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CUSSElL DE L'ATLANTIQUE NORD - - - NORTH ATLAKTIC COUNCIL - 

OHIGINAL: E N G L I S H  

1Qte by the Secret- General 

i'he ottached report(1) has been prepared by the 
Sconomic Committee in the light of detailed discussions. It 
examines economic performance within the USSR and Eastern Europe 
during 1978 and the plans for 1079 and analyses current constraints 
and positive developnents in the economic growth of these 
countries. 

2. This report w i l l  serve as a basic document for the 
Council meeting on 5th May. 

(Signed) Joseph M.A.H. LUNS 

NATO, 
1110 Brussels. 

This document includes: 1 Annex 

71 1 For previous report see documents ~1-r(78]39, dated 
17th May, 1378 and C-N(78)68, dated 17th November, 1978. 
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N A T O  R E S T R I C T E D  

sort by t h e m o m i c  Committee 

IXTRODUCTIOI~I 

1. This paper highlights econonlc developments in the  
USSR and Sastern Europe i n  '1978 and plans f o r  1979, and analyses 
current  constrzints  a d  positi l ie developments i n  economic growth, 
in order f o r  t h e  ~ ' J l l ance  %a evaluate t h e  countries '  probable 
f u t w e  economic s t r e w h  i n  plvuling i ts defence needs. Economic 
growth i s  chosen as a ;z&tick because the Communist nat ions 
themsel-ves use it ?s t h e  pr incipal  rneasure of t h e i r  success, and 
z1so because o ther  indica tors  of economic progress, such es the  
l eve l  of l i v ing  stan&rds, are  much more d i f f i c u l t  t o  define and 
cm+ntify. Since Co 'st accounting concepts and prac t i ces  
d i ~ i e r  s u b s t a n t i a l l ~ n ~  those of the ?isst, it ia misleading 
t o  compare Soviet and East Zumpeul r e t e s  of growth with those 
of Tiestern nations. Ely ~-sanining Commlst-nation growth r a t e s  
i n  l i g h t  of previous performa~ce,  however, one can a r r i ve  a t  ul 
iden of development trends. Although t h e  r a t e  ol" increase i n  
growth i n  t h e  Co~uiiunlst countr ies  is  down~mrd in many cases, one 
must not l o se  s igh t  or" the  f a c t  t ha t ,  in  t h e  Pein, gro*h i t s e l f  
cofitinues t o  bc posi t ive.  

ussii - 
S W i Y  OF 198 P33ULTS 

2. The year 1978 saw sluggish i ndus t r i a l  growth, uneven 
agr ic l l l tura l  ?erfornance, and only modest advances in  c o n m e r  
goods supplies and personal incones, Indus t r i a l  production rose 

(1) i n  value over t h a t  of 1977 by 4.8 percent, matching 1976's post- 
1950 record low. iiational income helped by record p a i n  harvest 
increased by 4 percont, compared t o  3.5 percent In 1977. The 
record graio output in 1976 was i t seLf  a6versely affected by 
unusually high moistwe content. 

3. Reta i l  t rade  turnover increased by 3.9 percent 
compared t o  4.4 percent in 1977 and was s l i gh t ly  overfulXilled 
a s  i n  most o ther  years. Real Lncorce per  capi ta  e lso  increased 
by l e s s  than i n  1977 - 3.9 percent compared t o  4.4 percent. 
Gro;-ti? i n  volume of consumer services v i e s  however higher than 
i n  1977 - 7.9 percent compared t o  6 percent. The r a t e  of 
increase i n  personal savings was l e s s  than ha l f  o i t h a t  in 1377. 
This probzbly r e z l e c t s  smaller increases in r e a l  incoma and 
h i a e r  expenditure 03 consumer services. 

4 .  The value of f ixed i n d u s t r i d  e s se t s  commissioned 
rose by 9 percent ( 3  percent in  3977). but t h e  growth was 
below plan, a s  ms t h e  completion of many proauction capaci t ies ,  
pa r t i cu la r ly  i n  the  e l e c t r i c  power, s t e e l  and chemical indust r ies .  
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Capital investment continued t o  be widely disnersed. Total 
c ap i t a l  investnent increased by 5 percent a s  conpared t o  a 
p l m e d  3.E perceat anc! 3 percent in 1977. The lnrger-than- 
plvlned increase in investment could be pa r t l y  a t t r i h t e d  t o  
renewed emphasis on investment a s  the  pr incipal  engine of 
gsowth in view of f2 l l u r a  t o  achieve desired increases in labour 
productivity. The planned increase i n  cap i t a l  investment f o r  
1979 of 4.9 ~ercen-i;, w h i c h  i s  hi&ur than achieved in 1976 and 
1977, supports this view. 

5. M t e r  a reduction of t h e  hard ourrency trade d e f i c i t  
in 1977 t o  $2.4 b i l l i o n  from $5 b i l l i o n  In 19'76, t h e  1978 h a .  
currency t m d e  dez i c i t  rose again t o  563.5 bi l l ion .  

OUTLOOK FOR la 
6. The outlook f o r  1979 Is f o r  incraased e f f o r t s  t o  

s t W a t e  i ndus t r i a l  output through addi t ional  c a p i t a l  investment, 
p w t i c u l a ~ l y  in the  fue l s ,  chemicals, metallurgical, and machine 

a 
builfling sectorz. Production of consuner goods i s  planned t o  
,m?: by 5.4 percent, vhich is nore than t h e  r a t e s  achievad s ince  
1976. Wso, nore attention is supposed t o  be pzid t o  the qua l i ty  
of consuner goods. Hovever, heavy industry s t i l l  has p r i o r i t y  
and is t o  &row by 5.2 percent. 

7. Otherwise, convertible-currency h p o r t s  w i l l  be 
s t r ingent ly  l i n i t e d  t o  high-technolozr and export-generating 
itrtns, in atl e f f o r t  t o  correc t  the  t rade  inbalance with t h e  West. 
In view oP past  performance, howev~r, ,growth of nat ional  incone 
i n  1979 w i l l  almost cer ta in ly  not  exceed the _olanned 4.3 percent 
increase, a d  may well f a l l  shor t  i f ,  as eppeass probable, the  
1979 harvest  does not  match 1978~s resul ts .  

cultural Harvest. ALthough "he 1971 gross ,-in 
harvest "* came o a r-2-llion tons. it i s  estimated th3t 
as  m c h  25 15 p e i ~ C P t  of its weight was d6e t o  exceptionally 
high moisture content and 10 percent VES l o s t  lmn dockage and 
t ranspor t  losees. inoreover, except f o r  cotton and eggs, production 
goals f o r  o ther  n a o r  a,griculm-a2 products were ;lot achieved Li 
1978. bs a r e s u l t  or" pas t  harvest zhort2aUs, and in ant ic ipat ion 
of possible fb ture  shostages, the  USSR 7 5 1 1  probably buy 13-15 
n i l l i o n  t o m e s  of ,-In i n  the  Yest t h i s  year, i n  order t o  
urovid? f o r  the  coatinued ex?;msion of Soviet Livestock herds, 
h i c h  grev, elon: with meat production, by 3 percent i n  1976. 
On balance, the  U S S X J s  197E agsicul tura l  output ciid not provide 
a s ign i f i can t  boost t o  t h e  country's econolnic growth. 

duction. C-?owth of prinery energr p m d ~ c t i o n  
appeared t o  con m u o  eclining t rend begun in  197 i . O i l  
production, a t  577.4 mill ion "lnncs, i n  1978 achieved t h e  lowest 
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-4- -2~ 
annual increase Chis decade - 4.7 percent - and was 3.6 n i l l i o n  
tonnes helow the  o r ig ina l  target .  Grotrrth i n  o i l  out-put tinus 
nay be slovln;; f a s t e r  timn - h e  Russiens envisaged, although the  
cu-tbzci: mey have been a conscious choice boceuse of delays in 
laying o i l  pipelines. The 1979 plan foresees an o i l  profiuction 
increase or; only 3.6 percent; .almost h m  of the  extrzct ion is 
tocane from fielcls iii Mestern Siberiz ,  as conpmecl with about 
($5 percent i n  197"; Coal production, too, f e l l  shor t  of t a rge t  
i n  7975 b 1%. nilIlii3;1 tonnes a i~d  increased o,?ly 0.2 percent over 
the 1977 i evh l ,  pa-i;Ly because of bed weather and pa r t l y  because 
o: delays in  installing cap i t a l  equipBen% in coal mines. Gas 
output was o2e par t i cu la r ly  brigkit spot in t h e  energy seckor: 
it erew by 2 b i l l io i l  cubic metres over plan, and i s  t o  expazd 

a t o t a l  o: 32 b i l l i o n  cubic metres in  1979. i n  sum, al-ttough 
(I) energy develop;ll~.nts may not have had a ~ e r t i c u l a r  depressing 

e f f ec t  on Soviet econoinic growth i n  1978, the  speed with which 
enerky Tesources can be developed v r l l l  a t  l e a s t  i n  p a r t  determine 
f'utr?;.c groutti1 prospects, s ince current  Soviet energy output i s  
judged appro:%metely equal t o  Soviet inciuskry needs and export 
comitmcnts, n o k b l y  t o  Eastern Europe. 

10. Trans 01%. Iiallvmy t n n s p o r t  had an es2ecial ly bad 
yecr in 19 *rate of cap i t a l  construction w a s  low: 1970 
r z i l m y  trac!: len,cth increased. by only 699 ki lonet res ,  a s  
conpared t o  l,C,?S in 1977, and e l e c t r i f i c a t i o n  of r a i l m y s  
advanced only 542 !xi, a s  coerp~rcd Lo 799 km the year before. 
C a ~ a c i t i e s  were ser ious ly  under-utilized, and turn-aroum? time 
vvns gennra1l.j excessive. fa especiel ly severe problem was the  
p o v i s i o ~ ?  oZ raillvay cars  f o r  gr2i.r. transport.  Because of t h e  
poor s t a t e  of i-epair" o: many ol' t h e  c&~s, l a rge  quan t i t i e s  of 
grnin cere  l o s t  timu,& holes o r  open ooomys .  Xr transpor t ,  
on the  o ther  hand, o v e r ~ L l f i l l e d  excectntioris: passenger t r a f f i c .  
the  volume of ~ 1 r  f r e igh t  shipmer;ts, znc; air services a l l  exceeded 
plan. 

rlU.ves. The year 1973 Raw Materials 
a l so  shovn? e ovie t  economy u -  con E u e  t o  be constrained 
by the  rx te  a t  wMcb it can develop and exploi t  domestic raw 
na t e r i a l s  resouiices, i n  addit ion t o  energy. rhch of this 
developlent dcpends on the  e;rpansion o l  t ranspor ta t ion  f a c i l i t i e s .  
Construction of t h e  Baikal-knur PzJl~ay intended t o  carry  
a d i t i o n a l  mineral resources f ron ~ i b e J a ,  proceeded slowly 
and conple-tion of v i t a l  sections, such as t h a t  leadin& t o  the  
Udokzn copper nines,  lasged behind schedule. A s  a r e s u l t  of 
the  emplopent of pov:e?-7ul new icebreakers, however, Soviet 
ships vere cble t o  x?fec'i fielivel-ies of v i t a l  minerals f ron 
I'orthvestern Si'oerie by m y  of t h e  W e n t s  Sea during t h e  
grezter  pzF- of t h e  year. 
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12. Comert ible Currency Trade 3e f i c  t. In 1978, the  
USSR's conver'cible currency t rade  d e f m  4 ncreased from t h e  
1977 l eve l  of $2.2 b i U i o n  t o  $3.5 b i l l i on ,  pa r t l y  because of 
substant ia l  grain imports (around 15 uill lon tonnes, cost ing 
approximately $2.5 b i l l i o n ) ,  and pa r t l y  because of a pick-up 
i n  imports of machinery and equipment, especial ly from the  US, 
+he VL, and J a p a .  In addition, t h e  USSR's terms of t r ade  w i t h  
t h e  Xest probably deteriorated,  a s  a s u b s t m t i e l  junp in t h e  
cost  of Western i ndus t r i a l  exported goods u ~ s  not  matched by any 
increese in t h e  p r ice  of Soviet o i l  exported t o  t h e  Vest. Exports 
of o i l  and o i l  products account f o r  almost 50 percent of t h e  
USSR's hard mrrency earnings. 

13. To o i h e t  its t rede  imbalance, t h e  USSR sold about 
$3 b i l l i o n  w o r t h  or" gold on world markets in 1978. Depending on 
the  method of c d d a t i o n ,  net  Soviet convertible currency 
indebtedness nol: stands somewhere betrrean # I S 2 0  b i l l i o n  and 
may well increase eve? t h e  next feu! years because of a continuing 
need t o  import !*estern equipment, some o i  it es sen t i a l  f o r  
developing Siberian resources, and because of n possible con- 
c u r r ~ n t  decline in t h e  amount of o i l  the  U S R  vrili export t o  t h e  
.iest. None the  less,. t!m USJR remains in a good f inanc ia l  o s i t i on  

Xf w i i  respect t o  t h e  t'est because 02 the  low ra-iio of its e e rna l  
debt t o  nat ionel  productive capecity, its r e l a t i v e l y  low debt- 
service r a t i o ,  i t s  l m 3 e  gold reserves, ,mccess in  cu t t ing  non- 
grain imports from the  iiest, i ts a b i l l t y  t o  s e l l  l a rge  amounts 
ox' arms f o r  hard currency, and i ts easy access t o  7es tern  bank 
loans. 

Coxtruct ion.  Capital  investments f ron all 
ancc ~ o t u l e d  12 -I4. A - sources of 8.7 b i l l i o n  r m b l e s  i n  1978 - a 

5 percent r i s e  over 1977. The problem cl uncompleted construction 
~ r o j e c t s  remained a s i d f i c a n t  ooe, howe-zer. Xs a r e s u l t ,  t h e  - 
1979 plan includes a t o t a l  bu l  on starts on administrative 
buildings and any other  non-productive f a c i l i t i e s  which a r e  not  
of top  p r io r i ty ,  and endorses a method of financing projec ts  hi th  
benk c r ed i t  or? which i n t e r e s t  i s  charged. Over ha l f  of a l l  
imes tnen t  in 1979 is t o  go f o r  projec ts  already under construction 
which can s1gnir"icantly contribute t o  ~ X t u r e  economic capacity. 

15. Private C o ~ t i o n .  i-lthough output of the  consuner 
goods sec to r  repoi%ecily increased by & p e r c m t  in  1978, mzch of 
it was evidently of unacceptable cual i ty:  indivifiual savings 
accounts &rev? by 14.4 b i l l i o n  roubles, dcsqi te  se lec t ive  pr ice  
r i s e s  anhounceG-on 1st Xiarch. 137P supposeCy designed in  p a r t  
TO &sorb some of the  pool of co~~sumersavlngs.  lii order t o  
prcvide more accepkble  products f o r  t h e  ~ o p u l a t i o n ,  the 
Government i s  putt ing increasing enphecis on develop*-_r?g t h i s  
sec tor  i n  1979: t h e  value of consumer goods out2ut i s  t o  increase 
by 5.4 percent in 1079, and bvestment t h e  c o n s u e r  goods 
indust r ies  is  t o  increase by ? 9  percent over the  1378 l e r e l  t o  
26.5 b i l l i o n  roubles, p a r t i a l l y  in  order t o  ecuip tine indus t r i es  
vrith modern nschinery. 
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I T h T O  R E S T R I C T E D  

16. Secto Llthougb indus t r i a l  
~ r o d u c t i o n  a s  a ,mer considerably more slowly 
than i n  1977, then it increases by 5.7 percent; output of >one 
indus t r i es  grewby an impressive 9-10 p e x c n t  - notably gas, 
machine too l s ,  eutomative nachinery, instruments and automation 
controls ,  znd machinery f o r  l ivestock r d s i n g .  l l s o ,  recording 
: percent growth in oui;?u-I; were t h e  heavy and t ranspor t  machine- 
building i n h s t r y ,  chemical processing ecylpment, and machine 
building f o r  the  consumer goods industr ies .  The strong growth 
i n  thcse areas although not elweys a t  t a rge t  l eve l s ,  and 
probably even then exaggerated by Soviet uethods of valuation, 
none the l e s s  ind ica tes  sone success in wganding i ndus t r i a l  output 
in key sectors.  There may also have been ce r ta in  gains i n  
promoting outpck of qua l i ty  goo& ra t3e r  than simply addit ional  
volume. For i n s t a m e  the  value of metal-cutting nachine too l s  
and forgin2 e n t  press& machiiles advanced strongly - arounc? 
10 percent - al-khou& t h e  number of physical unlts produced 
remained about t h e  sane a s  i n  197. In t h e  metal-cutting 
nachine t o o l  b ~ e n c h  alonc, I ?  percent nol'e of advances 
nmer i ca l l y  control led mac laes  were produced than i n  1977. 

17. lidditio C o ~ s s l o n e d  Ca~ac . In 1978, 9 perc9nt 
more f i x e ~ - a i ~ ~ a r t x z e n t ~  ims. h o a i t a l s .  e tc .  - 
verc put in-to o?eratIon t h i n  -h 1977, erne s i a i c & l y  feirer 
projec ts  than In 197'7 were l e f t  unconpleted. Noreover, although 
in cer ta in  indus t r i es  t h e  number of connnlssioned indus t r i a l  
capaci t ies  ran below those f inished i n  19'77, t h e  mount of nevly 
comnissioned capccity none the  10s:: r q n s e n t e d  a respectable 
expansion oZ already lai-se exis t ing  facilities. Elec t r i c  
generating capacity, f o r  lns tu lce ,  grew by 3.5 percent over 
output i n  1377; iron-ore and s t e e l  p-oduchg capaci t ies  each 
grew by 2 percent of 1977 output; manufacturing capacity f o r  
u inera l  f e r t l l l z e r s  grew by j percent o l  1977 production, and 
copeci t ies  f o r  r a i l r z y  l r e igh t ca r  proCuction grew by 5.4 percent 
over 7977 o u t p t .  The conpletion of these  new f a c i l i t i e s  should 
put the  US511 Ln c be t to r  pos i t ion  t o  IKI*K t o m  solving some of 
i t s  more pressing inadequacies - such a s  ir? abr icul ture  and 
trarisport - tirot- domestic production. 

18. Geaerally declining Soviet economic growth r e f l e c t s  
the  USSR's bas ic  problans of a decreasb-s r a t e  of growth in i t s  
labour force, and Zeclining c a p i t a l  productivity. The USSR 
probably cannot aeopt new technology Padst mourn t o  stem t h i s  
~ e c l i n e ,  no? w l 1 1  it be able t o  exploi t  t o  any s ign i f i can t  extent 
i t s  pools o: undelwrtil ized manpourer. He-~ertheless, a t  l e a s t  
i n to  the  19301s it u ; l l l  nost l i k e l y  be able t o  maintain even its 
cui-rent hemy burder. 02 m i l i t a r ~ ~  spendin;: (71-13 e r c e n t  of G W )  
without causing unacceptable p o p d a r  Ciscontent. In the  next 
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few years, Uvin& standards mey renain s t a t i c  a s  s m a l l  vmge g-s 
a re  eaten up by similar r a t e s  or' in r ia t ion ,  and uncoxifortable 
choices msy have t o  be mede i n  t h e  ellotment of investment 
resources; but these ds-~elopments 7.111 probably not  lead t o  
large  declines in worker productivity. Z n  ~m!n, Alliance defence 
considerations shoul6 reckon on slo-&ng economic growth in t h e  
USS3, along ~ 5 t h  groxrin;: pressures f o r  high-technology imports 
and iiestern c r ed i t s  o r  compensation ammgenents ,  a s  the  Soviet 
A g i n e  t r i n s  t o  counteract t h e  declining ti'end. 

WS."rn'J m01x 

I378 RESULTS 

19. The year s a w  a continEation of '-he generally declining 
trend 03 national  income and i ~ h s t r i a l  2roduction growth. 
Increases in i n d u r t r i a l  p~oduc t ion  In a l l  oC the  countr ies  except 
h n g a r y  and Toland veze below $an, largely Cue t o  raw materials  
s c m c i t i e s  and naaa;ement ineff ic iencies ,  ant! Poland's 5.8 percent 
grovth in  Fqdustrial  ou+ut u.es ettributab'e mainly t o  higher 
p r ices  applied t o  i t e m  protlucad. Ltteq3ts  t o  reduce large 
Toreign t rade  imbalances a l s s  had a depressing e f f ec t  on t h e  
various econozdes by aal:ing necfssary h 2 o r t s  more difficult t o  
obtain. I:ith the  e x e p t i o m  of Eblgarla md Hungary, ag r i cu l tu r a l  
r e s u l t s  in the  m e a  xiere a t  bes t  mediocre pY-tiolly because of 
excessive rains. Construction, a h a b i d  weak spot in most of 
the  economies, continued t o  iag behind plan expectations, delaying 
the  commissioning of new ~ r o d u c t i v e  feciLit1es.  Investnents ,grew 
above plan in H u n g a r y  and the  GDX as  a r e s u l t  of unplanned 
investiaent by lirns. In ju lgar ia ,  Ronanis, and Polaad investment 
Tailed t o  meet planneG grovrth ra tes ,  due in pa r t  t o  import 
r e s t r a i n t  rneassiec, anc! in Czechoslovakia investment grevr a t  t h e  
planned ra te .  

IJjy OUTLOO'i 

29. Plans f o r  1979 shovr t21'gets f o r  h d u s t r i a l  output and 
n ~ t i o n a l  incane a ~ . r t h  generally zbove 1%C r e su l t s ,  but  i n  
several instances reduced f ro2  corresponm-,=- '1373 t a rge t s ,  
r e f lec t ing  cautious op th l sm i n  the  Iece o i  l a s t i ng  economic 
d i f f i cu l t i e s .  KLmost a l l  the  E c s t  ahropean countr ies  w i l l  
increasingly be pinches by t i g h t  e n c r u  and raw meterials 
supplies, t h e  bull< 02 ~ f i c h  v : i L  con'iinue t o  be im?orted from 
the  Soviet Unioo. Priorit-y w i l l  be give2 t o  the  development of 
indust r ies  consiuered nost important t o  econumic ,colrrth p r ina r i l y  
through a t t e q t s  a t  nore e f f i c i en t  use of c a p i t a l  and managerial 
resources. ICost o-' the  countries *r i l l  continue t o  l u t  emphasis 
on c u t t h g  importc ant! promoting a:rports, especia l ly  !dl3 r e s ~ e c t  
t o  the .lest, in o-der t o  correct  t h e i r  t rade  and p a p e n t s  in- 
bdances ;  in  nddi';ioc, t'ney w i l l  see:c t o  ,uaranteo sources of 
supply f o r  ene=gy a?< raw na i e r i a l s  a(; t o  es tab l i sh  adci t ional  
markets f o r  nat ional  ~ ~ ~ d ~ c t  spec i a l i t i e s ,  t o  some extent  i n  the  
l e s s e r  developec! v.nrld. 
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Harvest. klLAou& b e t t e r  than in  1977, 
gastern L w g e  were generally below 

p l m ,  i n  par t  becexse of heavy rainf-all &ich made harvesting 
c i i f f icul t  a d  g r r e  r i ~ e  t o  wastage from grain-&ying operations, 
and iil the  ;;oukh by cold, cky xreai;lie: during the  autumn and 
v in t e r  of 1577i7.S. ld-though the  grain harvest y ie lds  were 
rcported a t  hi& l eve l s  i n  the  Gnri, P o l a d  and Czechoslovakia, 
inuch of the  m l u e  ;.as due t o  excess've moisture content. Exce?t 
In  Zuigaria ale X U ~ S B ~ Y ,  production o: other  crops w s  often 
c l i s a p ~ o i n t i n ~  2116 sonetimes severely dam f m  previous levels .  
L ive~ tnck  herds, havicg in  lmge part recovered irom the  decline 
u".ich Sc~an 1rit3 the  1975 ,grain proc?uct sho r t f a l l s ,  showed 
coatinued narsinal e q a s i o n  "c:~??oughout &Ae resion. i s  a 
r e s u l t  of cont2uln& harvest d i f f i c u l t i e s ,  h o r ~ v e r ,  the  area as 
a iho le  w i l l  egain have t o  import consicie~able q u a l t i t i e s  of 
al ; r icul turel  comodi t ies  la ?979 t o  sus ta in  current  l eve l s  of 
cansurpt io~l  uld 1Ives:;ock feeding. 

22. m e r  r Procluction. '#'he energy s i t ua t i on  in the  are2 
d e t e r i o r a i ; r c h  % m 7 r  mt 01 - coal  aild l i g n i t e  f a i l e d  t o  
reach olanned l eve l s  in the  GD!? end Czechoslovakie, p a r t i d l y  
hecausb of adverse winter weather conditions, which a l so  caused 
f u e l  end heating shortages. I n  Poland and Czechoslovakia, 
e l e c t r i c a l  power output coulc? not meet i ndus t r i a l  denand; power 
cu-Ls had t o  be inpoced, LenCi-ag t o  prochction losses.  T-n addition, 
the  Eastern ~ ~ o ~ e ~ ~  nat ions had -to pay increase6 pr ices  f o r  
Soviet o i l  on vmich xhey a re  v i r tualxy dependent, and were fcced 
with e d c c h i n ?  gro:vth m t e  of Soviet o i l  excorts. Sornania, 
t h e ' s o l e  exceptmil, none t h e  Less had t o  iqr~rt over one-four'& 
of i ts  netc ioaes t ic  o i l  c o n s q t i o n  f r o m  o'Aer sources, i n  
s t a rk  contras t  bo its having been an o i l  ex-ol-ter up t o  1975. 
i?omanian o i l  produr?iion i n  1978 declined by over ; percent as a 
r c su l t  of Gepleting reserves. On the  other  hand, e n e r z  
consemation noeswos, attomptod i n  all 0 1  the  as: Wogean  
countr ies ,  ne t  with no pa r t i cu l a r  success. 

23. investment Incff iciencies.  &e?t in Bulgaria and 
Lonania. c ~ v e s t n e ~  +%i io~ou t  the area ~ e n e r a l l v  - 

csceede6 plk ter;;ets, as i ? a ~ t o r ~ - ~ 1 ~ 1 1 ~ , ~ c r u  gwchcsed indis- 
criminately t o  enhance t h e i r  pres t ige  0,- productive capacity. 
I n  Irunmry, 1973 gro~vL& in  ~ r o s t m o n t  ou'i;ays was 5 norcent 
cbove @a?, giving r i ce  t o  conccni among planners about 
investment ~ h n d s  n o f i e l n g  productively uuced; ard i n  
Crrcchos1ovd:ia purciiases of new nachinery and equipment 
cxccedee outlays ::or construction o r  nodernization of ? lan t s  
t o  receive tincil altilough the  op2osite had been planned; lower 
Invostnont groldh in t h e  non- indus t r i s  zector,  however, l i n i t e 6  
the  grovth of t o t a l  investment t o  6.6 percent a s  s t a ted  in "he 
plan. The Gul: apparently diveded a substant ia l  ?ortion of s t z t e  
investment funds i n t o  t h e  non-industrial sphere f o r  addi t ional  

PI i. y 0 R 3 S 5 ' n I C ' f L ( D  
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housing and medical, educational, and c u l t u ~ i l  f e c i l l t i e s ,  in 
order t o  provide v i s i b l e  p r o 0  of continuing progress in ra i s ing  
l iv ing  standards. R o n d a ,  although increasing investments by 
12 peTcent over the  7977 level ,  nore t h e  Less experienced delays 
i n  putt ing nevr p lan t s  i n t o  operation end saw capaci t ies  functioning 
below t h e i r  projected l w e l s .  Total investment in Poland decreased 
by 0.2 percent in 197s. Polanc! plans t o  decrease investments 
i M e r  by 10 percent i n  1979 and t o  concentrate i ts resources in  
t h e  c ruc ia l  c o d  w~d e l e c t r i c i t y  sectors. 

24. Consumer E?-ice>crcase~. Small advances in personal 
incomes ? r eFTPKeb i ; -2he  ZPZ:tc of both overt and SuD~resSed 
InZTation. :J.kbough ;hb in i s t r a t i ve ly  infiuced pr ice  increases 
were used thx~ughout  -astern &rope t h e  b u l l c  of inLYationerJ: 
pressures remains suppressed, expressin& itseli' throcgh shortages 
an6 enforced savinzs. In Poland overt i n f l a t i o n  vms r e ~ o r t e d  
running a t  f3-9 ?ercer;t, a d  in fhgary the  =la t ion r a t e  was 
4.7 percent, caused p a r t i a l l y  by FIE averace 50 percent increase 
i n  the  p i c e s  o: tobacco, Seer, gasoline, and boo:;s. In  
Czechoslovakia se lec t ive  p r ice  hikes in November on cars  and 
alcohol allegecily s e t  or'f stri!res LZI a t  least two enterprises.  
%en in Rom~aia, vhcre inLCation in its overt  Tom is a 
comparatively net: phenomenon, the  2.2 percent consumer p r i ce  r i s e  in 
1978 vms an absolute recorrl. \hen added t o  suppressed i n f l a t i on ,  
such administsred increases in the  pr ices  0s" consumer goods may 
increasingly hinder the  &st Europezn countries from W e s t i n g  m r e  
funds i n  productive ca? i ta l  resourczs by leading t o  demands f o r  
a d d t i o n a l  s t c t e  >r ice  subsidies a d  rragc increases. 

dances .  Foreign t rade ,  whlch is an 
11 of %stern m o p e ' s  na t ional  income. 

continued t o  be out ol" b d m c e  in. 1973. Poland was eble t o  improve 
i t s  fore ign t rade  sihatioor.  c a r t i a l l y  by c u t t k g  back severely on 
iolJorts from the  Vest and. ixreas in ; ;  e x ~ o r t s ;  but it still 
s e f e r e d  a ne t  convertible currency deb= ol" around $16 b i l l ion .  
Because of cos t ly  imports of consumer goods, f e e d p a i n s ,  and raw 
materials,  the  G D X l s  :o?ei.g t rcdc  with the  \.lest i n  ;97G was arraln 
out of balance by $1.5 bi l i ion .  Ronania's t r ede  balance moved- 
from v i r t u a l  equilibrium in 1977 t o  a $0.7 b i l l i o n  d e f i c i t  in 1970, 
due i n  large  p a r t  t o  t h e  adverse efi"ects 02 t h e  1-larch 1977 earth- 
quake. 13ulgariats hard-currency indebtedness m i s i n g  from its 
un2avourabJ.e t rade  balance does not  appecr t o  have improved since 
the  end of 1977, when it surpassed $3.5 b i l l i o n  and caused tho  
countryts debt-service r a t i o  t o  approach 65 percent. I n  l i g h t  
ol" these imbalances, ' lestern countries can e q e c t  continuing 
pressures f o r  product compensation t race  md addi t ional  c red i t s .  

ction. Indus t r i a l  output f o r  the  area 
ge gre2tly f r o m  plan goals, azd 

i n  most cases regis tered  a respectable gmwkh of around 5 percent. 

N A T O  H ; I ; S T R I C T Z D  
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homaniafs indusLrial  output, although below ?lan, increased by 
a percent. Imong t h e  bes t  performers were the  e l e c t r i c a l  
engirecring indus t r i es  in  Poland, IIugary, the  CDR and Bulgaria; 
the  machine t o o l  an& metalworking s e s to r s  i n  the  G3R, Czechoslovakia, 
and Bulgaria; the  pharmaceutical industry in IIun,nary; and chenical 
indust r ies  throughout the  area. Grorrth in labouw productivity - 
output  per  vor1:er - generally did not  cone UD t o  expectations, 
however, and pa r t  or" the  increase in value of i ndus t r i a l  
production nay have cone sinply from pr ice  Inf la t ion .  In Polend, 
and the  GIJR, i ndus t r i a l  p r ice  i n f l a t i o n  appears t o  have been 
especial ly p;.onounced in 1 970. b!one the  l e s s ,  devclopncnts werc 
g e x m l l y  posi t ivc  i n  inportant  inc?ustrial  sectors.  

27. Zconoin3.c Inte eabion. The completion in l a t e  1978 of 
two nuch-pG-u!~ -bi€- egrat ion projec ts  - t h e  Orenburg Gas 
Pipcline and the  :!irniza-hbertirsa 750-iCllovolt Transmission 
Line - means t22t the  cnor,cy s i t ua t i on  of the  &st European 
coun.tries pa r t i c ipa t i i y  i n  the  projec ts  ougl1t t o  be a l levia ted  
somevhat starti- in l9W. iJthough the  pipel ine is not ye t  
conpletely operational,  the  USSR had pledged t o  pump e ight  b i l l i o n  
cubic metres oZ gar, through it t o  the CIZX countries in 1979, and 
the  fuLl c a ~ a c i t v  oZ 15.5 b i l l i o n  In 13G0.  V i + k  the eventual 
ent ry  i n to  -fli~1 e r r r i c e  02 t h e  tcansnission l i ne ,  Htmgary, t h e  
GDR, and Czechos?.ovalda are t o  receive up t o  6.4 b i l l i o n  E l o -  
watt hours annually from the Soviet Union. "mst hbopean energy 
needs may eventually also be p a r t i a l l y  uiet under the  so-called 
CIfitX Long-Term DirecLional P.-ogrannes OZ Co-operation t o  1390, 
which provide, in par t ,  l o r  t h e  mutual construction of an 
a d G i t i o x l  57,000 megaumtts of nuc lem generating capacity f o r  
Lastern kiwooe, an m o m t  equivalent t o  L j  percent of i t s  in s t a l l ed  
t o t e l  generating capacity in 1977. The Direct icnal  Progrynms, 
s i p e d  a t  the  Thirty-Second ~~ General Session in Curie 197C, 
a d d i t i o n d l y  c a l l  f o r  spec i f i c  measures f o r  mutual ?reduction and 
de l iver ics  of bas ic  food products, a e l s ,  and raw materials ,  end 
f o r  fu r the r  spcciallzti t ion and jo in t  mi-angenents i n  nechinery 
production. Because oL' Eastern m o p e a n  na t i ona l i s t i c  
s e n s i t i v i t i e s ,  hourevcl-, the  key eletzent in CKZ?. in tegra t ion i s  
li!miy t o  renain ':as", -Wopean part!-cipatlon with the  Soviet Union 
i n  major investnc:lt p ro jec t s  undertaken at Soviet i n i t i a t i v e  and 
located f o r  t h e  nost  part on Soviet so i l .  

2C. The Zast ~Wopcan  s to tos  have found t h e i r  grovrth r a t e s  
i n  the  l a t e  seventies depressed by a number of fac tors :  r ap id ly  
r i s i n g  cos ts  0.8.. enerz;, much of which nust  be imported, a s e r i e s  
o i  poor t o  indiT?orcr.t hiu-vests arising partially from adverse 
weather, and genei-ally deter iora t ing conu t ions  f o r  t h e i r  products 
rjrl ::estern markets, not t o  mention s e e ~ i n g l y  in t rac tab le  i n t e r n a l  
problems with na.negenent, constnxtiol l ,  m d  t r a n s ~ o r t .  Through 
a v w i e t y  of measures - f r o s  i n J u s t r i a l  reorganization in the  
GDR, t o  p o l i t i c a l  pressure on e n ~ e r p r i s e  managers in Czechoslovakia, 
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29. Pue mares8 tawrd economic lntegrutim dgbt allow - 
for mn'ratlosral dlrisioa of labour and m a  -u of 
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(1) 1nclud.s all aECD countries plus Israel. All exports and imparts 
a m  -az -8-J,O.b. basis except Hungary, which reports. its e.xports - - 
on a c.i.f.  basis 

(2) Pralirinarg estimate 

H A T O  U N C L A S S I F I E D  
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N A T O  U N C L A S S I F I E D  
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.I , 

~ , , ;  , , , ,  {,' 

SOVIET HARD CURRENCY 

EARNINGS I N  1976. 

(BILLIONS OF DOLLARS) 
, "., 

N A T O  U N C L A S S  I P I E D  
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US DOLLAR 

-1 

GROSS DOMESTIC PRODUCT PER HEAD I N  NATO 
AND THE WARSAW PACT 

1977 

TOTAL 
WARSAW 

'IT0 PACT 
USSR AMERICA 

NATO EAST 
EUROPE EUROPE 

M U I C E  I OECD AND IIU, LOUMU 
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