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STUDY OP ECONOMIC TRENDS I N  YUGOSLAVIA 
/ 

Note by the  United  States  Delegation 

Note by the   Secretary 

Attached i s  a cont r ibu t ion  made  by the  United S ta t e s  
Delegation on the  outlook f o r  the Yugoslav econoay.  This 
contr ibut ion w i l l  be used i n  the  course of  the   d i scuss ion  on 
the  Yugoslav economy which w i l l  take  place on 30th  January, 1969. 
Delegations are i nv i t ed  t o  fo rward  t o  t he  Economic Direc tora te  
any comments they may have on t h i s  document. 

( Signed) L THIEBAULT 
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CUTLOGK FOR THE YUGOSLAV- ECONOMY 

1. R.ich in   r e sources  and promising i n  p o t e n t i a l ,  
Yzgoslavla has one o f  the l e a s t  developed European  economies. 

about $750 a re  comparable t o  that  o f  i t s  neighbor,  Greece, 
with a p e r  c a p i t a  GNP o f  about  $800. However, the s i x  
Yugoslav republ ics  and two autonomous regions present sharp 
co r i t r a s t s   i n  economic  development. The per c a p i t a  GNP o f  
Slovenia, the r i c h e s t   a r e a ,  i s  f ive   t imes   h igher   than  that  of 
Kosovo and Methohija, the m o s t  backwad. 

I -Ls lev,el  o f  development and p e r   c a p i t a  gross product o f  

2. Yugoslavia  under T i t o  has moved fa r  f r o m  the  Soviet  
model o f  a command economy. It has undergone a. number o f  
economic reforms t o  a l l o w  a f reer  play o f  market  forces and 
a fu l l e r   imo lvemen t   i n   wor ld   t r ade .  Major i n s t i t u t i o n a l  
reforms  were  introduoed i n  1965 i n  connection with the  
org,anization o f  banking and c red i t ,   t he   f i nanc ia l   s t ruc tu re  of 
en te rpr i ses  and fore ign   t rade .  The pr i ce  structure was 
re-adjusted and pr ice   cont ro ls  on about 50% o f  t h e  commodities 
were subsequent ly   l i f ted .   Enterpr i ses ,  managed j o i n t l y  by 
workers'  councils and appoin ted   en terpr i se   d i rec tors ,   a re  f r e e  
o f  obligatory  production plans and can act  on t h e i r  judgement 
o f  the  t tmarketrl .   Direct  federal   investment was largely 
reduced and the  economy fur ther   decent ra l ized .  On the  basis 
o f  the  measures  taken i n  connection with the r e fo rm  in i t i a t ed  
i n  1965, t h e  Yugoslavs  hope t o  achicvc a convert ible   dinar  
i n  the   ea r ly  1970's and t o   e s t a b l i s h  a capital  market adapted 
t o  the   spec i f ic   condi t ions  of t h e i r  system, 

3 .  Although  the  results  achieved  through  recent  reforms 
rare d i f f i c u l t  t o  evaluate,  the  record  appears to be genera l ly  
posi t ive.  Confidence i n  t h e  d i n a  which was devalued in 1965 
has been strengthened, a be t te r   ba lance  between  supply and 
demand has been  achieved,  inflation has been  held t o  t o l e rab le  
leve ls ,   the   ba lance  o f  paymexts has been improved  and t h e  
system o f  fore ign   t rade   regula t ions  has general ly  moved toward " 

more l i b e r a l i z e d  trade, althoagh some r e t r e a t  has been made 
f r o m  the  broad i n p o r t  and fo re ign  exchange l i b e r a l i z a t i o n  
undertaken i n   e a r l y  1967. 

4. The credi t   measures   introduced  in  1966 and 1967 t o  
s t a b i l i z e   t h e   i n t e r n a l  economy and check  inf la t ionary  t rends 
proved t o  be t o o  r e s t r i c t i v e  s o  that  a gencral  s tagnat ion  o f  
growth r e s u l t e d   i n  196'7 which  added t o  t h e  problem o f  
unemployment. Consequently  measures  were  taken i n  2.968 t o  
s t imulate   the economy and boost product ion .  An upsurge o f  
the economy has resu l ted   bu t  the dmgers  of  another 
i n f l a t iona ry   cyc le  are again prese2n-t;. 
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General  Problems  Facing  the  Yugoslav Economx 

5. Progress towards  a more balanced and f r e e r  econotqr 
has been  limited by both economic  and in s t i t u t iona l   f ac toYs ,  
More sophisticated  monetary and f i s c a l   p o l i c y  w i l l  be necessary 
t o  bring  about a smoother-running economy couplet? with balanced 
g rowth .  Means must.  be  found t o  keep wage r i s e s  i n  conformity 
with inc reases   i n   r ed   p roduc t ion .   Indus t ry  must be f u r t h e r  
modernized,  integrated and special ized,  as well  as fur ther  
developed  along  l ines o f  comparative  advantage; a more e f fec t ive  
in te rna l   cap i ta l   marke t   c rea ted  and exports t o  hard currency 
markets   substant ia l ly   increased S O  as t o  more e f fec t ive ly  
close the t r ade  gap. 

6. Yugoslavia  faces many - o f  the problems  shared by o-ther 
semi-developed  countries  such as l ow reserves,   balance of  
payments d i f f i c u l t i e s ,  and a hemy  debt  servicing  burden- 
The current  account was balanced f o r  the f i rs t  time  since  the 
w a r  i n  1965 and invis ib le   earn ings  grew s u f f i c i e n t l y  i n  1966 
and 1967 t o  a l m o s t  cover   the  t rade gap with the  Vest. With 
8 heavy  debt  servicing  burden  in 1968, a de te r io ra t ion  i n  t he  
balance o f  payments  and a reduct ion of  t h e i r  low reserves  
were  expected. 

7. A bulge i n  debt  repayments  arising f r o m  past 
ob l iga t ions  and short- term  credi ts  f r o m  i t s  main suppl ie rs  
has  plagued  Yugoslavia  since  the  inception o f  the  l a s t  reform. 
Its heavy  repayment  schedule w i l l  not  begin t o  l e v e l   o f f   u n t i l  
t h e   e m l y  1970's. Sign i f i can t   deb t   r e l i e f  was granted.  by 
Western c r e d i t o r s   i n  1966, 1967 and 1968. 1% has been 
necessary f o r  Yugoslavia t o  request   fur ther   debt   re-schedul ing 
f o r  1969 and 1970 f r o m  the  Goverments o f  the US, I t a l y  and 
the  FRG i n   o r d e r  t o  maintain  the economic  reform and s t rengthen 
the  economy in   t he   f ace  o f  expec ted   increases   in   mi l i ta ry  
expenditures.  The USG recent ly   ac ted  t o  re-schedule  debt 
repayments  arising f r o m  agricul tur ,d  agreenents due i n  1968 
and 1969 f o r  t o t a l  r e l i e f  o f  $15.9 m i l l i o n .  

8. Although  the  Yugoslavs  need t o  subs t an t i a l ly  expand 
the i r   expor t s  t o  the  .convertible  currency r",rez and thereby 
decrease o r  c l o s e   t h e i r   t r a d e   g a p ,   e f f o r t s   i n  this d i rec t ion  
have  not  been  successful.  'Phis has been  primarily due t o  
import  r e s t r i c t i o n s  on t h e i r  usu,iL expor t s ,   i . e .   agr icu l tura l  
and p a r t i c u l a r l y  meat products, t o  t h e i r   t r a d i t i o n j l  markets 
i n   t h e  EEC.  Although  there was SOITE increase   in   the   expor t  
o f  industrial goods t o  the EEC i n  1968, the  export  o f  
cg r i cu l tu ra l   p roduc t s ,   pa r t i cu la r ly  meat, f e l l   s i g n i f i c a n t l y  
i n  th i s  period. E f f o r t s  t o  conclude CL commercial  agreement 
with the EEC providing f o r  b e t t e r   t r e a t n e n t  f o r  i ts t r a d i t i o n a l  
exports  have  thus f m  met wi th  no success  although  negotiations 
are   cont inuing.   Bet ter   success  has been made i n  expanding 
exports t o  the EPTA a rea  and the US..  
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P r o b l e m  hisinp. f r o m  ""-. Incsretleed C..."" Defense  Expenditures 

g ?  Although cd~vays higher   than  desirable ,   the   share  
of defense   expendi tures   in  the federal   budget  was decreased 
s l i g h t l y   i n   r e c e n t   y e a r s  m d  w ~ s  o r i g i n a l l y  t o  have made up 
58.4% of the  planned  budget f o r  1968. A f t e r  the   invasion o f  
Czechoslovakia,  defense  expenditures were imed ia t e ly   s t epped  
up i n  the  wake o f  an irnngineC o r  r e d  t h r e a t  o f  c?, Soviet  
t h r u s t  i n t o  Yugoslavi.a9 On Octo 'ber  29 t h e  Yugoslav Government 
su'ljmitted CL record  budget of $908 r r i l l i on  (11.35 b i l l i o n  ND) 
f o r  1969. The t o t a l  1969  bu3ge.t i s  5.7% higher than expected 
1968 expenditures  while the defense  portion i s  8.2% higher.  
The proposed deferzse budget o f  $549 millioa (6 .86 bi311on ND> 
represents  61.1% of  the p lanned . . to t r l  federal spending. 

10. Increased nilitcary expendi tures   present   fur ther  
problens f o r  Yugoslzvia, b o t h  f o r  i t s  donest ic  econony  which 
the   smthor i t ies   have   s t r ived  t o  s t a b i l i z e  and for i t s  balance 
of  payments. It i s  d i f f i c u l t  t o  estin3"te the  t o t a l  e f f e c t  of 
increased  defense  spending on the  Yugoslav economy s ince  it 
is  unknown what ,amount o f  goods which  could  otherwise be 
exported f o r  hard currency will now be diver ted t o  t he  
n i l i t a r y  and what mili tary hzrdw,are w i l l  be purchased fron 
the  West nor  can i t s  inf la t ionary   impact  b e  accurately  evaluated.  
In  n d d i t i o n ,  expanded defense  spending  probz-bly w i l l  mean that  
the   federa l   goverment  w i l l  be unable t o  sFend as much as it 
otherwise would for the  economic developnent o f  the   nore 
backward  careas o f  the  country.  , That expanded donest ic  mili tary 
expenditures  presented an i n f l a t i o n a r y   t h r e r t  t o  t he  economy 
and would aggravate  balance o f  payments problens is evident 
i n  cleasures  taken by the  Yugoslms at t h e  t ine  o f  t he  subrilission 
of t he  new budget.   Increased  tmes  were  voted on c e r t a i n  
imported  luxury  iteras  such as coffee,  cocoa and chocolate,  
as well  as on c i g a r e t t e s  m d  candies;  taxes were rn ised  50% 
on services  performed by fo re ign   t r ade  firms and 2 new 15% tax 
was l e v i e d  on personal  incone funds of  cornerc ia l  banks. The 
Yugoslav Government seeks t o  rchieve a balanced  budget in 1969 
by these  neasures and has t r i e d  t o  keep  the  budget g rowth  r a t e  
lower  than the national  incone r i s e ,  

11. If the  Yugoslav  Goverment  feels  conpelled by 
developnents   to   increase  defense  expendi tures  beyond the  higher  
l e v e l  now budgeted f o r  1969,  the  ?Averse  econonic  effects 
described above would be in t ens i f i ed .  

The Strategy o f  Development 

12, Yugoslavi,o,'s  growth  r?*tes i n  past years.  hcve  been 
,mong the clost  r a p i d  in  the world, I n  the 1950's, growth was 
propelled by massive  government investaent, f inanced by l a r g e  
increases  , in  the  domestic money supply and by a l,a.rge volme 
o f  Western c r e d i t .  Under the   wabre l la  o f  subsidies  and i m p o r t  
controls ,   industr ical   output  neFvrly t r i p l e d  between  1950 and 
1960. 
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13 .  In t h e   e a r l y   1 9 6 0 ' ~ ~  inf la t ionmy pressures  and 
b d a c e  of p a p e n t s   d i f f i c u l t i e s , .   t o g a t h e r  with heavy ex i s t ing  
fo re ign   deb t   papen t s  and dwindling  opportunities t o  obtain 
new credi t s ,   fo rced  a re-evaluation of econonic  policy. By 
1964, the   l eadersh ip  had becone  increasingly aware t h a t   t h e  
growth  achieved  had  been  partly : i l l u s o r y ;  nuch. o f  the  newly 
created  capacity  could be operzteed o n l y  under a continued 
po l i cy  of easy   c red i t  and broad i n p o r t   r e s t r i c t i o n s .  Such 
growth would require  the  governncnt t o  intervene  nore 
f r equen t ly   i n   t he  econony t o  co r rec t   ndad jus tnen t s .  A l so ,  
the  continued  developnent o f  non-competit ive  l ines of 
production would radce Yugoslaviz  incremingly  dependent on 
Comunist   countr ies  f o r  export  nmkcts.  Forced  econonic 
exp,wlsion thus would lead away f r o m  the  g o d s  of a f r e e r  
domestic  market and a more independent   posi t ion  in   t rade 
between  East and West. 

1 4 .  i: new s t ra tegy   therefore  was c-dopted i n  which  growth 
would  be subordinated t o  s t ruc tu rn l   chmge ,  ,and productive 
e f f i c i ency  would be  promoted by chcanges in   t he   dones t i c   p r i ce  
s t r u c t u r e  and by a greater  exposure o f  en te rpr i ses  t o  fore ign  
competit ion.   In 1964, with a two-year-old.boolr i n  output 
a l reedy  out  o f  control,   the  goverment  decided t o  put   the  
brakes on growth. In   t he   pe r iod  1965-1967, the   l eadersh ip  
r e s t r i c t e d   c o n s m e r  and investnent  spending, re-v'mped the 
price  structure,   devalued  the  currency,  md  reformed  the 
banking  system, in   p repa ra t ion  f o r  a najor cutback i n  - .  
goverment   controls .  In 1967, r e s t r i c t i o n s  on about half of 
prices and i n p o r t s  were  lifted. 

15.  By 1967, the  d e f l a t i o n c a y  p r o g r m   f i n a l l y  had 
succeeded in   en fo rc ing   g rea t e r   p r i ce  and monetary s t a b i l i t y .  
Industrial wholesale  prices  increased by o n l y  2% i n  1967, 
conpared with 11% i n  1966. The cos t  o f  l i v i n g   r o s e  by 6% i n  
1967 conpared with 2 4 $ . i n  1966; u o s t  o f  t h e   i n c r e a s e   i n  1967 
r e s u l t e d  f ron  h i k e s   i n  r e n t  and i n   t h e   p r i c e s  o f  o ther   se rv ices  
that took  place a t  the  beginning o f  the year. Banner years 
i n   ag r i cu l tu ra l   p roduc t ion  i n  1 9 6 6 - a n d  1967 were r e f l ec t ed  
i n  EL 3% dec l ine   i n   ag r i cu l tu rd   who lesde   p r i ces  in  1967. 
About half  o f  i n d u s t r i a l   p r i c e s  a t  both the wholesale and 
r e t a i l   l e v e l s  were freed of control  in nid-1967.  Agricultural 
p r i c e s   g e n e r d l y   a r e  s t i l l  subject  only t o  f fninimmtt   pr ices  
s e t  by t h e   s t a t e  t o  govern  purchases by procwenent   en te rpr i ses .  

16 .  Such progress as was rzsde t o  inprove  the  product DIX,  
increase  competit iveness of i ts  industriKL goods on t h e  w o r l d  
narke t  and s t a b i l i z e   t h e   i n t e r n a l  econony was bought a t  the 
P r i c e  of an unforeseen  collapse o f  growth in   i ndus t r i a i   ou tpu t  
i n  1967 ra ther   than   ho ld ing   the   l ine  a t  a lower growth r a t e  
which was expected and desirable ,   Investuent  f e l l  by a lnos t  
39% during 1965-1967 - f m  nore  than had been  expected - with 
a r e s u l t i n g  30% d r o p  i n   c o n s t r u c t i o n  a d  a slowdown i n   t h e ,  
cu tput  of b u i l d i n g   n a t e r i d s ,   s t e e l ,  and naohinery. The 
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re laxa t ion  o f  r e s t r i c t i o n s  on inpor t s  o f  i n d u s t r i a l   n a t e r i a l s  
and of sone  machinery ,and consmer goods  l e d  t o  a. s u b s t i t u t i o n  
o f  foreign f o r  donestic  products and a sh i f t  away f r o m  i n p o r t s  
f ron  Comunist   countr ies  t o  i npor t s  of higher  qu,dity goods 
f r o m  the  West, 

17. As shown i n  T,?;ble l, t h e   o v e r d l   r e s u l t  was a s h a p  
r i s e   i n   i n v e n t o r i e s  during 1965-1967 and c? d e c l i n e   i n   t h e   r a t e  
o f  i ndus t r i cd  growth f r o n  16% i n  1964 t o  m ac tua l  d r o p  i n  
ou tpu t   i n  1967.  Enploynent i n  i n d u s t r y   f e l l  by 3% during 
1965-1967 because o f  the need f o r  industry t o  ad jus t  t o  
re fom  requi renents .  At the  s,me time,  the  1967 i n p o r t  
l i be ra l i za t ion   con t r ibu ted  t o  m i n c r e a s e   i n   t h e  h z r d  currency 
trade d e f i c i t  f r o m  $299 million i n  1966 t o  $436 n i l l i o n   i n  
1967  which was larger than expected. ILS shown by qua r t e r ly  
data on indus t r ia l   ou tput ,   the   recess ion  seemed t o  hcve 
bottoned  out  in  1966 a t  a growth r a t e  o f  3%. Because the re  
were s t i l l  i n f l a t i o n a r y   p r e s s u r e s   i n   t h e  econony,  however, 
the  goverment   placed new r e s t r i c t i o n s  on investment   credi t  
i n  the  second h d f  o f  1966, and the  downturn  continued. 

18. In l a t e  1967 the  goverment  moved t o . s t i r m l a t e   t h e  
economy by easing  controls  on c red i t s   for   expor t s ,   inves tment ,  
and many types o f  consmer  purchases. fit the   sme   t ime  it 
gave i n  t o  demands f o r  he lp  f r o n  indus t r i e s  nost affected  by 
the   recess ion  and  by fore ign   conpet i t ion .  Many i n p o r t s  were 
re-controlled,  and t,ariffs were r a i s e d  i n  order t o  assure  
narkets  t o  depressed  industr ies .  

19. The sh i f t  i n  po l i cy  began t o  t,&e e f f e c t   i n   t h e  
second  quarter o f  1968. Indus t r i a l   ou tpu t  f o r  t h e  first 
10 months o f  1968 was up 5*4% over   the s,?ge per iod   in   1967,  
and the  growth o f  inventor ies  o f  i n d u s t r i d   f i n i s h e d  goods 
begm . to  s l o w  down appreciD-bly i n  the  second half o f  1968. 
Enplornent  continued t o  d r o p  during nost of 1968,  but showed 
s igns o f  r e v i v a l  towcard the  end of the   yecr ,  The current  
upswing c l e a r l y  shows the   e f fec t  o f  re1,axed c r e d i t   r e s t r i c t i o n s  
and ,g rea t e r  i m p o r t  protect ion  given,  f o r  cxmple ,  t o  t h e   s t e e l  
and chemicals  industries.   These  industries,   together with 
sh ipbui ld ing ,   cons t ruc t ion   mater ids ,  and e l ec t r i ca l   p roduc t s  
h w e   l e d   t h e  advance thus fcm* Denands f o r  protection  hzve 
been hesxd from other   indus t r ies ,   no tzb ly  the ne ta l   p roducts  
industry,  whose production has continued t o  drop  s ince  1965. 
Hurt first by the  cutback i n  investments, this indus t ry   s ince  
1967 has been  suffer ing f r o n  increzsing i n p o r t s  o f  b e t t e r  
quality  equipnent  under f m o r a b l e   c r e d i t   t e r n s  

20. Although  the  added  import  controls  have promoted 
production, Yugoslavia's f o r e i g n   t m d e  p o s i t i o n  'has not 
s u b s t a n t i a l l y  inproved. This wc2s due t o  the  cont inuat ion o r  
i m p o s i t i o n  of  new EEC r e s t r i c t i o n s .  o n  Yugoslav  exports and 
Yugos lav ia ' s   d i f f icu l t ies  in  t r ade  with i t s  Communist b i l a t e r a l  
trade  partners.  Although i m p o r t s  rose  by  only 3% during  the 
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first 10 months o f  1968, expor t s  f e l l  by l$, S O  t h a t   t h e  
ove ra l l   t r ade   de f i c i t   i nc reased  by 11% compared with the 
first 10 months o f  1967, The hard cur rency   t rade   def ic i t  
i s  running  about  the s rne  as l a s t  year,  when it amounted t o  
64% of Yugoslav hard currency  exports.  Increased hard currency 
emnings  f r o m  t o u r i s m ,  t r a n s p o r t ,  ,and o t h e r  se rv ices  were 
probably   no t   suf f ic ien t  t o  prevent a d e f i c i t  on current  
account i n  1968. 

21. Trade with the  USSR and Eas te rn  Europe has continued 
t o  s l i p  s ince  1967. l n  the  f irst  10 rao.n-ths of  1968, exports 
dropped by g$? while i m p o r t s  rose by 6$, r e f l e c t i n g  Yugoslav 
e f f o r t s  t o  wipe  out   large, . , surpluses   in   t rade  in  goods and 
services  accumulated with this area   s ince  1965. Although 
clearing surpluses have  been  reduced soraewhat, they s t i l l  
amounted t o  about $100 n i l l i o n  i n  October 1968. Yugoslavia 
has t r i e d  t o  reach  agreenents with the  Comunist   countries 
t o  set t le   outs tanding  balances i n  convert ible   currencies .  
Such agreenents  reportedly have  been  concluded with 
Czechoslovakia and Hungary t o  t ake   e f fec t   in .1969,  

Prospects f o r  1969 

22, Plans f o r  1969 call f o r  a cont inued  increase  in   the 
i n d u s t r i a l  growth r a t e  t o  7.5% o f  8,5$ over 1968. National 
income is expected t o  grow by 7-8%, g r o s s  investment by 
10-1276, r ea l   pe r sona l  consumption by 6-78, and employment by 
about 276. It i s  hoped tha t  exports o f  goods and serv ices  
can be increased 10-1276 ,and that  impor t s  C E L L  be held t o  8 
6-75 r a t e  of growth. 

23. The government  expects  these  dynLmic  increases t o  
be  achieved  without a f u r t h e r   r e t r e a t  f rom the   L ibera l iza t ion  
o f  p r i ces  and imports ca r r i ed   ou t   i n  1967. If the   cur ren t  
upswing  continues a t  i t s  present  pace,  however,. it will 
eventually  cause a heavy demand f o r  i a p o r t s .  Given the already 
precarious  balance o f  papen t s   pos i t i on ,  the c r i t i c a l  task 
i n  1969 w i l l  be t o  ob ta in   the   des i red   increases   in  exports. 

24. Yugoslavia's trade  with the Warsaw Pact   countr ies  
has n o t  been  noticeably  affected by t h e   s t r a i n  in pol i t ica l -  
r e l a t ions   s ince   t he   i nvas ion  of Czechoslovakia. The Yugoslavs 
have run in to   de lays   in   mr ,wging   sa les  of ships ( a f t e r  1971) 
and ra i lway  cars  t o  t h e  USSR ,and i n  concluding a co-operation 
ag remen t  with the USSR i n  t h e   f i e l d  of autoraobile  production. 
Meanwhile, trade  under  existing  agreenents and d e l i v e r i e s  
under   Soviet   credi ts   have  cont inued  nomdly and new agreenents 
recent ly   s igned f o r  1969 c a l l  f o r  a s izeable   increase  in 
Y~gOSlaV-Warsaw Pact   t rade . However, projected  increases  i n  
P a s t  agreenents  have n o t  been  realized.  According t o  a 
Yugoslav  press  report,  the  key  pact,  finLally  signed with the  
USSR on Deceaber 27,  1968 a f t e r  a lengthy  delay by tha t   count ry  
i n  opening t a l k s ,  envisions a two-way goods exchange. of $400 
mill ion  under  the  protocol and trade  outside'   the  protocol 
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will be ap  roximately $100 m i l l i o n  which would br ing  t o t a l  
t rade  t o  &O0 mil l ion  - LLnost 30% above the  expected 1968 
t r ade   l eve l .  If th i s  volune o f  two-way t rade  is  a c t u a l l y  
planned, it would suggest that the USSR, a t  l e a s t  f o r  the  
t ine  being,  w i l l  no t  apply econonic  pressure  in an a t t e n p t  
t o  subdue Yugoslav c r i t i c s  o f  Soviet  policy. Such a s t ep ,  
as the  USSR i s  zware, would only  push  Yugoslavia  into  closer 
involvement with the  West, . (Another  report  has indicated 
t h a t  1969 b i l a t e r a l   t r a d e  with the USSR under  the  agreement 
will be $364 n i l l i o n  which would represent  a decrease  over 
the . t a rge t   o r ig ina l ly   p lanned  f o r  1968) 

25. Excluding RODEUX~~,  which has naintained.   f r iendly 
rel.J$-iûns V{i%k1 yùgo~~a-q&+ -&Le y7.-.-.-l.>--- v&buw P a c t  countries  account 
f o r  about  one-fourth o f  Yugoslav inpor t s  2nd one-third o f  i t s  
exports,  as shown i n  Table 2 .  These countr ies   provide  out le ts  
f o r  Yugoslav  goods that  c,?..ru?ot corJpete i n  Western  markets, 
especially  machinery, i r o n  and s tee l   p roducts ,  and consumer 
mnufac tures .  The WCmsa~i P m t  area i s  the   na in   des t ina t ion  
f o r  Yugoslav  exports o f  ships,  r s i l r o a d  r o l l i n g  stock,  tobacco, 
wire and cables .   In   re turn   the  W,arsaw Pact   countr ies   are  
Yugoslavia's  nost inportant source f o r  i npor t s  o f  f u e l s  and 
o ther   na te r ia l   inputs   such  .zs raw cotton  seni-finished 
i ron  and s tee l   p roducts .  A najor  d i s r u p t i o n  i n  t h i s  t r ade  
w o u l d  r e s u l t   i n  a temporary  recession i n  output and a r i s e   i n  
unenploynen-b.  Moreover,  added p r i c e  =and inpor t   cont ro ls  
would be needed f o r  a t ine  t o  preserve  remcining export 
aa rke t s  and t o  keep  the hard currency  trade  balance f r o m  
ge t t i ng   ou t  o f  hand. With added ass i s tance  from the  West, 
however,  Yugoslavia  could m&e a f a i r l y  r a p i d  adjustnent  t o  
a loss of t rade  with the  Wwsaw Pzct   countr ies .  

26. The prospects for Yugoslav-Warsaw Pac t   t r ade  which 
has decreased  sonewhat  over  the p n s t  few years t o  roughly 
30$ of  Yugoslav t o t a l  t r ade   a r e   no t  as b r i g h t  as the  new 
trade  agreenents f o r  1969 would suggest,  ,:in i nc rease   i n  
Yugoslav t r ade  with the W,wsaw Pact  countries  nay  take  place 
i n  1969, if  only  because of  t he   s t rong  upswing now under way 
i n   t h e  Yugoslav  econoay. However, i t  i s  unl ike ly  that  the  
share of t h i s  t rade   in   Yugos lav ia ' s  . t o t a l  t r ade  w i l l  increase.  
The Yugoslavs s t i l l  c a r y  2 l a r g e   s u r p l u s   i n   t h e i r   c l e a r i n g  
accounts with the  Wawaw Pact ,  and t h e  government  probably 
w i l l  cont inue   e f for t s  t o  h o l d  exports t o  these  countr ies  t o  
the   mounts  that  inporters   can be induced t o  accept i n   r e t u r n .  
This t r ade  s t i l l  i s  i m p o r t a n t  IS a source o f  supply of raw 
n a t e r i a l s  f o r  Yugoslav indus t ry  m d  as c? market f o r  some 
i n e f f i c i e n t  o r  t e c h n o l o g i c d l y  baclm,wd Yugoslav i n d u s t r i e s .  
Thus, t r ade  with the Wmszw Pac t   con f l i c t s  with the   cur ren t  
Yugoslav objec t ive  o f  playing down t h e  exp,msion o f  these 
industr ies   and,   instead,  of  re -s t ruc tur ing  2nd modernizing 
production. 
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2 7 .  I n h e r e n t   d i f f i c u l t i e s   i n   t r a d e  stemming from 
d i f fe rences , in   t rade   sys tems and the  problems o f  b i l a t e r a l  
c lewing   a r rangenents  as wel l  as t h e   p o l i t i c a l   s i t u a t i o n  nay 
cause a fu r the r   dec rease   i n   t he   sha re  o f  Warsaw Pact   t rade 
with Yugoslavia. still  d i s t r u s t f u l  o f  Sovie t   in ten t ions ,  
the  Yugoslavs  probably w i l l ,  continue t o  d i s c r e e t l y   s t e p  up 
contacts  with the West its a hedge  against   my  future   rupture  
in  r e l a t i o n s  with the YVarsaw Pact. Already,  Yugoslavia's 
duminun  producers  have  indicated a d e s i r e  t o  reduce  dependence 
o n  the USSR f o r  duminum ingots  by increasing  such impor ts  
from the  US. Yugoslavia ,also i s  engaged i n  a new round of  
d i scuss ions  with the EEC t o  t r y  t o  lower   barr iers  t o  Yugoslav 
e x p o r t s  - - p a r t i c u l a r l y  of  agr icul tural   products .  K i r o  Gligorov, 
t he  Vice  President o f  the Yugoslav Pederd  Executive  Council, 
v i s i t e d   t h e  US a t  the  end o f  September 1968 t o  explore  prospects 
f o r  re-scheduling  debt  repayments  incrersing  Yugoslav  exports, 
and ob ta in ing   fu r the r   c r ed i t s  from the  Export-Import Bank and 
t he  World Bank. Thus far, the  US has a reed t o  re-schedule 
PL 480 debts ,   g iving a t o t a l  r e l i e f  o f  15.9 m i l l i o n .  
Yugoslavia a l s o  has approached  the UK, I t a l y  and West Germany 
f o r  f i n a n c i d   a s s i s t a n c e .  A $24 mi l l i on   c r ed i t  has been 
obtained f r o m  the UK, and a West Gernm c r e d i t  of $75 n i l l i o n  
is under  discussion. If such   e f fo r t s   bea r   f ru i t ,  economic 
contac ts  and t rade-   with the West w i l l  increase  considerably 
in   t he   nex t  few years ,   possibly z t  the  expense of econonic 
r e l a t i o n s  with the Warsaw Pact. 

f .  
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TABLE 1 

Percentage  change 
from previous  year 

Percent?-ge  change 
f r o m  January-Septenber 1967 to 

January-Septenber 1968(1) 
1964- 1965 1966 L" 967 

Gross nat ional   product  

Indus t r ia l   ou tput  
I n d u s t r i a l  empioyment 
Inventor ies  o f  f in i shed  

I 
U 

i n d u s t r i a l  goods 
iJ 
I Real gross fixed  investment 

Average rea l   personal  income 

Indus t r ia l   wholesa le   p r ices  
Agricultur,Q  wholesale  prices 
C o s t   o f  l i v i n g  

I m p o r t s  
Exports 
T o t a l  Trade  Deficit  ($niJlion) -430 

11 

16 
9 

-5 

1 5  

12 

5 
24 
12 

25 
13 

Hard Currency Deficit  (;bmillion)-354 

2 

8 
3 

18 

-1 4 

2 

14 
43 
33 

- 3  
2 2  

-196 
-270 

8 

4 
-1 

22 

-2 

11 

11 
16 
24 

22 
12 

-355 
-299 

2 

O 
-1 

27 

-13 

7 

2 
-3 

6 

8 
3 

-455 
-437 

(1) P a r t i a l  data ava i lab le  f o r  11 months o f  1968 d o  not  show any 
s i g n i f i c a n t  changes i n   t h e  9 month t rends.  

N .A. 
5 
-1 

14 
18 

4 
O 

-3 
5 
3 
-1 

-409 
-5 47 
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Yugoslavia: The Share o f  t he  Warsaw Pact 
in T o t a l  E x p o r t s  and I m p o r t s ,  1967(1 )  .Warsaw Pact 

as a per  cent 
Expor t s  (mi l l i on  $US) ~ = ? p c r t , s  ( n i l l i on  &S> o f  t o t a l  

W' 

T o t a l  Wars aw Pact  Total Warsaw P a .  Exports I m p o r t s  
" "P " -L 

Food, beverages and 
tobacco 336 45 1 8 2  34 13 .4   18 .7  

Machinery an2 t r anspor t  
equipment 255  143 572 112 56.1  19.6 

I 

I 
208 G Metals and minerals 68  296 100 32.7  33.8 I" N 

Fuels and power 22  

Chemicals 

Other i n d u s t r i a l  materials 

I 

I 

1 85  37 4.5 43.5 

74  37 167 35 50.0 21.0 

43 335 80 23.5  23.9 and seni-nanufactures 1 8 3  

Consumer and o t h e r   l i g h t  
indus t r ia l   p roducts  1 7 4  91  70  23 

1 ,252  428 1 ,707  421 
- - " 

(1) The data cover   t rade  with  the USSR, Bulgaria,  Czechoslovakia, Hungary,  Poland 
and East Germany. Rumania i s  excluded. 
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V l J U A T I O N  OF YUGOSLAV G N P  I N  US DOLLUS 
The m o s t  CO-mnon figure  for Yugoslav GNP i n  d o l l a r s  - 

'.one given by the Yugosbovs Lhcns~fves  - i s  zbout $500 pe r  
C a p i t a  i n  '1967. The. us cstf imtc for 1967 i s  about $750 per  
capi ta ,  The e s sen t i a l   ü i f f e rence  between the  two f i g u r e s   l i e s  
in   the   t rea tment  o f  ilnonproductivell  services,.  In  the  lower 
est imate ,   value added i n   t h e s e   s e r v i c e s   i n   e f f e c t  i s  converted 
t o  d o l l a r s  a t  the  same dinar /dol la r  ra t io  as that  used t o  
convert ., the moterial   product o r  l lsocial   product".  This method 
assumes that Yugoslzv  bankers,  judges,  doctors,  etc.  are no 
more product ive   re la t ive  t o  t h e i r  US counterpar ts   than  are  
farmers, and i n d u s t r i a l  workers- . . The VS procedure, on the  other  
hand, assumes equal   product ivi ty  i n  llnonproductive"  services 
i n   t h e  US and Yugoslavia,  and  therefore  uses a much higher r a t i o  
t o  convert   these  services from dinars  t o  do l l a r s .  Although  not 
e n t i r e l y   s a t i s f a c t o r y ,  this i s  the  s tandard  assumption  used by 
Western econonists i n  making internat ional   comparisons(1) .  The 
dinar /dol lar  r a t i o  used i s  the r a t i o  o f  average wages f o r  these 
se rv ices   i n   t he  two countr ies .  

I l l u s t r a t ive   Ca lcu la t ion  

2. To demonstrate how the  t reatment  o f  llnonproductivell 
s e rv i ces   a f f ec t s   t he  d o l l a r  GNP f i gu re ,  we are  providing a 
rough ca lcu la t ion  of Yugoslav GNP. This calculation  does  not 
use the  laborious  procedure that  has been  used by Western  econo- 
mists t o  obtain GNP f i g u r e s  f o r  the  other   Eastern European 
countries.  

3. The f i r s t   ' s t e p  i s  t o  va lue   i n   do l l a r s   t he   "ma te r i a l  
product ion"  enter ing  in   the end uses  o f  GNP by the  use of 
dinar /dol lar  ra t ios  f o r  the  various  groups of  goods and serv ices  
included i n  the  Yugoslav  F1social  product". The data  are taken 
f rom the  Yugoslav  input-output  table f o r  1964(2) and cover  the 
personal and public  consumption component o f  "material   production" 
p lus  de l ive r i e s  t o  "nonproductivet1  service  sectors,  plus gross 
f ixed  investment ,   p lus   increase  in   inventor ies .  T o t a l  GNP i n  
do l l a r s  f o r  1964 is then  obtained by adding t o . t h i s  tokai the  
value added i n  *konproductiveI'  services  and  an  adjustment f o r  
foreign  trade.   According t o  standard  procedure  the  next  step 
should be t o  value US GNP in dinars  and t o  take  the  geometric 
nean of the  t w o  percentage  comparisons - one i n  d o l l a r s  and the 
o the r   i n   d ina r s .  In l i e u  o f  undertaking this labor ious  task, 
the   resu l t   g iven  by a Soviet-TJS comparison o f  US GNPs was used 
f o r  the Yugoslav  case. The e f f e c t  i s  t o  reduce  the GNP f o r  
1964 as   ca lcu la ted  above by 20 percent.  

(1) See  Milton  Gilbert and I rv ing  B. Kravi ts ,  An In t e rna t iona l  
Comparison o f  National  Products and the Purchasing Power o f  
Currencieg, OE%C, Paris,  1954. 

( 2 )  S t a t i s t i ca l  Yearbook o f  the  Federal  Republic o f  Yunoslavia, 
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4.  The f igure  thus  obtained for 1964 i n  1964 d o l l a r s  is 
then moved to . . 1967  by the  use o f  a constant-price  index f o r  
Yugoslav  "soc'inl  product"  plus  an  index of emplo-pent f o r  
"nonproductiveff  services. The impl i c i t   p r i ce   i nc rease  f o r  
US GNP from 1964 t o  1967 (8 percent)  i s  used t o  obtain Yugoslav 
GNP i n  1967 d o l l a r s .  The de ta i l ed   ca l cu la t ion  i s  g iven ' in   t he  
f ollotving  table : 
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Goods ( b )  
Construction 
Transport  and 
communications 

Trade  and  catering 
Other  ttproductive" 

Sub  total 
Net housing  rent 
Other  value  added  in 
tTnonproductive" 
services( j 

Foreign  trade 
adjustment 

~ ~ ~~ ~~~ ~ ~ "_ 

output 

Total  GNP  and  end 
uses 

Adjusted GNP 
1967 GNP 
1967  GNP  per  capit: 

BASIC CALCULATION FOR YUGOSLAV  GNP,  1964 

million  dinars 
~~ 

Fixed 
Investment 

' 79246 
10 I 878 

90 
567 

64 
18,845 

- 

- 
- 

9845 - - - 
18 

Increase 
in 

Stocks 

6 

Dinar/ 
dollar 
ratios 

13:l(c) 
7.5:l(d) 

2.1:1(e) 

3.1:1(e) 

13 :l(c) 

-__I 

3.1:1(h) 

0.8:1 

- 
- - 
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-166 

Consumption includes both pmsonal  and government  consumption. 

fsGood.s!l i nc lude   ag r i cu l tu ra l  , f o r e s t r y  and i n d u s t r i a l  
prodacts.  Handicraft  production i s  included below i n  
"other  pm.&uctive  output" and i s  converted a t  the  same 
d inar /dol la r  r a t i o  

This r a t io  r e f l e c t s   t h e  re!-ation  between exports   in   domest ic  
p r i ces  as iven i n  the  input-output  ta5le (11,331.5 mi l l ion  
new d ina r s  7 and exports a t  fo re ign   t r ade   p r i ces  (11,164.4 . . 

mill ion,   new-d. inars  o r  $895 mi l l i on )  : The r e s u l t i n g  r a t i o  
i s  very  c lose t o  t he  new o f f i c i a l  exchange r a t e  (12.5:;61) 
which has held  up w e l l  i n   f o r e i g n  exchange  markets  since  the 
'Jugoslavs  devalued i n  1965.  

The r a t i o  f o r  c o n s t m c t i o n ,   i n   l i e u   o f  any relat ive  purchasing 
power .s tudie-s ,  was based on Pryer  and S t a l l e r  s work on 
re la t ive   p roduct ion:  Tho D o l l a r  Values o f  t h . g A o s s  National 
Products  in  Eastern  Europe, 1952 .  Relative  produc'cïon i n  
1955 w a s  b r o u . g l i - n l g 6 4  by constant  price  indexes.  
Yugoslavia emerged a t  an estimated 2.2 percent o f  the  US, 
or $1.5 b i l l i o n   i n  terras o f  expenditure on construct ion.  

Two methods  were t r i e d  t o  ob ta in   the  d j .nar /dol la r  r a t i o  f o r  
Transport and Cpmmuvications and f o r  Trade  and C a t e r h g .  
B o t h  y i e lded   t he  same result-. One method w a s  the  same, as 
used f o r  construct ion.  The o ther  met.hod was based  on, first,  
a conversion o f  value added i n  each  sector a t  dinar /dol lar  
r a t io s  f o r  wages ( .9:1 and  *8:1, r e spec t ive ly )  and  second-, 
a conversion o f  mater ia l   inputs  a t  the  13.:1 r a t i o  f o r  goods 
explained i n '  footnote   (c )  -b ove. 

The f i g u r e  o f  61,734 mi l l ion   d inars  f o r  end use  nmaterinl" 
product i s  very  close t o  t h e   o f f i c i a l   f i g u ,  ve f o r  s o c i d  
product i n  1 9 6 4 ,  61,001 mill ion.  The d i f f e r e n c e   r e f l e c t s  
differences in methods o f  ca l cu la t ion  and  coverage i n  the 
input-output   table  compared wi th   the   ca lcu la t ion  o f  l t soc ia l  
product", as wel l  as the  omiss ion  o f  some minor f a c t o r s   i n  
our ca lcu la t ion .  

. .  

Net housing  rent  i s  g ross  rent  pa-vents,   including  imputed 
r e n t  o f  owner-occupied dwellings,  minus  costs o f  maintenance, 
sewage, wa te r ,   f ue l ,   l i gh t  and  garbcge  pick-up. T@e f i g u r e  
f o r  n e t  rent was based on average  rent   per  s q . m  i n  1964 
(-61 d ina r s   pe r  month)  which  gave a t o t a l  r e n t   f i g u r e  of 
1 ,500  mi l l i on   d ina r s  f o r  1964.  This f i g u r e  was reduced by 
da t a  on c o s t s  o f  water,  sewage,  etc.  found i n  household 
budget   s tudies   (Bul le t in  M 6 0  o f  t h e  S t a t i s t i c a l   I n s t i t u t e ) .  
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( h )  The r a t i o  f o r  net   housing  rent  i sba-  ,,ed on the  es t imate  
that  pe r  capita  housing  in  Yugoslavia was 20 percent o f  
tha t  i n  t h e  US i n  1964. Net r e n t   i n   t h e  US i n  1964 was 
$17.7 b i l l i o n  ( f r o m  Economic Report o f  the   President ,  
January  1967, p. 2313. Yugoslavia i n  d o l l a r  terms  mounts 
t o  about 2 percent o f  th i s  o f  $355 mil l ion.  

(i) Other--value  added i n  "non-economic1I services  was obtained 
f r o m  Yugoslav data on personal  incomes i n   t h e s e   s e r v i c e s  
given i n  S t a t i s t i c a l  Bul le t in  #427 o f  t h e   S t a t i s t i c a l  
I n s t i t u t e .  Value added i n  defense was estimated  as..manpower 
t imes  the  average  industr ia l  wage i n  1964.  The  same f igu re  
i s  obtained i f  i t  i s  assumed that  the  one-third share of 
the  defense  budget  earmarked f o r  "personnel   cos t s"   in  1967 
held t r u e   i n  1964. 

( j )  The r a t i o s  f o r  o ther   value added i n  non-economic serv ices  
and defense i s  the r a t i o  between  average  Yugoslav wages 
i n  Ytonproductivefl  services  (5,280 d i n a r s )  and the  average 
wage i n  US government i n  1964 ($6,700). 

( k )  The foreign  t rade  adjustment   in   dinars  i s  the  difference 
between exports and i m p o r t s  given in   the   input -output  t ab le*  
The f i g u r e   i n  dollars i s  the  balance o f  pa-yments on goods  
and serv ices   (exc luding   pr iva te   t ransfer  pa-yments) which 
co r rec t s   t he  anission of t ou r i s t   expend i tu re s   i n   t he  dinar 
i m p o r t  f igure .  

NATO CONFIDENTIAL 
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