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RECZNT ECONOMIC TRENDS IN ._ 

Report bv the Chairman of the Economic Committee 

Economic growth in Warsaw Pact counWies in 1972 was 
the slowest in 20 years, largely because of stagnation in the 
Soviet econom 
Eastern total 3 

(which represents over three-quarters of the 
. Unfavourable weather, and misdirection of 

investment, combined with the'fundemental handicaps of labour 
shortages, resource depletion, and economic centralization, 
produced an agricultural crzsis, construction delays, a record 
postwar low in growth of industrial production, and shortfalls 
in output of consumer goods in the USSR8 The major goals of the 
1971-1975 plan are probably unattainable. East European countries, 
however, maintained their scheduled rate of growth under five- 
year plans because of generally more favourable performance in 
agriculture and investment. A need for basic economic reforms 
to reduce waste still exists inthe East but faces possible 
opposition from workers as well as central planners. In-Poland 
and Hungary, promising experiments with wage reform are 
apparently regarded as threats to job security. 

2. Clearly, the USSR and its allies are looking 
increasingly to Western technology, grain and credits on 
favourable terms as the main remedy for economic stagnations.- and 
are countin on a long-term supporting framework of East-West 
political 2 d ten&. The Soviet Union also probably calculates 
that mounting Western demand for energy and minerals might 
finally remedy its principal trading handicap - a shortage of 
competitive exports. In 1972, growth of Soviet commerce with 
industrialized Western countries accelerated as purchases of 
both grain and machinery in the West broke past records. 
Financing was facilitated partly by the rise in the price of ' 
Soviet gold sold on the free market. The most important factor, 
however, has probably been the conclusion of major political 
agreements with Western governments and the subsequent spread of 
industrial co-operation arrangements that permit the USSR to pay 
over time for Western machinery with Soviet commodities, largely 
minerals. 
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3. These upward trends in East-West trade and industrial 
cooperation have continued in early 1973. Normalization of 
East-1&s-t; economic relations has also been promoted by increasing 

' Eastern contact with international economic.or@nizations a&. by 
further agreements with Western companies and governments, sonetimes 
with EasteiTl concessions. Most important, a recent Soviet sress 
campaign encourages domestic expectations for'Vestern aid in rais- 
ing Soviet living standards. These developments hold advantages 
for the Alliance in .the framework .of bo,th.trade and negotiations 
with the East. 

A. Domestic production and Growth 

(i) The USSR - . 

4. The Soviet economy is in the midst of its most severe 
slowdown since the 1940s. While average annual .growth of 5:: or 
nore has been projected in the @an for 1971-75 and regularly 
achieved'in the. pasti GNP is estimated to have.risen about I .5$ 
in 1972 -after an increase in the neighbourhood of 3.5:: the year - before. The basic, long-term problems are increasing inves-&lent 
costs 0 declining growth of employment, and high-level policies of 
centralizatiori and self-sufficiency that create waste and inhibit 
technical advance. Additional causes of :-f&e slowdown in 1972 were 
(a) unusually UY&Z-V~XQX ~~@-~~~G~tztlt-~--~~t~er'.~~-.4'3)--~]nc~~as~. .. 
mismanagement and diqersion of investment funds. Plant completions 
accordingly fell behind schedule and labour productivity (the main 
driving force of industrial output) rose considerably less than 
either planned for 1972 or achieved in 1971. Similar .slowdo~fi:s 
occurred in such Ire production sectors as chemicals (includix~ 
mineral fertilizers .? 3 tractors, and even natural gas; slow dovelop- 
ment of gas deposits in Siberia apparently prompted a visit by 
Tremier Kosygin last January. As a result of.these shocks, 
exqansion of output in 1972 was at a record low for industry and 
fell almost 5$ in-absolute termsin agriculture. Poor harvests 
were reported for grain and several foodstuffs. _ 

. . 5: These setbacks .were reflected. primarily.in living.st&dards 
and foreign exchange reserves. In 1972 the priority assisted in 
recent years to consumer goods in industrial production %~as 
discontinued. Ouiqu-t of steel; coal, electricity and producer 
goods generally - traditional leading sectors prior to the 1960s - 
rose on or' ahead of schedule. But growth of production of 
industrial consumer items fell below both plan akd 1971 performance. 
The same was true of h.ousing, consumer services, real income per 
ca?ita,;retail trade and output of fabrics. Substantial slol:downs 
from 1971 'growth rate s were registered for social welfare, 
x~oduction of certain household appliances, and out;put of 'l.i@t tid 
hod industries (which rose' only 396). .: 
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6. Little hone for recovery this year is generated by the 
-oublished Dortions of the 1973 economic plan, which reioresents a 
subs-tantia? cutback from the original targets for this year ZJ~ 
-bile Five-Year Plan. In major speeches of last December and 
Se;?tcmber, respectively, First Secretary Brezhnev and Pemior 
Ilosy$n signalled an increasing austerity in resource allo$a-Fions 
S-la-l is borne out 'oy the relatively low growth rates targe-Leo for 
key indices relating to consumption, investment, employment and 
productivity. The solution proposed for reported mismanagement 
Of investment is a reversion to greater central control, which 
has in the past been generally recognized as' a major cause of 
T;ras-te and inefficiency in the USSR. Not surprisin&y, economic 
loerformance showed no improvement in the first quarter of 1972. 2. 

7. The princ.i.l3a-.. 7 basis for the 6% overall rate of eqansion 
xlanned in 19'73 is clearly agricultural output, which has an 
ambitious growth assi,aent of Ii!.& that will be difficult to 
meet without unusually favourable weather, The farmi;;lF; sector, 
hovever~ remains a highly uncertain basis for the fgrecas-L of 
ranid Soviet economic grokjth - particularly since the area 04. 
winter wheat which was seeded last autumn was 25:: less than in 
the previous year. 

0 The consumer is again evidently scheduled to absorb 
much gi? the resulting &c.onomic slowdown, The 1973 plail COiISOlik2t62S 
the reversal of relative :srio?ities as between groJ;ri;:1 rates: vM.le 
output of producer goods is projected to rise 6.3>;, that of 
consumer goods is cut back to a 4.5% pace. Slower e;=;?ansion than 
attained last year is also projected for money wages? retell trade, 
social welfare, and food production. In March, Soviet offiei&s 
zd~~itted that butter and potatoes were being rationed in soid? 
areas r At the same time, a press campaign was being devel.o:Ted 
ox the uncharacteristic t'nemes of the relatively h5gh living 
sta&ards in industrialized ?!estern countries and the possibility 
of increasing Western economic assistance to the VSSR. 

(ii) Eastern Europe -_ 
0 J. During 1972 economic espansion in Eastern Europe as a 

:kole continued on schedule, nearly equalling the moderately 
i"zLi>ide average a;?nual rate (6,8$ in terms of Net ~~~terj-a~i j?nAct) 
Projected in Five--Year Plans. Even higher rates than ;,s;lanned vrere 
registered by Poland, East Germany and CzechoslovaXa, TThero grov&h 
of investment and agricultural output accelerated. In &~~~~>3 im a *- 9 
tke pace of expansion slowed somewhat from the 12.,5:.; groWth of 
Iye-t Frlaterial Product attained in 1971 but - at IO:.: - remained the 
&s-&s-t in -the l:arsay pact. Indices of living standards also rose 
substantially in these countries. Only Bulgaria, Ctil two 

successive years of mediocre agricultural results, has fallen car 
shorti of its Five-Year objectives. Growth of Net Ikterial 
Zroduct was lowest (5:-I) in Rungary, where investment, Fmsorts, and 
real income were held back by policies of constraint and recentral- 
ization that had been anplied to curb inflationary demand and "GO 
7 iqit the experinent c3 LI- -m--A- -_ '-? economic reforms that acco-mpanied it. 
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IO. 
Irxreases 

Plans for 1973 appear generally consumer-orientated. 
of 6.551 or more in real income are projected for 

Rumania, Poland, and Bulgaria. 
consumer goods, 

In the GDR, production of 
which face considerable demand from foreign 

as well as domestic markets, 
Yates, 

is scheduled to groy7 at accelerated 

massive 
sur-assing that of producer goods, and to receive a 
increase in investment. 

P J. Problems: Reform and Inflation 

II. No firm indication has appeared of a genuine ecoiiomtc 
_~~~~ reformalong the' lines._of..-a decentralizationof .ecoilonFc-.~?o~le~~ -~ --- ~- 

and unleashing of market forces. Yhile Hungary has been 
re-establishing central controls, new experiments of dubious 
value have been commenced by Poland in J-anuary and the USSR in 
Api5 1. In both cases, associations of industrial enternrfscs 
have been granted nominal decision-making authority (as-in the 
initial Xungarian reform of 1968): It remains unclear, hol.Tever, 
zhether (as in the Rungarian case) their activities~~rould be 
cr=amped or subsidized by the centre. 

12, The process of economic reform in the East is an:?arently 
subject to opposition from workers as well as central pla%ers. 
A new Polish wage scheme would make wages dependent on sales, 
whereas a Hungarian e~rperinent'with."bloc-paylilermts;: involves 
payment of a lump sum to the smallest group of workers cagable of 
performing a given task. Both ideas are designed to spur& 
productivity and thus offset labour shortages. Both, hoverer are 
apparently regarded by workers as threats to Qgb security and'may 
therefore not be widely applied. 

13. The sehsitivity of East European consumers to ris'nlcp 
prices of Basic tiecessities has also inhibited moves to c&$ 
excess demand ad inflationary pressures. 
I-1ungaTia.n dairy products were raised 

Retail prices of : 
14-289; in January in TcsponSe 

to excess market demand; wages of certain industrial T2rOi1!<eYS in 
turn were boosted 3;; in March. 
frozen through Xovember, 

Polish food prices are currently 

able: 
but inflationary pressures are consider- 

Sn March, central controls were re-aps$Aed to s?oo: 
boom in investment, which had risen 2175 in 1572 m dam a 

Such--constraints 
were reportedly also administered in Czechoslovakia but wri-i&out 
much success; -Latent inflationary pressure continued to build-up 
last year in the USSR; personal savings rose IQ; as consumer; 
refused to spend these -funds 'on the goods avail&e. 

c. East-Jest Economic Relations 

(i) Trade 

14. The foreign trade of Warsaw Pact countries last vear 
recovered somewlhat from the retrenchment of 1971, risin-ylO': 
same pace was achieved by the USSR and the CDR and 
rates .by Poland and Rumania.- 

everLfask&. 
The 

Nuch of the Soviet import boom 
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ap;?arently originated in commerce with industrialized Yeste:*n 
coul?tries9 which rose a record. 14% in ?972. The principal 
Yestern trading partner of the USSR la-ear was the PRG, 
chsely followed by Japan. Soviet imports of grain and other 
consumer goods grew about $1 billion while imports of Yestern 
machinery increased by 25;: ($250 million) over the 1971 level. 
The' main factors responsible were probably poor economic per-a 
iloxance at home and-easier finpacing in the Vest, where gold 
j~l?-ces rose and where credit terms eased as demand for exportable 
Soviet minerals mounted. Probably at least $300 million of the 
Soviet trade deficit last year was financed by sales of gold out 
of current Soviet production. W%ile Soviet machinery orders for 
fukure delivery spurted to a record in ig'i'2, at least half 017 
this total (which included $4.00 million in gas-pipeliile ecp:‘,pmnt) 
was covered by industri al-cooperation agreements involving 
Yestern credits repayable in goods instead of hard curreilcy. 
According to a recent ZCE report, such East-Vest a@x?enents~izoV 
number about 600 and.account for 15% of the exports of certakl 
East European countries. 

15. East-Vest trade and beyond ap;>ear 
cavourable, particularly Commerce 
probably continue to benefit 
%evel East-Vest visits, 

indirectly from'scheduled 
~2 17 -m-w 

11i & 
from the discussions in the f"ramoy:oi41: of 

a .CSCS,- and from the- attendan-+---atmosphere- of .detente OT a,-rceweilts 
. _-- on cooperatfon. In the purely commercial sphere, Soviet e:?Tox+ks 

are benefit-king from the continuing sellers' market for fuels, 
;?la-tinum, diamonds, and gold. Soviet earnings in ?les%eTil -2uro~3e 
will be augmented by a recently completed natural-gas l.ipeXne 
kom Yestern Siberia. The USSR has also recently sold +ts first 
exFched uranium in the Vest. 

16. Indications are considerably more dramatic as regards 
Soviet imports, To fulfil its ambitious livestock a~! dietary 
programmes 9 the Soviet Union will probably import $2 billion of 
grain this year, pan -+ly under expected orders for =,I ad&ti_o;lal 
IO million tons of cereals or more from the Vest. The Sovie-k 
;7ress build-up on the theme of increasing Soviet -3estern eCOil0iG.C 
coo-xi*ation has been validated by events. In April, a record 
$4 billion industrial-cooperation agreement TIith the CccidcntaL 
Corlporation of the US was-announced: Fertilizer~plants and !?iyje 
are reportedly to be Lxovided under credits repayable t:ith Soviet 
chemLca1 fertilizers over 20 years starting in 1972. The USSR 
has also been ofr;"ered about $600 million in new lines of credit 
by Testem banks so far "inis year. In March, Premie? Tanaka 
reportedly promised favourable consideration of a Soviet recuest 
foi* about $1 billion in Japanese equipment and long--term cr&ts 
for a Siberian pipeline that would eventually provide oil in 
repayment. 
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I?. In Eastern Europe, Poland has been the benePi.ciary 02 
about $65 million -in bank credit lines since January and has 
continued to order Tlestern machinery at the $300-million annual 
rate achieved in 1972. A Polish government statement of Karch, 
hoI;rever, hinted at possible restrictions on imports as part 
of the anti-inflationary programme. In the GDR, imports from 
the Vest are expected to rise stronglY this year in support of 
a i->lanned 9:: increase in investment. On the eqort side, Poland, 
Kungary, Rumania and Bulgaria have benefit-ted from the recent 
rise in IJorld prices of meat. 

-(ii) -Xontacts.and Agreements -~.- ~~ _~ - .-I_-- ~. -. . 
18. Progress totaards normalization'of East-:P!'est eCOnO:2ic 

relations continues. The first Eur0-10~n ($50 millioil POY 7 
Years) was made to the CONECON Investment Bank in Karch. In 
Nmania and Hungary, fieW legislation permits T;JeS-t;eirr firms to 
purchase up to 
spokesmen 

a 49?6 share of joint ventures, though ~Ruzgarian 
claim that such foreign investment will be only i:!ar@nal 

and exceptional. A US-Hungarian ‘claims settlement 2or nationalized 
property was signed in Xarch. 
Yes@ Germany and 

To facilitate industrial coo-eration, 
Poland concluded the first East-P!est doubl~e-tax .. 

agreement last December. Following Rumania's admission to the IM?, *" 
the next East European approach is expected to come from %n~ary. 

Ii. 
air space 

In May the Soviet Union reportedly agreed to OF& Siberian 
to Vest German flights to East Asia and to acznoi:fedge 

the FRG's right to represent West Berlin in cooperation ~.ith the 
USSR.. These Soviet concessions are said to be included in the 
econonic cooperation agreement - 
~r;ii-id Vestem governments - 

the latest in a series concluded 

visit to Bonn. 
signed during First Secretary Brezhnev's 

Since January, 
opened offices in 

additional Western companies have 
Bbscovr and signed technical &o:Jeration agreements 

with Soviet organizations, which'have extended sh?p8ing Service 
to 1Jew Sark and slightly widened Western access to-Soviet economic 
information (e.g. output of individual factories). 

20. In multilateral dealings, 
conduct commercial 

Soviet readiness in practice to 
transactions with the Common ~~'ic?.rlIet was 

demonstrated in a recent butter purchase amounting to $$5 a:-.llion 
a;ld in the muting 02 Soviet criticism of the EEC at an East--:'!‘est 
trade conference. Zn Narch, the USSR adhered to the Universal 
COpYright Convention, which may hinder publicatriox &road by 
dissident Soviet writers, but also obligates the Soviet authorities 
to pay royalties on Pies-tern writings published in the USSR. 

D. Conclusions 

2-l. The implications of these developments are clearly 
fammhle for the Alliance in the framework of both trade and 
negotiations with the East, Economic stagnation h s 
Soviet need for cooperation with industrialized We ,tern 3 

increased the 
countries, 
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is helping to consolidate the Soviet policy of detente, and is 
pushing Moscow in the direction of economic interdependence tith 
the West. The importance attached by the USSR to improving 
economic relations with the industrial West is reflected in (i) a 
press csmpaign that tends to increase domestic expectations for 
Western aid in raising Soviet living standards; (ii) a recent 
spurt of Soviet orders for Wastern grain and for Western machinery 
under long-term industrial co-operation arrangements; and (iii) an 
increase in Eastern economic contacts and agreements with the West. 

(Signed) Y, LAULAN 

NATO, 
1710 Brussels. 
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