before. 

3 .  The economic reforms show the following  general  
c h a r a c t e r i s t i c s  : 

- the   decent ra l i sa t ion  o f  decis ion making t o  "economic 
associat ions" ,  which are  expected  to  take over most 
of cen t ra l i sed   p lanning  from the nat ional   planning 
agencies,   to  conduct  business with the  individual   enter-  
p r i s e s  on the  basis   of   contracts ,  and thus   l a rge ly  
deterniae  the  degree of the   ind iv idua l   en te rpr i se ' s  
autonomy; 
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40 ' :  

going  out 

a s t rengthening of' ecoi-lomic incentives b r  es tab l i sh ing  
c l o s e r   t i e s  between wages and the  enterpr ises '  
performanceo Wages will be i n   f u t u r e  made  up o f  two 
components': ' a large  s ta te-guaranteed  port ion and a 
var iable   incent ive p a r t  which will depend on the con- 
t r i b u t i o n  t o  t o b l  production by the individual  worker; 

a price  system' with t h e e   c a t e g o r i e s :  f i xed ,  var iable  
and f ree .  The pr ices  o f  means o f  production and 
e.ssenti.sl consumer  goods will be  determined by the  Ltate. 
Pr ices  f o r  the remaining  products w i l l  be,  determined 
e i t h e r  by the  enterpr ises   within a limit f ixed  by the 
S ta t e  by cont rac ts  between en terpr i ses   wi th in  maximum 
and minimum pr ices   f ixed  b.y the  State  o r  freely 
negot ia ted between the  producer  and the trade  organi- 
za t ions(2) ;  

changes in   the   cen t ra l ly   p lanned   ta rge ts   tha t   a re  
mandatory f o r  the  enterprise  coupled with 'g rea te r  
emphasis on net   value added  and t h e   r a t e  Or prof'it- 
a b i l i t y   a s  main success   indicatorss  

The Bulgarian  leaders  want'to  avoid  the economic reforms 
of hand; they have kept   essent ia l  t o o l s  of coa t ro l  which 

night be used a t   t he  first s igns of  economic disequilibrium. 

II. INTERNAL ECONOMIC TRENPI 

5. Bulgaria's'economy  has  expanded r a  i d l y  Over the . P a s t  
decade.  According t o  Bu lga r i an   s t a t i s t i c s (3  P , nat iona l  income 
increased. on the  average by 9.7% per  year  during  the  planning  period 
of 1956-1961  and during  the  period 1961-1965, although the planned 
f igu re  o f  g08% could  -not be reached, a r a t e  of..6,5$ was achieved, 
one of the h i  e s t   i n   E a s t e r n  Europe; I n  1966,  the growth r a t e  
reached ll$(&t which  led  the  Bulgarian  planners t o  r a i s e  from an 
o r ig ina l  7% t o  8e5$ t h e i r   t a r g e t  f o r  the  period 1966-1970(5): 

extent  on the  developments i n  industry,   which, a f t e r  the rapid. 
growth of the l a s t  ten  years  - 150g% during  the  period 1956-1961 and 
11% during 1961-65 - now accounts f o r  about 47% of t h e .  net   mater ia l  
product, In s p i t e  af saae  slowing down in the  pace of  expansion a t  
the end of 1966(6) ,   the   increase  in   industr ia l   prcduct ion last 
Year reached 12.2% and Bulgarian  planners  are  aiming a t  a f i r t h e r  
increase of 11.3% this year and about the same r a t e ,   o r  even a 
s l i g h t l y  higher  one, f o r  the whole period 1366-1970. 1ndustriA;l 
Production w i l l ,  of course, depend on t h e   r a t e .  of progress in 
l abour   p roduct iv i ty(7) ,  , a consade rab le   f a l i  in. the 
grovfth of employment is plannedi8 , whereas   labour   produt ivi ty  
should  almost  dou5xe(g.)o This, of course,   implies  - . that   the 
required  investment, and i n  pa r t i cu la r  m a l  ern equipment from. abrcad, 
is available,   In  1966 the r i s e   i n   i n d u s t r i a l  employment, mainly 
of unski l led  labour ,  exceeded  the  plan and correspondingly l a b o u r  
prcductivity  lagged  behind v k v b t  was s&.eduled. It is m c e r t a i n ,  
however,  whether this development represents  a va l id   ind ica t ion  f o r  
the   fu ture  
NATO CONFIDENTIAL -4- 
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Agricul tural  pI?OdUCtiOn grew more s lowly  than  industr ia l  
output and i t s  r e s u l t s  were very  uneven:  an  average  of ,5*7% in 
1956-1960 and 342% i n  1961-1965, A r a t e  of 5.4% is fo reseen   fo r  
the  period 1966-1970. Las t   year ,   agr icu l ture  showed exceptionally 
good results, There was an  increase by 15%, a figure a l l   t h e  more 
impressive  because 1965 was a bad year(lO-), However, th is  
achievement i s  e n t i r e l y  &de to   an   increase  QC 20% i n  crop  output(l1).  
Given i n  par t icu lar   the   in f luence   o f   c l imat ic   condi t ions .  it i s  

9. The growth r a t e  of investment  in  thg  Bulgarian economy 
has  been very uneven i n   p a s t  years(l3) ,, . I n  1966, t h e  growth of 
total   investment  reached 24$(14), mostely, i t  seems, owing t o  l a rge  
imports o f  machinery(l5) from abroad,  financed by c r e d i t s .  In 
these   cap i t a l   ou t l ays ,  the s t a t e   s e c t o r  had the l i o n ' s  share  (16) 
whereas  investment by agr icu l twal   co-opera t ives   hard ly   rose  a t  
all(l7) , There  has also been a shift i n  investment  towards  trade 
and serv ices( l8)  and it  seems tha t  i n  the period 1966-1970 there  
will be an increase of f ixed  out lays  i n  industry and 3 decl ine 
in agr icu l ture( lg) ,  E'er 1967, the  growth of investment h a s  been 
planned a t  about l.!+%( 20) 

III EXTEIWAL ECONOkiIC RELATIONS 

10, The rapid growth of the  Bulgarian economy  was g rea t ly  
f a c i l i t a t e d  by the  expension of f o r e i   t r a d e  from 1955 t o  1965. 
The tr*ade  turnover  (imports + exports Y has  increased on the  average 
by  15*5$ per   year   s ince  1964, and t h e  growth r a t e  was 19% i n  1966, 
The rise was f a s t e r   ove r   t he   pas t   t en   yea r s  f o r  t rade  with YJestern 
cornbries (2%) than f o r  t rade with Commmist count r ies  (10%). 
Bulgaria  conducts  about 74% of h e r  t r ade  with t h e s e   l a t t e r   c o u n t r i e s  
and,  although this percentage  has  decreased somewhat over the p a s t  
yesrs(21), i t  is s t i l l  by f a r  'Che highest of any of the Eastern 
-Ewopean  countries( 22) 

11, The USSR alone  accounts  for  over 50% of Bulgaria 's   t rade(23) .  
Her t rade  turnover   with  Bulgar ia   has   r isen  3y 14% a s  an  annual 
average  during  the R r iod 1951-1966 and,  although some decl ine in 
the  growth  rate may be  expected,  agreements  between  the two countr ies  
aim a t  a fur ther   jncrease  - t h e   f a s t e s t   i n   E a s t e r n  Europe - t o  some 
10% a year $through 1970,. A Oresty o f  Friendship,  Co-operation 
and Mutual help  signed i n  Sofia  on 12th Nay, 1966, f c r  a period of 
20 years provides f o r  c l o s e r  economic eo-operation  between  the 
Soviet  Union and Bulgaria,  who is t o  be even more c lose ly  t i ed  t o  
the   indus t r ia l   nuc leus  of  GOMECON, 
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12, Bulgaria is deriving  considerable  benefit  from membership 
of I___" COMECON, She is ,  therefore ,   no t   res i s t ing  - a s  some &her . ' 

mem'oer countries dQ - the   exis t ing  plans for closer  co-operation and 
i n t e g r a t i o n   i n  COMECON, Long-term agreements with other COMECON 
countr ies   assure   Bulgar ia 's  economy o f  o u t l e t s  f o r  products which 
otherwise would become d i f f i c u l t  t o  s e l l  somewhere e l s e ,  95% of 
Bulgar ia 's   machinery  exports(24)   "unsel lable   in   the  industr ia l ised 
couut r ies  of Western Europe, go t o  GOivIECON count . r ies ,   in   par t icu lar  
t o   t he   Sov ie t  Union,  Czechoslovakia and the  Soviet Lone of Germany. 
Plans f o r  the  period 1366-1970 provide f o r  a p s r t i c u l a r l y  marked 
inc rease   i n   t r ade  with Rumania. 

. .  
l3* . Given these  prospects;   there  are  cbviously limits t o  

. .. 

the  exparhion of eccinomic r e l a t ions  between  Bulgaria and t.he 
Free W3rld. In 1966.Bulgaria 's  t r a d e  d e f i c i t  with OECD countr ies  
rose t o  s ~ 6 3 ~ 2  mill ion.  In  r e l a t i o n  t o  her s i ze  and volume of t rade,  
her total   indebtedness  is one of the highest i n   t he  C o m m u n i s t  
wor3.3: over $300 m i l l i o n   a t   t h e  end of 1966, the l a r g e s t   p z r t  of i t  
t o  be repaid within  f ive  years ,  A t  thc end of 1966,outstanding 
credfta   granted by NATO c o u t r i e s   d o n e  t o  Bulgaria amounted t a  
$285 mill ion,  o f  which $37.5 mil l ion were long-term  credi ts ,   ln  
s p i t e  of this Bulgaria  seems t o  be anxious  to  avoid  going  over t o  
a system of b i - la te ra l   ba lanc ing  of t rade  with Yestern  indus+,rial 
c O ~ ~ t P i e S  and  she continues t o  accept from them imports of' modepi* 
equipment, She h m  already  concluded  several  arrangements for. 
jo int   undertakings w i t h  SeStern firms jin order t o  be a s s w e d  of 
t ecknica l  know-how and a t  the same time of an o u t l e t  f o r  products 
in the  ?!est,  She has a l s o  sho-rm some i n t e r e s t   i n  co-operation 
with in t e rna t iona l  economic bodies,  such a s  GATT and FAO. 

14. Receipts from tourism somewhat o f f se t   Bu lga r i e ' s   tmde  
d e f i c i t .  They are   reported t o  have reached $40 m i l l i o n   i n  1965, 
about  half  of which was i n  hard currencies ,  and they may con-Linue 
t o  i nc rease   i n   t he   fu tu re ,  The flow of t o u r i s t s  into  Bulgaria 
no t  only helps  the balance o f  pa-vments of this country,  but a t  the 
83me time i t  involves many personal  contrcts with the  local 
population and canno% f a l l  t o  have  an  impact on i t s  p o l i t i c a l  out look,  
in  par t icu lar -   in   g iv ing  i t  a t r u e r   p i c t u r e  of' l iv ing   condi t ions  
abroad. 

. .  

IV. CONCIJJSIONS 

15. I n  short ,  the  Bulgarian economy (by contrast  with th,e note 
of caution  included  in  the  previous  report  submitted t o  the ' O ~ C i ~ ) ( ~ ) ,  
has continued t o  expand a t  rap id  r s t e  and i t  is  planned t o  maint?în 
a fast pace c€ expansion in  futuye years, The economic reforms now 
implemented may a f t e r  a t rans i t iona l   per iod  assist in   ach iev ing  
this- The economic progress  of Bulgaria, h a s ,  however,  degended 
largely On foreign t r ade  and fo re ign   c r ed i t s .  B u l g a r i a  has 

-(G) C-M(65)80 
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maintained  close economic r e l a t i o n s  with the USSR and co-operation 
with  the COIVIECON, whi le   ob ta in ing   c red i t s  for imports of modern 
eguipment f rom the Xkst, and, i n  s p i t e  o f  her  heavy  indebtedness, 
she in tends   to   cont inue  t o  do s o  i n  the future .  

16, In t h e i r  economic policy  towards  Bulggria,  Western 
countr ies  should probably  discount the p o s s i b i l i t y  of s i g n i r i c a n t l y  
loosening the t 3 . e ~  - both  of  2 p o l i  t i c a l  and  economic na ture  - o f  
t h i s  countrymith  SGviet Russ i a .  A t  the same time i t  cannot be 
denied  that   the  flow of t o u r i s t s ,  in add i t ion  t o  providing 
Bulgaria  with foreign exchange, h o s  probably made a psychological 
impact on the l o c a l   p p u l a t i o n ,  Also9 the '?lest has   an economic 
in*erest   in  developing  trade  with  Bulgaria which provides  an  outle$ 
for i t s  indus t r i a l   expor t s  and i s  committed to..l.arge repayments 
0-f Ykstern credits,  On the other  hand,  Western  countries  should be 
careful not  t o  over-play the i r  hands i n  matters o f  c r e d i t s   t o  the 
point  where the   c red i t   wor th iness  D f  Bulgaria might be i n  danger. 
In  dcvclop2ng  economic r e l a t ions   w i th  Bulgaria,  c a r e  should also 
be %aken n o t  t o  damage the leg i t imate   in te res t s   o f  Western 
C o L n t r i ~ s ,  especial ly   those which a r e  still i n  the course af 
development 

17. With these qua l i f i c s t ions ,  YJestern countries  should 
consider  favourably the interest  t h a t  might be derived  from 
Bulgar ia ' s   en te r ing   in to   confoc t   wi th   in te rna t iona l  economic 
or-ganizations of the f r e e  world. They should take such  steps  as  they 
f e e l  t o  be appropriate with a view t o  expanding  trade with Bulgaria 
and to  f a c i l i t a t e  the access of Bulgarian praducts t o  their markets, 
Joint pro jec t s  between  Bulgarian  enterprises and Western firms should 
a l so  be encouraged, As was already emphasised i n  the  previous 
report ,  :Yestern countries  should  pursue an economic pol icy  f lexible  
enough t o  a l l o w  them t o   e x p l o i t  any oppor tuni ty   tha t  future economic 
developments in Bulgaria may o f fe r ,  and w i t h  this end in  view 
should  continue  to  follow  such  developments closely, 
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Footnotes  referred t o  i n  AC/89-WP/218 

GNP per  head in 1964 using  calculateci exchange r a t e :  

Bulgaria = 690 dol la rs  
Rumania = 680 dollars  
Source: J o i n t  Economic Colmittee, Congress of the  

1966, Paxat IV, 

The proportion o f  p roduc t s   f a l l i ng   i n to  each o f  these 
categories  has  not  been  f ixed. I n  Czechoslovakia, whose 
p r i ce  system has largely  served a s  2 model f o r  the  Bulgarian 
price  reform,  the r a t i o  between  f ixed,  variable and f r e e  
p r i ces  is  64:29:7. 

?re-publication  text of the Economic Survey of Zurope i n  
1966, ECE Geneva, Table 30. 

( 8 )  Plnn 1966:  4*3%; actual :  7.4%; Plan 1967: 2.8%. 

( 9 )  1966: 4e5%, Plan 1967: 8 a 3 % m  

(10) 1963: 2.6%,  1964: 1 ~ 4 % ~  1965: 1.8%. 

(11) 1963: 4.6%,  1964: l0.3%, 1965: - 1.5%. 
(12)  Potatoes:  27*3%, meat: 32.2%, eggs: 48.3$, honey (50,5$) 

Source:  StatisteEeski  Godixnik 1965. 

(13) 1962: 4.5$9 1963: l4.4%, 1964: 10a2%9 1965: 8,1%’o, 

(U+) In t h e  State   sector   investmnt ,   even  shot  up by 2%. 

(15) The share of  machinery  and  equipment in   t o t a l   i nves tmen t  
rose t o  48.5% i n  1966. 

(16) 86.5% i n  1965 (including  non-agriculturzl  co-operatives) 
Percentage  increase  over  preceding  year: 1962 = 9,3?:, 
1963: 18.2%, 1964 = I l a O % ,  1965 = 9,576, 1966 = 297:, 
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